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Additionai information

FORWARD-LOOKING STATEMENTS

The statements contained in this Annual Report that are not historical
facts are forward-locking statements as defined in the US Private
Securities Litigation Reform Act of 1995, The following are words that
identify such forward-looking statements: believe, estimate, target,
intend, may, expect, anticipate, predict, project, counting on, plan,
continue, want, forecast, should, would, is confident, will, and similar
expressions as they relate to our company. These statements are not
guarantees of future performance and involve risks, uncertainties
and assumptions that are difficult to predict. We undertake no
obligation to publiciy update or revise any forward-looking statements.
Readers are cautioned not to place undue reliance on these forward-
looking statements, which merely reflect company expectations at
the time of writing. Actual results may differ materially from
expectations conveyed in forward-looking statements due to changes
caused by various risks and uncertainties. Such risks and uncertainties
include but are not limited to the following:

@ Changes in general economic conditions, particularly in the
United States, the Netherlands and the United Kingdom;

® Changes in the performance of financial markets, including

emerging markets, such as with regard to:

+  The frequency and severity of defaults by issuers in our fixed
income investment portfolios; and

«  The effects of corporate bankruptcies and/or accounting
restatements on the financial markets and the resulting

decline in the value of equity and debt securities we hold;
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The frequency and severity of insured loss events;

Changes affecting mortality, morbidity and other factors that
may impact the profitability of our insurance products;

Changes affecting interest rate levels and continuing low or -
rapidly changing interest rate levels;

Changes affecting currency exchange rates, in particular the
EUR/USD and EUR/GBP exchange rates;

Increasing levels of competition in the United States, the
Netherlands, the United Kingdom and emerging markets;
Changes in laws and regulations, particularly those affecting our
operations, the products we sell, and the attractiveness of certain
products to cur consumers;

' Regulatory changes relating to the insurance industry in the

jurisdictions in which we operate;

Acts of God, acts of terrorism, acts of war and pandemics;
Changes in the policies of centra! banks and/or governments;
Litigation or regulatory action that could require us to pay
significant damages or change the way we do business;
Customer responsiveness to both new products and distribution
channels;

Competitive, legal, regulatory, or tax changes that affect the
distribution cost of or demand for our products;

Our failure to achieve anticipated levels of earnings or operational
effluenaes as well as other cost saving initiatives; and g;j.
The 1mpact our adoption of the International Financial Reportlng
Standards may have on our reported financial results and flnancfal
condition.

AEGON Group Corporate Affairs and investor Relations (NL)

Dart Design, Amsterdam (NL), Habo DaCosta bv (NL)
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AEGON is one of the world's larq‘ést life insurance and pension companies, and a strong provider

of investment products. We empower our local business units to identify and provide products and
services that meet the evolving needs of our customers, using distribution channels best suited

to their local markets. We take ﬁride in balancing a local approach with the power of an expanding

global operation. "

With headquarters in The Hague, the Netherlands, ALGON companies employ approximately
29,000 people. AEGON's busine{sses serye miliions of customers in over twenty markets throughout
the Americas, Europe, and Asia, with major operations in the United States, the Netherlands and

the United Kingdom. |

Respect, quality, transparency énd trust constitute AEGON's core values as the company continually
strives to meet the expectatiorﬁns of customers, sharehiolders, employees and business partners.

AEGON is driven to deliver new thinking and our ambition is to be the best in the industry.
|
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At a glance

AEGON AROUND THE WORLD
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USA THE NETHERLANDS UNITED KINGDOM

NUMBER OF EMPLOYEES 13,544, of which NUMBER OF EMPLOYEES 6,404, of which NUMBER OF EMPLOYEES 4,639, of which

2,483 agent-employees 1,356 agent-employees 150 agent-employees

MAIN OFFICES Baltimore, Cedar Rapids MAIN OFFICES The Hague, Leeuwarden, MAIN OFFICE Edinburgh

MAIN PRODUCT AREAS Traditional life, life Groningen, Nieuwegein MAIN PRODUCT AREAS Traditional life,

for account of policyholders, pensions, fixed MAIN PRODUCT AREAS Life insurance, life for account of palicyholders, pensions,

and \iariabfe annuities, institutional guaranteed  pensions, life cycle, fee business fee business (inct. mutual funds) i
products, fee business {incl. mutual funds), (inct, mutual funds), accident and health MAJOR CUSTOMER SEGMENTS Individuals, |
accident and health insurance, life reinsurance insurance, general insurance, hanking corporates, institutions i
MAJOR CUSTOMER SEGMENTS Individuals, MAJOR CUSTOMER SEGMENTS Individuals, MAIN DISTRIBUTION CHANNELS Financial ‘
corporates, institutions corporates, institutions agvisors |
MAIN DISTRIBUTION CHANNELS MAIN DISTRIBUTION CHANNELS Brokers, www.aegon.co.uk ‘
Independent agents and agent-employees, tied agents, direct marketing, franchise sales

marketing companies, financial institutions, force, warksite marketing

broker-dealers, wirehouses, affinity groups, www.aeqon.nl

direct response, worksite marketing,
institutional intermediaries
WWW.aegonins.com
www.transamerica.com

L I I R R R R R T R I T R I I I O I I R I R R R L I I R R I I I N I R R R R R N A N L

W Main markets Canada USA Brazil United Kingdom Germany Poland Taiwan

W AEGON Direct Marketing Services' Mexico Bermuda jrefand LThe Netheriands | Czech Republic | Hungary | 5. Korea

| Other activities

]
| |
]
n
' ALGON Direct Marketing Services = =
(ADMS) is one of the operating groups Spain Thailand China |Australia
of AEGON USA. Please refer to page
28 for more information. Chile France Slovakia  Singapore Hong Keng Japan

4 | AEGON ANNUAL REPORT 2006
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CANADA

NUMBER OF EMPLOYEES 692

MAIN OFFICE Toronto

’MAIN PRODUCT AREAS Traditicnal life,
variable annuities, fee business

(incl. mutual funds}

MAJDOR CUSTOMER SEGMENTS Individuals
MAIN DISTRIBUTION CHANNELS
Independent advisors, brokers, financial
planners, financial institutions
www.transamerica.ca
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FRANCE™

NUMBER OF EMPLOYEES 525

MAIN OFFICE Paris

MAIN PRODUCT AREAS Traditicnat tife,
unit-linked, pensicns

MAJOR CUSTOMER SEGMENTS Individuals,
carporates

MAIN DISTRIBUTION CHANNELS Brokers,
financial institutions

W\;vw.iamondiaie.com

* Joint venturesfassociates:
La Mondiale Participations {35 percent).

e v s Ews

SLOVAKIA

NUMBER OF EMPLOYEES &7

MAIN OFFICE Bratislava

MAIN PRODUCT AREAS Universal life,
unit-linked, pensions, accident and health

IR R RN R R R R I SRR}

insurance

MAJOR CUSTOMER SEGMENTS Individuals,
carporates, institutions

MAIN DISTRIBUTION CHANNELS Tied
agents, pension advisors, brokers
www.aegon.sk
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CHINA"

NUMBER OF EMPLOYEES 1,497, of which
909 agent-employees (100 percent)

MAIN OFFICE Shanghai

MAIN PRODUCT AREAS Traditional life,
universal life, accident and heaith insurance
MAJOR CUSTOMER SEGMENTS Individuals
MAIN DISTRIBUTION CHANNELS Tied
agents, banks, direct marketing, brokers
WWW.3egon-chooc.com

* 50/50 joint venture by China Nationa' Otfshore Oil
Corparation and AEGON N.V.

LR R R A LR N A )

HUNGARY

NUMBER OF EMPLOYEES 960

MAIN OFFICE Budapest

MAIN PRODUCT AREAS Traditional life, life
for account of policyholders, pensicns, feg
business (inc!. mutual funds), accident and
heaith insurance, general insurance,
mortgage loans

MAJOR CUSTOMER SEGMENTS Individuals
MAIN DISTRIBUTION CHANNELS
Independent and tied agents, pension
advisors, direct marketing, worksite
marketing

www.aegon.hu

L L R I B A N )

SPAIN®

NUMBER OF EMPLOYEES 221

(excl, employees in joint venturesfassociates)
MAIN OFFICE Madrid

MAIN PRODUCT AREAS Traditicnal life, life
for account of palicyholders, pensicns,
accident and health insurance

MAJOR CUSTOMER SEGMENTS Individuals,

corporates

MAIN DISTRIBUTION CHANNELS Financial
institutions, independent and tied agents,
brokers, direct marketing, worksite marketing
WWw.aegon.es

* Joint ventures/associates: Caja de Badajoz Vida
(50 percent), Seguros Navarra (50 percent),
CAM AEGON Holding Financiero (42.99 percent).

L R A N I I N BRI )

L R A A IR B )

TN I R N SR A R B R I B B SN

CZECH REPUBLIC

NUMBER OF EMPLOYEES 55

MAIN OFFICE Prague

MAIN PRODUCT AREAS Unit-linked,
universal life, risk products

MAJOR CUSTOMER SEGMENTS individuals,
corporates

MAIN DISTRIBUTION CHANNELS Tied
agents, brokers, direct marketing
www.aegon.cz
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POLAND

NUMBER OF EMPLOYEES 113

MAIN OFFICE Warsaw

MAIN PRODUCT AREAS Life for account

of policyholders

MAJOR CUSTOMER SEGMENTS Individuals
MAIN DISTRIBUTION CHANNELS Tied and
independent agents, banks, brokers
www.aeqon.pl

I I I B A R N

TAIWAN

NUMBER OF EMPLOYEES 1,109, of which

706 agent-employees '
MAIN QFFICE Taipei
MAIN PRODUCT AREAS Variable universal;
life, traditional life, structured notes, accide@t'“;.

and health insurance t:\
MAJOR CUSTOMER SEGMENTS |ndividuaf§
corporates, institutions T
MAIN DISTRIBUTION CHANNELS Tied
agents, brokers, banks, worksite marketing,

direct marketing

www.aegon.com.tw
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At a glance

AEGON AND THE FINANCIAL COMMUNITY
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“AEGON is committed to the highest
standards of both integrity and fair
disclosure.”
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INVESTOR RELATIONS

AEGON values its many trusted relationships within the global
investment community and is committed to the highest standards of
both integrity and fair disclosure.

AEGON's investor relations program aims to enhance shareholder
value through clear communication and ensures efficient and
effective access to the global capital markets. AEGON's common
shares are listed on major stock exchanges including Euronext
amsterdam, the London Stock Exchange and the New York Stock
Exchange.

AEGON is also active in the global debt capital markets. Using its
strong credit ratings, AEGON has issued a variety of debt
instruments in varfous major currencies in order to optimize its
capital structure and reduce funding costs.

in 2006, ALGON compieted a number of capital markets transactions
that include two successful offerings of perpetual capital securities,
which strengthened the capital base in a non-dilutive and cost
effective manner.

RATINGS " Credit
as per December 31, 2006 AEGON N.V.
S&P rating A+
. Moody's rating A2
F|'tch rating AA-

Wl"tﬁ’ the objective of obtaining a fair valuation for its securities,
AEGON is committed to ensuring that equity and fixed income
in?fféﬂ%tors have an accurate understanding of the company's
péi?:_f:ormance and prospects. To this end, AEGON's investor relations
préfjram focuses on providing the international investment
community with the information required to make sound investment
decisions. This includes information on key factors that drive
AEGON's businesses and influence its results, financial condition and
value. AEGON remains committed to ensuring that both financiat and
non-financial information is accurately and thoroughly disclosed in a
timely and consistent manner.

6 | AEGON ANNUAL REPORT 2006
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ALGON's primary reporting basis is by geography and the secondary
basis is by line of business. Starting with the first quarter of 2007,
AEGON wifl more closely align its line of business reporting with the
way the businesses are organized.

In addition 1o its IFRS results, AEGON believes value of new business
and embedded value information should be considered in arriving at
a balanced assessment of its underlying performance. AEGON
supports the European Embedded Value Principles, which are aimed
at improving the consistency and transparency of the life insurance
industry's embedded value reporting.

In keeping with its commitment to turther improve disclosure,
AEGON has started to report quarterly value of new business
information and internal rate of return of the new business,
beginning with the first quarter 2006 results.

Additionally, AEGON will provide information on its various business
activities in a statistical supplement to be included in its guarterly
earnings releases starting with the first quarter of 2007.

With the aim of ensuring equal access to all relevant information,
AEGON actively maintains contact with the financial community.
Interactions with the financial community include roadshows
throughout the USA, Europe, and Asia, webcasts, press releases and
reqularly scheduled investor days. Mareover, shareholders, bond-
holders and potential investors are encouraged to learn more about
AEGON's businesses and management decisions aimed at achieving
its strategy of long-term profitable growth in AEGON's major and
developing markets.

In keeping with its ongoing determination to maintain an open
dialogue with the financial community, AEGON's professional
investor relations staff is available to answer questions at any time.

DIVIDEND POLICY

AEGON recognizes the importance of offering its shareholders a
stable and adequate dividend, which is supported by the company's
cash flow and capital position.



AEGON COMMON SHARES ARE INCLUDED IN A NUMBER OF
THE MAJCOR EQUITY MARKET INDICES, AMONGST OTHERS,
IN THE FOLLOWING KEY INDICES:

FAEXS IMSCIIEUro]index
SEPJEUro]indexd
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FTSE{Eurotoplioo)
FTSE{EUrotopI300)
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AEGON's total dividend for the full year is composed of an interim
dividend, declared at the time of the publication of the six months’
results in August, and a final dividend proposed at the time of the
year end results in March and approved at the annual General
Meeting of Shareholders. Payment of the interim and final dividend
is either in cash or in stock to be paid out of the paid-in surplus fund
(free of tax in the Netherlands) or, if so requested, out of the net
income. The management has the ability to alter the relative
attractiveness of cash versus stock dividend if deemed appropriate.

The stock fraction, used to determine the dividend in shares, will be
based upen the average share price calculated over a period of five
trading days. There will be no trading in dividend rights on Euronext
Amsterdam N.V. or other stock exchanges.

In 2006, AEGON declared an interim dividend of EUR 0.24 per
common share. The stock fraction was determined at 1/62 resulting
in an approximately 5.6 percent lower value for the stock dividend
compared to an interim dividend in cash. To neutralize the effect of
the stock dividend, AEGON repurchased 11.6 million shares in the
open market. The final dividend of 2006 proposed to the AGM
amounts to EUR 0.31 per common share bringing the total 2006
dividend to EUR 0.55, an increase of 22 percent compared to the
pricr year. The final dividend in shares will be approximately
5 percent lower than the value of the cash dividend. AEGON started
to repurchase shares to neutralize the effect of stock dividends. It
remains AEGCON's objective to increase dividend subject to the
development of capital position and cash flows.
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SHAREHOLDER BASE Estimated

B Americas

B Rest of Europe
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B The Netherlands
B Rest of the world
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SHAREHOLDERS
AEGON'’s international business activities are reflected in the
geographical diversity of its investor base.

The investor base consists of approximately 86 percent of institutional
shareholders (including Vereniging AEGON) and 14 percent individual
shareholders.

Based on publicly available information, Vereniging AEGCN is the
only major shareholder {exceeding S percent participation in AEGON
common shares). For more information on Vereniging AEGON please
refer to page 238.

AEGON VALUES ITS MANY TRUSTED
RELATIONSHIPS WITHIN THE GLOBAL
INVESTMENT COMMUNITY

L I R R R I T I R R O R R N A

SHARE PRICE DEVELQPMENT
In 2006, the AEGON share price appreciated 5.0 percent, from
EUR 13.75 on December 30, 2005 to EUR 14.44 on December 29,
2006. In May 2006, AEGON paid a final dividend for 2005 of
EUR 0.23 and in September 2006 an interim dividend of EUR 0.24
for 2006. Including the dividends paid in 2006 the total return’ &Q“_I;
an AEGON common share in 2006 was B7 percent (2005:; 42.8
percent). This compares to total returns' for the European Insurande
Index (DJ Stoxx 600 Insurance Index) of 207 percent (2005: 346
percent) and the S&P 500 Insurance Index (in EUR) of mlnu';;:l
0.5 percent (2005: 30.7 percent).

' The source for the total return calculation and comparison is Bloomberg.
The calculation assumes reinvestment of the dividend in the stock or in the index.

AEGON ANNUAL REPORT 2006 { 7
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FINANCIAL CALENDAR

Share price information’ (in EUR)

2006 2005 2004 2003 2002
Price - high 15.56 14.25 1298 © 1347  28.89
Price - low 1217 9.63 8.24 5.87 9.04
Price - year-and 14.44 13.75 10.03 11.73 11.7¢
Pricefearnings ratio 2.86 8.44 7.27
Share price information' (in USD}

2006 2005 2004 2003 2002
Price - high 18.97 16.78 16.12 14.80 26.00
Price - low 15.24 12.19 10.41 6.76 8.88
Price - year-end 18.95 16.32 13.71 14.80 12.33

' Source: Bioomberg

S
RN

FINANCIAL CALENDAR 2007

(March]s) Announcement of 2006 full year results

(March}26) Record date for attending/voting at the
April 25 AGM

IMarch}30] Publication of 2006 Annual Report and
Form 20-F

FAprill25) Annual General Meeting of Shareholders

FADLil}2 6] Ex-dividend date for the final dividend 2006

FADLIE30] Final dividend 2006 record date

(May}2] Start of final dividend 2006 election period

(Maylo] First quarter 2007 results and Embedded
Value Report 2006

Ep 13 End of final dividend 2006 election period

May}22:232] Anaiyst & Investor Conference - Amsterdam

(May}23] Final dividend 2006 payment date

FAUqgUstLo] Second quarter 2007 results

FAugustyIO] Ex-dividend date interim dividend 2007

FAugustaIO] Start of interim dividend 2007 election
period

fAugustiid) Interim dividend 2007 record date

fAugustE3l) End of interim dividend 2007 election period

[Septembergld) Interim dividend 2007 payment date

(INovemberd8] Third quarter 2007 results

Ol A3 | Analyst & Investor Conference - New York

FINANCIAL CALENDAR 2008

\::’.
uﬁmm@m INEORMATION MERD G Announcement of 2007 full year results
The Hague, the Netherlands ~ +31(0)70 344 83 05 Aprilp23) Annual General Meeting of Shareholders
E-mail gca-ir@aegon.com (Maya7J First quarter 2008 results and Embedded
S Value Report 2007
“Baltimore, USA + 410 576 45 77 fALgustE7) Second quarter 2008 results
E-mail ir@aegonusa.com INovemberlé] Third quarter 2008 results

8 | AEGON ANNUAL REPORT 2006




Chapter two

GROWTH AND PROFITABILITY

--------------------------------------------------------------------------------------------------

- STRENGTHENING AEGON'S POSITION
I AS A LEADING LIFE INSURANCE PROVIDER
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Growth and profitability

CHAIRMAN'S LETTER

Donald J. Shepard

CHAIRMAN OF
THE EXECUTIVE BOARD

DEAR READER,

LT LTS LR LT LT T T

During the past year, we took a number of important steps to strengthen AEGON's
position as a leading provider of life insurance, pensions and related savings and
investment products internationally. On behalf of the Executive Board, | am
pleased to present this Annual Report detailing our progress and ongoing
commitment to providing our customers with reliable, need-specific products

and services while creating long-term value for AEGON's many stakeholders.

A CONSISTENT FOCUS ON PROFITABILITY

Profitability continues to be a cornerstone of AEGON's growth
strategy. This was evident in 2006 with the 32 percent increase in
operating earnings before tax, as well as the 41 percent increase in
the value of new business for the AEGON Group, which represents a
compound annual growth rate of 33 percent since 2003. Similarly,
the internal rate of return on AEGON's new business improved to
14.5 percent during 2006, compared t¢ 12.4 percent for 2005, These
positive developments represent better-than-expected progress
toward our goal of doubling AEGON's value of new business to
EUR 1.1 billion by 2010. We are confident that our businesses in the
Americas, the Netherlands, and the United Kingdom will caontinue to
perform well and together comprise the majority of AEGON's
ea'rninqs growth in the coming years. However, we believe that our
6§éfati0n5 in Central and Eastern Europe, as well as in other
I:ZiJropean countries and in Asia, will constitute an increased
proportion of new business growth in the next several years.

SEIZING THE PENSION OPPORTUNITY GLOBALLY

Affother key component in AEGON's growth strategy is the
retirement opportunity globally. Demcgraphics and trends in nearly
every market indicate that ours is the right business at the right
time. There is a clear and increasing need for a broader range of
protection and pre- and post-retirement solutions given people's
needs to successfully manage their accumulated assets during a

10 | AEGON ANNUAL REPORT 2006

longer retirement. It is for this reason that AEGON has identified
pensions as a global growth initiative. By coordinating product
concepts and sharing the broad expertise of our various business
and country units, we believe that AEGON will further strengthen its
Another
indication of our concerted focus on the pensicn opportunity was

leading position in the growing retirement market.
our decision to acquire PTE Ergo Hestia, a top-ten pension fund
management company in Poland. This will provide a strong
compiement to our successful life operations in Poland, following our

entry into the Polish market in 2005.

D I I I T e B I I I I R N R R R I I B I B A B R B I

TRENDS INDICATE THAT OURS IS THE
RIGHT BUSINESS AT THE RIGHT TIME

During 2006, HDI Pensionsmanagement - Germany's third largest
pension provider - joined the AEGON Pension Network, adding
further momentum to our efforts to provide innovative cross-border
pension solutions for AEGON's multi-national clients and their
employees. Multi-national companies are taking a more international
view of their pensions and AEGON Pension Network is providing
solutions that will enable them {o better negotiate the complexities
involved.
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“A key component in our g::rowth strategy is the retirement opportunity.”
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EXPANDING AEGON'S INTERNATIONAL FOOTPRINT
International expansion is another essential pillar in AEGON's growth
strategy and the past year was an especially productive one in this
regard. In Dctober, we completed our 49 percent acquisition of Sequros
Argos in Mexico, and at the same time announced our plans to
establish a pension management joint venture, known as Afore Argos.
During the year, we also continued the roll-out of our operations in the
highly developed coastal provinces in China with the opening of
AEGON-CNCOC's Shandong branch, and in December we finalized our
new partnership with the Ranbaxy Promoter Group in India to provide
life insurance and asset management products through Ranbaxy's
subsidiary, Religare. In January 2007, we fulfilled our intention to enter
Romania with the formation of a new pension fund company with
Banca Transilvania, in anticipation ¢f the mandatory pension system
next year. In addition, AEGON will also establish a life insurance
company in Romania that will enter into a distribution agreement with
Banca Transilvania to sell co-branded products through the bank’s
extensive network of 340 branches.

L R I I R I I I I I I R A I I A ]

INTERNATIONAL EXPANSION (S AN
ESSENTIAL PILLAR IN AEGON'S
GROWTH STRATEGY
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Also in January 2007, AEGON announced its intention to form a new
life insurance company in Japan with Sony Life. The 50/50 joint
venture will initially focus on developing variable annuity products that
will be distributed through Sony Life's Lifeplanner® channel as well as
through banks and other financial institutions. AEGON regards this new
partnership with one of Japan's most respected companies as an
excellent platform for ongoing collaboration in the world's second
largest market for life insurance products and services.

STRENGTHENING DISTRIBUTION

Efforts to enhance further AEGON's broad distribution network were
also successful in 2006. In November, we announced our agreement to
acquire Clark Incorporated, a leading distributor of bank-owned and
corporate-owned life insurance in the United States. AEGON also

acquired the remaining 55 percent of Unirobe, a leading company of
independent financial advisors in the Netherlands.

AEGON's strong relationship with banks in the United States, throughout
Europe and in Asia provides critical access to a growing customer
segment in both our established and developing markets. It is for this
reason that we have also identified broadening AEGON's presence
through the bank channel as another of our global growth initiatives. In
addition to our successful partnership with Caja de Ahorros del
Mediterrdneo in Spain, two new joint ventures with Spanish mutual
savings banks - Caja de Badajoz and Caja Navarra - became operational
during 2006, extending AEGON's products and services through nearly
1,500 bank branches acress the country. As banks internationally
expand their product offering to include protection and retirement
products, we intend to advance AEGON's reputation as a preferred
partner in this essential distribution channel.

ENSURING THE BENEFITS OF SHARED EXPERTISE
In November, we announced the formation of the AEGON Management
Board, as a way to further maximize the opportunities we see for
AEGON's businesses internationally. In addition to my Executive Board
colleagues Jos Streppel and Alex Wynaendts, the Management Board
also includes the leaders of AEGON's major country units: Pat Baird,
President and CEOQ of AEGON USA, Otto Thoresen, CEQ of AEGON UK,
and Johan van der Werf, CEO of AEGON The Netherlands. THg-,
Executive Board will continue its role as the statutory governing bé‘d‘}-:,'-
of AEGON N.V. The Management Board will wark to identify busine}la;s’
opportunities consistent with AEGON's international growth strateg .

L I R R I T R L I R O S A

AEGON'S STRONG RELATIONSHIP WITH
BANKS PROVIDES ACCESS TO A GROWING
CUSTOMER SEGMENT T

L I T R I e R N I A T R A R R R Y B

The formation of the Management Board reflects the clear and
increasing need for closer cooperation between country and
business units and the importance of coordinating global initiatives
and teveraging AEGON's broad expertise.
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Growth and profitability e Chairman’s letter

Chairman'’s letter

CONTINUATION

CONTINUED GROWTH THROUGH FINANCIAL STRENGTH
AEGON has icng focused on achieving and maintaining financiai
strength. In addition to providing the basis for continued growth and
expansion, it is also an important measure of a company's future
ability to deliver on the promises it makes to its customers, business
partners and sharehoiders. During 2006, AEGON's capital position
improved further. This enabled us to continue our investments in new
partnerships and acquisitions, as well as increase the shareholder
dividend by 22 percent to EUR 0.55. Alsc, we initiated a program to
repurchase shares in 2006 to neutralize the effect of stock dividends.
It is our intention to increase dividends annually, naturally subject to
the development of AEGON's capital position and cash flows.

Our ability {o ensure AEGCN’s continued growth and financial
strength depends on the talent and dedication of management,
employees and trusted business partners. Their many contributions
to AEGON's business objectives enabled us to achieve the progress
we are pleased to report for 2006. As we look to the opportunities
ahead, AEGON remains committed to leveraging the resources of an

I !
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expanding global operation with the knowledge and expertise of
local business managers and partners. At the same time, we will
continue to identify and implement operational and cost efficiencies
in order to maintain AEGON's reputation as a competitive and
reliable provider of life insurance, pensions and related savings
products and services.

We are grateful for your ongoing support and continued interest
in AEGON.

Sincerely, on behalf of the Executive Board,

Donald J. Shepard
CHAIRMAN OF THE EXECUTIVE BOARD

.
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DONALD J. SHEPARD - CHAIRMAN EXECUTIVE BOARD

(1946, American nationality) began his career with Life Investors,
In¢., an insurance holding company, in 1970. Serving in various
management and executive functions with Life Investors, he became
executive vice-president and chief operating officer in 1985, a
position he held until AEGON consolidated its other United States
operations with Life Investors to form AEGON USA in 1989,
whereupon Mr. Shepard became president and CEO. In 1992,
Mr. Shepard became a member of the Executive Board of AEGON N.V.
and in April 2002 he was appointed chairman. He currently serves as
a member of the Boards of Directors of the Mercantile Bankshares
Carporation and the CSX Corporation,

JOSEPH B.M. STREPPEL - CFO, MEMBER EXECUTIVE BOARD
(1949, Dutch naticnality) began his career in 1973 at one of AEGON's
predecessors occupying several treasury and investment positions.
In 1986, he became CFQ of FGH BANK and in 1987 he joined the
Executive Board of FGH BANK. In 1991, he became chairman and CEOQ
of Labouchére and, in 1995, also chairman of FGH BANK, In 1998
he hecame CFO of AEGON NV. In May 2000 he was appointed
a member of the Executive Board of AEGON NV. Mr, Streppel is also
a member of the Supervisory Boards of Royal KPN NV. and
Van Lanschot Bankiers NV,

ALEXANDER R. WYNAENDTS - MEMBER EXECUTIVE BOARD

(1960, Dutch nationality) began his career with ABN AMRO in 1984
and had several assignments in asset management (Amsterdam} and
corporate finance (London). In 1997, he joined AEGON's Group Business
Development department and was promoted te executive vice-
president and head of Group Business Devetopment in May 1998, In
2003 he was appointed @ member of the Executive Board of AEGON NV,

- PATRICK S. BAIRD - PRESIDENT AND CEO AEGON USA
(1954, American nationality) began his career at AEGON USA in 1976,
He served as executive vice-president and chief operating officer,

chief financial officer and director of tax and was appointed in
March 2002 to his current position as president and CEQ of AEGON
USA, Inc. He was appointed a member of the Management Board of
AEGON NV, effective January 1, 2007. He is also a8 member of the
Board of Directors of QCR Holdings.

OTTO THORESEN - CEO AEGON UK
(1956, British nationality) began his career at Scottish Equitable in
1978. After gualifying as an actuary he served as marketilng manager
until leaving Scottish Equitable in 1988 to follow senior roles with
Abbey Life and Royal Insurance before returning to AEGON UK in
1994 as development director, He was appointed finance director
in 2002 and then became CEC of AEGON UK in 2005. He v&rﬁs"‘“—‘
appointed a member of the Management Board of AEGON NV,
effective January 1, 2007.

JOHAN G. VAN DER WERF - CEQ AEGON THE NETHERLAND'S
(1952, Dutch nationality) began his career in 1973 as an officer in Eﬁe
Merchant Marine. In 1982 he joined one of the predecessors.o
AEGON as a sales manager. From 1987 to 1992 he was chairman;of—
the Management Board of Spaarbeleg and, in 1992, he became-ua""'g
member of the Management Board of AEGON The Netherlands. In
April 2002, he was appointed CEQ of AEGON The Netherlands and a
member of the Executive Board of AEGON NV.. Mr. Van der Werf
stepped down from the Executive Board when he was appointed to
the Management Board of AEGON NV, effective January 1, 2007.
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Growth and profitability

STRATEGY IN ACTION

AEGON BELIEVES ITS CORE BUSINESSES OFFER
SIGNIFICANT POTENTIAL FOR GROWTH

AEGON's objective is to create long-term value for its many
stakeholders. With this in mind, AEGON focuses on its core businesses
of life insurance, pensions and related investment products. The
company’s strategy is to achieve long-term profitability, encourage
entrepreneurship in its local markets, attain sufficient scale in each
operating country and pursue opportunities for international
axpansion.

COMMITMENT TO CORE BUSINESSES

Given changing demagraphics, AEGON believes its core businesses *

of life insurance, pensions and related investment products offer
significant potential for growth in the years ahead. Aging populations
in the developed world and shrinking workforces mean that growth in
the pension business will prove particularly strong.

in 2006, AEGON tock a number of important steps to expand its
worldwide pension business and is well positioned to capture future
growthl in both its established markets of the United States, the
Netherlands and the United Kingdom, as well as in new and'emerging
markets.

In Central and Eastern Europe, AEGON's pension business is growing
at a rapid pace. AEGON Hungary is experiencing particularly strong
growth, while in Slovakia the number of customers registered with
JAEGON pension funds grew to more than 200,000 in 2006. The
.;\'é!r'oposed acquisition of PTE Ergo Hestia, one of Poland's leading
pension fund management companies, will further strengthen
“AEGON's position in the region. Thanks to this recent expansion,
“AEGON will soon manage the pension accounts of more than 1.2
h}illion people throughout Central and Eastern Eurcpe.

I“n the United States, AEGON's largest market, a key initiative is
~underway to provide financial solutions to customers entering
reitrement. Transamerica Retirement Management was launched as
a new business unit in 2006, aimed specifically at helping customers
manage their assets during retirement. As life expectancy rates
increase, more people are having to manage their pension assets
over longer periods of time and AEGON believes it can offer broad
and innovative solutions to serve this rapidly-expanding segment of
the retirement market.

14 | AEGON ANNUAL REPORT 2006

SERVING LOCAL NEEDS WITH GLOBAL CAPABILITIES

AEGON has always relied on talented local managers to identify the
changing needs of their customers and the opportunities emerging
in their particular markets. In this way, AEGON seeks to combine the
resources of an expanding glebal operation with the mare specific
knowledge and expertise of its local businesses.

Through the AEGON Pension Network, AEGON is helping its multi-
national corporate customers negotiate the growing complexities of
diverse national pension systems by previding local solutions within
a broader, more international framework. Established with AEGON's
French partner La Mondiale, the AEGON Pension Network is the first
coordinated cross-border network to cater to the needs of muilti-
natignal companies, addressing issues such as asset pooling,
regulatory reporting, varying tax regimes and supplying pension
solutions for expatriate workers. Since its inception, the AEGON
Pension Network has been expanding steadily. Its members now
include HDI Pensionsmanagement AG, Germany's third largest
pensions provider.

In 2006, AEGON alsc extended its partnerships with banks in a
number of countries - an essential part of the company's multi-
channel distribution strategy. AEGON's two new joint ventures in
Spain - with feading savings banks Caja de Badajoz and Caja Navarra -
complement the strong partnership established in 2003 with Caja de
Ahorros del Mediterrdneo.

in Asia, AEGON was among the first to introduce bancassurance to
Taiwan and AEGON-CNOOC has secured cooperation agreements
with three of China's leading banks as a way of supporting AEGON's
expansion in the country.

In addition, AEGON further strengthened its distribution network in
2006 by acquiring the remaining 55 percent of Unircbe, a leading
provider of f{inancial advice in the Netherlands, and with its
acquisition of Clark Inc., a distributor of bank- and corporate-owned
life insurance in the United States.




STRATEGIC FRAMEWORK

COMMITMENT TO CORE BUSINESS

AEGON s focused on the long-term financial protection and
asset accumulation needs of its clients, with a primary focus
on delivering life insurance, pension, savings and investment
products,

SERVING LOCAL NEEDS WITH GLOBAL CAPABILITIES
Supported by its global resources and broad expertise, AEGON
relies on the knowtedqge of locat management to identify and serve
the evolving needs of its customers. AEGON further seeks to
deliver innovative producis and services through multi-channel
distribution networks best suited to local markets.

EMPHASIS ON PROFITABILITY

LEGON pursues a strategy of long-term profitability ang
sustainable growth. AEGON aims to achieve a long-term average
net income growth rate of 10 percent per annum.

In the medium term, AEGON aims to double its value of new
business during the period 2005-2010. AEGON sets its return
objectives relative to the risks of its markets and well in excess of
the cost of capital. Disciplined expense management, together with
the divestiture of non-core and structurally underperforming
activities, are key to achieving these cbjectives.

MARKET POSITION

AEGON strives for a leading position in its chosen markets in order
to realize the benefits of scale, while attracting and retaining
quality management as well as strong local partners.

INTERNATIONAL EXPANSION

AEGON pursues growth in countries that offer fong-term profitable
growth for the products and services it provides. AEGON seeks to
expand its presence in its chosen markets through organic growth
and through select acquisitions and partnerships.

EMPHASIS ON PROFITABILITY

Writing profitable new business is an essential pre-condition for
growth in both AEGON's established and developing markets. It
ensures a geod return for shareholders as well as a financially sound
company,

In 2006, AEGON posted an increase of 32 percent in its operating
earnings and 41 percent in its value of new business. AEGON's
internal rate of return {IRR), a measure of the profitability of the
business AEGCN is writing, rose to 14.5 percent in 2006, up from
12.4 percent in 2005. In November 2006, AEGCN also announced a
new growth target to double the value of new business for the Group
by 2010 to EUR 1.1 billion.

AEGON's financial results, over the past two years, demonstrate the
company's commitment to profitability, with significant increases in
the value of new business and a consistent impravement in the IRR.
The decision to set out.a new financial target reflects AEGON's
confidence in the strong growth potential of its core businesses.

MARKET POSITION

AEGON aims to achieve a leading position in each of its chosen
markets. This allows extensive ecenomies of scale and helps attract
strong local business partners as well as talented managers and
staff. Currently, AEGON is one of the largest providers of life
insurance and pensions in the United States, the Netherlands and
the United Kingdem. In addition, the company cccupies a leading

position in the Hungarian, Slovakian and Polish markets. In Asia,
AEGON is one the largest foreign-owned life insurance providers in
Taiwan and has a growing presence in China.

INTERNATIONAL EXPANSION

In 2006, AEGON made significant progress in its efforts to expand its
international presence. During the year, ACGON fulfilled its ambition
to re-enter the Mexican market, buying a 49 percent stake in life
insurer Seguras Argos. In Poland, AEGON bought PTE Ergo Hestia, a
pension fund management company. And in India, AEGON signed a
new joint venture with the Ranbaxy Promoter Group and achia;gdi‘u

further expansion in China with the opening of its new branch in fh'?r'
Shandong province. s ‘I,,

=
In early 2007, AEGON's international expansion continued. AEGBHN,
announced plans to establish a new partnership in Romania wit‘h. »

Banca Transilvania, the country's fifth largest commercial bank:
anticipation of a new mandatory pension system, to be introduceq;l 1
the country in early 2008. In addition, AEGON also aqreedatg"'
establish a new joint venture with Sony Life in Japan, providiné
access to the world's second largest life insurance market. In the
coming year, AEGON will continue to pursue opportunities for
international expansion, in line with its strategy of ensuring long-
term growth and profitability for its products and services.
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AMBITIOUS GROWTH TARGETS
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~15% CAGR

A BLUEPRINT FOR GROWTH

In 2006, AEGON launched its new global growth initiatives. These
initiatives seek to capitalize on significant opportunities in three
areas: pensions, distribution through banks and international
expansion. Executive Board member Alex Wynaendts has been given
responsibility for coordinating efforts on these initiatives across the
entire AEGON Group. For the first time in 2006, AEGON also set out
an ambitious new medium-term financial growth target.

THE GLOBAL PENSION OPPORTUNITY

The warldwide pension market is changing rapidly ~and AEGON is
convinced that these changes will result in significant opportunities
for the company in the years ahead. Throughout the developed
warld, people are living longer, while the size of the workforce
available to fund pensions is shrinking. It is estimated that by the
middle of this century, the working-age population in Europe will
have declined by 20 percent. The population of over-65s, meanwhile,
will have risen by 80 percent. This phenomenon is putting strain on
many countries’ pension systems. Increasingly, governments around
the world are shifting respansibility for pension funding from the
public to the private sector. More companies, conscious of their
growing liabilities, are switching their pension plans from defined
benefit to defined contribution, effectively transferring responsibility
for retirement planning to the individual.

g

Thése changes are driving demand for the type of pension and long-
térm savings products in which AEGON speciatizes, as many
m?w;duals now have to manage their retirement assets for
C(Jinsigerably longer periods of time than in the past. For these
reasons, AEGON is determined to enhance its alfeady significant
ptéseﬁce in the wortdwide pension business, not only in its
esfablished markets of the United States, the Netherlands and the
United Kingdom, but also in the fast-growing, emerging Markets of
Central and FEastern Europe and Asia. As the baby-boomer
generation enters retirement, much of the focus in Europe and the
United States is now on helping individuals manage their pension
assets. In emerging countries, however, market penetration of
pensions and life insurance is still relatively low and recent reform -
particularly in Central and Eastern Europe - is opening up previously-
closed markets to private pension providers like AEGON.
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PURSUING GROWTH THROUGH BANKS
For AEGCN, partnerships with banks with well-established local (
branches are an essential means of distribution, given banks’ i
growing role as providers of a wide range of financial and retirement ‘
solutions. For this reason, AEGON is determined to extend its
network of bank partnerships as part of its broader, multi-channel
distribution strategy. in many cases, particularly in the United States,
AEGON already has relaticnships with banks that span decades. In
some countries, bhanks have long been the primary means of
distribution. In Spain, for example, where AEGON has distribution
agreements in place with three of the country's largest regional
savings hanks, an estimated 70 percent of life insurance policies are
sold through banks.

GROWTH THROUGH INTERNATIONAL EXPANSION

As part of its overall growth strategy, AEGON is working to expand its
international presence targeting, through selected partnerships and
joint ventures, markets that will offer above-average growth in the
years ahead. These emerging markets promise significant potential.
Reform is already spurring ecanomic growth and wealth creation,
while sales of life insurance and pension products are still very low,
relative to AEGON's established markets. In many places, pension
reform is underway, creating additional opportunities. In four of the
five countries in Central and Eastern Europe in which AEGON has
onerations - the Czech Republic, Hungary, Poland and Slovakia -
mandatory private pensions systems have been introduced. It is
expected that the fifth - Remania - will introduce a similar system in

2008, the reason AEGON signed a new joint venture partnership with
Banca Transilvania in early 20C7,

AMBITIOUS GROWTH TARGET

For the first time, in 2006, AEGON set out a medium-term financial

target, a measure of the company's confidence in its core markets

and businesses and the significant growth oppertunities that will ‘
emerge in the coming years. AEGON's cbjective is to double the |
value of its new business by 2010 to EUR 1. billion. AEGON believes |
this target is ambitious, but realistic. Expanding the company's |
pension business, extending its network of bancassurance deals and
targeting new, fast-growing emerging markets will all be vital, over

the next few years, to achieve this objective.




Chapter three .

REPORT OF THE EXECUTIVE BOARD

L R R N A L R R R R R LI I R R R R N e R R R R T T T T T T s

A COMPREHENSIVE ACCOUNT OF
AEGON'S PERFORMANCE IN 2006
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Report of the Executive Board

AEGON GROUP

Joseph B.M. Streppel

CFO AND MEMBER
EXECUTIVE BOARD

“AEGON is an avid supporter of
developments that can lead to
increased transparency and
comparability.”
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AEGON's results demonstrate that 2006 has been a successful year for the
company. Taking into consideration various measures of financial performance,
each of these showed a positive development, with significant increases in
operating earnings (32%), net income (2%) and value of new business (41%).

In addition, AEGCN's cash flows and capital position improved further,
allowing us to increase the dividend substantially. AEGON will propose
to pay a final dividend of EUR 0.31 per share and taking into account
the interim dividend, this will bring the total dividend for 2006
to EUR 0.55 per share. This represents an increase of 22 percent
compared to the previous year, As in the case of the interim dividend,
AEGON will buy back shares in the market to neutralize the dilution
effect of stock dividends, affirming the solid cash flows of the
company. Contingent on sustained strong capital position and cash
flows, it is AEGON's objective to increase dividends.

During 2006, important progress has been made in the development
of Solvency Il regulations for the insurance industry. A propased
directive is expected to be published in 2007, although implemen-
tation is not likely to take place before 2010. AEGON is pleased with
the progress made in the development of Solvency |l as it is expected
to be an economic capital based system, which will increase
.transparency and comparability among insurers all over Europe.

AEGON sees this as a very positive development, provided that
Solvency |l will be implemented on the same basis as the next round
of IFRS accounting in order to prevent an additional administrative
burden for the insurance industry. Given the importance of all the
various regulatory developments for AEGON and the industry,
AEGON established a public affairs office in Brussels in 2006 to
support decision makers in the process.

In 2007, AEGON will be running its economic capital model internally
for calibration purposes, with full implementation of the model
expected to be phased in during 2008. Large, diversified companies
such as AEGON will be in the best position to capture the
diversification benefits that exist under economic capital. For
instance, while AEGON is exposed to mortality risk in some products,
such as traditional life insurance, it is also exposed to tongevity risk
In its large pension business. These risks work in opposite directions
and mitigate the overall risk in a diversified company such as AEGON.

D Holdings,

o, other

REVENUES GEOGRAPHICALLY 2006 The United otner e

Amounts in EUR million Americas Netherlands Kingdom countries  eliminations Total

:Tétal life insurance gross premiums 7,709 3,028 9,214 1,817 0 21,768

;A'ccident and health insurance premiums 1,981 191 0 B2 o] 2,241

“General insurance premiums 0 434 o 127 4] 561 i
Total gross premiums 9,690 3,653 9,214 2,013 0 24,670 ‘
investment income 5,718 2,006 2,413 192 47 10,376 ‘
Fee and commission income 971 375 278 - 41 0 1,665

Other revenues 0 0 0 1 3 4
TOTAL REVENUES 16,379 6,034 ‘11,905 2,247 50 36,615

Number of employees, including agent-employees 14,236 6,404 4,635 3,274 173 28,726
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EARNINGS OVERVIEW
Amounts in EUR million

i Result of operations 2006 2005 %

i By product segment

‘ Traditional life 790 823 (4)
Life for account of policyholders 614 243 153
Fixed annuities 433 425 2
Variable annuities 261 130 101
tnstitutional guaranteed products 275 280 {2)
Fee - off balance sheet products ot 75 33 127
Reinsurance 163 105 55
Accident and health insurance 369 324 14
General insurance 55 55 0
Banking activities 35 15 133
Other 0 &)
Interest charges and other (242) (280} {14)
Operating earnings before tax 2,828 2,147 32
Gains/(losses) on investments 469 1,157 {59)
Impairment charges (25) 14
Other non-operating income/(charges) 86 277 {69)
Share in profit/(loss) of associates 32 20 60
Income before tax 3,380 3,615 (6)
Income tax (601} (885) (32)
Income after tax 2,789 2,730 2
Minority interest 0 2

NET INCOME ! 2,789 2,732

Income before tax geographically

Americas 2,140 2,181

The Netherlands 1,042 1,286

United Kingdom 331 272

Other countries 81 248

Holding and other activities (196} (352)

Eliminations (8} (20)

Income before tax 3,390 3,615 :
Income tax (601} (885)

Minority interest 0 2

NET INCOME' 2,789 2,732 2

' Net income refers to net income attributable to equity holders of AEGON N.V.
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Report of the Executive Board e AEGON Group

AEGON Group

CONTINUATION

This leads to lower economic capital requirements, a benefit which is
much more difficult to obtain for smaller, local insurance companies
operating in specific niches.

Finatly, European Embedded Value Principles continue to evolve. The
CFO forum is trying to establish a market consistent embedded value
{MCEV) definition that is applicable to all members, so MCEY will also
be comparable between participating companies. As an active member
of the CFO forum, AEGON is an avid supporter of developments that
can lead to increased transparency and comparability in the
insurance industry. AEGON will publish its full 2006 Embedded Value
Report in May 2007, which will provide an important additional set of
information about AEGON's financia!l performance.

OVERVIEW

During the past year, we made significant progress in line with
AEGON's strategy to increase profitability, enhance distribution and
expand geographically inte regions that offer long term growth
potential for our core products and services.

The 32 percent increase in operating earnings reflects growth across
most lines of business especially in the Americas and the UK.
The Z percent increase in AEGON's net income for the year reflects
higher aoperating earnings, as well as lower gains on the investment
portfolio and lower book gains.

In :\2006, new life sales’ increased 20 percent for the full vear,
re:fj_b':cting record sales in AEGON UK which increased 54 percent, as
we!‘l—-as a rebound in retail life sales in AEGON US and improved life
sales in AEGON The Netherlands. AEGON Spain’s new life sates more
than doubled to EUR 52 million as a result of our recent partnerships
with major savings banks. AEGON Central and Eastern Europe’s new
life sales were particularly strong in Paoland during the year, with
record sales in the fourth quarter of 2006. AEGON Taiwan business
made the transition to a more balanced product{ portfolio during
2006. Nearly half of the new business came from higher margin unit-
linked products.

' New life sales refers to standardized new premium production and is defined as
new recurring premium + 1/10 of single premium.
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RESULTS

Operating earnings before tax in 2006 increased 32 percent to
EUR 2,828 million {and increased 33 percent at constant currency
with in AEGON Americas, AEGON
The Netherlands, and AEGON UK. Operating earnings before tax in
AEGON Americas were USD 2,732 miilion for 2006, an increase of
USD 367 million or 16 percent compared to 2005. The return on
hedge funds, limited partnership and convertible bond assets

exchange rates), increases

contributed significantly to the earnings growth. In addition, the
earnings improvement in AEGON Americas is due to growth in most
iines of business and improved mortality experience. The increase in
operating earnings in AEGON The Netherlands reflects primarily the
net positive impact of changes in interest rates on guarantee
provisions and related hedges. In AEGCN UK, the increase in
operating earnings before tax mainly reflects the positive effect of
higher equity and bond markets and growth of the businesses, partly
offset by the impact of higher surrenders due to, ‘Pension A-Day'.
The decrease of operating earnings before tax in Gther countries
primarily reflects investments to grow AEGON's businesses in
Slovakia and China. This decrease was partly offset by higher
earnings in Hungary and Spain.

Net gains on investments (before tax) and impairment charges !
together amounted to EUR 444 million compared to a gain of
EUR 1,171 million in 2005. The decline, partly offset by net gains on
the sale of shares in the Netherlands, primarily reflects a negative
liahility
management in the Netherlands and normal trading activity in the
US in a higher interest rate environment.

fair value change in derivatives used for asset and

Other non-operating income/(charges) and the share in the profit/
(lossy of associates together amounted to EUR 118 million. The |
comparable figure in 2005 contained the book gain before tax on the
sale of the general insurance activities in Spain of EUR 176 million.

Net income increased 2 percent to EUR 2,789 million {3 percent at
constant currency exchange rates) in 2006. Higher operating
earnings were offset by lower net gains on investments and lower
other non-operating income. The effective tax rate decreased to 18
percent from 24 percent in 2005, mainly due to higher tax-exempt
gains in the Netherlands and the impact of the reduction in 2007 of



the corporate tax rate in the Netheriands from 29.6 percent to 25.5
percent ratified by the Dutch parliament in the fourth quarter of
2006 and resulting in a release of deferred tax liabilities. Nat income
per share of EUR 1.63 was equal to net inceme per share in 2005,

Comrissions and expenses increased 10 percent to EUR 6,085
million (01 percent at constant currency exchange rates) reflecting a
change in business mix, growth in the businesses and higher DPAC
amortization.

Total revenue generating investments amounted to EUR 363 billion at
December 3%, 2006, compared to EUR 358 billion at December 31, 2005.

PRODUCTION

In 2006, new life sales increased 20 percent to EUR 3,051 million,
primarily due to record sales in the United Kingdom. in the UK, new
life sales increased 54 percent for the period as a result of strong
pension sales, partly attributable to ‘Pension A-Day’, and growth in
the sales of bonds, annuities and individual protection products. New
life sales in the Americas increased 7 percent in 2006. Higher bank-
owned and corporate-owned (BOLI/COLI} sales, reinsurance sales, as
well as growth in the middle market were partly offset by lower retail
sales within the Transamerica agency channel earlier in the year.
New life sales in the Netherlands‘increased 7 percent to EUR 248
million, driven by growth of individual life sales through the
intermediary channet and increased activity in the group pensions
business. New life sales in Other c¢ountries in 2006 decreased 30
percent due to lower sales in Taiwan, but were partly offset by higher
sales in Spain and Poland. The increase in new life sates in Spain
mainly reflects the joint ventures with Caja de Badajoz and Caja
Navarra which became operational mid-year 2006.

Sales of annuity and institutionat guaranteed products in the
Americas increased 11 percent to USD 21.3 billion, compared to 2005.
Variable annuity deposits of USD &.6 billion increased & percent
compared to 2005. The retail segment increased 15 percent over last

OPERATING EARNINGS BEFORE TAX BY ACTIVITY
Amounts in EUR million

(700) 0 700 1,400 2100 2,800 3,500

2006

2005

B Banking activities
B Other activities
W Interest charges and other

B Life insurance
M Accident & health insurance
B General insurance

year due to increased demand for variable annuity products and
increased wholesaler distribution. Fixed annuity deposits declined
2 percent while deposits in the pension channel increased 48
percent. Retail fixed annuity deposits declined 19 percent as sales
continue to be challenged by the inverted vield curve and
competition from other bank-Sold products. Deposits in institutional
guaranteed products incréased 17 percent, primarily due to higher
medium-term note issuance.

Off balance sheet production for AEGON increased 14 percent,
reflecting strong sales of synthetic Guaranteed Investment Contracts
(GICs), strong sales in retail mutual funds in the US and the UK, and
continued growth of AEGON’s pension fund business in Central and
Eastern Europe. The increase was partly offset by lower sales of
managed assets.

This report includes 3 non-GAAP financial measure: operating
earnings before tax. The reconciliation of this measure to the most
comparable GAAP measure is shown below in accordance with SEC
Requiation G, regarding conditions for use of non-GAAP financial
measures. AEGON believes the non-GAAP measure shown herein,
together with the GAAP information, provides a meaningful measure
for the investing public to evaluate AEGON's business relative to the
businesses of cur peers.

Amounts in EUR million 2006 2005
Operating earnings before tax 2,828 2,147
Gains on investments 964 1,265
Other income 12 176
Losses on investments (495) (112}
Impairment charges (25) 14
Other charges {n €)]
Policyholder tax 75

Share in profit/(loss) of associates 32

Income before tax 3,380

INCOME BEFORE TAX GEOGRAPHICALLY
Amounts in EUR million

0 800 1,600 2400 3200 4,000
|
2006
2005 |
W Americas W UK

B Netherlands B Other countries
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AMERICAS

Patrick s. Baird T :_ "AEGON Americas is tailoring existing
PRESIDENT AND CEO : products to address a broader range

AEGON USA A of retirement needs.”
|
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AEGON Americas is well-positioned, profitable, and growing. We continue to be
disciplined with regard to profitability and risk management, and this discipline has
been instrumental in driving our solid financial results and meeting the long-term
expectations of our stakeholders - even during changing market conditions.

In 2006, we focused on growing the value of our business and This unit is devoted to helping the aging baby boomer generation
accomplished this growth in three ways - through organic growth manage its assets as they enter retirement in increasing numbers.
domestically, leveraging our capakbilities to support AEGON's growth This initiative includes tailoring existing AEGON products to address
in existing and developing markets in Europe and Asia, and through a broader range of retirement needs, while relying on our broad
new acquisitions. network of distributicn channels.
Organic growth initiatives included increasing our penetration of the Cost-saving measures introduced in 2006 included consclidating
middle market through the development of new products and some of our back-office functions, investing in new technology to
accelerated agent recruitment. Targeting the worksite, we launched create efficiencies and improve 'services, as well as reducing the
a new initiative through Transamerica Worksite Marketing that offers number of administrative platforms we operate. We anticipate
employers a state-of-the-art system designed to enroll employees saving between USD 15 miltion and USD 20 millicn because of recent
and make premium payments through direct payroll deduction. consolidation.
Through our intense recruiting efferts, World Financial Group has
increased its network of licensed agents. Our companies continue to export their expertise and proven
capabilities internationally. AEGON Direct Marketing Services and
w Early in 2006, we created a new business unit called Transamerica Transamerica Reinsurance are examples of businesses that have
f Retirement Management. While our industry has done well to successfully transferred their capabilities into markets outside
engourage retirement savings during employment, we believe that the Americas. Increasingly, this approach of sharing knowledge and

more can be done at the point of retirement.

et
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OlPERATING EARNINGS BEFORE TAX GROSS DEPOSITS / OFF BALANCE SHEET PRODUCTION |
Ambunts in USD million Amounts in USD million :
AR 600 1,200 1,800 2400 3000 0 5000 10,000 15000 20000 25000
. ‘ .
2006 ‘
2005
B Traditional B (nstitutional guaranteed products On balance sheet Off balance sheet
W Account policyholders B Fee - off balance sheet B Fixed annuities B Synthetic GICs
' B Fixed annuities B Reinsurance B Institutional guaranteed products B Mutual funds / collective trusts,

B variable annuities O Accident & health insurance W Variable annuities other assets
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experience and leveraging skills is proving a distinct competitive In 2006, we announced for the first time a value of new business
advantage as AEGON pursues its growth opportunities. growth target. Over the next five years, we are projecting a 13 percent
growth in the value of new husiness. We expect our business mix

Acquisitions in 2006 included the purchase of a 49 percent interest during this period to move toward more individual savings and
in Seguros Argos S.A. de C.V, a Mexican life insurance company that pensions.
distributes term life products through the worksite, The Mexican
insurance and savings market offers significant opportunities for Qur businesses are strong and they are growing. We will continue to
growth. We also announced our agreement to acquire Clark Inc., a support international expansion, white identifying ways to reduce
US company with a strong presence in the bank- and corporate- costs and acquisition opportunities that will further boost our growth.
owned life insurance (BOLI/COLI) market.

2006 2005 2006 2005
AMERICAS in miltion in million in million in million
(includes AEGON USA and AEGON Canada) usDp usD % EUR EUR %
Income by product segment
Traditional life 716 674 6 570 541
Life for account of policyholders 109 108 1 87 87
Fixed annuities 545 529 3 434 425 2
Variable annuities 327 162 102 260 130 100 \
Institutional guaranteed products 346 349 {1) 275 280 (2)
Fee — off balance sheet products 68 67 1 B4 54 0
Reinsurance 205 131 56 163 105 55
Accident and health insurance 416 345 21 331 277
Operating earnings before tax 2,732 2,365 16 2,174 1,899
Gains/(losses) on investments {28) 299 : (22) 240
Impairment charges {15} 53 (12) 42
Income before tax 2,689 2,717 1) 2,140 2,181
Income tax {738) {705) 5 (587) (566)
Minority interest . 0 2 ¢ 2
NET INCOME 1,951 2,014 (3) 1 1,553 ! 1,617

Weighted average Year end

EXCHANGE RATES 2006 2005 2006 2005
Per 1 EUR
usD 1.2566 1,2456 1.3170 1.1797
CAD 1.4236 1.5094 1.5281 1.3725
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OPERATING EARNINGS BEFORE TAX

Operating earnings before tax were USD 2,732 miliion for 2006, an
increase of USD 367 million or 16 percent compared to 2005. The
return on hedge funds, limited partnership and convertible bond
assets contributed significantly to the earnings growth. The returns
on these portfolios outperformed long-term expectations in both
2006 and 2005, and strong returns were particularly noticeable in
the fourth quarter of 2006. In addition, the year over year earnings
improvement is due to growth in most lines of business and improved
mortality experience.

TRADITIONAL. LIFE

Operating earnings before tax for ftraditional life increased
USD 42 million, or & percent, to USD 716 million in 2006. The growth
over last year is primarily attributable to improved mortality
experience, continued favarable performance in the hedge fund and
limited partnership portfolios, and continued growth of the inforce.
The earnings from the fair value assets held at fair value through
profit and loss (hedge funds and limited partnerships) contributed
USD 79 miilion in 2006 compared to USD 58 millicn in 2005.

LIFE FOR ACCOUNT OF POLICYHOLDERS
Operating earnings before tax from life for account of policyholders
of USD 109 millicn increased USD 1 million compared to 2005.

On a normalized basis, the expected contribution to product spreads
from the valuation of these assets is approximately 17 basis points.

VARIABLE ANNUITIES

Variable annuity operating earnings before tax amounted to
USD-327 millien in 20086, &n increase of USD 165 million compared to
2005. The valuation of Canadian segregated funds contributed
earnings of USD 54 million in 2006 compared to USD 12 million in
2005. The remainder of the increase reflects favorable equity
markets and growth in assets under management in addition to
favorable deferred policy acquisition costs (DPAC} amortization
compared to 2005.

INSTITUTIONAL GUARANTEED PRODUCTS

Operating earnings before tax of institutional guaranteed products
decreased 1 percent to USD 346 million compared to 2005. Higher
earnings on certain assets carried at fair value, which amounted to
USD 164 million compared to USD 85 million in 2005, and grawth
due to strong sales were offset by reduced product spreads due to
the continued rise of short-term interest rates early in 2006.

FEE - OFF BALANCE SHEET PRODUCTS

Operating earnings before tax from fee - off balance sheet products
were USD &8 million in 2006, an increase of USD 1 million over 2005,
The 2005 results include a one-time release of USD 20 million from

ZLFIXED ANNUITIES
~Fixed annuity operating earnings before tax increased 3 percent to

a long-term deferred compensation plan. This was more than offset
by higher fees from the growth in assets under management due to
_i“_USD 545 million compared to 2005. This reflects an increase in strong production and favorable equity markets. '
:i"':earnings from the impact of fair value movements of certain

REINSURANCE

Reinsurance operating earnings before tax of USD 205 million

_;'ﬂnancial assets, as well as otherwise stable spreads on lower
i..ibalances. Assets carried at fair value contributed USD 148 million

compared to USD 92 million in 2005. The earnings impact from the
“wyaluation of total return annuities declined to USD 14 million

" compared to USD 42 million in the prior year.

Product spreads on the largest segment of the fixed annuity book
were 247 basis points in 2006 on a pre-tax operating basis compared
to 230 basis points in 2005, Product spreads in 2006 include 40
basis points from the impact of valuation of certain financial assets
carried at fair value compared to 21 basis points in 2005.
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increased 56 percent compared to 2005. The increase in earnings
primarily reflects continued growth in the inforce business due to
strong sales and favorable mortality compared to 2005. In addition,
garnings from the total return annuity product amounted to USD 24
million in 2006 compared to a loss of USD 7 miilion in 2005.



ACCIDENT AND HEALTH INSURANCE

Accident and health operating earnings before tax
21 percent to USD 416 million in 2006. The increase in earnings is
primarily due to favorahle claims experience compared to 2005 and

increased

continuedlgrowth of the business.

LONG-TERM RETURN EXPECTATIONS FOR FAIR-VALUED
ASSETS IN OPERATING EARNINGS

AEGON provides long-term return expectations far certain financial
assets that are managed on a total return basis with no offsetting
changes to the fair value of liabilities. Long-term annual earnings on
these assets, as described in mare detail below, are based on long-
term expected returns in financial markets, but should not be used
as an explicit forecast for the year as actual results can and will
deviate from these expectations.

These assets include certain hedge funds, real estate limited
with totaling
approximately USD 3.8 billion as of December 31, 2006. Operating
earnings for 2006 include USD 499 million (USD 598 million befare
DPAC offsets) related to these asset classes, including fair valuation
of assets of USD 452 million and cash income of USD 47 million.
Based on current hoidings and asset class returns consistent with

partnerships and convertible bonds, assets

leng-term historical experience, the long-term expected return on an
annual basis is 8 to 10 percent, including fair valuation and cash
income, before tax and DPAC offsets. The impact of the fair valuation
of assets is most notable in the traditional life, fixed annuity and
institutional quaranteed products lines of business.

NET INCOME

Net income, which includes net gains/losses on investments and
impairment charges, decreased 3 percent to USD 1,951 millien. Net
gains/losses on investments amounted to a lass of USD 28 million in
2006 compared to a gain of USD 299 million in 2005, The loss in
2006 is primarily due to normal trading activity in the bond portfolio
during the second quarter of 2006 in a rising interest rate
environment.

Net impairment charges of USD 15 million in 2006 were well below
long-term expectations, but less favorable than the net impairment
recoveries of USD 53 miilion recorded during 2005.

The effective tax rate of 27 percent for 2006 is slightly higher than
the effective rate of 26 percent in 2005.

REVENUES

Revenues of USD 20.6 billion increased 11 percent in 2006 compared
to those in 2005, Life insurance gross premiums of USD 9.7 billion
increased 17 percent. Life general account premiums increased by
S percent compared to 2005, reflecting a 7 percent increase in single
premiums and a 5 percent increase in recurring premiums, primarily
in the reinsurance business. Life for account of policyholders
premiums increased by 62 percent compared to 2005, a result of a
large single premium BOLI/COLI case in 2006. The 2006 figure
includes USD 95 million of premiums from the acquisition of a block
of credit life insurance.

Accident and health premiums of USD 2.5 billion remained stable
compared to 2005.

Investment income increased 7 percent in 2006 compared to 2005,
primarily due to rising shert-term rates, higher volume and increased
book yield frem reinvestment of the portfolio.

COMMISSIONS AND EXPENSES
Commissions and expenses of USD 4,614 million increased 14 percent
compared to 2005. Operating expenses of USD 1,957 million in 20Q_§
were up 11 percent compared to 2005. This increase includes e
impact of a one-time release of USD 20 million during 2005 fr*om
a leng-term deferred compensation plan included in the fee - off
balance sheet line of business. !-WFI
1.
Operating expenses increased primarily due to growth initiativesiin
variable annuities and off balance sheet asset management, as well
as increased requiatory and compliance costs. On January 1%, 2667
Transamerica announced that it will consolidate its Kansas C|t“yl
based life insurance administrative operations in Cedar Rapids, lowa
by year-end 2007. Once consolidation is complete annuat savings are
expected to be USD 15 million to USD 20 million.
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PRODUCTION

New life sales for retail and BOLI/COLI products increased 3 percent
to USD 934 million, including USD 50 million from the assumption of
a significant block of credit life insurance through a reinsurance
transaction. Retail sales declined 9 percent over 2005 due to the
discontinuance of sales of investor-owned life insurance offset
partially by a rebound in the fourth quarter of 2006. Standardized
sales of BOLI/COLI increased USD 95 million to USD 202 million in
2006. Reinsurance new life sales of USD 315 million increased
USD 56 million or 22 percent over 2005 due to growth in both
domestic and international sales.

Fixed annuity new deposits declined by USD 52 million, or 2 percent,
to USD 2,169 million in 2006. Retail fixed annuity new deposits
declined 19 percent as fixed annuity sales continued t{o be difficult
due to the inverted yield curve and competition from aother bank-sold
products. However, new deposits in the pension channel increased
48 percent to USD 799 million. The increase in pension sales is
primarity refated to fourth quarter 2006 terminal funding sales of
USD 228 million. Fixed annuity account balances of USD 48.0 billion
were USD 49 billion iower than year-end 2005 as policvholder
withdrawals continued to exceed new deposits. The total decrement
rate on the retail annuity segment increased to 23 percent in 20086,
up from 14 percent in 2005.

Variahls annuity new deposits of USD 6.6 billion increased 6 percent
compared to 2005. The retail segment increased 15 percent over last
year cligl:e to an increase in demand for variable annuity products and
increaséd wholesaler distribution. Sales in the pension segment
declined 3 percent from fast year, primarily due to strong takeover
deposits in the third quarter of 2005. Variable annuity balances of
USD 5277 billion increased 10 percent compared to year-end 2005,
Sales of institutional guaranteed products amounted to USD 12.5
billien, an increase of 17 percent during 2006, The increased sales
were primarily due te higher medium term note issuance. The
halance of institutional guaranteed products increased to USD 34.3
billion compared to USD 32.92 hillion at year-end 2005.
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Off balance sheet sales for 2006 of USD 22.3 hillion increased 22
percent over 2005, Retail mutual fund deposits of USD 3.1 billion
increased 51 percent in 2006 due to increased sales in the wirehouse
and fee planner channels. Sales of pension mutual funds increased
2 percent over a strong 2005 to USD 5.3 billion. Synthetic GIC sales
of USD 12.6 hillien in 2006 increased 53 percent with the increase
largely attributable to fourth quarter 2006é sales of USD 7.1 billion.
Institutional asset management sales decreased from USD'2.9 billion
in 2005 to USD 1.4 billion in 2006, primarily due to a strong first
quarter 2005 prior te a change in investment personnel. Off balance
sheet assets of USD 94.6 billion at December 31, 2006 increased
17 percent compared to year-end 2005 due to continued strong mutual
fund and synthetic GIC sales and favorable equity market returns,

GENERAL HISTORY

AEGON's operations in the Americas comprise AEGON USA Inc.,
AEGON Canada Inc., and the Mexican activities, which are collectively
referred to as AEGON Americas. The companies operating in the
United States are collectively referred to as AEGON USA. Reference
to AEGON USA in this report refers individually or collectively to the
corresponding operating companies. The companies operating in
Canada are collectively referred to as AEGON Canada.

Mexican activities include the 49 percent interest in Seguros Argos
S.A. de C.V,, a Mexican life insurance company specializing in the sale
of life insurance to individuals through their employers (worksite
marketing) and the 49 percent of Afore Argos, a start-up pension
fund management joint venture. Ranked by market share for
individual life insurance, Seguros Arqgos is Mexico's eight largest
insurance company as of December 31, 2006 (Source: AMIS - the
Mexican Association of Insurance Institutions).

AEGON USA

AEGON USA Inc., the principal holding company of AEGON USA, was
formed in 1989 when AEGON consclidated its holding companies in
the United States under one financial services holding company,
Business operations are conducted through life insurance
subsidiaries of AEGON USA Inc., and Commonwealth General, with
licenses in every state of the United States, the District of Columbia,
Puerto Rico, the Virgin [slands, and Guam.
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AEGON USA's primary insurance subsidiaries in the United States,
all of which are wholly owned, are:

# Life Investors Insurance Company of America

# Monumental Life Insurance Company

¢ Peoples Benefit Life Insurance Company

¢ Stonebridge Casualty Insurance Company

Stonebridge Life Insurance Company

Transamerica Financial Life tnsurance Company

Transamerica Life Insurance Company
Transamerica Occidental Life Insurance Company
Veterans Life Insurance Company .

Western Reserve Life Assurance Co. of Ohio

The operations in the United States (carried cut by the collective
group of operating companies in the United States) primarity sell life
insurance products. AEGON's operations in the United States alsc
sell accident and health insurance, but made the strategic decision
to move away from primary health coverage a number of years ago
to concentrate health operations in the supplemental coverage
sector. Traditional life is ALGON USA's largest business segment.

AEGON’s subsidiary companies in the United States contain five
operating groups acting through one or more of the AEGON USA life
insurance companies: Agency, Direct Marketing Services, Financial
Markets, Institutional Products and Services, and Pension. The group
structure enables AEGON USA to manage the organization efficiently,
to identify business synergies, to pursue cross-selling opportunities,
and to improve operating efficiencies. Coordinated support services
complement operations by providing expertise in systems technology,
investment management, regulatory compliance, and various corpo-
rate functions. Products are offered and distributed through one or
more of the AEGON USA licensed insurance or brokerage subsidiary
companies. The divisions referenced below are part of those subsidiary
companies.

PRODUCTS AND DISTRIBUTION

AGENCY GROUP

The Agency Group divisions offer a wide range of insurance products
through agents dedicated to selling AEGON products as well as
independent agents, registered representatives, financial advisors,
and specialized marketing organizations. The Agency Group targets
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distinct market segments ranging from lower-income clients to the
advanced market with higher net-worth customers whom it serves
by providing various tax and estate planning products.

InterSecurities, inc. {IS1) is a fully licensed, independent broker-dealer
and reqgistered investment advisor. 15l's registered representatives
are focused on helping clients meet their investment abjectives
through an array of financial products that includes mutual funds,
fixed and variable life insurance, annuities, and securities. 1S] is
positioning itself for growth with the active recruitment of
experienced financial professionals who appreciate the value of
insurance products in an overall financial plan.

The Life Investors Agency Group/independent
Organizations target the middle to upper-income markets, selling

Marketing

primarily interest-sensitive and ordinary life insurance. Life Investors
offers support to agencies and provides agents with quality products,
technolegy tools, and a high-level of home office training and
support. During the past few years, the Independent Marketing
Organizations group {IMO) has seen growth in both recruiting and
sales. This unit focuses on developing relationships with independent
marketing organizations and managing general agents throughout
the United States.

The Long Term Care division (LTC) administers an existing block:f ==
insurance products designed to meet clients’ long-term healthdar '
needs during retirement. LTC insurance products provide covera_be i
primarily for care services provided at home, in an assisted In;lpg d

facility, or in a nursing home. Sales of long-term care insurance ,i'n ‘;
this division were temporarily discontinued in 200S. The LTC divigign:-.:
is currently re-evaluating the fong-term care marketplace gxd

intends to beqin selling new long-term care products in 2007.

e j

Monumental targets the lower and middle-income markets, selling
individual traditional life and supplemental health insurance through
three distinct distribution systems: Career Agency, IMO, and Pre-Need.
in the Career Agency channel, 2,483 agents in 22 states provide face-
to-face sales and services to policyholders, and reflect the diversity
found in the communities they serve, in the IMQ channel, approximately
500 general agents market to military families on or near military
installations in the United States and abroad.

AEGON ANNUAL REPORT 2006 | 27

Nl

L WP YT
|



Report of the Executive Board » Americas

- a-a- -

Bt

T

IAEGONFAmericas)

CONMINUATION

The typical agent is a former military officer. In 2006, the division
expanded its IMO focus to provide final expense coverage for middle-
income customers in the rapidly growing senior market, with
simplified products and face values up to USD 25,000. The Pre-Need
unit sells life insurance products to pre-fund funerals through funeral
directors and their agents.

Transamerica Insurance & investment Group (THG), the marketing
unit for Transamerica Cccidental Life insurance Company (TOLIC) and
its affiliates, distributes term, fixed, and variable universal life
insurance and fixed annuity products. In the United States, TIG
focuses on the upper-middle and affluent markets, in addition to a
number of niche markets that include small to mid-sized businesses
and various ethnic groups. In May 2006, TOLIC announced the
establishment of a Bermuda company, Transamerica Life (Bermuda) Ltd.,
a subsidiary of TOLIC with branch offices in Hong Kong and Singapore.

THUG's primary distribution channel is a network of independent
general agencies and agents, Sales of TIG's variable products are
supported by its broker-dealer affiliate, Transamerica Financial
Advisors, Inc. TIIG also has a National Accounts channel through
which it provides life insurance products to custoemers via the broker-
dealer community. In 2006, TIIG celebrated the 100th anniversary of
the founding of the original Transamerica life company, Occidental
__L_ilfe Insurance Company.

[

Tfansamerr’ca Worksite Marketing (TWM) offers a wide range of
-veluntary payroll deduction life and suppiemental health insurance
"pfoducts for groups ranging in size from as few as five employees to
mare than 100,000 employees. Products marketed to employees at
j_’tﬁeir workplace are designed to supplement benefit plans that they
may already have, both through their employers and on their own.
World Financial Group (WFG} targets the middle-income market,
selling variable universal life insurance, variable annuities, mutual
funds, equity indexed universal life insurance, universal life
insurance, and term life insurance. WFG offers its associates the
opportunity to build financial services and insurance businesses on
their own terms. Associates can offer securities-related products and
services by becoming registered representatives of WFG's affiliated
broker-dealer, World Group Securities, Inc.
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AEGON DIRECT MARKETING SERVICES

AEGON Direct Marketing Services (ADMS) is focused on customers
who may not be reached by AEGON USA's other distribution
channels. ADMS aims to attract clients that might prefer to buy
insurance products directly and not through an agent or
intermediary. For this purpose, ADMS has developed a highly
targeted apprecach using sophisticated database technology to
increase its ability to develop niche markets and design products
positioned to meet specific customer needs. Customers can purchase
an extensive portfolio of products through direct mail, point-of-
service, internet, and telemarketing. Products are also marketed
using the endorsement of sponsoring organizations such as financial
institutions, auto dealers, and varicus membership associations.

Additionally, ADMS has applied its direct marketing expertise
internationally and is now dcing business in Europe, Asia, Australia,
and Latin America. ADMS has developed strategic relationships with
major business partners in these regions and uses their endorsement
to market products via telemarketing and direct mail,

FINANCIAL MARKETS GROUP
AEGON USA's Financial Markets Group (FMG) consists primarily of
Transamerica Capital Inc., and Extraordinary Markets.

Transamerica Capital Inc. (TCl) works in partnership with many of
the largest banks, national and regional broker-dealers, and financial
planners in the United States to market fixed and variable annuities,
mutual funds, 401(k) plans, and life insurance products. The bank
distribution channe! is particularly important to FMG. Working
closely with its partners, FMG develops products and provides
support to help banks expand their relationship with their customers.
TCI's broker distribution channel focuses on less-highly customized
products, in an administrative and service environment designed to
assist the representative. The financial planner channel is a growing
area for TCl. TCI strives to assist financial professionals to build
client portfolios with a diverse range of products and the
canvenience of working with one organization.

Extraordinary Markets offers fixed and variable life insurance
preducts through independent brokers to the bank- and Corporate-
owned life insurance market. Extraordinary Markets' specialized




team of product development, financial, actuarial and investment
professionals has helped some of the world's leading financial
institutions and corporations fund employee and executive benefit
and compensation pregrams through inngvative insurance and
investment solutions. The market is approached opportunistically
and thus sales results can vary significantly from year to year.

INSTITUTIONAL PRODUCTS AND SERVICES GROUP
The Institutional Products and Services Group includes AEGCON
Institutional Markets and Transamerica Reinsurance Group.

AEGON Institutional Markets Division (IMD) is well positioned and
long established in the competitive and relatively mature institutional
market. IMD entered the market with a distinctive floating-rate
guaranteed investment contract {GIC) in 1982. Since then, it has
significantly expanded its platferm to include traditional fixed-rate
GICs, funding agreements, notes and fee-based products such as
synthetic GICs in which IMD holds a leading market position (Source:
reports from LIMRA international and Stable Value Investment
Association, Stable Value and Funding Agreement Products, 2006
Third Quarter Sales, Landmark Strategies 2005 Stabte Value Wrap
Issuance Survey, IMD Market Research). IMD has been able to
enhance its leadership position through product customization,
strong service capabilities, and profitable underwriting. IMD’s skills in
product development, distribution, investment, and risk management
have resulted in a diversified customer and market base and multi-
channel distribution. Building on these skills, IMD is also responsible
for AEGON Structured Products that is generally involved in various
capital market transactions such as writing credit default swaps,
undertaking synthetic collateralized debt obligations, and providing
guarantees of affordable housing tax credits and hedge fund
principal protection. IMD also administers AEGON USA's block of
structured settlement annuity business. New sales for this product
were discontinued in 2003.

For more than 30 years, Transamerica Reinsurance has worked
closely with life insurance and financial services companies to
provide mortality risk and capital management soluticns for
individual life insurance and annuity products. These direct
relationships result in a more complete understanding of the risks

being assumed and provide valuable insights into the needs of
clients and trends within the marketplace.

In the United States, Transamerica Reinsurance provides traditional
life reinsurance solutions for term, universal life, variable universal
life and whaole life products.
coinsurance, yearly renewable term (YRT) and modified coinsurance

Reinsurance products include

agreements. In recent years, most clients seeking reinsurance of
term life insurance contracts are opting for coinsurance reinsurance
agreements to achieve both mortality risk transfer and reserve
financing. Additionally, clients looking for ways to stay competitive in
the individual life insurance market can work jointly with
Transamerica Reinsurance experts to develop, underwrite, and
administer these preducts. Transamerica Reinsurance offers a
continuum of back office services for life insurance: from product
development to private label creation.

In the annuity reinsurance market, Transamerica Reinsurance offers
traditional coinsurance and modified coinsurance programs as well
as reinsurance of general account guarantees on variable annuity
products.

Transamerica Reinsurance has an established presence in the Asian
and Latin American tife reinsurance markets with offices in Taiwan,

South Korea, Hong Kong, Japan, Mexice, Chile, and Bra,z‘(i

LW e
Transamerica Reinsurance brings value internationally throygh-2
customized solutions including coinsurance financing, product !

development and related quota share programs, as well as traditiofia ;
e
f '

life reinsurance.

. -
Transamerica Reinsurance writes business through various AEG(&_

companies in the United States, as well as through offshore affiliafes
in Bermuda and lreland: Transamerica international Re Bermuda ™

Limited and Transamerica International Reinsurance Ireland Limited.

PENSION GROUP
The Pension Group includes Diversified Investment Advisors,
Transamerica Transamerica Retirement

Retirement Services,

Management, and Transamerica Investment Management, LLC.
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Diversified Investment Advisors (Diversified) is a registered
investment advisory firm dedicated tc retirement plan management.
Diversified provides a customized approach to retirement plans,
which includes comprehensive investment, administrative, and
technical services for 401(k), 403{b), defined benefit, profit sharing,
money purchase, NQDC, and 457(b} plan types. Diversified provides
retirement products and services for the mid to large-sized pension
market, which generally includes companies with between 250 and
100,000 employees and with between USD 5 millicn and USD 1 hillion
in pension assets. These products and services are sold through a
variety of intermediaries, including benefit consulting firms, broker-
dealers, and brokers.

Transamerica Retirement Services (TRS) serves the markets of
defined contribution retirement plans and group fixed annuity
contracts to qualified retirement plan sponsors terminating their
defined benefit pension plans. In the defined contribution retirement
plan market, TRS provides customized retirement plan solutions for
more than 14,500 small and mid-sized businesses, including multiple
employer plans. TRS offers a full line of 401(k), profit sharing, age-
weighted, and new comparahility retirement plans. TRS distributes
these products and services through intermediaries, including life
agents, brokers, registered representatives, and financial planners,
as weill as through a series of strategic alliance relationships,
i(}cl:uding wirehouses, regional broker-dealers, and banks. TRS
dfétinguishes itself from its competitors by focusing on innovative
ptan design and Employee Retirement Income Security Act (ERISA)
gxpertise and by offering a broad range of investment choices and
é?hbloyee educational services.

TRS is also a leading provider in the market for terminal funding, a
sihqle premium non-participating group annuity product for
terminating defined benefit plans. This market is primarily driven by
certain market forces such as mergers and acquisitions, business
closures, and the need for plan-related cost savings. The financial
strength and stability of AEGON USA's insurance subsidiaries are key
competitive factors as this market requires the effective
management of long-term pension liabilities. The terminal-funding
product is distributed primarily through large benefit consulting
firms or selected specialty brokers.
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Transamerica Retirement Management (TRM) was created in 2006
and is expected to be fully operational in the second quarter of 2007.
This new divisicn provides the baby-boomer generation with access
to simple yet comprehensive life planning products, services and
retirement solutions. Through its Transiticn and Retirement Advice
Call Center, licensed transition experts are on call to help clients
assess, define and reach their goals in setirement. The TRM website
also has comprehensive assessment tools, education resources, and
timely information geared toward a full and satisfying client
experience.

Among TRM's offerings is a proprietary Retirement Management
Account, which is a comprehensive lineup of competitive financial and
insurance products in a single location, allowing easy management
of clients’ income needs and asset growth opportunities. Clients can
also address retirement health insurance needs, such as Medigap
and Iong-t_erm care.

Transamerica Investment Management (TIM) is a registered
investment advisor that provides investment management services
to mutual funds, institutional accounts, pension funds, variable
annuity, variable life insurance company separate accounts, high net-
worth individuals, and retail accounts.

REINSURANCE CEDED

AEGON USA reinsures portions of its life insurance exposure with
unaffiliated insurance companies under traditional indemnity, quota
share reinsurance contracts, and, in some instances, excess loss
reinsurance. Such reinsurance arrangements are in accordance with
standard reinsurance practices within the industry. AEGON USA
enters into these arrangements to assist in diversifying its risks and
to limit the maximurn ioss on risks that exceed policy retention limits.
The maximum retention limit on any one life varies by product and
risk classification, and is generally between USD 300,000 and
USD 3,000,000.

AEGON USA remains contingently liabfe with respect to the amounts
ceded if the reinsurer fails to meet the obligations it assumed. To
minimize its exposure to reinsurer insolvencies, AEGON USA annually
monitars the creditworthiness of its primary reinsurers.




OPERATING COMPANIES AEGON CANADA SEGMENTS OF AEGON CANADA'S OPERATIONS

# Transamerica Life Canada

# Money Concepts (Canada) Limited
+ AEGOM Dealer Services inc.

& AEGON Capital Management inc.
# AEGON Fund Management Inc.

% Life insurance

# Segregated funds

# Retail mutual funds

# Mutual fund dealership services

# Retail financial planning services

® Investment portfolio management
and counseling services

It has experienced no material reinsurance recoverability problems
in recent years. Where deemed appropriate, additional protection is
arranged through letters of credit or trust arrangements, and, for
certain arrangements, funds are withheld for investment by the
ceding company. AEGON USA's insurance subsidiaries also enter into
with affiliated domestic and offshore
in the consolidated
statements, except for certain arrangements that involve producer

reinsurance contracts
companies. These have been eliminated

profit-sharing arrangements.

AEGON CANADA

AEGON Canada operates multiple insurance, financial services,
investment portfolio management, and fund management businesses;
it also provides wealth management solutions through its subsidiary
companies. AEGON Canada's principal office is located in Toronte,
Canada.

PRODUCTS AND DISTRIBUTION

Transamerica Life Canada (TLC) offers term and tax-sheltered
universal life insurance, segregated funds, gquaranteed interest
accounts, and annuities. Money Concepts (Canada) Limited (MCC) is
an independent Canadian financial planning company with an
association of franchised planning centers that offers a diverse
spectrum of planning products and services to investors. with 54
franchises across Canada, MCC is the only franchised financial
planning company in Canada. MCC franchises and representatives
benefit from AEGON Dealer Services Inc. (ADSCI), which provides
advisors and distributors with mutual fund and segregated fund
dealership capability. These services are also provided to TLC's and
AEGON Fund Management Inc. (AFM)'s advisors across Canada.
AEGON Capital Management Inc. (ACM) was created in November
2001 from the spin-off of the investment management division of
TLC. ACM's mandate is to develop products and services for the
institutional, high net-worth individual, pension, and retail markets.
AFM is the mutual fund subsidiary of AEGON Canada, which offers
the imaxx brand of mutual funds as well as core fund portfolios
featuring select investment managers from around the world to
Canadian investors seeking customized portfelio solutions.

—as

.

AEGON Canada's principal means of distribution include various
networks that are almost exclusively supported by independent
advisors. The key channels of distribution are:

+ Independently managed general agencies

¢ TLC-owned and operated Profit Center Agencies

# Bank-owned national broker-dealers

& World Financial Group

» Other naticnal, regional and local niche broker-dealers

INVESTMENT PRODUCTS

AEGON Canada‘s current investment product offerings comprise the
following: segregated fungs, mutual funds, seqregated funds offered
through strategic alliances with investment management companies,
guaranteed investment accounts, single premium annuities, and
leverage-lending programs through strategic alliances with bank and
trust companies. The imaxx range of mutual funds is offered by AFM.
TLC offers atl of AEGON Canada’s other investment products.

LIFE INSURANCE PRODUCTS

TLC's life products business unit provides life insurance products for
individuals and corporates across Canada. The portfolio includes
universal life and traditional life insurance, predominantly term life
and permanent life insurance, as well as accidental death and out-of-
the-country medical insurance.

REINSURANCE CEDED

fre )

FA |
In the normal course of business, AEGON Canada limits the amount of

loss on any one life and on certain levels of risk in various areas{df, -

exposure by reinsuring these risks with other insurers. The maximum lifd

A

i
insurance exposure retained on any one individual is CAD 1.25 miliiorrl.

Reinsurance ceded does not discharge AEGON Canada's Iiability@g‘f

reinsurer insolvency. AEGON Canada only contracts business with
reinsurers who are registered with the Office of the Superintendent
of Financial Institutions Canada.
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the primary insurer. Failure of reinsurers to hanor their obligations -
could result in losses to AEGON Canada. Consequently, AEGON
Canada evaluates the financial condition of its reinsurers and
monitors their credit risk to minimize its exposure to losses from



Report of the Executive Board

THE NETHERLANDS

Johan G. van der Werf

CEC
ALGON
THE NETHERLANDS

tbrs_a_m s a_m

“We are clearly benefiting from
the restructuring in 2003."

As expected, 2006 marked an improvement in fortunes for AEGON The Netherlands.
Past efforts to create a new, more responsive organization for the business began
to yield positive results. While strong competition in the Dutch market showed no
signs of abating, production and value of new business improved markedly,

compared with 2005.

In 2003, AEGON The Netherlands decided to combine its varicus
business units into a more centralized structure. This has brought
bringing product knowledge,

benefits, administration and IT

infrastructure under one roof and creating a more efficient and’

better organized sales force.

As part of its policy of reducing state benefits, the Dutch government
ended an official pre-retirement savings plan, known as VUT, at the
end of 2005 and replaced it with 'Levensloop’. Levenslioop allows
savers to put aside a certain amount each year, free of tax, either to
fund their retirement, take early retirement or, in some cases, finance
a break in their careers. Many companies in the Netherlands decided
to suppert Levensloop as a way of enhancing their overall employee
benefits packages. Over the past year, ALGON The Netherlands has
succeeded in establishing itseif as the largest insurer providing
“I_Levensloop products.
In 2006, new legisiation was introduced that reduced state sickness
,‘-i_:benefits and further extended company obligations toward employees
t who become sick and are unable to work. Under the legislation,
" ‘companies in the Netherlands must assume greater responsibitity for
'55"--f'meeting the costs of an employee’s iliness and take steps to enable
":'*:employees to return as quickly as possible to the workforce. Such
tegislation can prove costly, especially for small and medium-sized
companies. AEGON The Netherlands therefore introduced a new
product providing additional disability coverage. This product was
extremely successful and generated sales in 2006 of approximately
EUR 39 million.
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Pensions and individual life insurance continue to be our core
In 2006, AEGON The Netherlands’
institutional sales force, and its TKP Pensioen unit, posted improved

products. corporate  and
sales, AEGON is now the second largest pensions provider in the
Dutch market with 24 percent of the market in 2005, and continues
to make progress in its ambition to become the market leader,

As the post-war 'baby boomer’ generation heads into retirement, an
increasingly large pool of assets is entering the life insurance market
in the Netherlands and efsewhere. In such circumstances, it is
incumbent on companies like AEGON to help individuals identify the
most suitable products and services for their long-term retirement
needs, Over the years, AEGON The Netherlands has established a
successful track record in doing this. In particular, the company saw a
4Q percent increase in 2006 in its sales of immediate annuity
products and is well positioned for further growth in the years ahead.

In 2006, AEGON The Netherlands decided te strengthen its position in
the highly competitive Dutch mortgage market. The company
redesigned its leading products and, thanks to its solid financial base,
was able to offer borrowers competitive long-term interest rates. These
measures enabled AEGCON The Netherlands to triple its share of the
market, as homebuyers took advantage of historically favorable
interest rates available during the year.

AEGCN The Netherlands alse strengthened its distribution network
in 2006, with the acquisition of Unirobe, a company that mainly
provides independent financial advice to large companies. Together
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with Meels, AEGON is now the largest distribution cempany in
the Netherlands. AEGON The Netherlands alse continued its extensive
- education program for smaller, independent insurance agencies, in
order to develop their capacity to provide effective and successful
financial advice, AEGON The Netherlands believes that the advisory
business witl remain a critical one in the market.

With its tax and legal advice unit, Adfis, AEGON The Netherlands is a
noted center of knowledge and expertise on the pensions industry. In
April 2006 a group of Dutch parliamentarians visited AEGON's head
office in The Hague to discuss the impact of recent legislation on the
pensions market in the Netherlands.

The Dutch pensions and insurance market is a mature one. It
is becoming ever more competitive, Despite that. AEGON
The Netherlands believes it is well positioned to become the leading,
recognizable, quality brand in the market. For that reason, the
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OPERATING EARNINGS BEFORE TAX
Amounts in EUR million
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caompany invested heavily in 2006 to expand its general staff and its
sales teams, as well as improve its administration systems. At the
same time, AEGON The MNetherlands took action to lower its operating
costs, enhancing the company's ability to provide value-for-money
pensions and insurance products.

AEGON The Netherlands believes the Dutch market will continug to
grow in the coming years. However, only companies that are able to
offer the highest quality and tailored, integrated solutions and services
will be able to maximize the opportunities. We believe AEGON The
Netherlands is well positioned for further growth in 2007 and beyond.

STANDARDIZED NEW PREMIUM PRODUCTION
Amounts in EUR million

C 50 100 150 200 250
|
2006
|
2005
B Single B Recurring annualized

l AEGON THE NETHERLANDS

Amounts in EUR million 2006 2005

Income by product segment )

Traditional life 189 270

Life for account of policyholders 315 (53)

Fee ~ off balance sheet products 35 15

Accident and health insurance 34 45

General insurance 26 3¢

Banking activities 35 15

Operating earnings before tax 634 322
Gains/({losses) on investments 413 985

Impairment charges {12) (25)

Share in profit/(loss) of associates 7 4

Income before tax 1,042 1,286 (19}
Income tax 2 (272 (99)
NET INCOME 1,040 1,014 3
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OPERATING EARNINGS BEFORE TAX

Operating earnings before tax amounted to EUR 634 million in 20086,
compared to EUR 322 million in 2005, Provisions for guarantees and
fair value mavements of related hedge instruments significantly
influenced operating earnings, The net impact of guarantee
provisions and related hedging results on operating earnings in
2006 was a positive EUR 167 million, whereas EUR 165 million was
added to guarantee provisions in 2005.

Certain insurance products include minimum interest rate guarantees
that are not offset by matching investments. In the second half of
2006, AEGON The Netherlands implemented a hedging program to
extend and enhance its active risk management strategy. In addition
to the established derivatives program of 2004 to lengthen the asset
duration, AEGON The Netherlands bas implemented a hedging
strategy using derivative instruments to mitigate most of the
interest rate risks related to guarantees embedded in traditionatl iife,
unit-inked and certain group pension products,

Fair value movements of the derivatives hedging the unit-linked
guarantees are part of operating earnings, while fair value
movements of derivatives related to guarantees in traditional life
and certain group pension contracts are part of net gains/losses on
investments.

offs’é‘gé't"ting changes in the fair value of liabilities contributed
EU!?LA3 million to operating earnings before tax, compared to a
pos'fe;t:ive EUR 67 mitlion in 2005. Operating earnings in 2005 included
EUR 42 million in provisions for improvements of ‘Spaarkas’
progticts, which were offset by provision releases for employee
beﬁ%:fits and profits sharing in 2005. Earnings of 2006 contain an
acéé‘[‘gzrated depreciation of deferred acquisition expenses of EUR 17
mil'!i‘ibn related to group pension business, as a result of the new
pension law which no longer allows surrender charges.

TRADITIONAL LIFE

Operating earnings before tax for traditional life amounted to
EUR 189 million in 2006, compared to EUR 270 millien in 2005.
The decrease mainly reflects lower investment income, including a
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smaller contribution from assets carried at fair value, provision
releases in 2005, and normalized technical results compared to
favorable resuits in 2005.

LIFE FOR ACCOUNT OF POLICYHOLDERS

Operating earnings before tax from life for account of policyholders
amounted to EUR 315 million, compared to a ioss of EUR 53 miificn
in 2005, This mainly reflects the net positive effect of changes in
interest rates on provisions for guarantees and related hedges, and
the absence of additions to provisions for 'Spaarkas’ products,

FEE - OFF BALANCE SHEET PRODUCTS

Operating earnings before tax from fee - off balance sheet products
amounted te EUR 35 million in 2006, compared to EUR 15 miilion in
the previgus year. The asset management business continued the
positive trend in profitability, Meels improved its performance. For
Unirobe, a wholly-owned independent distribution business of
AEGON The Netherlands, as of the fourth quarter of 2006, 100
percent of the results were included compared to 45 percent before.

ACCIDENT AND HEALTH

Accident and health operating earnings before tax were EUR 34
million compared to EUR 45 million in 2005. Technical results were
tower compared ta the favarable results in 2005, mainly as a result
of more normalized ciaim experience and lapses in the sickness
benefit market.

GENERAL INSURANCE

General insurance operating earnings before tax amounted fo
EUR 26 million in 2006 compared to EUR 30 million in 2005. Better
technical results were offset by lower investment income and pricing
pressure due to increased competition in some markets.

BANKING ACTIVITIES

Operating earnings before tax from banking activities amounted to
EUR 35 millicn, compared to EUR 15 million in 2005, The increase
primarily reflects the absence of additions to provisions for equity
lease products and higher interest spreads.




LONG-TERM RETURN EXPECTATIONS FOR FAIR-VALUED
ASSETS IN OPERATING EARNINGS

AEGON provides long-term return expectations for certain financial
assets that are managed on a tolal return basis with no offsetting
changes to the fair value of liabilities. Long-term annual earnings on
these assets, as described in more detail below, are based on fong-
term expected returns in financial markets, but should not be used
as an explicit forecast for the year as actual results can and will
deviate from these expectations.

These assets include an investment in a private equity fund and
totaled EUR 243 million as of December 31, 2006, Operating earnings
in 2006 include a gain of EUR 43 million related to these asset
classes. Based on current holdings and asset class returns consistent
with long-term historical experience, the long-term expected return
on an annual basis is 8 percent before tax. The impact of the fair
valuation of assets is notable in the traditional life and life for
account of poticyholders lines of business.

NET INCOME

Net income, which includes net gains/losses on investments,
impairment charges and the share in profit of associates, increased
3 percent to EUR 1,040 million. Net gains on investments (before
tax) amounted to EUR 413 million compared to EUR 985 million in
2005. The gains and losses on investments (before tax) include a
negative EUR 352 million from the decrease in market value of
derivatives used for asset and liability management purposes,
compared to a positive contribution of EUR 306 mitlion in 2005.

The effective tax rate was O percent compared to 21 percent in the
prior year. The decrease mainly reflects higher tax-exempt gains
from the sale of shares and the impact of the reduction of the
corporate tax rate in the Netherlands from 29.6 to 25.5 percent,
ratified by the Dutch parliament in the fourth quarter of 2006,
resulting in a release of deferred tax liabilities.

REVENUES

Revenues of EUR 6,034 million decreased by 2 percent in 2006
compared to 2005. Life insurance gross premiums of EUR 3,028
million and accident and health insurance premiums of EUR 191
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million remained stable, general insurance premiums of EUR 434
million decreased 2 percent, investment income of EUR 2,006 million
decreased by 8 percent and fees and commissions of EUR 375
million increased by 15 percent.

Life general account premiums increased by 24 percent compared to
2005, due to a 57 percent increase in single premiums, both in
immediate annuities and pension contracts. Recurring premiums
were 5 percent lower.

Life for account of policyholders premiums decreased by 10 percent
compared to 2005, Single premiums in 2006 were 5 percent lower
than in 2005 when a particularly large single premium contract was
closed. Recurring premiums were 12 percent lower than in 2005
when a catch-up effect for a large co-insurance pension contract in
the recurring segment was recognized.

Non-life premiums were 1 percent lower than in 2005. Accident and
health insurance premiums were at the same level as in 2005 as
decreased premium levels following legislalive changas effective in
2006 have been fully compensated for by successful new income
products (WIA). General insurance premiums decreased by 2 percent
compared {o 2005 as price pressure began to be felt, particularly in
the motor market.

Investment income, which includes direct investment income of hoth
general account and account of policyholder investments, decrea%’(‘?‘i{j

8 percent compared to 2005 primarily due to lower coupens., Otl&«é..r
factors include lower deferred purchase price recognition in 2006,
lower dividends as a consequence of the sale of shares and iovvferl .
interest returns on loans offset by income generated fon )
reinvestments and increased interest on mortgages. =

bt L

Fees and commission income were 15 percent higher than in 200;
The consolidation of Unirabe in the fourth quarter of 2006,
securities lending activities, performance fees earned by TKP
pension and growth in the investment portfolios contributed to the
higher fee income in 2006.
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CONTINUATION

COMMISSIONS AND EXPENSES

Commissions and expenses amounted to EUR 1,087 million in 20086,
equal to 2005. Operating expenses amounted to EUR 708 million,
6 percent lower than in 2005, This is primarily due to the absence of
additional provisions for *Spaarkas’ and equity lease products. This
decrease was partly offset by the consolidation of Unirobe in the
fourth quarter of 2006,

PRODUCTION

New life sales in the Netherlands increased 7 percent to EUR 248
million, driven by the growth of individual life sales through the
intermediary channel and increased activity in the group pensions
business. Immediate annuities were an important driver for
individual life sales. A larger number of smaller contracts were sold
in the group pensicn business in 2006 as opposed to a relatively
small number of large cases in 2005.
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Non-life sales increased 65 percent to EUR 79 million, due to
successful sales of new disability products. Accident and health
premiums amounted to EUR 191 million, equal to 2005, as premiums
from new products offset the decline in income, resulting from lapses
in the sickness benefits market following new legislation, Sales of
the new WIA disability product deveioped faverably and represented
49 percent of all new non-life preduction in 2006. General insurance
premiums decreased 2 percent to EUR 434 million.

During the first half of the year, employees of Dutch companies had
the opportunity to establish a Levensloop (Live cycle) account. New
Levensloop (Live cycle) deposits, largely recurring, amounted to
EUR 107 million in 2006,

Off balance sheet product sales amounted to EUR 408 million
compared to EUR 864 miliion in 2005. The comparable period in
2005 included a number of large asset management contracts.
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GENERAL HISTORY

AEGON's operations in the Netherlands are collectively referred to
as AEGON The Netherlands. AEGON The Netherlands is active in
both the life and non-life insurance businesses, provides banking,
financial, and asset management services, and is involved in
distribution (intermediary) activities and pension administration.

The head office of AEGCN The Netherlands is located in The Hague,
with additional offices in Leeuwarden, Groningen and Nieuwegein.

AEGON The Netherlands' primary operaticnal subsidiaries are:
# AEGON Levensverzekering N.V.
» AEGON Schadeverzekering NV.
# AEGON NabestaandenZorg N.V.
® AEGON Spaarkas N.V.

* AEGON Bank N.V.

% Spaarbeleg Kas N.V.

® AXENT/AEGON Sparen NV.

# Unirobe Meeus Groep BV.

& TKP Pensioen BV.

¢ Nedasco BV.

The business organization of AEGON The Netherlands is based on
five service centers (SC's) and three sales organizations (50%). The
service centers are respensible for all 'back office’ activities. The
three sales organizations have heen structured to serve different
sales channels. Corporate & Institutional Clients (C&IC) focuses on
large companies and instituticnal clients such as company pension
funds and industry pension funds. AEGON Intermediary focuses on
independent agents and AEGON Spaarbeleg works with tied agents
as well as making direct sales.

Various activities have been clustered as support units and are
coordinated centrally, for example marketing, IT, and facilities
services. The distribution activities of the Unirobe Meeiis Groep and
Nedasco form a separate cluster of activities, as do the pension
administration activities of TKP Pensioen. The Unircbe Meels Groep
was formed in 2006 subsequent to the purchase of the remaining
55 percent of the shares of Unirobe in September 2006.
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PRODUCTS AND DISTRIBUTION

The product lines of AEGON The Netherlands are pensicns, iife
insurance (including mortgages), non-life insurance, banking and
asset management. Pension products are mainly soid through the
sales organizations C&IC and AEGON Intermediary. Pension products
are oftered to company and industry pension funds, large companies,
small and medium-sized enterprises and individuals. For the majority
of the company/industry pensions funds and some large companies,
AEGON The Netherlands provides full service pension solutions and
also provides administration-only services via TKP Pensicen. The full
service pension products for account of policyholders are separate
account group contracts with or without guarantees. Profit sharing
is based on the return of a pool of investments., The assets are
owned by AEGON The Netherlands but earmarked to form the basis
for profit sharing for these contracts. Large group contracts also
share technical results (mortality risk and disability risk). The
contract period is typically five years and the premium tariffs are
fixed over this period. Separate account guaranteed group contracts
provide a guarantee on the benefits paid. The longevity risk
therefore lies with AEGON The Netherlands. Non-guaranteed
separate account group contracts do provide littfe quarantee on the
benefits. AEGON The Netherlands has the option not to renew a
contract at the end of the contract pericd.

For most large companies and some small and medium-sized '~
enterprises, AEGON The Netherlands provides defined ben:éf%_}:t "'
products for which profit sharing is based upon a pre-defingd .
benchmark. Benefits are guaranteed. Premium tariffs are fixed over s
the contract period and the longevity risk lies with AEGON THé ¢
Netherlands. Minimum interest guarantees are given for n0minfal
benefits, based on 3 percent actuarial interest {4 percent on poIicTiEg
sold before the end of 1999),

o
.
For small and medium-sized enterprises, AEGON The Netherlands

provides pensions that are defined contribution products with single

and recurring premiums.
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Profit sharing is based on investment returns on specified funds.
Premium tariffs are not fixed over the contract period. Minimum
interest guarantees are given for nominal benefits, based on
0 percent or 3 percent actuarial interest (4 percent on policies sold
before the end of 1999).

LIFE INSURANCE AND MORTGAGE SAVINGS PRODUCTS

Life insurance products are sold mainly by the sales organizations
AEGON Intermediary and AEGON Spaarbeleg. The products are
predominantly standardized financial products. The most important
products are detailed below.

UNIVERSAL LIFE PRODUCTS

Universat life products are mainly endowment and savings type
products, both single premium and recurring premiums with profit
sharing based on a selected fund performance. A customer may
choase from a variety of AEGON funds. AEGON The Netherlands has
issued a quarantee of 3 percent for investments in the Mix Fund and
the Fixed Income Fund (4 percent on policies sold before the end of
1999) at the maturity date providing the policyholder has invested in
these funds for a consecutive period of at least ten years or on the
demise of the insured. AEGON The Netherlands also provides
immediate annuities for own and third party meoney.

MORTGAGE SAVINGS PRODUCTS .

AEGCN The Nethertands provides mortgage loans to customers for a
period of twenty orf thirty years. The lcan is repaid in full or in part at
the redemption date with the proceeds from a savings policy. AEGON
The Nethertands provides a wide range of possible ways to invest
and also offers an interest-anly version. If the insured dies within the
policy contract period, the benefit payment from the pledged life
insurance poficy is used to repay the mortgage loan. The interest
paid on the loan is usualiy tax deductible, and the customer retains
the full income tax benefit over the contract period.

TERM LIFE AND FUNERAL INSURANCE PRODUCTS

AEGON The Netherlands provides a broad selection of separate life
insurance policies and has a significant position in funeral insurance.
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NON-LIFE PRODUCTS

Non-life insurance products are mainly sold by the sales organization
AEGON Intermediary. Non-life products consist primarily of accident
and health ('subject’ insurance) and property and casualty (‘'object’
insurance). Over the past few years, the Dutch government has
gradually withdrawn from the sick leave and workers disability
market. in 2006, AEGON The Netherlands developed new disability
products for the group employee benefits market to address
changing needs as a result of the new disability system in the
Netherlands as outlined in the *WIA' law (Law on Work and Income
by work capacity). The distribution of subject preducts is not limited
to the AEGCN Intermediary channel but now includes the Corporate
& Institutional Clients sales organization. In the property and
casualty segment, AEGON The Netherlands provides products for
the corporate and retail market.

BANKING

Banking products are sold under the Spaarbeleg and AEGON Bank
labels through all three sales organizations. Most of these products
are savings accounts and investment plans with straightforward
conditions accessible predominantly via Internet banking. In 20086,
AEGON The Nethertands introduced an offering in the new
Levensloop (Life cycle) market, This savings product is a tax-friendly
means for individuals to save for paid leave or early retirement.

ASSET MANAGEMENT

Asset management products are sold mainly via the sales
organization C&IC. Both AEGON Asset Management (AEAM) and TKP
Investments (TKPI, a 100 percent subsidiary of TKP Pensioen)
provide asset management products with AEAM having strengths in
in-house managed fixed income and Asian equities and TKPI
providing fiduciairy management using multi-manager investment
pools. AEAM is alsc the main asset manager for AEGON The
Netherlands’ insurance activities. Both AEAM and TKPI are able to
tailor products to customers’ needs, including hedging of liability
risks.
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OTHER ACTIVITIES

AEGON The Netheriands' other activities consist primarily of the
distribution units of the Unirobe Meels Groep, which is an AEGON
Intermediary company specializing in insurance and real estate, and
Nedasco. The Unirobe Meeirs Groep was created in 2006 to cluster
the activities of the Meeds Group with those of the Unirobe Group
follewing the purchase of the remaining 55 percent of the shares of
Unirobe in September 2006. Within the financial advice segment,
the Unirobe Meels Groep has developed a broad range of activities
such as insurance, pensions, mortgages, financing, savings, and
investments. In the real estate business, Meelrs acts as a broker of
both residential and corporate property. Meels is also active in the
real estate management business.

REINSURANCE CEDED

AEGON The Netherlands reinsures portions of its insurance expeosure
with unaffiliated insurance companies under traditional indemnity,
quota share reinsurance contracts, and, in some instances, excess of
loss reinsurance. Such reinsurance arrangements are in accordance
with standard reinsurance practices within the industry. AEGON
The Netherlands enters into these arrangements to assist in
diversifying its risks and fo limit the maximum loss on risks that
exceed policy retention limits.
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AEGCN The Netherlands remains contingently liable with respect to
the amounts ceded if the reinsurer fails 1o meet the obligations it
assumed. Te minimize its exposure to reinsurer insclvencies, AEGON
The Netherlands annually monitors the creditworthiness of its
primary reinsurers. It has experienced no material reinsurance
recoverability problems in recent years. Where deemed appropriate,
additional protection is arranged through tetters of credit or trust
arrangements, and, for certain arrangements, funds are withhetd for
investment by the ceding company.

LIFE

Reinsurance takes place through a profit-sharing conmtract between
AEGON Levensverzekering N.V. and Swiss Re. The contract is set up
so that AEGON NL retains @ maximum exposure of EUR 900,000 per
insured person with respect to death risk and EUR 25,000 annually
for disability risk. Risks in excess of these retentions are transferred
o the reinsurer.

NON-LIFE
In the fire insurance business, an excess of loss reinsurance strategy
is in ptace with retention of EUR 5.0 million (2007; EUR 3.0 million)
per risk and EUR 21.0 million (2007: EUR 20.0 million) per event. The
motor liability business is also reinsured on an excess-of-loss basis
with retention of EUR 2.5 millicn per event.

=
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Otto Thoresen LR \ “ AEGON UKbrought new propositions
- 3, to the market designed to meet the |
AEGON UK VR S changing demands of its customers.”
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|.ast year was a highly successful year for AEGON in the UK. Our business f
performance was stronger than ever. At the same time, we put in place strategic ’
initiatives that will help us deliver our future growth objectives. |

New business volumes in our corporate and individua! life and We have been delighted with the progress we have made toward
pensions businesses reached higher levels than ever befere, while reatizing our medium-term plans. We have moved to underline our ‘
our value of new business increased significantly, highlighting the global strength by giving the AEGON name a higher profile and
profitable nature of our growth. New legislation simplifying rules on repositioning the established Scottish Equitable brand as AEGON
pensions came into effect in April 2006. These changes, collectively Scottish Equitable, This has been well received by our target markets
referred to as 'Pension A-Day’, prompted many people and businesses of intermediary distributors and corporate customers.

to restructure their existing pension arrangements, leading {0 a high . ‘

level of activity across the market. ALGON UK benefited from the We have also put in place a number of strategic initiatives, which will
impact of ‘Pension A-Day’ as & net winner in terms of new business. further strengthen the company's position as we look to the future.
Qur advisory units, Origen and Positive Solutions, alse saw increased The customer focus we have devetoped since we formed our
husiness as a resuit. Both continued to make good progress, with Individual and Corparate businesses in late 2005 is already having a
Positive  Solutions posting particulariy strong results. Asset positive impact in the market. Last year also saw AEGON UK bring
Management also saw impressive increased new business in the retail new propositions to the market designed to meet the changing
funds market, driven by our fixed income team’s continued high level demands of its corporate and individual customers as people live
of performance. longer and need to fund longer retirements.

)
l..ll'?...l.l.-l..l-.ll.l..l..lI.l-Ql.-....-.l..l.'I..l...‘l..l--...l.GII'l..l.ll.Il-I.ll..ll..ll.I'l
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Lv..DPERATING EARNINGS BEFORE TAX STANDARDIZED NEW PREMIUM PRODUCTION
Amounts in GBP million Amounts in GBP million [
{(50) 0 50 100 150 200 250 0 250 500 750 1000 1,250 ‘
) | |
2006 2006

. ) H Single M Recurring annuafized
B Traditional W Account policyholders M Fee - off balance sheet
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OFF BALANCE SHEET PRODUCTION p

Amounts in GBP million '
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! ] '

2006
| ! | P

o ]

W
M Mutual funds and other managed assets
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Building on its established position in the crucial ‘at retirement’ operator to bring the variable annuity, living benefit concept to the
market, AEGON UK is using its financial strength and global position UK market. On the corporate side, our buik annuity proposition
| to offer new solutions to its UK customers. Our recent move into the launched in November offered new flexibility to small and medium
l individual annuity market gathered mementum over the year and we sized businesses.
\ have already attained a strong position in that market well ahead of
i our original schedule. In September, the launch of the '5 for Life We believe AEGON UK fs well positicned to build on the considerable
1 product in the United Kingdom, based on what is an already advances made in 2006 and achieve further success in 2007.

successful product in the United States, made AEGON UK the first
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2006 2005 2006 2005
in millien in million in million in million
AEGON UK GBP GBP % EUR EUR %
Income by product segment
Traditional life 14 m 21 (1)
Life for account of policyholders 139 139 0 204 203 0
Fee — off balante sheet products 0 273 0 {40}
Operating earnings before tax 153 111 38 225 162 39
Gains/{losses) on investments 11 6 a3 16 9 78
Impairment charges (1) (2) 50 (1 (3} 67
Other non-operating income/(charges) 61 71 (14) 30 104
Share in profit/({loss) of associates 1 0 1 Q
Income before tax 225 186 21 331 272
Income tax attributable to policyholder return (51) (71) (28) (75) {104)
Income before income tax on shareholders return 174 115 51 256 168
Income tax on shareholders return {18) {17) {6) (24) (24}
NET INCOME 158 98 61 232 144

' Included in other non-operating income/(charges) are charges made to policyholders with respect to income tax.

There is an equal and oppesite tax charge which is reported in the line Income tax attributable to policyholder return. "';'-'w’}
Weighted average Year end
EXCHANGE RATES 2006 2005 2006 2005
Per 1EUR
GBP 0.6809 0.6837 0.6715 0.6853
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OPERATING EARNINGS BEFORE TAX

Operating earnings before tax amounted to GBP 153 million, compared
to GBP 111 million in 2005. The increase mainly reflects the positive
effect of higher equity and bond markets and growth of the
businesses, partly offset by a charge related to higher surrenders due
to ‘Pension A-Day’. Earnings in 2006 were impacted by a GBP 14
million charge for an incentive plan related to the accelerated
acquisition of the remaining 40 percent of Positive Solutions. In 2005,
earnings included a GBP 33 million charge related to this item.
Excluding the effect of these charges, operating earnings before tax
increased 15 percent.

TRADITIONAL LIFE

Operating earnings before fax for traditicnal life amounted to
GBP 14 million, compared to a loss of GBP 1 million in 2005. Earnings
increased due to higher annuity earnings, positive experience in the
protection businesses and higher underlying assets.

LIFE FOR ACCOUNT OF POLICYHOLDERS
Operating earnings before tax from life for account of policyholders
were GBP 139 million, equal to 2005 earnings. This mainly reflects
business growth and the impact of the higher equity and bond
markets on fund-refated charges offset by higher surrenders due to
‘Pension A-Day'.

““FEE - OFF BALANCE SHEET PRODUCTS

ln AEGON's owned-distribution businesses in the UK, Positive

!.';_“LISoJutions' income increased in 2006, driven by higher adviser

a'productivity. Qperating earnings before tax from the fee - off balance

i,«sheet products amounted to nil, compared to a negative contribution

Zof GBP 27 million in 2005, Excluding the charges of GBP 14 million for

““the incentive plan related to Positive Solutions in 2006 and GEP 34

“" million in 2005, earnings of the fee businesses increased from GBP 7
million in 2005 to GBP 14 million in 2006.

NET INCOME

Net income, which includes net gains/losses on investments and
impairment charges, increased to GBP 158 million from GBP 98 million
in 2005, Other non-operating income inciudes a gain of GBP 11 miilion
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in the first quarter of 2006 related to the sale of the Luxembourg-
based subsidiary Scottish Equitable Internationat to La Mondiale
Participations. In the consolidated earnings for the AEGON Group,
35 percent of this gain has been eliminated to reflect AEGON's
35 percent share in La Mondiale Participations. The effective tax rate
in 2006 decreased from 15 percent to 9 percent. This primarily
reflects the tax-exempt disposal of the Luxembourg subsidiary and
the mix of earnings.

REVENUES

Revenues of GBP 83106 million were up 57 percent from 2005, In
comparisen to 2005, life general account premiums increased by
94 percent to GBP 1,085 million reflecting continued strong growth in
immediate annuity production and the maturing of the individual
protection business. Life policyholders for account of premiums
increased by 75 percent reflecting higher pension production primarily
reflecting ‘Pension A-Day’ activity. Investment income increased by
11 percent compared to 2005 reflecting the increase in investments
from the growth in business. Fees and commission incame in 2006
increased by GBP 36 million due to strong growth in Positive Soluticns
and commission income on gnshare and offshore bonds.

COMMISSIONS AND EXPENSES

Commissions and expenses increased 17 percent to GBP 607 million,
reflecting growth in the protection and distribution businesses, and
the impact of higher surrenders related to ‘Pension A-Day'. Operating
expenses increased by 8 percent to GBP 375 million, due to
investments, growth of the businesses and strong new business in
2006.

PRODUCTION

New life sales in 2006 increased 54 percent, following record sales in the
fourth quarter of 2006. The increase was due to increased activity in
almost all business lines and the pension business in particutar
A portion of the higher pension sales can be attributed to exceptional
activity due to 'Pension A-Day’ with single premium pension sales more
than doubling. Compared to 2005, non-pensicn sales grew
25 percent to GBP 263 million in annualized premium eguivalent. In asset
management, the retail business continued its strong performance. With




OPERATING SUBSIDIARIES OF AEGON UK

® Scottish Equitable plg

® AEGON Asset Management UK plc

® Origen Financial Services Ltd

® Positive Solutions (Financial Services) Ltd
@ HS Administrative Services Ltd

® Guardian Assurance plc

® London (England)
® Lytham (Englang)
® Dublin {Ireland)

the majority of sales coming from bond funds, this further emphasizes
AEGON's fixed income capability. Institutional sales were lower as three
{arge institutional mandates were won in 2005, compared o two major
contracts in 2006. Total off batance sheet production amounted to GBP
808 million in 2006, compared to GBP 1,032 million in 2005.

GENERAL HISTORY
AEGON UK is a ‘eading manufacturer, fund manager, and distributor
of pension, protection and investment products.

The principal holding company within the AEGON UK Group of
companies is AEGON UK plc (AEGON UK), incerporated as a public
limited company under the Companies Act 1985, AEGON UK, a
company limited by shares, has its registered office in England. it was
incorporated on December 1, 1998.

PRODUCTS AND DISTRIBUTION

AEGON UK is a major financial services organization specializing in
the leng-term savings and protection markets. AEGON UK sells a
range of products through financial advisor channels in the United
¥ingdom. The business is centered on two core markets: individual

FOUR DISTINCT BUSINESSES

AEGON INDIVIDUAL

All operations relating to the individual investment, protection,
and pension in the United Kingdom. This business operates under
the AEGQON Scottish Equitahie brand name.

AEGON CORPORATE

All manufacturing and scheme administration operations relating
to the corporate pension and employee benefits markets in the
United Kingdom.

AEGON ASSET MANAGEMENT
fnvestment management operations.

AEGON UK DISTRIBUTION
Intermediary distribution and advice businesses.

and corporate customers. This segmentation is driven by a desire to
place the customer at the heart of the strategy.

PENSIONS

Changes to many aspects of UK pension legislation and taxation
continue to impact the industry. The most significant change relates
to the introduction of a simpler and unified tax regime, which now
applies to all types of pension arrangements. This was implemented
in April 2006 and has impacted all UK pension providers. AEGON UK
has supported its distribution channels by seeking to ensure they
have an appropriate product range and by helping them to focus on
the opportunities presented by these changes.

Sales of mare specialized pensions remain strong, particularly phased
retirement products. These allow individuals to access part of their
pension income without having to fully purchase an annuity untit a
later date.

Self invested pensions have increased in popularity, fueled partly by
the changes to pension legislation in the UK in April 2006 and partly
by increasing desire among individuals to retain control over their
own investment,

AEGON UK believes that its high standards of service are a key

market differentiator for AEGON UK, with technology increasinglﬂ/ﬁ;‘f

being used to improve efficiency for providers and advisor"s’f;
AEGON UK is building on its success with SmartScheme, AEGON UK’
technology softution to pension administration. The company IS

solutions to ensure that all parties derive benefit.

INDIVIDUAL PENSIONS

AEGON Individual Pensions offers a comprehensive range of pensior-{"" )

products, including stakeholder pensions, personal pensions, pensions
for executives, transfers from other plans, phased retirement,
unsecured pensions (USP), alternatively secured pensions (ASP) and
self invested personal pensions {SIPP).

For the high-net-worth market AEGON Individual Pensions offers a SIPP
that allows the policyholder to invest in a wide range of investments,
including insured funds, a fund supermarket and property.
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This SIPP includes facilities for investing for retirement and the full
range of post-retirement facilities (USP, ASP, phased retirement). It
is also supported by a good range of technological suppert, including
a risk profiling tool and on-line viewing facilities.

GROUP PENSIONS

Group pensions is a key business area for AEGON Corporate. These
are pension arrangements for the employees of corporate custamers
that cover a range of benefit options and which are predominantly
defined contribution. At retirement, cash up to the maximum atlowed
can be taken, with the remainder of the pension fund used to
purchase an annuity or to invest in a drawdown policy untit the age
of 75. AEGON Corporate also sells and administers defined benefit
pension schemes. The market for new defined benefit plans has
decreased in recent years, but opportunities remain to take over the
administration and investment of existing plans. A group SIPP
contract has alse been launched te provide all the benefits of the
individual SIPP contract to group pension plans .

INDIVIDUAL ANNUITIES

The pension legislation changes of April 2006 has resulted in new

opportunities for annuity contracts. In the UK, pension plans have to

be converted into income when they come to retirement. One option

for retirees is an annuity contract to provide their retirement income.
~AEGON UK has seen an increase in new business this year because
=::c~),f the change in rules on tax-free lump sums, with more people

‘wanting to combine several pensions together into one higher
‘annuity. AEGON UK is currently developing a capital protection
"'To'ption for faunch during 2007.

AEGON UK is continuing to invest in improving its systems and
;zservicing processes, to improve our ability to gain market share from
L-pur main competitors. This will provide AEGCON UK with the platform
to develop into a top player in this market and develiop additionai
products to complement the Compulsory Purchase Annuity and

Immediate Vesting Personal Pension Annuity,

INVESTMENT PRODUCTS

Designed for customers in the United Kingdom, the investment
products proposition is made up of the investment bond offered
by AEGON Scottish Equitable (the onshore bond) and the
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products offered by AEGON Scottish Equitable International
(the offshore contracts).

The onshore bond is a fife contract which offers a wide range
of investment choices including funds managed by some of
the world's leading managers. it is & mass-market product aimed
at pre-retirement and retirement customers looking for growth
and/or income.

The offshore contracts are, historically, aimed at the high net worth
market giving valuable tax advantages and a wide investment choice.
Offshore investment contracts are increasingly forming part of the
holistic retirement planning process. This is because there i5 less
restriction on how and when benefits can be taken. The growing
trend of the British retiring abroad again favors offshore contracts.

An offshore contract - & for Life - was launched in 2006. Based on
the United States variable annuity product and using the hedging
expertise of AEGON USA, this was the first personal investment
contract available to the UK market that offered a guaranteed
income for life.

The number of estates falling within the UK Inheritance Tax market
continues to drive demand for trust-based solutions to mitigate
potential tax liabilities. ALGON Scottish Equitable International offers
a range of trusts to support inheritance tax planning.

INDIVIDUAL PROTECTION

AEGON Scottish Equitable is now established as a top five provider,
measured by market share (Source: Assaciation of British Insurers,
2006). Products are distributed through intermediated advice
channels. AEGON Scottish Equitable offers a menu product, which
can meet the personal and business protection needs of individual
and corporate customers, and will launch a basic proeduct in 2007 to
take advantage of new distribution apportunities.

GROUP RISK

AEGON Corporate offers a range of group risk products exclusively
through financial advisors, These products are provided to employers
who use them as part of their wider employee benefits and
remuneration strategy.
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Products in general are sold on a standard employer paid basis,
however there is increasing interest in placing these products as part
of the flexible benefit offering, allowing an element of employee
choice over product sefection as well as benefit levels.

Distribution is heavily concentrated with the top 12 intermediaries
accounting for 80 percent of total market revenue (Source:
Association of British Insurers, 2006). The main intermediaries
involved in this market are specialist Employee Benefit Consultancies.

BENEFIT SOLUTIONS

AEGON Corporate provides employee benefit communication
software via a limited number of independent distributors in the
corporate market. The software provides solutions for fiexible
benefits; total reward statements; holiday and absence management;
pansion aggregation and forecasting; self-service HR; discounted
voluntary benefits; generic financial education in the workplace and
full self-service administrative functionality of the employee benefit
package. The platform is modular so clients can pick and choose the
services they require,

MUTUAL FUNDS

AEGON Asset Management UK {AAM UK) is a major provider of asset
management services both within AEGON UK and to institutional
customers and individuals. As of December 31, 2006, AAM UK
managed and administrated approximately GBP 49 billion of funds,
providing both mutual and segregated funds for clients.

FINANCIAL ADVICE

AEGON UK's principal means of distribution is through the
intermediated financial advice channel in the United Kingdom. These
advisors provide their customers with access to varying numbers
and types of products depending on their regulatory status,

There are an estimated 60,000 active registered financial advisors
in the United Kingdom, many of whom are grouped into networks
of advisors that act as large national distributors, This estimate of
financial advisors operating in the multi-tied, single-tied, whole
of market, and Independent channels, reflects different levels of
restriction on the number of providers’ products that can be sold
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or advised on. AEGON UK has strong relationships with financial
advisors across the market.

AEGON UK, through Origen Financial Services Ltd and Positive
Solutions (Financial Services) Ltd, delivers advice relating to the
financial needs of both individual and corporate customers. Origen
uses a range of distribution methods, primarily face-to-face contact
but also media and worksite marketing, and distribution agreements
with closed-book life offices. Positive Solutions provides management
services to self-employed IFAs via sophisticated technology
platferms, to support the advice and transaction processes.

REINSURANCE CEDED

In general the approach adopted within AEGON UK is to limit
morbidity and mortality risk through widespread use of reinsurance.
For mortality and maorbidity new business the policy is to
substantially reinsure risk. Currently this results in reinsurance of
around 85 percent of the benefit at risk for long-term business and
30 percent for short-term business. Variations from this level will
occur from time to time to reflect the terms available in the market,
the type of business (life, critical iliness, permanent health insurance)
and the length of risk involved.

For longevity risk prior to 2002, AEGON UK perceived reinsurance
terms to be attractive for the risk of improving mortality unders:

immediate annuities relative to the typical prices for these products! ;
Since then, however, this has not been the case and therefore we!'

=N

have not reinsured longevity risk. Eay

Reinsurer quality is sought by targeting a credit rating of AA. Any...;

..n"r‘

decision to use a reinsurer with a tower credit rating requiress
approval of the local Risk and Capital Committee and discussion with:
Group Risk, where both the credit quatity of the reinsurer and the<t
type of risk being covered will be considered. As a reflection of the
insurance industry in tjeneral there has been a reduction in the
credit rating of reinsurers and this has resulted in a greater need to
refer decisions to the reinsurance committee. However the policy
remains to seek reinsurers with AA rating where this can be achieved
on economic terms.

AEGON ANNUAL REPORT 2006 | 45



Report of the Executive Board

OTHER COUNTRIES

Alexander R. Wynaendts

MEMBER
EXECUTIVE BOARD

“In nearly every market, the need

for a broader range of protection
and retirement products and services
is significant.”
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In recent years, AEGON has made significant progress in expanding its global
footprint beyond its traditional markets, to include developing countries
throughout Asia, Central and Eastern Europe, as well as other European

countries such as Spain and France.

During 2006, and in the first few months of 2007, we enhanced
AEGON’s position in Other countries, entering new markets that
offer long-term growth opportunity far our care products and
services. In nearly every market, the need for a breader range of
protection and retirement products and services is significant. The
progress achieved during 2006 strengthened AEGON's position as
we claim a sizeable share of the emerging potential in coming
years.

CENTRAL AND EASTERN EUROPE
The economies of Central and Eastern European countries, in
particular, continue to develop at a rapid pace and life insurance
penetration levels are stilt relatively low, The governments in these
reqgions continue ta shift pension respensibility to the private sector,
creating a growing opportunity for this sector. It is for these reasons
that AEGON has pursued expansion beyond its strong base in Hungary,
to include Slovakia, the Czech Republic, Poland, and more recently
;:Romania. During 2006, membership in AEGON Hungary's pension
. fund grew by a substantial 8 percent. Similarly, in Slovakia, more than
200 000 individuals have now joined AEGON's pension fund, begun in
2005 AEGON's acquisition of PTE Ergo Hestia in Poland in November
2006 and the partnership with Banca Transilvania in January 2007 to
: _‘f_orm a mandatory pension fund company in Romania further
trengthened our pension position in the region.

]

-SPAIN
Elsewhere in Europe, AEGON has continued to develop its presence
in the important bank channel in Spain. The majority of tife insurance
products are distributed through banks in Spain. AEGON's two new
joint ventures with Caja de Badajoz and Caja Navarra became
operational mid-way through the -year. Together with our strong
partnership with Caja de Ahorros del Mediterrdnen, AEGON's
products are now sold in over 1,500 bank branches across the country.

46 | AEGON ANNUAL REPORT 2006

We will be ioaking to further expand AEGON's presence in Spain
through savings banks in the months ahead.

AEGON PENSION NETWORK

During the year, we made further progress in strengthening the
AEGON Pension Network, develgped to provide local pensions
solutions in an international framework for multi-national corporate
clients and their employees. With the addition of Germany's HOI
Pensionsmanagement, the AEGON Pension Netwerk now covers
Germany, France, the Netherlands, Luxembourg, Spain, Hungary,
Slovakia, the Czech Republic, Poland, the United Kingdom, and the
United States.

ASJA

AEGON strengthened its position in Asia during 2006 with new
operations in the coastal province of Shandong in China and with the
futfillment of our intention to enter India through our new
partnership with the Ranbaxy Promotér Group. India has long been
identified as one of AEGON's target markets given its sizeable
population and rapidly developing economy, the refatively low
penetration level of insurance in the country, and the continued
strong growth rates prejected for the insurance sector in coming
years. AEGON's entry into Japan in early 2007 is also a notabie
accomplishment. We very much look forward to combining AEGON's
product expertise and skills with the highly-respected brand and
distribution strength of Sony Life given the importance and growth
potential of the Japanese market in the coming years.

Finally, in Taiwan our efforts to transition from traditional whole and
term life products to higher margin unit-linked insurance products is
proving successful. While sales have been lower during this
transitional phase, the profitability of sales continues te be
considerably higher,
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Approximatety 50 percent of new sales in 2006 came from unit-
linked products and we expect this to increase in the coming years.

VALUE OF NEW BUSINESS

The new target of doubling AEGON's value of new business by 2010
reflects our confidence that a arger portion of new business will
come from Europe. Continued strong growth in Central and Eastern

Europe and a very substantial increase in VNB from AEGON's .

operations in Other European countries such as France and Spain
will be the drivers behind this. Based on current business plans, it is
estimated that between 25 to 30 percent of the Groups total VNB
will come from our Other countries in 2010, However, given the
continued potential presented by the pension opportunity in the
Central and Eastern Europe region, our plans to establish mare joint

ventures in Spain, and AEGON's pipeline for new business in other
parts of Europe and Asia, it is our view that the Other country VNB
contribution could approximate as much as 30 to 35 percent of the
Group’s total.

CONCLUSION

We have been pleased by the progress made to expand AEGON's
presence internationally, an important growth initiative formally
identified by the Executive Board in 2006, along with the opportunity
for pensions and distribution through banks globally, Going forward,
we will continue to identify opportunities in emerging markets that
offer growth potential consistent with AEGON's requirements of
long-term profitability and the creation of shareholder value.

OTHER COUNTRIES

Amounts in EUR million

(includes AEGON Hungary, AEGON Czech Republic,

AEGOM Poland, AEGON Slovakia, AEGON Spain, ACGOM Taiwan and AEGON-CNOOC) 2006 2005 %
Income by product segment

Traditional life 10 13 (23)

Life for account of policyholders 8 6 33
Fixed annuities {1) 0

Variable annuities 1 0 .
Fee — off balance sheet products {12) 4 :"
Accident and heaith insurance 4 2 100 ﬁ'
General insurance 29 25
Other 0 (6}
Operating earnings before tax 37 44 {16) “_
Gains/(losses) an investments 20 12 67 F:f
Other non-operating income/(charges) 0 176 :E:
Share in profit/(loss) of associates 24 16 50wy
Income before tax 81 248 67)
Income tax {45) (37) 22
NET INCOME | 36 211 (83)
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(0therfcountries)

GENININUATION

OPERATING EARNINGS BEFORE TAX

Operating earnings before tax in Other countries amounted to
EUR 37 million, compared to EUR 44 million in 2005. Higher earnings
in Hungary and Spain were more than offset by investments in
growth in Slovakia and China. The increase in Spain is mainly driven
by non-recurring expenses in 2005, related to the sale of the general
insurance business, and by the proportional inclusion of the joint
ventures with Caja de Badajoz and Caja Navarra since the second
quarter of 2006. In Taiwan, higher life for account of policyhalders
earnings compensated lower traditional life earnings.

TRADITIONAL LIFE

Total traditional life insurance operating earnings before tax
from Other countries amounied to EUR 10 million, compared to
EUR 13 million in 2005. This reflects lower results in Taiwan, due to
the decline in sales, and sales growth in China, where acquisition
costs are not yet deferred.

LIFE FOR ACCOUNT OF POLICYHOLDERS

Cperating earnings from life for account of policyholders increased
from EUR & million in 2005 to EUR 8 million in 2006, primarily due
to higher earnings in Taiwan.

FEE - OFF BALANCE SHEET PRODUCTS
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AEGON's share in the profit of associates amounted to EUR 24
million, compared to EUR 16 million in 2005, This line represents the
income from the partnership with CAM (4999 percent interest) as
well as the income from the 35 percent stake in La Mondiale
Participations.

NET INCOME

Net income amounted to EUR 36 miilicn, compared to EUR 211
million in 2005. The 2005 figure included a bock gain on the sale of
the Spanish general insurance activities of EUR 176 million hefore
tax. AEGON's share in the profit (and loss) of associates (after tax)

amounted to EUR 24 millien, compared to EUR 16 miltion in 2005.

The effective tax rate in 2006 was 56 percent as a result of a
reduction in the deferred tax asset in Taiwan in 2006.

REVENUES

Total revenues increased by 36 percent to EUR 2.2 billion and
primarily reflects the full year of revenues from AEGON Poland, the
inclusion of the joint ventures with Caja de Badajoz and Caja Navarra
and growth in the other markets. AEGON Poland's revepues
increased from EUR 88 million in 2005 (only fourth guarter) fo
EUR 485 million in 2006.

COMMISSIONS AND EXPENSES

“ITotal fee - off bafance sheet operating earmnings before tax from Commissions and expenses increased 19 percent to EUR 342 million

":“Other countries amounted to a negative EUR 14 million, against a mainly due to lower deferral of commissions in Taiwan, following a
‘,.::_positive EUR 4 million in 2005, reflecting acquisition costs of EUR 27

;--f',million in 2006 to grow the Slovakian pension business which are

change in business mix, and strong 'pension sales in Slovakia.
Operating expenses increased 4 percent to EUR 148 million due to

: immediately expensed. The decline was partly offset by higher
“.~learnings in Hungary.

.~ ACCIDENT AND HEALTH INSURANCE

" Accident and health insurance operating earnings before tax in
Cther countries amounted to EUR 4 million in 2006 compared to
EUR 2 million in 2005, General insurance operating earnings before
tax increased to EUR 29 million from EUR 25 million in 2005 as a
result of favorable claim experience in the Hungarian household
insurance business,
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higher expenses in China, Hungary and new operaticns in Poland,
offset by lower expenses in Spain.

PRODUCTION

New life sales in Taiwan in 2006 decreased 61 percent to NTD 4.8
billion (EUR 117 million), reflecting the high levels of sales through
the broker and bank channel in the first six months of 2005%. Unit-
linked sales accounted for 47 percent of total new life sales in 2006.
The decline in traditional life sales is due to re-pricing of the
products following the revised reserving requirements introduced in
2005, Total gross premiums increased 12 percent to NTD 39.8 biliion
(EUR 265 million) in 2006, mainly due to growth in premiums of the
life for account of palicyhoiders business.
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New life sales in Central and Eastern Europe amounted to EUR 82
million. 1n Hungary, new lite sales increased 5 percent to HUF 4.6
billion (EUR 17 million), due to the in.troduction of a new tax
regulation, higher sales in the agency channel and the development
of the broker channet. In Poland, new life sales amounted to PLN 232
million (EUR 60 miltion) in 2006, after record sales in the fourth
quarter of 2006. Sales of single premium life insurance through the
bank channel showed very strong momentum, due to a recovery in
equity markets in the fourth quarter in 2006, In addition, recurring
premium sales accelerated in the fourth quarter of 2006 as a result
of the successful development of the broker channel and the tied
agent network.

In Spain, new life sales increased 112 percent to EUR 52 million,
reflecting the proportional inclusion of bancassurance sales through
AEGON's joint ventures Caja de Badajoz and Caja Navarra. In
addition, & large group life policy sold in the fourth guarter of 2006,
after the approval of tax changes, contributed to the sales growth,
Group sales have been adversely affected by uncertainty about
changes in tax law in 2006, Also, the changes have removed tax
advantages on certain individual fife insurance products. AEGON
Spain has developed several new products in anticipation of the new
tax rules and will launch these in 2007,

The partnership with CAM experienced a decrease of 24 percent in
new fife sales to EUR 168 million (on a 10C percent basis). The return
on the new business improved as the product mix centinues to shift

Weighted average exchange rates for the currencies of the countries included in the Other countries segment, and which do not report in euro;

are summarized in the table.
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from single premium savings products to recurring premium risk and
protection products. Premium income for the partnership with CAM
amounted to EUR 492 million (on a 100 percent basis). The
partnership with CAM is not consolidated in. AEGON's accounts.
AEGON includes its share in the results of the partnership in the line
share in profit /(loss) of associates,

In Hungary, non-life premium income increased by 1 percent to
HUF 34 billion (EUR 127 million} mainly as a resuli of solid sales
agrowth and a high retention rate af household insurance. Maon-life
premiums in Spain, which only include health business, increased
2 percent to EUR &7 millien.

In Hungary, pension fund and mutual fund sales amounted to
HUF 93 billion (EUR 353 million). Sales in the pension fund business
continued to grow, with the number of new members added in 2006
increasing by 32 percent to more than 60,000, Total pension fund
membership amounted to more than 628,000 members at the end
of 2006 compared to 583,000 at the year-end of 2005. Off balance
sheet investments grew by 32 percent to HUF 373 bhillion (EUR 1.5
billion) compared to the year-end 2005 level,

AEGON's new pension fund business in Slovakia was very successful
in attracting new members in 2006, Approximatety 154,000
members were registered in the mandatory pension fund, bringin"
the total to over 200,000.

EXCHANGE RATES 2006 2005
Per 1 EUR
Czech Republic Krona (CZK) 28.259 29.580
Hungarian Farint {(HUF) 264.268 248.020
New Taiwan Dallar (NTD) 41.250 39.760
Polish Zloty (PLN) 3.856 3.860
Rin Min Bi Yuan (CNY) 10.008 10.100
Slovakian Koruna (SKK) 37.005 38.640

1 Ad puﬁlished in the AEGCN Annual Repert 2005,

P'.e"asle note that the Other countries segment is accounted for in the financial statements in euro, but the operating results for the individual country
units within Other countries are accounted for, and discussed, in terms of the local currencies of those country units.
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ACBTH CEES FRRARY CRERICHMAL VNS
o AEGON Hungary Composite Insurance Company © AEGON Hungary Real Estate
[Otherlcountries] o AEGON Hungary Investment Fund Managemeni Limited Company
Company Limited by Shares o AEGON Life Insurance (Slovakia)
Gentralfand © AEGON Hungary Pension Fund Management © AEGDON Pension Fund Management Company
Eastenn]FULope] Company Limited by Shares (Slovakia)
© AEGON Credit Finance Company o AEGON Life Insurance (Czech Republic)
Limited by Shares (Hungary)
N

GENERAL HISTORY AEGON CEE

AEGON's Central Eastern European Region (AEGON CEE) was created
in 2006. The member countries are AEGON Hungary, AEGON Peland,
AEGON Slovakia and AEGON Czech Republic,

AEGON CEE is involved in both the life and non-life insurance
husinesses and provides a range of financial, pension fund and asset
management services,

In Hungary, AEGON Credit Finance Company was officially registered
on July 13, 2006, and started operations in November 2006. Iis
principal business is to provide mortgage financing to the retail
market in Hungary.

On July 1, 2006, AEGON converted the branch office of its Slovakian
life insurance operations into a separate stand-alone legal entity.

On November 9, 2006, AEGON announced that it had agreed with
Ergo Hestia to buy 100 percent of the pension fund management
company PTE Ergo Hestia S.A. in Poland. The acquisition is subject
to approval by the Polish Financial Supervision Commission and anti-
trust authorities, but is expected to be completed in 2007.

PRODUCTS AND DISTRIBUTION

AEGON CEE offers life insurance and, in case of AEGON Hunagary,
‘Eﬁon-life insurance products as well. The region's core business
':.l'i)'roducts are life, pension, mortgage, and household insurance. The
‘.-_-:_l_gfe insurance product portfolio consists of traditional general

[aN]
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account products and unit-linked products, although in recent years
unit-tinked sales have been significantly higher than general account
product sales. Margins for household insurance in Hungary are
attractive, and they present considerable opportunities for cross-
selling life insurance products. Property and car insurance are alse
represented in the portfelio, but are not considered core products.

PENSION PRODUCTS

Pension insurance is a core business preduct of AEGON Hungary and
AEGON Slovakia. Pension fund administration services are also
offered. The mandatory pension funds in Hungary and Slovakia, and
the votuntary pension fund of AEGON Hungary, are among the
largest in their countries in terms of the number of members and
the assets they had under management (Source: www.pszaf.hu;
Association of Pension Fund Management Companies Slovakia).
AEGON CEE is aiming to grow its pension fund business by adding
new members to its existing funds and by taking over other pension
funds or starting greenfield activities in new countries.

TRADITIONAL GENERAL ACCOUNT PRODUCTS

Traditional general account products are marginal in all countries
apart from Hungary. These products include individual life policies
that were issued before AEGON Hungary was privatized and became
part of AEGON. Traditional general account products also include
indexed life products that are not unit-linked but have guaranteed
interest. AEGON Hungary no longer offers these products. In
addition, traditional general account products include group life
products and the preferred life product.

Y
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Group life products are yearly renewable term products with optional
accident and health coverage. Savings products for employee benefit
programs are mainly traditional products with interest guarantee.

In 2005, AEGON Hungary was the first to launch a preferred
life praoduct in the CEE region. This product is a term insurance
with different competitive premium rates for four pre-determined
risk cateqories.

UNIT-LINKED PRODUCTS

Unit-linked products are AEGON CEE's most impertant products and
make up the largest part of AEGON CEE's new sales. The unit-finked
products cover all types of life insurance, including pensions,
endowment and savings. AEGON Poland is the leading provider in the
life insurance single premium market segment with its open-
architecture, unit-linked products, which offer more than 80 investment
funds managed by different fund managers (Source: www.knf.gov.pl).

MORTGAGE LOANS

In Hungary, the newly-established company, AEGON Credit Finance
Company (AEGON Credit), provides Swiss franc-denominated mortgage
loans to the retail market. AEGON Credit also sells various endowment
life, term life and household insurance product-riders to these toans.

ASSET MANAGEMENT
AEGON CEE provides asset management services through AEGON
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of AEGON Hungary Composite Insurance Co.. as well as the unit-
linked portfolios, the guaranteed fund of AEGON Poland and AEGON
Hungary pension funds. It also supplies asset management services
to third parties and AEGON Siovakia. AEGON Hungary investment
Fund Management Co, supervises alt the investrnent activities in the
Central and Eastern European region.

DISTRIBUTION CHANNELS

AEGON CEE's main distribution channels are tied network, brokers
and, especially in Poland, banks. Through the tied network, brokers
and call centers, AEGON CEE sells life, pension, and non-life products.
Through hanks, it sells life products and, through the loan centers,
mortgages.

REINSURANCE CEDED

AEGON CEE has reinsurance ceded for both its life and non-life
businesses. AEGON CEE's reinsurance partners are large reinsurers
active in the Eurgpean market with a minimum Standard & Poor's
rating of A, The three most important reinsurance programs currently
in operation are the Property Catastrophe Excess of Loss Treaty, the
Motor Third Party Liability Excess of Loss Treaty, and the Property per
Risk Excess of Loss Treaty. The majority of AEGON CEE's programs are
nen-proportional Excess of Loss programs. Additionally, AEGON CEE
has smaller proporticonal treaties for individual and group life business.
The retention tevel is EUR 5.9 million in the case of the Catastrophe ™"

Excess of Loss Treaty, EUR Q.4 mitlion in the case of the Motor Thin

Hungary Investment Fund Management Co. It offers mutual funds to
the public and manages the assets of the general account portiolio

i
Party Liability Excess of Loss Treaty, and EUR 1.2 million in the case of -
the Property per Risk Excess of Loss Treaty, e

)
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GENERAL HISTORY

In 2C06, AEGON operated in Spain through twg insurance companies:
AEGON Sequros Salud and AEGON Sequros de Vida, subsidiaries
of a holding company, AEGON Espafia S.A. Administrative and

operational services to all companies in Spain, including joint
ventures with third parties, are provided by a separate legal entity:
AEGON Administracion y Servicios A.LE.

AEGON first entered the Spanish market in 1980 by acguiring
Sequros Galicia. This was followed by the acqguisition of Union
Levantina in 1987, Union Previsora in 1988, Labor Medica in 1996,
La Sanitaria in 1997, Caja de Prevision y Socorro in 1997, and
Covadonga at the end of 1999. In 2004, AEGON Spain set up a
strategic partnership with Caja de Aherros del Mediterraneo (CAM).
This partnership combines CAM's significant customer reach through
its banking network with AEGON's expertise in life insurance and
pensions. In July 2005, AEGON Spain entered into a strategic
partnership agreement with Caja de Badajoz (CB) aimed at setting
up a new insurance company to sell AEGON Spain's life insurance,
accident and pension products through the CB network. AEGON
Spain provides back office services for this joint venture company. In
May 2006, the new company, Caja de Badajoz Vida y Pensicnes,
started operations, having obtained regulatory approval. In
November 2005, AEGON Spain signed a strategic partnership
“ggreement with the Spanish savings bank Caja de Ahorros de
‘:"Fjavarra (CN}, under which AEGON acquired a 50 percent stake in
ICiNs life insurance and pensions subsidiary, Seguros Navarra S.A.
;,‘:T;he acquisition of 50 percent of Seguros Navarra S.A. took place in
itwe tranches. In the fourth quarter of 2005, 15 percent was acquired,
“.followed by another 35 percent in the first quarter of 2006. AEGON
“’Spain will continue to expand its life insurance business by
F%trengthening its own agent distribution capabilities, by enhancing
"fits existing bancassurance partnerships with CAM, C8 and CN as well
as pursuing new distribution opportunities,

PRODUCTS AND DISTRIBUTION

Over the past several years, AEGON Spain has focusad on its life
insurance business for portfolio growth. By marketing unit-linked
variable life products through multiple distribution channels
significant inroads have been made into a market traditionally
dominated by banks. AEGON Spain focuses on the individual
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consumer segment. AEGON Spain's principal lines of business are
traditional life and unit-linked insurance products. These products
are distributed on the one hand through the agency channel, using a
network of agents and brokers and on the other hand, in the case of
joint ventures with the before mentioned saving banks, through their
networks. Individual life products are sold by specialized agents and
brokers in urban centers and by the saving banks branch networks
both in urban centers and rural areas. Group life products are
distributed through banks and financial institutions as well as
through brokers and specialized agents.

REINSURANCE CEDED

AEGON Spain has proportional reinsurance protection for individual
risk policies and non-proportional protection for group risk policies,
Such reinsurance arrangements are in accordance with standard
reinsurance practices within the industry. AEGON Spain enters into
these arrangements to assist in diversifying its risks and to limit
the maximum loss on risks that exceed policy retention [limits.
The maximum retention limit cn any one life varies by preduct and
risk classification, and is generally between EUR 45000 and
EUR 60,000. AEGON Spain remains contingently liable with respect
to the amounts ceded if the reinsurer fails to meet the obligations
it assumed.

AEGON Spain's reinsurers generally have a minimum A rating from
Standard & Poor's. To minimize its exposure to reinsurer insolvencies,
AEGON Spain annually monitors the creditwerthiness of its primary
reinsurers. It has experienced ne material reinsurance recoverability
problems in recent years. Where deemed apprepriate, additional
protection is arranged through funds that are withheld for
investment by the ceding company.

STANDARDIZED NEW PREMIUM PRODUCTION
Spain, amounts in EUR million
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TATIAN, GHINA

AEGON TAIWAN

GENERAL HISTORY

AEGON Life Insurance (Taiwan) Inc. (AEGON Taiwan) is a fife
insurance company formed in 2001 te conduct life insurance
business in the Republic of China. AEGON Taiwan’s operations hegan
in 1994 as a branch office of Life Investors Insurance Company of
America, an AEGON USA life insurance company. In 1998, AEGON
Taiwan took over a block of business comprised of 55,000 policies of
American Family Life Assurance Company Taiwan. In 1999, the
Transamerica Taiwan branch was added to AEGON's business as a
result of AEGON's acquisition of Transamerica. The integration with
the existing operations was completed in 2001. At the end of 2001,
AEGON Taiwan acquired a block of business comprised of 57,0C0
policies of National Mutual Life Association of Australia, AXA's
Taiwan life operation,

PRODUCTS AND DISTRIBUTION

AEGON Taiwan offers a broad range of insurance products that meet
a variety of consumer needs, These include whole life, endowment
life, term life, accident and supplemental health, variable universal
life, annuities, group life and health, and a range of policy riders.
AEGON Taiwan's variable universal life product was enhanced in
2005, and is now the company’s top selling product line. The preduct
includes a wide range of investment options, including AEGON's
unigue stable value fund.

AEGON Taiwan distributes through a variety of channels, which has
been a key to the company's rapid growth in recent years. These
channels include a force of over 700 full time professional career
agents, independent brokers, banks, group and worksite marketing,
as well as direct marketing. Each channel sells a mix of products
tailored to their distribution system and the consumer segments
they serve, In the past year, the companys agency, brokerage, and
bank channels have all increased their sales of variable life insurance,
driven by the demands of the market, as weil as AEGON Taiwan's
focus on growing that business line. The worksite marketing channel,
which was started in 2005, has also grown steadily, offering a range
of tailored retirement planning and insurance solutions to employees
of corporate clients.
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REINSURANCE CEDED

AEGON Taiwan has its mortality and morbidity risks reinsured by
local and international reinsurers. All reinsurers that have significant
business arrangements with AEGON Taiwan have a rating of AA- and
above, except for the Central Reinsurance Company (CRC). which
used to be a government company but has gonre through a successful
privatization. CRC's credit rating was upgraded from its previous
BBB+ to A- in October 2006. The reinsurance covers both excess
surplus risks and catastrophic concentration risks.

AEGON-CNOOC

GENERAL HISTORY

AEGON-CNOQC Life Insurance Co., Ltd. (AEGON-CNOQOC) is a 50/50
joint venture established in Shanghai, Pecple's Republic of China, by
China National Offshore Qil Corporation and AEGON. AEGON-CNQOC
started operations in Shanghai in May 2003. AEGON-CNQOC is
licensed to sell both life insurance products as well as accident and
health products in mainland China.

in April 2005, AEGON-CNOOC's Beijing branch completed ifs business
registration and started full operations. Subsequently, in September
2005, the Jiangsu branch celebrated its opening ceremony in Nanjing

and became one ¢f the first joint venture life insurance companies t'_
enter inte the Jiangsu Province. The Shandong branch became

b
operational following formai approval from the China Insurancg '

Regulatory Commission (CIRC) in September 2006,

PRODUCTS AND DISTRIBUTION

established multiple distribution channels, incfuding agency, banks,
direct marketing, telemarketing, and group channels.

The agency channel portfolio consists primarily of universal life and
traditional life products, including level whole life, coupon whole life,
endowment life, term life as well as short-term accident and fong-
term health products. The most important product for the bank
channel is a single premium whole-life universal life product.
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Regutar premium products, such as Juvenile Endowment, also
became a major source of business through the bank channel. The
major product for the telemarketing channel is a yearly-renewable
personal accident product. The primary products seld through the
brokerage channel are universal life and traditional life products as
well as short-term accident and long-term health preducts.

REINSURANCE CEDED

According to the CIRC regulations, AEGON-CNOOC cedes a guota
share of accident and health business to the China Reinsurance
Company. The quota share for the business written in 2003, 2004
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OPERATING EARNINGS BEFORE TAX
Taiwan, amounts in NTD million
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and 2005 was 15 percent, 10 percent and 5 percent respectively and
decreased to O percent for the business written in 2006. This
compulsory reinsurance requirement ends thereafter. |

In addition, AEGON-CNOOC entered into several commercial \
reinsurance arrangements to achieve a diversification of risk and to
timit the maximum loss on risks that exceeded policy retention limits.
AEGON-CNOOC entered into reinsurance programs with Munich Re,
Swiss Re, and General Re, The retention limit on any one individual
life is generally CNY 200,000.
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STANDARDIZED NEW PREMIUM PRODUCTION
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PRODUCT LINE OVERVIEW
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AEGON COMPANIES AROUND THE WORLD
OFFER PRODUCTS TAILORED TO THE SPECIFIC

NEEDS OF LOCAL CUSTOMERS
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Products are sold through a highly diversified distribution network. EARNINGS CONTRIBUTION
Similar types of products are grouped together and reported on in a Amounts in EUR miliion 2006 2005
certain fine of business. For example: whole life, term life, and Traditional life 790 823
universal life insurance praducts are grouped together in the Life for account of policyholders 614 243
traditionat life line of business. The table on this page provides a Fixed annuities 433 425
broad overview of the lines of business for each country unit, More variable annuities 261 130
details on the specific products soid in each country unit are given in Institutional quaranteed products 275 280
the country sections of this Report of the Executive Board and in the Fee — off balance sheet praducts & 33
financiat statements information about products is also included. Reinsurance 163 105
Accident and health insurance 369 324
General insurance 56 55
Banking 35 15
Other 0 (€
Interest charges and other (242) (280}
OPERATING EARNINGS BEFORE TAX 2,828 2,147
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United United Czech )
States Canada  Netherlands  Kingdom  Hungary  Republic Peland  Slovakia Spain Taiwan China ,
GENERAL ACCOUNT oE
Traditional life . . L L . . . . . o
Fixed annuities . .
Institutional gquaranteed products* L4
ACCOUNT OF POLICYHOLDERS
tife for account of policyholders . . . . . . . . ] .
Variable annuities . . .
Fee - off balance sheet products L . . L L . .
Banking .
Accident and health insurance . . . L . ) .
General insurance . .

* Also distributed internationally from the United States
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RISK AND CAPITAL MANAGEMENT
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RISK MANAGEMENT FUNCTIONS ARE APPLIED LOCALLY, WHILE
CORPORATE OVERSIGHT REMAINS INDEPENDENT FROM THE
BUSINESS TO PROVIDE OVERSIGHT AND PEER REVIEW

443 s et b tanesstan

GENERAL

A description of AEGON's risk management and control systems is
given on the basis of significant identified risks for AEGON, Some
risks, such as currency transiation risk, are related to the
international nature of AEGON's business. Other risks include
insurance related risks, such as changes in mortality and morbidity.
However, AEGON's largest exposures are to changes in financial
markets (e.g. interest rate, credit and equity market risks) that affect
the value of the investments, liabilities from products that AEGON
sells, deferred expenses and value of business acquired.

AEGON manages risk at the local level where business is transacted,
based on principles and policies established at group level. AEGON's
integrated approach to risk management involves common
measurement of risk and scope of risk coverage to allow for
aggregation of AEGON's risk position. In addition, this integrated
framework facilitates the sharing of best practices and the latest
research on methodologies. The risk management functions are
applied iocally and are tied to the speed of business, while corporate
oversight remains independent from the business activity to provide
oversight and peer review.
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AEGON ACTIVELY MANAGES ITS

CREDIT RISK EXPOSURE BY INDIVIDUAL

“‘COUNTERPARTY, SECTOR AND ASSET

- v
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.4 To manage its risk exposure, AEGON employs risk management

~'models, hedging programs {which are largely conducted via the use

-

‘Zinrograms including asset liability management (ALM) processes and

of derivatives) and insurance programs {which are largely conducted
through the use of reinsurance}. These risk management programs
are in place in each country unit and are not only used to manage
risk in each unit, but also for the Group. Derivative and reinsurance
usage by the company are governed by derivative and reinsurance
usage policies. These policies establish the control, authorization,
execution and monitoring requirements of the usage of such
instruments. In addition, these policies stipulate necessary mitigation
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of credit risk created through these derivatives and reinsurance risk
management tools. For derivatives, credit risk is often mitigated by
requirements to post collateral via credit suppert annex agreements.
For reinsurance, credit risk is often mitigated through funds withheld
by treaties (when AEGON owns the assets) or through assets held in
trust for the benefit of AEGON (in the event of reinsurer insolvency).

As part of these risk management programs, AEGON takes inventory
of its current risk position across risk categories. AEGON also
measures the sensitivity of net income and shareholders’ equity to
stochastic and deterministic scenarios. Management uses the insight
gained through these ‘what if?' scenarios to manage AEGON's risk
exposure and capital position. The models, scenarios and
assumptions used are reviewed regularly and updated as necessary.

Results of AEGON’s sensitivity analyses are presented throughout
this section to show the estimaied sensitivity of net income and
sharehoiders’ equity to various scenarios. These sensitivity analyses
are presented according to IFRS. These scenario resuits do not
consider the actions that might be taken tc mitigate losses inherent
in AEGON's risk management processes. As financial markets
fluctuate, these actions may invoive selling investments, changing
investment portiolic allocation and adjusting interest rates or
bonuses credited to policyholders. Also, the results do not take into
account correlation between factors and assume unchanged
conditions for all other assets and liabilities. Results of the analyses
also cannot be extrapolated for wider variations since effects do not
tend to be linear. No risk management process can ciearly predict
future results.

CURRENCY EXCHANGE RATE RISK

As an international group, AEGON is subject to currency risk. Also,
currency risk exists for any policy denominated in currencies other
than the policy's lecal currency. In the Netherlands, the majority of
AEGCN's equity holdings are invested in an internationally diversified
portfolio, rather than solely in Dutch eqguities. Equity held in
subsidiaries is kept in local currencies to the extent sharehciders'
equity is required to satisfy requlatory and self-imposed capital
requirements.
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Therefore, currency exchange rate fluctuations may affect the level
of shareholders’ equity as a result of translation into euro. AEGON
hase
subordinated and senicr debt} in varicus currencies in amounts that
are targeted to correspond to the book value of AEGON's country
units. This balancing mitigates currency translation impacts on

holds the remainder of its capital (capital securities,

equity and leverage ratios. Currency risk in the investment portfolios
is managed using asset liability matching principles.

AEGON does not hedge the income streams from the main non-euro
units and, as a result, earnings may fluctuate due to currency
translation. As AEGON has significant business segments in the
United States and in the United Kingdom, the principal sources of
exposure from currency fluctuations are from the differences
between the US dollar and the euro and between the UK pound and
the euro. AEGON may experience significant changes in net income
and sharehelders' equity because of these fluctuations.

AEGON’'s 3-year historical of income before tax and capital in units
on an IFRS basis are shown in table 1.

Table 1

Income before tax 2004 2005 2006
AEGON Americas (USD million) 2,112 2,717 2,689
AEGON The Netherlands

(EUR million} 1,097 1,286 1,042
United Kingdom (GBP million) 150 186 225
Other countries (EUR millian) 135 248 81
Capital in country units

AEGON Americas (USD million) 18,215 19,149 19,796
AEGON The Netherlands

{EUR millicn) 4,038 5,011 4,769
United Kingdom (GBP million) 2,004 2,124 2,285
Other countries (EUR miltion) 1,002 1,155 1,335
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Teble 3

Sensitivity analysis of net income and shareholders’ equity to currency exchange rate markets "2

The exchange rates for US dollar and UK pound per euro for each of
the fast five year-ends are set out in table 2.

Table 2

Closing rates 2002 2003 2004 2005 2006
Uusb 1.05 1.26 1.36 1.18 1.32
GBP 065 0.70 071 0.69 0.67

The sensitivity analysis in table 3 shows the estimated approximate
effects on net income and shareholders’ equity of movements in the
exchange rates of AEGON's non-euro currencies relative to the euro.

INTEREST RATE RISK

AEGON bears interest rate risk with many of its products. In cases
where cash flows are highly prediciable, investing in assets that
closely match the liabilities can mitigate this risk. For some AEGON
country units, local capital markets are not well developed which
prevents a complete matching of assets and liabilities for those
businesses. For some products, cash flows are less predictable as a
result of policyholder actions that can be affected by the level of
interest rates.

In periods of rapidly increasing interest rates, policy loans,
surrenders and withdrawals may and usually do increase. Premiums
in flexible premium policies may decrease as policyholders seek
investments with higher perceived returns. This activity may result
in cash payments requiring the sale of invested assets at a time
when the prices of those assets are adversely affected by the
increase in market interest rates; this may result in realized
investment losses. These cash payments to policyholders result in a
decrease in fotal invested assets and a decrease in net income.
Among other things, early withdrawals may also require AEGON to
accelerate amortization of deferred policy acquisition costs (DPAC)@
which in turn reduces net income, e

Movement of markets

Estimated effects on
net income

Estimated effects on
shareholders' equity

Increase by 15% of non-euro currencies relative to the euro
Decrease by 15% of non-eurc currencies relative to the euro

increases hetween 11% and 12%
decreases between 11% and 12%

increases betweenl12% and 13%
decreases between 12% and 13%

' Basic assumptions: no correlation between markets and risks; unchanged conditions for all other assets and liabilities; limited management actions taken. All
percentage changes are relative to net income and shareholders' equity. Effects do not tend to be linear and therefore cannot be extrapolated for larger increases

or decreases.

? The effect of currency exchange rate movements is reflected as a one-time shift up or dewn in the value of the non-euro currencies relative to the euro on

December 31, 2006.
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During periods of sustained low interest rates, fife insurance and
annuity products may be relatively more attractive to consumers,
resulting in increased premium payments on products with flexible
premium features, and a higher percentage of insurance policies
remaining in force from year to year. During such a peried,
investment earnings may be lower because the interest earnings on
new fixed income investments likely will have declined with the
market interest rates. In addition, mortgages and redeemable bonds
in the investment portfolic are more likely to be repaid as borrowers
seek to borrow at lower interest rates and AEGON may be required
to reinvest the proceeds in securities bearing lower interest rates.
Also, in a pericd of low interest rates, AEGON may not be able to
reduce crediting rates on policies and still preserve margins as a
result of minimum gQuaranteed crediting rates provided on policies.
Accordingly, during periods of sustained low interest rates, net
income may decline as a result of a decrease in the spread between
either the interest rates credited fo policyhoiders or the rates
assumed in reserves and returns on the investment portfolic.

If interest rates rise, there may be unrealized losses on some of
AEGON's assets that will be recorded as negative income under IFRS.
This is inconsistent with the IFRS accounting on much of the company’s
liabilities where corresponding unrealized gains when interest rates
rise do not affect income in the shorter term. Over time, the short-
term reduction in income due to rising interest rates would be offset by
higher income in later years all else being equal. Therefore, rising
interest rates are not considered a long-term risk to the company.

The general account fixed income portfolios of AEGON Americas and

AEGON The Netherlands accounted for 93 percent of the total

general account fixed income portfolio of AEGON on December 31,

2006. AEGON USA and AEGON The Netherlands manage - within
~dimits - their duration mismatch on the basis of their expectations
:for the future level of interest rates. Presently, other AEGON country
i units target the duration of their assets tc equal approximately the
G

Pt

{
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duration of their liabilities where possible, In addition ta paint in time
duration measurement, deterministic and stochastic scenarios are
used to measure and manage interest rate risk. In these models,
policyholder behavior changes are anticipated. These models are
used by all country units and aggregated at the group level,

For AEGON USA's business, the average duration of assets is
approximately 3.8 years. This relatively low duration, as compared to
the long-term nature of most of AEGON USA's businesses, is driven
by the asset and lability management process applied to the
institutional markets business in the United States (GICs and funding
agreements). Both the assets and the liabilities for this business are
managed on a ftoating rate basis, with extensive use of interest rate
swaps. As a result, the asset duration is short for this business. In
the Netherlands, the average duration of assets is approximately
6.9 years. AEGON The Netherlands actively uses derivatives to
manage its interest rate risk. During 2606, AEGON The Netherfands
significantly increased its derivative positions to reduce the interest
rate mismatch with its liabilities. The combined effective duration
mismatch of AEGON USA and AEGON The Netherlands was minus 0.1
years on Decemher 31, 2006. This duration mismatch is an indication
of the degree of interest rate risk on a fair value basis. As cash flows
emerge and interest rates change, the actual impact from interest
rate exposure could be higher aor lower than what this static duration
measure implies.

Table 4 shows the year-end interest rates for the period from 2002
through 2006.

Table 4

Interest rates 2002 2003 2004 2005 2006
3 month US LIBOR 1.38% 1.15% 256% 454% | 5.36%
3 month EURIBOR 287% 212% 216% 24%9% | 3.73%
10-year US Treasury 3.82% 4.25%  4.22% 4.39% | 4.70%
10-year Dutch

Government 424%  429% 368% 329% | 3.97%

:,‘_fSensitivity analysis of net income and shareholders’ equity to interest rates™?2

{.~Amounts in EUR million

Estimated effects on Estimated effects on

Parallel movement of yield curve net income shareholders’ equity
Shift up 100 basis points {1,345) (2,277)
Shift up 200 basis points {2,524} (4,277)
Shift down 100 bhasis points 1,635 2,398
Shift down 200 basis points 3,659 4947

! Basic assumptions: no correlation between markets and risks; unchanged cenditicns for all other assets and liabilities; limited management actions taken. All
changes are relative to net income and shareholders equity. Effects de not tend to be linear and therefore cannct be extrapolated for larger increases or

decreaszes.

2 Interest rate movements are applied as a one-time parallet shift either up or down of all relevant yield curves on December 31, 2006.
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The sensitivity analysis in table 5 on page 58 shows an estimate of the
effect of interest rate movements on net income and shareholders'
equity,

Under IFRS, income and shareholders' equity are adversely affected
when interest rates rise and favorably affected when interest rates
fall. When interest rates shift up, there would be unrealized losses on
certain assets that adversely affect net income and shareholders’
equity. However when rates shift up, IFRS does not recognize the
unreatized gains in corresponding liabilities in net income and
shareholders' equity. Similarly, when rates shift down, there would
be unrealized gains on certain assets that favorably affect net
income and shareholders” equity. However when rates shift down.
IFRS also does nat recognize the unrealized losses in corresponding
liabilities in net income and shareholders' equity. As a resuit under
IFRS, the impact of interest rate changes on net income and
shareholders’ equity can give an incomplete and even incorrect
impression of the true risk exposure of the company. In fact, the
company is at risk if rates decline as AEGON's assets are currently
shorter in duration than AEGON's liabilities and as a result of
minimum guarantees present in some products. Similarty when
interest rates rise, the company is currently better off since AEGON's
assets are currently shorter in duration than AEGCON's liabilities.
When interest rates rise sharply, this benefit would be partially offset
in the shart-term due to a likely sudden rise in lapse rates on fixed
annuity products in AEGON USA.

CREDIT RISK

As premiums and deposits are received, these funds are invested to
pay for future pelicyholder obligations. For general account products,
AEGON typically bears the risk for investment performance equaling

Table &
General account investments and reinsurance assets
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the return of principal and interest. AEGON is exposed to credit risk
on its general account fixed income portfolio (bonds, mortgages and
private placements), over-the-counter derivatives and reinsurance
contracts. Some issuers have defaulted on their financial obligations
for varicus reasons, including bankruptcy, lack of liguidity, downturns
in the economy or downturns in real estate values, gperational
failure and fraud. In the past, poor economic and investment climates
in AEGON's major markets resulted in significant investment
impairments on AEGON'’s investment assets due to defaults and
overall declines in the securities markeis. Although credit default
rates were benign in 2006, a reversion to excessive defaults, or other
reductions in the value of these securities and loans, could have a
material adverse effect on AEGON's business, results of operations
and financial condition.

D I I R L L I I R I R R I I O L R R A R R Y

COUNTRY UNITS APPLY SPECIFIC
GUIDELINES FOR ACCEPTABLE
LEVELS OF CREDIT RISK

CE A B A )

AEGON actively manages its credit risk exposure by individual
counterparty, sector and asset class. AEGON may mitigate credit risk
in derivative contracts by entering in collateral agreements where
practical and in International Swaps and Derivatives Association
(ISDA) master netting agreements for each of AEGON's legal entities
to facilitate AEGON's right to offset credit risk exposure. AEGON may
also mitigate credit risk in reinsurance contracts where possible by
retaining ownership of assets required to support liabilities ceded or
by requiring the reinsurer to hold assets in trust.

L R I I I R R R R I R R R R S B R i)

Amounts in EUR million The United Other Total' Total "L
Rating category Americas  Netherlands Kingdem countries 2006 2005
AAA 17,022 1,464 160 273 18,923 18,598
Ah 8,424 221 887 502 10,734 3,241
A 19,083 1,849 2,478 946 24,361 29,327
BBB 16,630 633 680 83 18,025 20,101
BB 1,836 155 - 11 2,003 2,244
B 1,622 161 5 2 1,691 1,609
CCC or lower 318 17 335 341
Sovereign exposure 6,035 9,611 359 2,220 18,242 20,501
Assets not rated 30,213 13,331 262 288 44,462 47,349
TOTAL 101,088 28,202 4,831 4,332 { 138,776 149,311

VInctudes investments of holding and other activities,
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For the resulting net credit risk exposure, AEGON employs
deterministic and stochastic credit risk modeiing in order to assess its
credit risk profile, associated earnings and capital implications due to
various credit loss scenarios. The ratings distribution of general
account portfolios of AEGON's major country units are presented in
table & on page 59 and are organized by rating category.

Country units apply specific guideiines for the acceptable levels of
credit risk. AEGON monitors its aggregate exposure to credit counter-
parties at group AEGON aggregates
exposures from its country units to assess overall credit risk. To

level. For this purpose,
manage its credit risk, AEGON has a singie credit counterparty limit
policy to be applied to all forms of credit risk. All forms of credit risk
are reguired to be aggregated by counterparty and measured for
campliance against country unit credit limits and group-wide credit
limits. The group-wide limits are shown in fable 7.

Table 7

AEGON group-wide counterparty exposure fimits '

Amopunts in EUR million ﬁ
Credit rating Limit
AAA 1,000
AA 1,000
A 750
BBB 500
BB 250
B 125
CCC or lower 50

' The fixed income issuer rating is used when applying the credit counterparty
limit exposure policy.

' Equity, real estate and non-fixed income exposure in general account assets

LI R R R . L Y
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It an exposure exceeds the stated limit as a result of a downgrade,
the exposure must be readjusted to the limit for that rating category
as soon as practicable. The limits vary with the asset guality of the
security as can be seen in table 7. Exceptions to these limits can only
be made after explicit approval from AEGON's Group Risk and Capital
Committee.

EQUITY MARKET AND OTHER INVESTMENT RISKS

Fluctuations in the equity, real estate and capital markets have
adversely affected AEGON's profitability, capital position and sales of
equity related products in the past and may continue to do so.
Exposure to equity, real estate and capital markets exists in both
assefs and liabilities. Asset exposure exists through direct equity
investment, where AEGON bears all or most of the volatility in
returns and risk.
conditions, as well as significant events - like terrorist actions - have

investment performance General economic
led to and may again result in significant decreases in the value of

AEGON's equity investments.

Equity market exposure is present in equity-linked products whereby
policyholder funds are invested in equities at the discretion of the
policyholder; here most of the risk remains with the policyholder.
Examples of these preducts include variable annuities, variable
universal life, unit-linked products and mutual funds. AEGON typically
earns a fee on the asset balance in these products and therefore has
a risk related to the investment performance. In addition, some of
this business has minimum return or accumulation guarantaes,
which are often life contingent or contingent upon policyholder
persistency. AEGON is at risk if equity market returns do not exceed
these guarantee levels and the company may need to set up
additional resarves to fund these future guaranteed benefits.

B E e

AEGON Haldings and Total
' AEGON Americas The Netherlands AEGON UK Other countries eliminations 2008
. _Amounts in million (in USDY (in EUR) (in GBP) (in EUR) {in EUR) {in EUR)
. -Equity funds 1267 1.925 } 77 2964
< Common shares ' 1,521 3,350 49 12 (20 4,571
‘" Preferred shares 393 176 - - 474
Investments in real estate ! 1,399 1,967 - 37 14 3,080
Hedge funds 1,590 - - 16 - 1,527
Credit investment strategies 240 - - - - 182
TOTAL EQUITY, REAL
ESTATE AND NON-FIXED
INCOME EXPOSURE 6,810 7.418 49 142 (6) 12,798

' 0f AEGON The Netherlands common shares EUR 485 mitlion are invested in a property company and are therefore internally viewed as real estate exposure. For
the purpose of sensitivities, this expesure is included in the real estate section.
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AEGON is also at risk if returns are not sufficient 1o aliow
amortization of DPAC and VOBA, It Is possible under certain
circumstances that AEGON would need to accelerate amortization of
DPAC and VOBA and to establish additional provisions for minimum
qguaranteed benefits, which would reduce net income and
shareholders' equity. Volatile or poor market conditions may also
significantly reduce the popularity of some of AEGON's savings and
investment products, which could lead to lower sales and lower net
income. AEGQON's general account equity and ceriain other
investment holdings are shown in table 8 on page 60.

The general account equity, real estate and other non-fixed income
portfolio of AEGON USA and AEGON The Netherlands accounted for
92 percent of the total general account eguity, real estate and other
non-fixed income portfclio of AEGON, Of AEGON's ¢ountry units,
AEGON The Netherlands holds the largest amount of equities, both
in absolute terms and expressed as a percentage of total general
account investments. The largest part of the equity portfolio of
AEGCON The Netherlands censists of a diversified portfolio of global
equities and 5 percent equity holdings in Dutch companies, which
include non-redeemable preferred shares.

Table 9 shows the year-end closing tevels of certain major indices.

Table 9

Year-end 2002 2003 2004 2005 2006
S&P 500 880 1,112 1,212 1,248 1,418
Nasdag 1,336 2,003 2,175 2,205 2,415
FTSE 100 3,940 4,477 4814 5,619 6,221
AEX - 323 338 348 437 495
Tahle 10

AEGON's shareholders' equity is directly exposed to, among other
things, movements in the equity and real estate markets and to
movements in interest rates. With the implementation of IFRS,
income and shareholders' equity are expected to be more volatile
and subject to increased sensitivity to movements in equity and real
estate markets and to movements in interest rates. In addition, net
income is sensitive to the fees earned on equity investments held for
the account of policyholders as well as the amortization of DPAC and
provisioning for minimum product guarantees.

The sensitivity analysis ¢f net income and shareholders’ equity to
equity and real estate markets is presented in table 1.

The sensitivity of shareholders’ equity and net income to changes in
equity and real estate markets reflects changes in the market value
of AEGON's portfolio, changes in DPAC amortization, contributions
to pension plans for AEGON's employees and the strengthening of
the guaranteed minimum benefits, when applicable. The main reason
for the non-linearity of results in the equity porticn of the sensitivity
i5 that more severe scenarios could cause acceferated DPAC
amaortization and guaranteed minimum benefits provisioning, while
moderate scenarios may not.

DERIVATIVES RISK

AEGON is exposed to currency fluctuations, changes in the fair value
of its investments, the impact of interest rate, equity markets and
credit spread changes and changes in maortality and longevity.
AEGON uses common financial derivative instruments such as swaps,
options, futures and forward contracts to hedge some of the
exposures related to both investments backing insurance products
and company borrowings.

L R R I T

Sensitivity analysis of net income and shareholders’ equity to equity and real estate markets 2 i
Estimated approximate effects "?:'
on shareholders” equity '™

Amaunts in EUR million
Immediate change in

Estimated approximate effects
on net inceme

Equity increase 10% 129 348 r\; ;
Equity decrease 10% (183) (392}
Equity decrease 20% (453) (837)
Real estate increase 10% 198 202 iy
Real estate decrease 10% (212) {202}
Real estate decrease 20% (423) (404}

! Basic assumptions: no correlation between markets and risks, unchanged cenditions for all other assets and liabilities and limited management actions taken.
Al changes are relative to net income and sharehotders' equity. Effects do not tend to be Yinear and therefere cannet be extrapolated for larger increases or
decreases.

2 The etfect of movements in equity and real estate markets is reflected as a one-time increase or decrease of worldwide equity and real estate markets on
December 31, 2006.
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AEGON may not be abie to manage the risks associated with these
activities successfully through the use of derivatives. In addition,
counterparty may fail to honor the terms of its derivatives contracts
with us. AEGON's inability to manage risks successfully through
derivatives or counterparty’s failure to honer its ohligations could
have a material adverse effect on AEGON's business, resuits of
operations and financial condition.

LIQUIDITY RISK

Liquidity risk is inherent to much of AEGON's business. Each asset
purchased and liability sold has liquidity characteristics that are
unique. Some liabilities are surrenderable while some assets, such as
privately placed loans, mortgage loans, real estate and limited
partnership interests, have low liguidity. If AEGON requires significant
amounts of cash on short notice in excess of normal cash
requirements and existing credit facilities, AEGON may have difficulty
selling these investments at attractive prices or in a timely manner,
or both, Hliguid assets amounted to EUR 35 billion or 25 percent of
general account investments at the end of 2006 (EUR 39 billion,
or 26 percent in 2005).

UNDERWRITING RISK ]

AEGON's earnings depend significantly upon the extent ta which
actual claims experience is consistent with the assumptions used in
setting the prices for preducts and establishing the technical
provisions and tiabilities for claims. To the extent that actual claims
experience is less favorable than the underlying assumptions used in
establishing such liabilities, income would be reduced. Furthermore,
if these higher claims were part of a trend, AEGON may be required
to increase liabilities, which could reduce income. In addition, certain
acquisition costs related to the sale of new policies and the purchase
of policies already in force have been recorded as assets on the
balance sheet and are being amortized into income over time. If the
f;s;sumptions relating to the future profitability of these policies (such
as future claims, investment income and expenses) are not reatized,
the amortization of these costs could be accelerated and may
3'—r;'e'gquire write-offs due to unrecoverability. This could have a material
,égverse effect on AEGON's business, results of operations and

+financial condition.

2 d
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Sources of underwriting risk include pelicy lapses and pelicy claims
such as mortality, morbidity and expenses. In general, AEGON is at
risk if policy lapses increase as sometimes AEGON is unable to fully
recover up front expenses in selling a preduct despite the presence
of commission recoveries or surrender charges and fees. For
mortality and morbidity risk, AEGON sells certain types of policies
that are at risk if mortality or morbidity increases, such as term life
insurance and accident insurance, and sells certain types of policies
that are at risk if mortality decreases, such as annuity products.
AEGON is also at risk if expenses are higher than assumed by
management.

AEGON monitors and manages its underwriting risk by each under-
writing risk type. Attribution analysis is performed on earnings and
reserve movements in order to understand the source of any
raterial variation in actual resufts from what was expected. AEGON
units alsc perform studies for underwriting risk assumptions,
comparing AEGON's experience to industry experience. As well as
combining AEGON's experience and industry experience based on
the depth of the history of each source to AEGON's underwriting
assumptions. Where palicy charges are flexible in products, AEGON
uses these analyses as the basis for modifying these charges, with a
view to maintain a balance between policyholder and shareholder
interests, AEGON also has the ability to reduce expense levels over
time, thus mitigating unfavorable expense variation,

The sensitivity anatysis of net income and shareholders' equity to
various underwriting risks is shown in table 11.

Table 11

Sensitivity of net income and total equity to changes
in various underwriting risks"?2

Estimated approximate effect

Amounts in EUR miilion on net income/equity

Parallel movement of yield curve 2006
20% increase in Japse rates (44)
20% decrease in lapse rates 44
10% increase in mortality rates (88)
10% decrease in mortality rates 88"
10% increase in morbidity rates {61)
10% decrease in morbidity rates 61

Basic assumpticns: ne correlation between markets and risks, unchanged
conditions for all other assets and habilities and limited management actions
taken. All changes are relative to net income and shareholders’ equity.
Effects do not tend to be linear and therefore cannot be extrapolated for
larger increases or decreases.

The mertality/morbicity sensitivities assume that increases or decreases are
for all preducts regardless of whether a product produces a gain or a1oss on
the direction of the change.

[
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NEW PRODUCTS

AEGON may face claims from customers and adverse negative
publicity if its products result in losses or fail to result in expected
gains, regardless of the suitability of products for custormers or the
adequacy of the disclosure provided to customers by AEGON and by
the intermediaries who distribute AEGON's products. New products
that are less understood and that have less of a historical performance
track record may be more likely to be the subject of such claims. Any
such claims could have a material adverse effect on AEGON' results
of operation, corporate reputation and financial cendition,

TAX CHANGES

Insurance products enjoy certain tax advantages, particularty in the
United States and the Netherlands, which permit the tax-deferred
accurnulation of earnings on the premiums paid by the holders of
annuities and life insurance products under certain conditions and
within limits. Taxes, if any, are payable on accumulated tax-deferred
earnings when earnings are actually paid. The US Congress has,
from time to time, considered possible fegisiation that would
eliminate the deferral of taxation on the accretion of value within
certain annuities and e insurance products. in addition, the
US Congress passed legislation in 2001 that provided for reductions
in the estate tax and the possibility of permanent repeal of the
estate tax continues to be discussed; this could have an impact on
insurance products and sales in the United States. Changes to tax
laws in the Nethertands at the end of 2005 have reduced the
attractiveness of early retirement plang, but tax advantages have
been granted from January 1, 2006 for savings products known as
Levensloop (Life cycle). Any changes in United States or Dutch tax
law affecting similar products could have a material adverse effect
on AEGON's business, results of operations and financial condition.

GENERAL ECONOMIC CONDITIONS

AEGON's result of operations and financial cendition may be
materially affected from time to time by general economic
conditions, such as levels of employment, consumer lending or
inflation in the countries in which AEGON operates.

OTHER RISKS

RATINGS

A downgrade in ALGON's ratings may increase policy surrenders and
withdrawals, adversely affect relationships with distributors and
negatively affect its results.

L A R BRI A )

Claims paying ability and financial strength ratings are factors in
establishing the competitive position of insurers, A rating dewngrade
(or the potential for such a downgrade) of AEGON or any of its rated
insurance subsidiaries may, among other things, materially increase
the number of policy surrenders and withdrawals by policyholders of
cash values from their policies. The gutcome of this may be cash
payments requiring the sale of invested assets, including illiquid
assets, at a price that may resutt in realized investment (osses. These
cash payments to policyholders result in a decrease in total invested
assets and a decrease in net income. Among other things, early
withdrawals may also cause AEGON to accelerate amortization of
policy acquisiticn costs, reducing net income.

AEGON IS SUBJECT TO COMPREHENSIVE
REGULATION AND SUPERVISION

T R

In addition, a downgrade may adversely affect relationships with
broker-dealers, banks, agents, wholesalers and other distributors of
AEGON's products and services, which may negatively impact new
sales and adversely affect its ability to compete and thereby have a
material adverse effect on AEGON's business, results of operations
and financial condition.

The current S&F Moody's and Fitch insurance financial strength
ratings and ratings outlook of AEGON's primary life insurance
companies in AEGON's major country units are shown in table 12.

L R L R R R A R R I R e
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Table i2

AEGON Scottish
RATINGS AEGON USA AEGON NL Equitable
S&P rating AA AA AA
S&P outlook Stable Stable Stable
Moody's rating Aa3 Net rated Al ‘q;’
Moody's outlook Stable Not rated Stablecﬁ;
Fitch rating AA+ Not rated Not rated &1
Fitch outlook Stable Not rated Not rated F“}“'

Rl

Negative changes in credit ratings may also increase AEGON's cost !:‘_‘,x

of funding. During 2006, Standard and Poor's maintained the ¢redit ‘:531'

ratings of AEGON N.V. at A+ with a stable outlook, Moody's Investor
Service maintained the senior debt rating of AEGON N.v. at A2, with
a stable outlook. On January 30, 2006, Fitch Ratings assigned AA-
(double A minus} ratings to AEGON N.V.'s senior debt and A+ ratings
to subcrdinated debt and perpetual securities.
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INFORMATION TECHNOLOGY

While systerms and processes are designed to support complex
transactions and to avoid systems failure, fraud, information security
failures, processing errors and breaches of requlation, any failure
could lead to a materia! adverse effect on AEGON's results of
operation and corporate reputation. In addition, AEGON must
commit significant resources to maintain and enhance its existing
systems in order to keep pace with industry standards and customer
preferences. If AEGON fails to keep up-to-date information systems,
AEGON may not be able to rely on accurate information for product
pricing, risk management and underwriting decisians.

CATASTROPHIC EVENTS

AEGON's operating results and financial position can be adversely
affected by volatile natural and man-made disasters such as
hurricanes, windstorms, earthquakes, terrorism, riots, fires and
explosions. Over the past several years, changing weather patterns
and climatic conditions have added to the unpredictability and
frequency of natural disasters in certain parts of the world and
created additional uncertainty as to future trends and exposure.
AEGON generally seeks to reduce its exposure to these events
thraugh individual risk selection, monitoring risk accumulation and
purchasing reinsurance. However, such events could lead to
considerable financial
terrorism and fires could disrupt AEGON's
operations and result in significant loss of property, key personnel
and information about AEGON's clients anc AEGON. If AEGON's
business continuity plans have not included effective contingencies
fer such events, they could adversely affect AEGON's business,
results of operations, corporate reputation and financial condition

for a substantial period of time.

loss to AEGON's business. Furthermore,

natural disasters,

" GOVERNMENT REGULATIONS
" AEGON is subject to comprehensive regulation and supervision in ail

countries in which AEGON cperates. The primary purpose of such

. regulation is to protect policyholders, not holders of securities.

Changes in existing insurance laws and regulations may affect the

" way in which AEGON conducts business and the products offered.

Changes in pension and employee benefit requlation, social security
regulation, financial services regulation, taxation and the requlatian
of securities products and transactions may adversely affect
AEGON's ability to sell new policies or claims exposure on existing
policies. Additionally, the insurance laws or regulations adopted or
amended from time to time may be more restrictive or may resuit in
higher costs than current requirements.
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The US Sarbanes Oxley Act of 2002 (SOX) and rules subsequently
implemented by the SEC and the New York Stock Exchange, require
changes to some of AEGON's reporting and corporate governance
practices, including the requirement that AEGON issues a repart on
its internal controls over financial reporting, beginning for the year
ending December 31, 2006 onwards. If AEGON is unable to maintain
or achieve compliance with 50X, it may have a material adverse
impact on AEGCON's business.

LITIGATION
AEGON
investigations and actions in connection with activities as an insurer,

faces significant risks of litigation and regulatory
securities issuer, employer, investment advisor, investor and taxpayer.
In recent years, the insurance industry has increasingly been the
subject of litigation, investigation and regulatory activity by various
governmental and enforcement authorities concerning common
industry practices such as the disclosure of contingent commissions
and the accounting treatment of finite reinsurance or other non-
traditional insurance products. AEGCN cannot predict at this time
the effect this current trend towards litigatien and investigation will
have on the insurance industry or its business. Lawsuits, including
class actions and regulatory actions, may be difficult to assess or
quantify, may seek recovery of very large and/or indeterminate
amounts, including punitive and treble damages, and their existence
and magnitude may remain unknown for substantial pericds of time.
A substantial legal liability or a significant regulatory action could
have a material adverse effect on AEGON's business, results of

operations and financial condition.

CHANGES IN ACCOUNTING POLICIES

Since 2005, AEGON's financial statements have been prepared and
presented in accordance with IFRS as adopted by the European
Union. Any future change in these accounting principles may have a
significant impact on AEGON's reported results, financial condition
and shareholders’ equity. This includes the level and volatility of
reported results and sharéholders’ equity.

DEFAULT OF A MAJOR MARKET PARTICIPANT

The failure of a major market participant could disrupt securities
markets or clearance and settlement systems in AEGON's markets,
which could cause market declines or volatility. Such a failure could
lead to a chain of defaults that could adversely affect us. In addition,
such a failure could impact future product sales as a potential result
of reduced coenfidence in the insurance industry.
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JUDGMENTS OF COURTS IN THE UNITED STATES

The United States and the Netherlands do not currently have a
treaty providing for the reciprocal recognition and enforcement of
judgments (other than arbitration awards) in civil and commercial
matters. Judgments of US courts, including those predicated on the
civil liability provisions of the federal securities laws of the United
States, may not be enforceable in Dutch courts. Therefore, AEGON's
sharehalders that obtain a judgment against AEGON in the United

L I R L R R R I R R R R I R N R I B T A

States may not be able to require the company to pay the amount of
the judgment unless a competent court in the Netherlands gives
binding effect to the judgment. It may, however, be possible for a US
investor to bring an original action in a Dutch court to enfarce
liabilities against AEGOCN, its affiliates, directors, officers or any
expert named therein who reside outside the United States, based
upen the US federal securities laws.
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IN CONTROL STATEMENT

THE GROUP RISK AND CAPITAL MANAGEMENT
COMMITTEE IS RESPONSIBLE FOR ENSURING THAT
RISKS ARE WELL MANAGED AND MEASURED

AEGON’s internal audit departments are responsible for performing
an annual risk assessment and conducting audits as necessary to
evatuate the effectiveness of the design and operation of its internal
controls. AEGON has also established a Group Risk and Capital
Committee at the Group level. The objectives of the Group Risk and
Capital Committee incfude monitoring AEGON's overall exposure as
well as making recommendations and overseeing remedial action
where these exposures are deemed excessive, Moreover this Committee
is responsible for ensuring that risks are well managed and measured
within the country units. The Group Risk and Capital Committee
regularly reports to the Executive Board and Supervisory Board.

The Executive Board has established a group wide framework to
dacument, evaluate, and report on the effectiveness of the internal
controls over the financial reporting process. Within this context the
criteria established in Internal Control - Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) are applied.
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On the basis thereof, the Executive Board declares the following

regarding AEGON’s financial reporting risks:

» The risk management and control systems provide reasonabte
assurance that the financial reporting does not contain any
material inaccuracies. .

% The risk management and control systems have worked properly
in 2006.

® There are no indications that the risk management and control
systems will not work property in 2007,

The risk management and control systems provide reasonable
assurance regarding the reliability of financial reporting and the
preparation and fair presentation of its published financiaf
statements; however, cannat provide absolute assurance that a
misstatement of our financial statements would be prevented or

detected.
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LIQUIDITY AND CAPITAL RESOURCES

AEGON'S FUNDING STRATEGY CONTINUES TO BE
BASED ON ASSURING EXCELLENT ACCESS TO
INTERNATIONAL CAPITAL MARKETS AT LOW COSTS

| GENERAL
AEGON conducts its capital management processes at various
levels in the organization. The main goal of AEGON's capital
: management is to manage the capital adequacy of its operating
companies to high standards within leveraged tolerances consistent
with strong capitalization.

CAPITAL ADEQUACY

AEGON manages capital adequacy at the level of its country units

and their operating companies. AEGON seeks to support its internal
| capital adequacy levels at the higher of local regulatory
requirements, 165 percent of the refevant local Standard & Poor's
capital adequacy models or internally imposed requirements. During
2006, the capifal adequacy of AEGON's operating units continued to
be strong. All of AEGON's units were capitalized within these
tolerances. In the United States, at December 31, 2006, AEGON held
approximately 365 percent of the minimum capital required by the
National Association of Insurance Commissioners.

CAPITAL BASE

AEGON applies leverage tolerances to its capital base. The capital
base reflects the capital employed in core activities and consists of
shareholders' equity, capital securities, and dated subordinated and
senior debt. AEGON targets its capital base {(excluding revaluation
reserve) to comprise at least 70 percent shareholders’ equity
{excluding revaluation reserve), 25 percent capital securities and a
maximum of 5 percent dated subordinated and senior debt.

At December 31, 2006, AEGON's capital base was within these
prescribed tolerances: shareholders' equity capital represented 77
percent of its total capital base, while perpetual capital securities
comprised 16 percent of its total capital base. Senior and dated
subordinated debt accounted for the remaining 7 percent. The ratio
of shareholders’ equity to total capital (excluding revaluation
reserve) improved, and capital leverage decreased, mainly due to a
strong operating cashflow. In June 2006, AEGON N.V. successfully
issued USD 500 million of junior perpetual securities, which was
subsequently increased by USD 50 million in July 2006. Additicnally,
in July 20086, AEGON N.V. issued EUR 200 million of junior perpetual
capital securities. This further improved the guality of the capital
' base and reduced refinancing risk.

SHAREHOLDERS' EQUITY

Shareholders’ equity was EUR 19,137 million at December 31, 2006,
compared to EUR 19,276 million at December 31, 2005. Net income
of EUR 2,789 millien was offset mainly by a decrease in the foreign
currency translation reserve of EUR 1,325 million (largely due to a
lower US dollar), a decrease in the revaluation reserve of EUR 645
million, dividend payments, and coupeon payments on perpetual
capital securities.

DEBT FUNDING AND LIGUIDITY

AEGON's funding strategy continues to be based on assuring
excellent access to international capital markets at low costs. As part
of this strategy, AEGON aims to offer institutionally targeted debt
securities and to maintain excellent access to retail investors, as
witnessed by the successful issuance of junior perpetual capital
securities during recent years,

AEGON's focus on the fixed income investor base continues to be
supported by an active investor relations program to keep investors
well informed on AEGON's strategy and results. Most of AEGON's
external debt is issued by the parent company, AEGON NV, as well
as a limited number of other AEGON companies whose securities are
guaranteed by AEGON NV. AEGON NV. has employed its regular
access to the capital markets through transactions issued under its
USD 6 billion Euro Medium Term Notes Program. AEGON N.V. also has<_
access to US markets through a separate US shelf reglstratlon";
AEGON NV.'s and AEGON Funding Corp.'s (quaranteed by AEGON NV):.

when required.

AEGON maintains back-up credit facilities to support outstandin:
amounts under its Commercial Paper Programs. The principa;'lv,ﬁl
arrangement is a USD 5 biflion syndicated facility maturing in 201
and extendable until 2013, of which USD 3 billion acts as a back-up
facility. At December 31, 2006, AEGON NV. had EUR 2.0 billion
outstanding under its Medium Term Notes Program and no amounts
under its Commercial Paper Programs, In order to further optimize
AEGON NV's capital structure, Transamerica Corporation
successfully redeemed USD 381 million outstanding trust pass-
through securities in November and December 2006.

AEGON ANNUAL REPORT 2006 | 67



=

Report of the Executive Board e Risk and capital management

Operating leverage is not part of the capital base. At December 31,
2006, operating leverage was EUR 1.6 billion (2005: EUR 1.6 billion).
Operating debt activities primarily relate to mortgage warehousing
and the funding of US regulation XXX and Guideline AXXX redundant
reserves.

Internal sources of liguidity include distributions from operating
subsidiaries on the basis of excess capital or cash and cash
equivalents. During 2006, internal distributions from units were
sufficient to cover interest expense, other helding company
expenses, and dividend payments. Internal distributions may be
subject to (local) reguilatery requirements. Each business unit further
controls its liquidity by closely managing the liquidity of its
investment portfolio. The duration profile of AEGON's capital
leverage is managed in line with the duration of surplus assets
retated to investments in its subsidiaries, subject to liquidity needs,
capital, and other requirements.

P
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Of AEGON's total capital leverage at December 3t, 2006, approximately
EUR Q.6 billion matures within three years and EUR 5.0 billion is
perpetual or matures after five years. ALGON c¢ensiders its working
capital, backed by the external funding programs and facilities, to be
amply sufficient for the group’s present requirements.

CORPORATE GOVERNANCE AND REMUNERATION

For detailed information about AEGON's corperate governance and
compliance with the Dutch Corporate Governance Code, please refer
to pages 85 to 92. The Remuneration Policy and Report can be found
on pages 76 to 81.

The Haque, March 7, 2007
THE EXECUTIVE BOARD
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Governance and compliance

REPORT OF THE SUPERVISORY BOARD

WE WISH TO EXPRESS OUR APPRECIATION TO
THE EXECUTIVE BOARD AND ALL MEMBERS OF
THE WORLDWIDE AEGON COMMUNITY

AEGON's Supervisory Board currently has nine non-executive members.
The Supervisory Board’s primary duty consists of supervising the Executive

Board's management.

The Supervisory Beoard makes recommendations regarding
appointments, reappointments and dismissals of Executive Board
members when appropriate and it deliberates and decides on
compensaticn levels for Executive Board members and reviews
AEGON's business strategy. The Supervisory Board also makes
recornmendations to shareholders reqgarding the appointment,
reappointment or dismissal of Supervisory Board members. Additionally,
the Board discusses the following issues related to the company:
quarterly results, embedded value, accounting principles, dividends,
capital position, internal control procedures and risk management.
Together with the Executive Board, the Supervisory Board also regularly
revf'e‘w‘s AEGON's business strategy. The Supervisory Board held a total
of six meetings in 2006, with an attendance average of approximately
90 percent. Meetings were typicaily preceded or followed by meetings
of its various committees or by exclusive meetings that did not include
Executive Board members.

CORPORATE GOVERNANCE
Please refer to pages 82 to 92 for AEGON's full report on corporate

The conversion to Internaticnal Financial Reporting Standards (IFRS)
was examined along with the process initiated by AEGON to ensure
compliance with IFRS beginning with the 2005 financial year. The
director Group Finance & Information attended the meetings during
which the Supervisory Board discussed the annuaf results for 2005,
the quarterly results and value of new business figures in 2006; the
dividend policy and the interim and final dividends; and the press
releases. Representatives from Ernst & Young, AEGON's independent
auditor, attended the discussion regarding the annual results for 2005.

The Superviscry Board approved the Executive Board's proposal to
discontinue the secondary listings of the AEGON N.V. shares in
Frankfurt and Zurich as weli as the abolition of bearer shares (K and
CF certificates) and their replacement with registered shares, which
can be traded in the Dutch giro-system, The latter required an
amendment to the Articles of Incorporation and shareholders
approved this amendment during the AGM on April 25, 2006.

The June 2006 Supervisory Board meeting was devoted to AEGON's

- governance and its compliance with the Dutch Corporate Governance corporate strategy and the risks of the business activities, and to the
Group Management Overview and management development. This
meeting was preceded and prepared by the Strategy Committee. It
was hosted by AEGON Hungary and took place in Budapest. The
i occasion provided a good opportunity for AEGON's management in
,‘l/! SUPERVISORY BOARD MEETINGS Central and Eastern Europe to exchange a broad range of
In accordance with AEGON's Supervisory Board Rules, the regular
= meetings in 2006 were preceded by preparatory meetings, attended by

" the chairman and vice-chairman of the Supervisory Board and the

_4Code. In 2006, the Supervisory Board again discussed the Dutch
i Carporate Governance Code and its implications for AEGON's corporate
X% governance.

M

information about AEGON in general and AEGON's activities in the

Central and Eastern European region in particular. The Supervisory
Board will pursue further opportunities to engage with AEGON's

chairman and the chief financial officer of the £xecutive Board. The
Executive Board members attended the meetings held in Ma\rch, May,
June, August, November, and December. In December, the Supervisory
Board reviewed its own composition and performance and those of the
Executive Board, without Executive Board members present. The
outcome of this review was subseguently discussed in March 2007,
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international senior management.

Recognizing the increasing importance of economic capital, capital
management and effective risk management, the Audit Committee
discussed these issues, reviewed the measures that AEGON has
implemented, and reported on these to the Supervisory Board during



its meeting in December. The Supervisory Board subsequently
discussed the results of the Executive Board's assessment of the
structure and operation of the internal risk management and control
systems. During this December meeting, the budget for 2007, the
budgeted Capitat Pian for 2007 and the targets for the value of new
business (VNB) until 2010 were also discussed. The Supervisory
Board followed the recommendation of the Audit Committee to
approve the hudget and the budgeted Capital Plan for 2007 and to
authorize the Executive Board te fill AEGON’s funding needs as
budgeted for 2007. in March 2007, the Supervisory Board approved
an increase of this autorization. The Supervisory Board alse
approved a long-term incentive plan for AEGON staff worldwide to
be implemented in 2007, by which stock option rights will be granted
to AEGON staff worldwide in March 2C07. The Supervisory Board
also approved the hedging of these stock option rights.

The Supervisory Board discussed AEGON's embedded value (EV) and
value of new business (VNB), as previously discussed by the Audit
Commitiee, The Supervisory Board supported the disclosure of
AEGON's 2005 embedded value and value of new business report, in
May 2006, The Supervisory Board also discussed and supported the
decision of the Executive Board to disclose AEGON's VNB on a
guarterly basis, beginning in 2006. The Supervisory Board
subsequently discussed and supported each guarterly disclosure of
AEGON's VNB in 2006.

LR I I R L I N I N I R P R I I T R

TOGETHER WITH THE EXECUTIVE
BOARD, THE SUPERVISORY BOARD
REGULARLY REVIEWS AEGON'S
BUSINESS STRATEGY
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Attention was also paid to partnerships and acquisitions during 2006.
The Supervisory Board discussed and approved the partnerships with
Seguros Argos in Mexico; with the Ranbaxy Promoter Group (Religare)
in india and with Banca Transilvania in Romania; the acquisitions of
the pension fund management company PTE Ergo Hestia S.A. in
Poland and Clark, Inc. in the USA, as well as the acquisition of the
remaining 55 percent stake in Unirobe in the Netherlands.
The Supervisary Board also revised its internal control procedure for

acquisitions, divestitures and joint ventures, which will be reflected in
the Executive Board Charter.

The Supervisory Board paid special attention to compliance in
general, which included equity-linked insurance policies in the
Netherlands, as well as requlatory and other legal issues in Europe,
the USA and Asia. The Supervisory Board was also kept up to date

with developrents regarding E-learning and the Code of Conduct. In
accordance with the Sarbanes-Oxley Act (SOX), the Supervisory
Board further followed the advice of the Audit Committee,
in accordance with the Sarbanes-Oxley Act (SOX) to adopt the Pre-
approval Policy for 2006 that relates to the services of AEGON'’s
independent auditor, Ernst & Young.

In accordance with the Dutch Corporate Governance Ceode, the
Supervisory Beard held an educatienal meeting in December, During
this meeting AEGON's Group Treasurer, Chief Risk Officer and Group
Actuarial Officer gave presentations on AEGON's capital
management, economic framework (including economic capital) and
embedded value, which were followed by discussicon. The Supervisery
Beoard regarded this opportunity as very valuable.

SUPERVISORY BOARD COMMITTEES

The Supervisory Board relies on its four committees, each made up
of members selected from the Supervisory Board, to prepare specific
issues for decision-making by the Supervisory Board. In accordance
with its Charter, each Committee reports its findings to the
Supervisory Board during a subsequent Supervisory Board meeting,

AUDIT COMMITTEE

The Audit Committee held seven regular meetings during 2006,
which also were attended by the CFO and, if required or appropriate,
other members of the Executive Board, the director of Group Finance &
Information, and representatives of Ernst & Young, AEGON's
independent auditor. The Group Internal Auditor, the Chief Risk
Officer and the Group Actuarial Officer also periodically attended
Audit Committee meetings. Discussions regarding the following
dominated the meetings permanent agenda: the guarterly results,
the annual accounts and the auditing of those by Ernst & Young,
actuarial analyses, accounting principles according to RS and..
US-GAAP, financial reports as filed with the SEC, AEGON's Capitar:.
Plan, reports on currency exposure, internal control systems, asf

well as risk management and Ernst & Young's engagement Ietter' d

for 2006 and its report on independence, the firm's fee structure;-‘
and the integrated Audit Plan for 2006. The Audit Committee; [
advised the Supervisory Board to recommend te shareholders that T
Ernst & Young be reappointed as the independent auditor for the
financial year 2006. The Committee also discussed the consequences;“*»}

of SOX and the Dutch Corporate Governance Code, as well as the
role of the independent auditors. The Committee confirmed that
Mr. Levy qualifies as financial expert within the meaning of the
relevant provisions of SCX and the Dutch Corporate Governance
Code. In accordance with legal requirements, the Audit Committee
approved and recommended to the Supervisory Beard the adoption
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of the Pre-approval Policy for 2006, Two meetings, in March and
September, were devoted to AEGON's filings with the SEC, the annual
report 2005 (Form 20-F}, and the results for the first six months
2006 (Form 6-K).

The Audit Committee was updated each quarter on the activities of
the Group Internai Auditor and on AEGON's woridwide compliance
with SOX 404, as well as on fraud and general compliance issues.
During these meetings, the Audit Committee held separaie sessions
with the internal auditor as well as with the external auditors, in
order to discuss their findings outside the presence of the Executive
Board. During its meeting in December, the Audit Committee
engaged in a discussion on AEGON's Risk Management Report as
presented by the Chief Risk Officer. It also conducted & review and
discussion of the budget for 2007, the budgeted Capital Plan for
2007 and the VNB targets for later years until 2010 and advised the
Supervisory Board accordingly. The Audit Committee also advised
the Supervisory Board to authorize the Executive Board to fill
AEGON's funding needs as budgeted for 2007,

As required by the Audit Committee Charter, the proceedings of the
meetings of the Audit Committee were reported to the Supervisory
Board, and the minutes of these meetings were a regular item on the
agenda of the Supervisory Board meetings.

THE PURPOSE OF THE STRATEGY
COMMITTEE IS TO REVIEW THE MAJOR
FEATURES OF AEGON'S STRATEGY

STRATEGY COMMITTEE
oHe Strateqy Committee held two meetings in 2006, which were also
.attended by the Executive Board members. The purpose of the
Strategy Committee is to review the major features of AEGON's
“blsiness strategy, in addition to considering alternative strategies and
';ﬁ;aterial aspects relating to the implementation of the strateqy. The
Strategy Committee discussed AEGON's business strategy and
.;glrepared a framework for the agenda for the Supervisory Board
~imeeting held in Budapest, in May 2006. As required by the Strategy
! Committee Charter, the proceedings of the meetings of the Strategy
Committee were reported to the Supervisory Board, and the minutes
of these meetings were a reqular item on the agenda of the Supervisory
Board meetings.
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NOMINATING COMMITTEE

The Nominating Committee held twe meetings in 20086,
The Executive Board's chairman attended these meetings. The
Nominating Committee discussed the composition of the Supervisory
Board and its committees as well as existing and forthcoming
vacancies and it advised the Supervisory Board on nominations for
two appointments and one reappointment in 2007. In addition, the
Nominating Committee evaluated the composition of the Executive
Board and the institution of a Management Board and subsequentiy
advised the Supervisory Board on the namination for reappointment
of Mr. Wynaendts to the Executive Board in 2007, The proceedings of
the Nominating Committee meetings were
subsequent Supervisory Beard meetings.

reported dusing

COMPENSATION COMMITTEE

The Compensation Committee held four meetings in 2006, which
were from time to time also attended by the chairman or the CFO
of the Executive Board. The Compensation Committee discussed
the Executive Board’'s Short-term and Long-term Incentive Plans
and advised the Supervisory Board on those incentives payable in
2006. The main item of discussion during the meetings in 2006
concerned the preparation of a new Remuneration Policy for the
Executive Board. This new Remuneration Policy will be put to
shareholders for adoption during the 2007 Annual General Meeting
of Shareholders (AGM) and, if adopted, will be retroactively effective
as from January 1, 2007. The Committee also discussed the
worldwide stock option plans within AEGON and reconfirmed that
exercise prices will not be changed once they have been set at the
date of grant of stock options, except in case of dilution of the
AEGON share price as expressly stated in the rules of the Option
Plans. The proceedings of the Compensation Committee meetings
were reported during subsequent Supervisory Board meetings.

REMUNERATION POLICY

Please refer to pages 76 to 81 for the full text of the Compensation
Committee Remuneration Report and the Remuneration Policy, and
to pages 219 to 221 for financial details. During the AGM on April 25,
2006, it was decided to extend the application of the current Short-
term and Long-term incentive Plans to the date of the AGM in 2007
with the understanding that shareholders witl then be able to adopt
a new Remuneration Policy, to be retroactively effective as from
January 1, 2007. After an assessment by the Compensation
Committee, the remuneration of the Supervisory Board members
was not changed in 2006 nor were the base salaries for the
Executive Board members except for an increase of the base salaries
of the Dutch Executive Board members, in line with the Central
Labor Agreement (CAQ) for the Dutch insurance industry.




SUPERVISORY BOARD COMPOSITION

In the Supervisory Board's opinion, best practice provision [11.2.1 of
the Dutch Corporate Governance Code has been fulfilled because all
but one Supervisory Board members are independent as defined by
best practice provision ill.2.2 of the Dutch Corporate Governance
Code. Mr. Storm is not considered to be independent within the
meaning of the Code due to the fact that he served as chairman
of AEGON's Executive Board prior to his retirement in April 2002.
Mr. Storm joined the Supervisary Board in July 2002.

Mr. Storm's four-year term of office expired in 2006. The Supervisory
Board nominated him for reappointment for another term, and he was
subsequently reappointed by shareholders during the AGM in 2C06.

Mr. Sobel, as nominated by the Supervisory Board, was appointed by
shareholders during the AGM in April 2006 as a member of the
Supervisory Board. However, he was reguired to submit his
resignation as a Supervisory Board member in July 2006, foliowing
his appointment as the United States ambassador te Brazil. His
resignation also left a vacancy in the Audit Committee. The
Supervisary Board, following the recemmendation of the Nominating
Committee, appointed Mr. Bailey as a member of the Audit
Committee, effective per August 1, 2006.

Following the advice of the Nominating Committee, the Supervisory
Board has decided to nominate Mrs. Peijs and Mr. Burgmans for
appointment by shareholders during the AGM on April 25, 2007,
Their bicgraphies will be provided together with the agenda for the
2007 AGM.

Mr. Van Wijk's four-year term of office will expire in 2007. He is
eligible for reappointment and the Supervisory Board, following the
advice of the Nominating Committee, has decided to nominate him
for reappointment for another term by shareholders during the AGM
in 2007,

EXECUTIVE BOARD

In compliance with the Dutch Corporate Governance Code, the
members of the Executive Board are appointed by sharehotders for
a term of four years, with the possibility of being reappointed for
additional four-year terms. According to the schedule (which is inclu-
ded in the Executive Board Rules and has been posted on AEGON's
corporate website), the term of office for Mr. van der Werf expired
in 2006. Although he was reappointed by shareholders during the
2006 AGM, Mr. Van der Werf submitted his resignation as an
Executive Board member, effective December 3%, 2006, because he
was appointed at the Management Board of AEGON N.V., effective
January 1, 2007,

In 2007, Mr. Wynaendts' four-year term will expire. His performance
was discussed in the Nominating Committee and the Supervisory
Board. Following the recommendation of the Nominating Committee,
the Supervisory Board has decided to nominate Mr. Wynaendts for
reappointment to the Executive Board for another four-year term. This
nomination will be proposed to shareholders during the AGM in 2007.

In 2006, the Supervisory Board decided, on a proposal from the
Executive Board and recommended by the Nominating Committee, to
establish a Management Board in order to enhance the coerdination
and management of AEGON's business activities worldwide. The
Management Board became effective on January 1, 20G7. In this new
management structure the Executive Board continrues to be the
statutory executive body and legal representative of AEGON N.V.
entrusted with the management of the company, while the
Management Board will oversee a broad range of management issues
that impact AEGON's business and growth objectives internationally.
The Management Board consists of the Executive Board members,
Messrs. Shepard, Streppel and Wynaendts, and the CEQ’'s of AEGON
USA, AEGON The Netherlands and AEGON UK, respectively Messrs.
Baird, Van der Werf and Thoresen. The chairman of the Executive
Board serves as chairman of the Management Board.

ANNUAL ACCOUNTS AND DIVIDEND
This annual report includes the annual accounts for 2006, which
were deliberated and proposed by the Audit Committee and the
Supervisory Board and subsequently submitted by the Executive
Board. The Supervisory Board recommends that shareholders adopt
these annual acccounts and approve the proposal to pay a total
dividend for the financial year 2006 of EUR .55 per commeon share.
This would entail a final dividend payment of EUR 0.31 per common
share since an interim dividend payment of EUR 0.24 per comman
share was made in September 2006. s
Mo
ACKNOWLEDGEMENT K
The Supervisory Board members would like to congratulate t[l‘zez‘
Executive Board and all members of the worldwide AEGON
community for their ongoing commitment to growing AEGONs,
business profitably. The Supervisory Board members further wish tm

express their appreciation for the dedication and professionalis.?fﬂ,

demonstrated in responding to the ever-changing regulatdr“y'*l
environment, market conditions and opportunities for AEGON's
businesses.

The Hague, March 7, 2007

Dudley G. Eustace,
CHAIRMAN OF THE SUPERVISORY BOARD
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DUDLEY G. EUSTACE, CHAIRMAN

(1936, dual citizenship British and Canadian) is a retired chairman of
Smith & Nephew PLC (London, UK) and a retired vice-chairman of
Royal Philips Electronics N.V. He was appointed to AEGON's
Supervisory Board in 1997 and his current term will end in 2009.
He is also a member of the Supervisary Board of Royal KPN N.V,
the Supervisory Beard of Hagemeyer N.V., the European Advisory
Council for Rothschilds, the Council of the University of Surrey and
chairman of the Supervisory Board of VNU NV. He is currently
chairman of the Supervisory Board Nominating and Strategy
Committees.

0. JOHN OLCAY, VICE-CHAIRMAN

(1936, American nationality) is vice-chairman and managing director
of Fischer, Francis, Trees and Watts, Inc. (New York, USA). He was
appointed to AEGON's Supervisory Board in 1993 and his current
term will end in 2008. He is also chairman of FFTW Funds Inc.
in New York (USA), FFTW Funds Selection in Luxembourg and
FFTW Funds in Dublin (Ireland). He is currently a member of the
Supervisory Board Nominating and Strategy Committees.

IRVING {IRV) W. BAILEY Il

(1941, American naticnality) is a senior advisor to Chrysalis Ventures.
He is a retired chairman and CEQO of Providian Corp., a former
managing director of Chrysalis Ventures, and a former chairman of
the Board of Directors of AEGON USA Inc. He was appointed to
AEGON's Supervisory Board in 2004 and his current term will end in
2008. He is also a member of the Board of Directors of Computer
Sctences Corp. and Hospira, Inc. He is currently a member of the
Supervisory Board Audit and Strategy Committees,

RENE DAHAN

(1941, Dutch nationality) is a retired executive vice-president and
director of Exxon Corporation. He was appeinted to AEGON's
Supervisory Board in 2004 and his current term will end in 2008.
He is also chairman of the Supervisory Board of Royal Ahold NV,
a member of the Supervisory Board of TNT N.V. and a member of
the International Advisory Board of the Guggenheim Group. He is
currently chairman of the Supervisory Board Compensation
Committee and a member of the Nominating Committee.

SHEMAYA LEVY

(1947, French nationality) is a retired executive vice-president and
CFO of the Renault Group. He was appointed to AEGON's Supervisory
Board in 2005 and his current term will end in 2009, He is also a
non-executive director of Nissan Motor Cy, Renault Spain and the
Safran Group, and a member of the Supervisory Boards of the
Segula Technologies Group and TNT N.V. He is currently chairman of
the Supervisory Board Audit Committee.

TONI REMBE

(1936, American nationality) is a retired partner/senior advisor of
Pillshury Winthrop LLP {San Francisco, USA). She was appointed to
AEGON’s Supervisory Board in 2000 and her current term will end in
2008. She is also a member of the Board of Directors of AT&T, Inc.
(USA). She is currently a member of the Supervisory Board Audit
Committee.

WILLEM F.C. STEVENS

(1938, Dutch nationality) is a retired partner of Baker & McKenzie
and was a senator in the Dutch Parliament until June 2003. He was
appointed to AEGON's Supervisory Board in 1997 and his current
term will end in 2009. He is alsc a member of the Supervisory
Boards of N.V. Luchthaven Schiphal, TBI Holdings BV, AZL NV,
Goedland NV., and Ermenegildo Zegna International NV. He is
currently a member of the Supervisory Board Audit and
Compenéation Committees.

KORNELIS (KEES) J. STORM
(1942, Dutch nationality) is a former chairman of the Executive Board
of AEGON N.V. He was appointed to AEGON's Supervisory Board in
2002 and his current term will end in 2010, He is also chairman
of the Supervisory Board of KLM Roval Dutch Airlines NV., a non-
executive director of Unilever NV. of Rotterdam and Unilever PLC:
of London, a member of the Supervisory Board of Pon Holdings By
and a member of the Board of Directors of InBev S.A. (Leuven

H

Belgium) and Baxter International Inc. (USA). He is currently &
member of the Supervisory Board Strategy Committee.

LEQ M. VAN WIJK

Airlines NV. and vice-chairman of Air France-KLM S.A. He was™il
appeointed to AEGON's Supervisory Board in 2003 and his current
term will end in 2007. He is also a member of the Supervisory Boards

of Randstad Holding N.V. and Martinair, and a member of the Board

of Directors of Northwest Airlines. He is currently a member of the
Supervisory Board Compensation Committee.
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REMUNERATION POLICY AND REPORT

The Compensation Committee, one of the Supervisory Board's four
committees, is responsible for the design, development, implemen-
tation, and review of the Remuneration Policy. This policy outlines the
terms and conditions of Executive Board member employment and
remuneration of Supervisory Board members. The Compensation
Committee comprises three members; Messrs. Dahan (chairmany),
Stevens and Van Wijk.

Each year, the Compensation Committee reviews the adequacy
of the Remuneration Policy, based on information from an
independent external advisor (Towers Perrin}. Subsequently, it makes
recommendations to the Supervisory Board. Any material changes
to the Remuneration Policy are submitted to the General Meeting of
Shareholders (AGM) for adoption.

This section details the Remuneration Policy for the period

2004- 2006 and the Executive and Supervisory Board Remuneration
Report for the year ended December 31, 2006.
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REMUNERATION POLICY

SUPERVISORY BOARD REMUNERATION
The remuneration of the members of the Supervisory Board is made
up of three separate components, each of fixed amounts.

Base fee

per annum, for membership of the Supervisory Board, in EUR
Chairman 60,000
Vice-chairman 50,000
Member 40,000
Fee

per annum, for membership of a committee, in EUR

Audit Committee chairman 10,000
Member 8,000
Other Committees chairman 7,000
Member 5,000

Attendance fee

per meeting, in EUR, for face-to-face meetings of the committees
(i.e. committee members have attended the meeting in person)

Audit Committee 3,000
Other Committees 1,250

1 In case of intercontinental travel this fee will te EUR 2,500 per face-to-face meeting.

Supervisory Board members do not receive any performance or
equity related compensation and do not accrue any pension rights
with AEGON.
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EXECUTIVE BOARD REMUNERATION

AIMS AND OBJECTIVES

This policy aims at enhancing simplicity, transparency and credibility

of Executive Board remuneration. The objectives of this Remuneration

Policy may be summarized as follows:

@ The remuneration structure should enable the company to attract
and retain highly qualified, expert members for its Executive Board
by providing well-balanced and performance-related remuneration.

® The structure should ensure the interests of Executive Board
members are closely aligned with those of shareholders by linking
Executive Board remuneration directly to company performance.

e Target Total Compensation for Executive Board members should
be based on market standards for executives from selected peer
companies and should consist of a fixed component and a variable
component. Actual Variable Compensation will be based on
company performance.

POLICY TERM

This Remuneration Policy tock effect on January 1, 2004, for a
three-year term. The AGM approved an extension of the existing
Remuneration Policy until the AGM in 2007. A proposal for a new
pelicy will be submitted to shareholders for adoption at the
2007 AGM and will, upan adoption, take effect retrospectively as
from January 1, 2007.

TERM OF APPOINTMENT

New members of the Executive Board will be appointed for a period
of four years and may then be reappointed for successive periods of
four years.

REMUNERATION COMPONENTS
The remuneration of Executive Board members comprises

-the following components: (1) fixed compensation {base salary)

and variable compensation in the form of (2) a shert-term incentive
and (3) a long-term incentive compensation; (4} pension
arrangements; (%) perquisites and (6) termination arrangements.

FIXED COMPENSATION

Levels for fixed compensation (base salary) reflect the requirements
and responsibilities of an Executive Board positicn. The
Compensation Committee ensures that these levels are realistic and

Actual OF Actual OE eguals or is higher

equals than 150% of target OE

target OE (maximum STI Plan banus)

Shepard 18 % 189 %
Streppel 50 % 80 %
Van der Werf 20 % 125 %
Wynaendts 80 % 125 %

competitive, taking inte account individual roles and responsibilities
of Executive Board members and benchmark information provided
by independent externa! advisors.

Each year, the Compensation Committee reviews remuneration
levels, taking into account circumstances that might justify any
adjustment, such as fundamental changes in the business
environment or in the individual’s responsibilities.

VARIABLE COMPENSATION

The variable part of the remuneration is designed to strengthen the
Executive Board members' commitment tc the company and its
objectives. The greater part of the total remuneration consists of
variable compensation linked to previously determined and
measurable performance targets.

SHORT-TERM INCENTIVE PLAN

Members of the Executive Board participate in the Short-term
Incentive (STI) Plan, which provides for an annual cash bonus for the
achievement of previously determined performance targets. The
achievable STl bonus levels relate to the fixed compensation and
vary among the members of the Executive Board, reflecting the
differences in responsibilities.

Under the STI Plan, a bonus is paid only if a positive value of new>
business (VNB), as publicly disclosed, is realized. Each member Gf
the Executive Board has been assigned a specific area o_fl

]».-"_r'
respansibility of which the related VNB will be taken into accouqt;!‘

when determining individual bonus levels. Lt

The amount of the STI Plan bonus will then be determined by th
level of achieved operating earnings (QOE) relative to the OF targeﬁa;
The STI Plan bonus increases as the actuat OF exceeds the target OE?L?{
in the event that the actual OE is equal to or higher than 150 percent
of the target OE, the 5T Plan honus will be regarded as having
reached its maximum value. The OE target is calculated as the rolling
three-year average OE, increased by 2.5 percent to reflect inflation.

Provided the VNB of the AEGON Group in the plan year is
positive, the members of the Executive Board are eligible for an
STI Plan bonus.
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VESTING SCHEDULE

Vesting as % Vesting as %

Ranking of the grant Ranking of the grant
1 200 7 75

2 180 8 50

3 160 9 0

4 140 10 0

5 120 it 0

6 100 12 0

If the VNB of the AEGON Group is positive, Messrs. Shepard and
Streppel are eligible for 100 percent of their STI Plan bonus, while
Messrs. Van der Werf and Wynaendts are eligible for 40 percent of
their STI Plan bonus. In the event that the VNB in the areas of their
respective responsibilities is also positive, Messrs. Van der Werf and
Wynaendts become eligible for the remaining 60 percent of their STI
Plan bonus.

Each year, the Compensation Committee reviews the agreed
parameters to ensure that they continue to provide the best
reference. Independent external adviscrs, Tillinghast and Ernst & Young,
review and confirm relevant data.

Additicnally, Mr. Shepard is entitled to a cash bonus equal to
0.1 percent of AEGON's net income for the corresponding year.

LONG-TERM INCENTIVE PLAN

The Long-term Incentive (LTI) Plan is designed to focus members of
the Executive Board on achieving long-term growth of sustainable
value for the company’s shareholders. For this purpose, the Plan
aims to reward Executive Board members for AEGON's relative total
shareholders return (TSR) performance over a three-year period.
TSR is defined as the return, in terms of share price appreciation and
dividends, to sharehoiders.

T

“Each year, an LTI grant is determined to serve as a basis for the
:c_glculation of the achievable bonus under the LTI Plan. The LTI grant

JS calculated as a percentage of the compensation of the Executive

Board members. The grant is a 50/50 combination of the value of
. performance shares and performance options. For each year, the
“Value {amount) of the grant is determined, as is the related number
of shares and options granted. After three financial years, starting
L"‘\\"‘ith the grant vear, vesting of the granted shares and options is

subject to AEGON's TSR performance relative to that of a select peer

group. This peer group comprises companies that are comparable in
type of business, size, gecgraphical presence, and that are generally
recognized as the most appropriate reference group. The original
reference group consisted of Allianz, Aviva, AXA, Fortis, Generali,
ING, Financial Services, Prudential Financial, Lincoln National,
Metlife, Nationwide, and Prudential PLC. Should AEGON rank nine
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through twelve within this group (after three years), the granted
shares and options will not vest.

The granted shares and options will onty vest if AEGON achieves a
number eight position or better, with an increasing percentage
according to the vesting schedule.

Shares granted to Executive Board members under the LTI Plan shall
be retained for a period of at least five years from the grant date or
at least until the end of the employment if this latter period is shorter.
Neither the exercise price nor other conditions regarding the granted
share opttons shall be modified during the term of the options, except
in the case that such medificaticn is prompted by structural changes
in the company or its shares in accordance with established market
practice. Please refer to page 220 to 221 for more information on the
shares and share options granted under the LTi Plan.

During the three-year grant period, the TSR data are compiled by
the Compensation Committee based on independent external advice.
After the grant pericd, the Compensation Committee will advise the
Supervisory Board on the percentage of the LTI grant to be vested.
The Compensation Committee will also ensure that the peer group
composition and the performance incentive zone continue to provide
an appropriate reference.

PENSION ARRANGEMENTS

The Remuneration Policy aims to offer Executive Board members
pension arrangements that are in line with local practices in their
countries of residence and retirement benefits that are consistent
with those provided to executive directors of other multinational
companies in those countries. Pension arrangements are based on a
retirement age of 62, with optional early retirement for the Dutch
members at reaching the age of 60.

Mr. Shepard's benefits would be based on 55 percent of his ‘final
average earnings’ calcutation (his five highest complete and
consecutive calendar years of pensionable earnings). For Messrs.
Streppel, Van der Werf and Wynaendts, their benefits would be 70
percent of their final salary, provided they have completed 37 years
of service. In addition, the arrangements include entitlements to a

pension in the event of disabitity and a pension for spouse or
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dependent in the event of the participant's death. Please refer to
page 219 for more information on the costs of the pension
arrangements,

PERQUISITES

Members of the Executive Board receive other benefits, based on
their contractual agreements, local practices, and customary
arrangements for executives of multinational companies. Moreover,
it is the company's pelicy not to grant Executive Board members any
personal loans, guarantees or the like, unless in the normal course of
business and on terms applicable to the personnel as a whole, and
only after Supervisory Board approval. No remission of loans éhali
be granted.

TERMINATION OF EMPLOYMENT

Termination of the employment contracts requires a three-month
notice period for the current members of the Executive Board. In the
event of contract termination by AEGON, the company must adhere
to a notice period of six manths and. unless terminated for urgent
cause, the members of the Executive Board would be entitled to a
severance arrangement.

Under his employment agreement, Mr. Shepard will be entitled to a
specified amount of severance upon termination of his employment
for reasons specified in the employment agreement. Under his
employment agreement, Mr. Shepard shall be entitled to severance in
the amount of three years’ base salary and the aggregate short-term
incentive compensation he received during the three years prior to
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the termination in the event that Mr Shepard's employment is
terminated (a) by AEGON other than for urgent cause, death, disability,
voluntary resignation or retirement, {b) by AEGCN in connection with
a merger. take-over or fundamental changes of policy and related
organizational amendments, or (¢) by Mr. Shepard in the event that his
responsibilities or position are diminished by such circumstances. Any
such severance payments received by Mr. Shepard shall be taken into
account in determining the amounts payable to him under his AEGON
USA Supplemental Executive Retirement Plan (SERP). In addition,
three additional years of service will be credited for the purpose of
calculating his benefits under the SERP.

Mr. Streppel would be entitled to compensation according to the
‘Zwartkruis formula’, which means that the severance payment
would be calculated on the basis of and depending on age, years of
service, functional level, and the probability of finding an equivalent
position,

Messrs. Van der Werf and Wynaendts would be entitled to three
years' fixed salary, only in the case of termination in connection with
a merger or take-over.

Employment contracts for any new members of the Executive
Board would contain a notice period of three months for the
Executive Board member, six months for the company, a{x_g}'u
termination arrangements would be in line with the Dutch Corporﬁé"
Gavernance Code, .

a3
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REMUNERATION REPORT 2006

SUPERVISORY BOARD REMUNERATION

The compensation arrangement of the Supervisory Board members
is reviewed every three years. The last review took place in 2005,
The compensation arrangement remained unchanged in 2006.

EXECUTIVE BOARD REMUNERATION

TERMS OF APPOINTMENT

Messrs, Shepard (2005), Streppel (2005) and Van der Werf (2006}
have been reappointed for a four-year term. Mr. Van der Werf
however, resigned from the Executive Board as of January 1, 2007,
upon his appeintment as a member of the Management Board as of
that date. Mr. Wynaendts is eligible for reappointment in 2007.

TOTAL COMPENSATION
As explained in the plans which are posted on AEGON's website,
when performance is at target level, for Mr. Shepard approximately
75 percent of his total compensation is based on variable reward
compenents, while for the other members the variable portion is
approximately 50 percent.

Please refer to page 219 for information on the remuneration of
members of the Executive Beard.
]
"FIXED COMPENSATION
.:BJase salaries of the Executive Board members in 2006 are as
,::fbllowsz

1

 BASE SALARY 2006

Shepard UsD 1,000,000
TStreppel EUR 679,409
“Van der Werf EUR 575,086

Wynaendts EUR 575,086

' For Dutch members the amounts include an increase due to Dutch Central
Labor Agreement, the customary employee profit sharing bonus as well as
a tax deferred employee savings plan.
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SHORT-TERM INCENTIVE, 2005 PLAN

In line with the regulations of the STI Plan, it was established
that the 2005 VNB of the AEGON Group and of the relevant country
units was positive, as stated in the 2005 Embedded Value Report.
Subsequently, operating earnings (OE) have been compared to the
relevant target OE. On this basis and after adoption of the 2005
annual accounts by shareholders, this translated into the following
STl bonuses for the 2005 Plan as paid in 2006.

OE per area of

responsibility STl bonus
STI BONUSES FOR (results as % (as % of STl amount
THE 2005 PLAN'? of target) base pay) (in EUR)
Shepard 133 165 1,327,098
Streppei 133 70 474,639
Van der Werf 174 122 697,392
Wynaendts 121 105 602,415

' QE per area of responsibility was established as set out in the
Remuneraticn Policy and described in the STI Plan Rules,
z The reported STI bonus percentages have been rounded off.

Mr. Shepard also received EUR 2,732,000 in 2006 as an additional
bonus related to AEGON's net income over the financial year 2005.

SHORT-TERM INCENTIVE, 2006 PLAN

The bonuses for the 2006 Plan, as well as Mr. Shepard's additional
STl bonus related to AEGON's net income over the financial
year 2006, will be calculated and paid in 2007, after adoption of
the 2006 annual accoeunts by shareholders, and be reported in the
2007 Annual Report.




LONG-TERM INCENTIVE, 2006 PLAN
The LTI grant is determined as a percentage of the fixed
compensation of the Executive Board members.

In accordance with the 2006 LTI Plan, non-vested (conditional)
AEGON common shares and options have been granted to each of
the Executive Board members. Vesting of these rights is conditional
upon AEGON's TSR performance relative to that of the peer group
over a three-year period, The date of grant for the 2006 LTI Plan
was April 26, 2006 and the closing share price of that day was
EUR 14,55, The grant is a 50/50 combination of the value of the
performance shares and performance options. Vesting of these
rights will take place after three years, in accordance with the
aforementioned LTI vesting schedule.

Target LTI

value
LTI BONUSES FOR {% of base  Number of  Number of
THE 2006 PLAN' pay} in EUR shares options
Shepard? 5% 762.%0? 26,213 150,889
Streppel 60% 407,747 13,909 80,115
Van der Werf 60% 342,478 11,769 67,789
Wynaendts 60% 342,478 11,769 67,789

! LTl target bonus amounts have been calculated from base salaries as
per January 1, 2006.

¢ Calculation example Mr, Shepard:
EUR 762,807 . 2 = 381,403.50 : EUR 14.55 = 26,213 shares,

PENSION ARRANGEMENTS

Mr. Shepard's benefits are based on 55 percent of his ‘final average
earnings’ calculation ¢his five highest complete and consecutive
calendar years of pensicnable earnings). For Messrs, Streppel, Van
der Werf and Wynaendts, their henefits are 70 percent of their final
salary, provided they have coampleted 37 years of service.

The pension plan for Dutch Executive Board members was reconciled
with new regulations in the Netherfands (the so-called VPL taw;
Wet Vut Prepensioen en Levensloop) as from January 2006.

OTHER ARRANGEMENTS

Mr. Wynaendts was seconded to AEGON USA for the period from
August 2005 to September 2006. In determining the specific
provisions of the secondment, AEGON engaged independent external
advisers to ensure that the arrangements were in line with customary
practices. The Compensation Committee reviewed and approved
these provisions.
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CORPORATE GOVERNANCE
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AEGON HAS LONG BEEN COMMITTED TO THE
PRINCIPLES OF SOUND AND EFFECTIVE CORPORATE
RESPONSIBILITY AND GOVERNANCE

LI R N L]

AEGON NV. is a public company under Dutch law, and it is governed
by three corporate bodies: the Genera! Meeting of Shareholders, the
Executive Board and the Supervisory Board, For 3 discussion of the
significant ways in which AEGON’s carporate governance practices
differ from those required by U.S. companies under NYSE standards,
please see the Corporate Governance section at www.aegon.com.

GENERAL MEETING OF SHAREHOLDERS

A General Meeting of Shareholders is held at least once a year
to discuss and decide on matters such as the adopticn of the
annual accounts and the approval of dividends and any appointments
to the Executive and Supervisory Boards. Meetings are convened
by public notice.

Extraordinary General Meetings of Shareholders may be convened
by the Supervisory Board or the Executive Board whenever they are
deemed necessary. In accerdance with the Articles of Incorporation,
requests will generaily be honored to add items to the agenda of a
General Meeting of Shareholders when supported by shareholders
representing at least Q.1 percent of the issued common shares.

Every shareholder is entitled to attend the General Meeting of
Shareholders and to speak and vote in the meeting, either in person
or by proxy granted in writing (including electronically embedded
g{_oxies), The participating shareholder must comply with the
abplicable statutory requirements pertaining to the provision of
evidence of shareholder’s status and notification of intention to
Sffend the meeting. When convening a General Meeting of Share-
g:bJIders, the Executive Board can set a record date for determining
.th? entitlement of shareholders to attend and vote at the General
@_éetinq of Shareholders.

iA% a participant of Stichting Communicatiekanaal Aandeelhouders, a
Dutch foundation dedicated to enhancing the communication with
and the participation of shareholders at General Meetings of Share-
holders, AEGON weicomes the possibility of vating by proxy.
Mareover, proxies are solicited from the New York Registry
shareholders in accordance with the practice in the United States.

At the General Meeting of Shareholders, each share is entitled to one
vote. However, the holder of preferred shares, Vereniging AEGON, is
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entitled to cast 25/12 voies per preferred share in the event that
Vereniging AEGON, in its sole discretion, has determined that a
‘special cause' (as defined in the Preferred Shares Voting Rights
Agreement which is published on AEGON's website) has occurred.
Each ‘special cause’ is then limited to a period of six months. Please
refer to page 238 of this annual report’s financial statements for
more information on Vereniging AEGON.

At the General Meeting of Shareholders, an absolute majerity of the
valid votes can adopt all resolutions unless a greater majority is
reguired by law or by the Articles of Incorporation.

EXECUTIVE BOARD

The Executive Board, as a hody, is charged with the management of
the company. Each Executive Board member has an allocation of
duties relating to his or her specific areas of interest. The number of
Executive Board members and their terms of employment are
determined by the Supervisory Board. The members of the Executive
Board are appointed by the General Meeting of Shareholders upon
nomination by the Supervisory Board.

Pension arrangements of the Members of the Executive Board are
based on a retirement age of &2 with optional early retirement for
the Dutch members at reaching the age of 60. The Articles of
Incorporation require the Executive Board to obtain the prior
approval of the Supervisory Board for a number of defined
resolutions, Additionally, the Supervisory Board may subject other
resolutions of the Executive Board to its prior approval.

SUPERVISORY BOARD

The supervision of the management of the Executive Board and of
the company's business and general course of affairs is entrusted to
the Supervisory Board, acting as a body with collective responsibility
and accountability. The Supervisory Board also assists the Executive
Board by giving advice. In performing their duties, the Supervisory
Board members shall act in accordance with the interests of the
company and its business.

The members of the Supervisory Board are appointed by the General
Meeting of Shareholders upon nomination by the Supervisory Board.
The Supervisory Board currently consists of nine non-executive
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members, one of whom is a former member of the Executive Board.
Specific issues are prepared and dealt with in committees comprising
members of the Supervisory Board. In view of a balanced composition
of the Supervisory Board a profile has been drawn up outlining the
required qualifications of its members. Upon reaching the age of 70, a
member of the Supervisory Board is no longer eligible for
reappointment, except with the approval of the Supervisory Board.
The remuneration of the members of the Supervisory Board is
determined by the General Meeting of Shareholders.

SPECIFIC INFORMATION WITH REGARD TO EXERCISE

OF CONTROL

As a publicly listed company, AEGON NV. is required to explicitly
provide the following detailed information regarding structures and
measures that could hinder the acquisition and exercise of control
over the company by an offeror. To the extent necessary. an
expianation is given with each item below.

AUTHORIZED CAPITAL

The authorized capital of the company amounts to EUR 616,000,000,
divided into 3,000,000,000 common shares with par value of
EUR 0.2 each and 1,0GC.000,000 class A and class B preferred
shares with par value of EUR (.25 each. At December 31, 2006,
622,927,058 common shares and 240,970,600 preferred shares
were issued, Common shares and preferred shares represent
76.4 percent respectively 23.6 percent of the total issued and fully
paid up capital. The capital contribution made on the preferred shares
class A is reflective of the market value of AEGON's common shares
at the time the capital contribution was made. Preferred shares are
entitled to receive a preferred dividend on the paid in amount. No other
dividend is paid on the preferred shares. Upon liquidation of the

* company the paid in amoumt on the preferred shares is reimbursed

before any payment will be made on the common shares. Each share
confers the right to cast one vote. However, the holder of preferred
shares is entitled to cast 25/12 (= approximately 2.08) votes per
preferred share in line with the higher par value of the preferred shares.

TRANSFER
There are ng restrictions on the transfer of common shares. As
regards the transferability of the preferred shares reference is made
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to the arrangements of clause 10.5 of the Amendment of the 1983
Merger Agreement, as published on AEGQON’s website.

VERENIGING AEGON

Vereniging AEGON holds 171,974,055 common shares and all
240,970,000 together
32.3 percent of the voting capital, however, in the absence of a
‘special cause’, this holding represents 22.6 percent of the voting
capital. The 1983 Merger Agreement (as amended) provides that

issued preferred shares, representing

additional preferred shares class B are to be issued by AEGON to
Vereniging AEGON at the option of Vereniging AEGON in order to
prevent Vereniging AEGON's voting power from being diuted as a
result of issuances of common shares.

PREFERRED SHARES VOTING RIGHTS AGREEMENT

AEGON NV. and Vereniging AEGON have entered into a preferred
shares voting rights agreement, pursuant to which Vereniging
AEGON has voluntarily waived its right to cast 25/12 vote per class A
or class B preferred share. Instead, Vereniging AEGON has agreed to
exercise one vote only per preferred share, except in the event of a
‘special cause’, such as the acquisition of a15 percent interest in AEGON
NV. a tender offer for AEGON NV. shares or a proposed business
combination by any person or group of persons whether individually
or as a group, other than in a transaction approved by the Executive
Board and the Supervisory Board. If, in its sole discretion, Verenlgu@«

AEGON determines that a ‘special cause’ has occurred, Veremgmg'[
AEGON will notify the General Meeting of Shareholders and retain itd:
right to exercise the full voting power of 25/12 vote per preferréd“
share for a period of six months. Based on its current aqgregate
holdings of common and preferred shares, Vereniging AEGON wouLd
in that case command 32.3 percent of the votes at a General Meetu‘(gl
of Shareholders. As a result of the foregoing and certain qua\iﬁs&_j&,
majorities specified in AEGON's Articles of Incorporation, in th"ela‘!j
event of a ‘'special cause’ and for a period of six months, Vereniging
AEGON may effectively be in a position to temporarily blfock
unfriendly actions by a hostile bidder or others,

SHARE APPRECIATION RIGHTS AND SHARE OPTIONS

Senior executives of AEGON companies as well as other AEGON
employees have been offered both share appreciation rights and
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share options. In this regard reference is made to page 204 of the
financial statements. Under the outstanding option plans it is up to
the executivefemployee to exercise its option rights under the
conditions of the plan. The company cannct influence the exercise of
granted option rights.

EXERCISE OF VOTING RIGHTS

There are no restrictions on the exercise of voting rights, neither in
number of votes nor in terms of time limitations (apart from the
limitation in time mentioned under (d) above as to the exercise of
full vating rights on preferred shares}, Depositary receipts for shares
are not issued with the company's ccoperation.

SHAREHOLDER AGREEMENTS
The company has no knowledge of any agreement between
shareholders with regard to the restriction of share transfers or of
voting rights pertaining to shares.

ARTICLES OF INCORPORATION AND BOARD APPOINTMENTS
The General Meeting of Shareholders may, with an absolute majority
of votes, pass a resolution to amend the Articles of Incorporation or
to dissolve the company upon a proposal of the Executive Board as
approved by the Supervisory Board.

“The members of the Executive and Supervisory Boards are appointed
bty the General Meeting of Shareholders upon nomination by the
iSupervfsory Board. This nomination will be binding if at least two
;i:c;andidates are nominated. However, the General Meeting of
;Shareholders may cancel the binding character of such nominations
. with a majority of two-thirds of the votes cast representing at least
¢rone-half of the issued capital. A resolution of the General Meeting of
“ZShareholders to appoint a person other than in accordance with a
~‘homination by the Supervisory Board requires a majority of two-thirds
of the votes cast representing at least one-half of the issued capital. In
addition, members of the Executive and Supervisory Board can only
be dismissed by the General Meeting of Shareholders with the same
qualified majority, except if proposed by the Supervisory Board.
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The provisions on appeinting board members were included at the
time of the overall review of AEGON's corporate governance and
were adopted at the extraordinary General Meeting of Shareholders
on May 9, 2003. The qualified majority requirement was included in
order to give AEGON a temporary protection against unfriendly
actions by a hostile bidder, for example. Effectively, Vereniging AEGON
may for a period of six months block unfriendly attempts to replace
the Supervisory Board and the Executive Board.

New shares may be issued pursuant to a resolution of the General
Meeting of Shareholders up to the maximum of the authorized
capital. Shares may also be issued foliowing a resolution of the
Executive Board, if and to the extent that the Board is authorized to
do s0 by the General Meeting of Shareholders. An authorization to
that end is usually proposed to the annual General Meeting of
Shareholders.

ACQUIREMENTS OF SHARES

The company is entitled to acquire its own fully paid-up shares for
cansideration within the Ilimits set by the applicable legal
requirements. The annua! General Meeting of Shareholders usually
authorizes the Executive Board to acquire shares of the company on
conditions set by the General Meeting of Sharehclders.

CHANGE OF CONTROL

The company is not a party to significant agreements, which take
effact, alter or terminate conditional upon a change of control of the
company following a public offer on the outstanding shares of the
company, other than customary in the market (e.g. financial
arrangements, loan agreements, joint venture agreemeants).

EMPLOYMENT AGREEMENT

The employment agreements of the company with the members of the
Executive Board, as published on AEGON's website, contain provisions
which entitle the members to severance payments in case of
termination of employment in connection with a merger or take-over.
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AEGON CLOSELY PAYS ATTENTION TO RISK
MANAGEMENT AND RISK FACTORS IN EACH
OF ITS COUNTRY AND GROUP UNITS
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This c¢hapter is intended to outling AEGON's compliance with the
code as of the end of 2006. The circumstances in which AEGON does
not fully comply with the code are explained. The information set
forth below closely follows the structure of the Dutch Corporate
Governance Code. Where appropriate, the headings of the Code's
chapters and paragraphs have been included for easy reference.

COMPLIANCE WITH AND ENFORCEMENT OF THE CODE

The Executive Board and the Supervisory Board accept full
responsibility of AEGON's corporate governance structure. Whenever
a substantial change in the company's corporate governance
structure is proposed, AEGON will submit the proposal for debate as
a separate agenda item at the General Meeting of Shareholders.

EXECUTIVE BOARD

\ The Supervisory Board has agreed with the Executive Board and its
individual members on a reappointment and retirement schedule for
Executive Board members, which is available on the company's
website www.aegon.com,

‘ In accordance with this schedule, the 2006 annual General Meeting
of Shareholders reappointed Mr. J.G. van der Werf as a member of
the Executive Board for a term of four years. The Supervisory Board
intends to propose to the annual General Meeting of Shareholders in
2007 that Mr. AR. Wynaendts be reappointed as a member of the
Executive Board for a four-year term. The principle of appointments
to the Executive Beard for a four-year term with possible
reappointment is duly reflected in the Articles of Incorporation.

In accordance with AEGON past practice, the Executive Board will
submit the company's gperational and financial objectives along with
the strategy to achieve stated goals to the Supervisory Board for its
consideration and approval. The outlined objectives and strategy

In December 2003, the Dutch Corporate Governance Code was adopted.

* The code came into effect on January 1, 2004. AEGON endorses the code and the
principles of good corporate governance included therein. AEGON has welcomed
the guidance given by the Monitoring Committee Corporate Governance.

include detailed parameters to be applied in relation to the strategy,
such as the company's financiat ratios and capital adeguacy levels.
A summary of these plans will continue to form part of AEGON's
annual reports.

AEGON closely pays attention to risk management and risk factors in
each of its country and group units. For detailed information about
AEGON's risk management and the ‘in control’ statement please
refer to page 66.

AEGON's annual report includes information about the most
important external factors and variables influencing the company's
performance. These analyses include AEGON's long-term market
projections and company sensitivity to interest rate fluctuations and
to changes in equity. real estate, and currency markets. The
Executive and Supervisory Boards will consider the publication of
additional analyses if or when appropriate.

AEGON has adopted a Code of Conduct at group level. The Code bff
Conduct is implemented and menitored by a taskforce that reports
directly to the Executive Board. This is in addition to the Codes p}
Conduct adopied earlier by the majority of AEGON's country units;
The Code of Conduct includes whistleblower provisions that give.i
employees the ability to report on suspected irreqularities withouEs

jeopardizing their employment. Within the framewark of tHe
Financial Cantrols Complaints Procedure more detailed rules at’l(f‘E
regulations have been implemented regarding the reporting of
finance-related complaints. Sericus violations of the Code of
Conduct, as well as any atleged irregularities concerning the
functioning of Executive Board members, are reported directly to
the chairman of the Supervisory Board. The Code of Conduct and
the Financial Controls Complaints Procedure of AEGON NV, are
available on AEGON's website.
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None of the members of AEGON's Executive Board is a member
of the Supervisory Board of mere than two listed companigs nor is
a chairman of the Supervisory Board of a listed company. The
Executive Board Rules, as posted on AEGON's website, provide that
any prospective appointment of an AEGON Executive Board member
to a supervisory or non-executive director role in another Dutch-
from AEGON's
Supervisory Board. Moreover, the Executive Board Rules state that
Executive Board members intending to accept any other significant

listed company is subject to prior approval

professional position will notify the Supervisory Board prior to
accepting such position.

REMUNERATION

AEGON's Remuneration Policy was adopted by the General Meeting
of Shareholders on April 22, 2004 for a period of three years
(2004 -2006). The annual General Meeting of Shareholders of
April 25, 2006, resolved to extend the duration of this Remuneration
Policy until the annual General Meeting of Shareholders of April 25,
2007. At that meeting a new Remuneration Policy will be proposed.
Please refer o AEGON's website for the new Remuneration Policy.

AEGON places a high importance on attracting and retaining
while at the same time
safeguarding and promoting the cempany’s medium and long-term
interests. The Remuneration Policy currently in force for members of
the Executive Board is reflective of these objectives. It was designed

qualified directors and personnel,

to support AEGON's strategy of value creation and shareholder
alignment, in addition to establishing standards for evaluating
performance and business results. The Remuneration Patlicy also
offers an incentive for Board members with performance-linked pay,
reflecting both individual member and collective Executive Board
performance. Moreover, the Remuneration Policy takes into
.consideration corporate governance guidelings and compensation

levels in relevant reference markets.

“The Remuneration Policy 2004-2006 for Executive Board members
""i:nicludes fixed and variable components. With respect to the variable
.t(c;)mponents, the Supervisory Board has set clear and measurable
T_c?fiteria including measures relating to the value of new business and
.total shareholders return. For more details on the compensation of
ithe Executive Board members, please refer to the chapter on
remuneration on page 76 to 81 of this annual report. The current
Remuneration Policy also sets out a plan for Executive Board
members to be remunerated partly in share options (performance
options) and performance shares, [f Executive Board members are
entitled to share options,
corresponds to the AEGON share price an Eurcnext Amsterdam at
the close of trading on the date the options are granted. The terms

the strike price of these options

under which share options and performance shares are issued shall
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not be altered during the reference period, except for technical
alterations in accordance with market practice in events such as
share splits, mergers and acquisitions, share issuances, and {super)
dividends. Any performance shares granted must be retained for a
period of at least five years from the date of the grant or at least
until the end of employment, if the latter period is shorter,

The Supervisory Board has decided that it will amend the
Remuneration Policy with regard to severance payments owed to
new members of the Executive Board. Changes will include setting a
maximum severance payment in the event of termination, limited to
the fixed component of the particular member’s salary for one year,
or two years in cases where a maximum of cne year’s salary would
he manifestly unreasonable for a Executive Board member who is
dismissed in his or her first term of office. The Supervisory Board
has agreed with the current members of the Executive Board not to
amend the existing severance payment arrangements that apply to
them in arder to respect the existing employment agreements and in
consideration of varying emplayment conditions in the United States
and the Netherlands. The employment agreements of the members
of the Executive Board can be found on AEGON's website.

As consistently disciosed in AEGON's annual reports, members of
the Executive Board of AEGON are entitled to mortgage lcans
provided by AEGON in the normal course of its business and under
the terms applicable to employees in the Netherlands. Such loans to
Executive Board members are subject to the prior approval of the
Supervisory Board.

AEGON PLACES A HIGH IMPORTANCE ON
ATTRACTING AND RETAINING QUALIFIED
DIRECTORS AND PERSONNEL

L I N A R R AR A )

AEGON has detailed regulations applicable to members of the
Executive Board concerning the ownership of and transactions in
securities, other than AEGON shares. These regulations are in line
with the requlations prescribed by the Dutch regulators and have
heen further refined in light of the more detailed best practice
provisions of the Dutch Corporate Governance Code. Compliance
with these regulations is supervised by the Group Compliance
Officer, who acts alongside compliance officers appointed by country
units and the business units. The regulations applicable to members
of the Executive Board are posted on AEGON's website.

DETERMINATION AND DISCLOSURE OF REMUNERATION
The Remuneration Report of the Supervisory Board, as included in
this annual report (pages 76 to 81) and available on the company's




website, explains the manner in which the Remuneration Policy
pertaining to the members of the Executive Board has been applied
in the year under review. The principal points of the Remuneration
Report are also dealt with in the Report of the Supervisory Board
(page 72). in addition, the annual report presents an overview of the
current Remuneration Policy (pages 76 to 81), as adopted previcusty
by the annual General Meeting of Shareholders and in force until the
annual General Meeting of Shareholders of April 25, 2007, At that
meeting a new Remuneraticn Policy will be proposed.

The remuneration of the individual members of the Executive Board
is determined by the Supervisory Board within the scope of the
prevailing Remuneration Policy. Upon conclusion of a contract with a
new member of the Executive Board, the main elements of the
member’'s employment contract shall be made public forthwith. Any
particutar payment to a (former) member of the Executive Board is
recorded and explained in the Remuneration Repart.

In AEGON’s annual accounts, the value of options and share
appreciation rights, granted to the Executive Board and perscnnel is
recognized with an indication as to how the value is determined.

CONFLICTS OF INTEREST

The Code of Conduct addresses conflicts of interest that may occur
between AEGON and its emptoyees, including the members of the
Executive Board. More detailed regulations regarding conflicts of
interest between members of the Executive Beard and AEGON are
included in the Executive Board Rules. Both documents are available
on AEGON'’s website. Any transactians in which there are conflicts of
interest shall be agreed on terms customary in the industry and are
published in the annual report.

Under the provisions of the Dutch Corparate Governance Code, the
membership of Messrs. Shepard and Streppel on the Executive
Committee of Vereniging AEGON may give rise to deemed conflicts
of interest. The Articles of Association of Vereniging ALGON provide
that Messrs. Shepard and Streppel are excluded from voting
on certain issues relating directly to AEGON (including the adoption
of annual accounts, discharge of members of the Executive Board
and appointments to the Executive Board and Supervisory Board
of AEGON).

The Supervisory and Executive Boards have drawn up a protocol that
pravides that the members of the Executive Board who also serve on
the Executive committee of Vereniging AEGON shall continue to
participate in discussions and decision-making relating to possible
transactions with Vereniging AEGON. The Supervisory Board is confi-
dent that by acdhering to this protocol the deemed conflict of
interests with Vereniging AEGON are adeguately dealt with and that
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the best practice provisions of the Code have been complied with in
all material respects. The protocol is posted on AEGON's website.

SUPERVISORY BOARD ROLE AND PROCEDURE

The supervision of the management of the Executive Board and of
the company’s business and general course of affairs is entrusted to
the Supervisory Board, acting as a body with collective responsibility
and accountability. The Supervisory Board also assists the Executive
Board by giving advice. In performing their duties, the members of
the Supervisory Board are required to act in accordance with the
interests of the company and its business. The Supervisory Board is
responsible for decisions relating to the resclution of conflicts of
interest between members of the Executive Board, members of the
Supervisory Board, major sharehclders, and the independent auditor
on the one hand, and AEGON on the other.

Annually the Supervisory Board evaluates its own performance and
that of its individual members, as well as the performance of the
Executive Beard and that of the individual Executive Board members,
Such meetings take place withgut Executive Board participation.
Mareover, the Supervisory Board Rules provide that a member of the
Supervisory Board shall resign if the Supervisory Beard has
determined that this member is no Ienger fit to function due to
inadequate performance, fundamental differences of opinion, or
other impeding circumstances.

Pursuant to AEGON's Articles of Incerporation and the Supervisory
Board Rules, the Supervisory Board members are empowered to
obtain all infermation they deem necessary for the performance of
their duties, including the right to acquire information from company
officers and external experts. The Supervisory Board Rules contain
provisions regarding the division of duties within the Supervisory
Board, its internal pracedures and its interactions with the Executi\{g;l_'
Board and with the General Meeting of Shareholders. Theses
requlations are posted on AEGON's website www.aegon.com. Thgl!_n
Supervisory Board consistently provides a detailed report of its
activities during the financial year in each annual report. The activitf‘\"'(i:w1

report includes the information prescribed in the Dutch Corporatg._;
Governance Code and addresses the topics discussed within them‘

Supervisory Board meetings during the year. (~_~,
=
INDEPENDENCE

The current composition of the Supervisory Board is in compliance
with the best practice provisions of the Dutch Corporate Governance
Code that relate to the independence of supervisory board members.
The sole member that does not qualify as ‘independent” within the
meaning of these provisions is Mr. Storm who served as chairman of
the Executive Board immediately prior to his appointment as a
member of the Supervisory Board in 2002.
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EXPERTISE AND COMPOSITION

The members of the Superviscery Board are appainted by the General
Meeting of Shareholders. for the purpose of making nominations to
the Supervisory Board, including any nominations for reappoaintment,
the Supervisory Board has drawn up a profile that specifies
requirements for individual members as well as the desired
composition and competences of the Supervisory Board as a whole.
This profite also reflects the detailed composition requirements of
the Dutch Corporate Governance Code.

Under the Code's composition profile, each member of the
Supervisory Board is expected to be capable of assessing the broad
outline of the overall pelicy, in addition to having the specific
expertise required to fulfill his or her designated role. The profile
also takes into account the nature of AEGON's business, the activities
of the Supervisory Beard, and the background of the Supervisory
Board members. It is designed to ensure that the Supervisory Board
as a whole is capable of the proper performance of its duties. The
composition profile is available on AEGON's website, as is the
prescribed information about each member of the Supervisory
Board and the applicable retirement schedule.

AEGON offers its newly appointed members of the Supervisory
Board an orientation pregram that provides general information
about AEGON's financial affairs and facts regarding the insurance
industry, AEGON's business within the industry, and general
legal affairs of the Group. The Supervisory Beoard regularly
discusses whether there are any areas in which its members
reguire further training.
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AEGON PLACES A HIGH LEVEL OF

“IMPORTANCE ON DIALOGUE WITH

"1ITS SHAREHOLDERS
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i Several members of the Supervisory Board also serve as members

“.'of Supervisory Boards of other Dutch-listed companies. The

":Supervisory Board has concluded that none of these memberships
iunduly or negatively impacts the respective individual's performance

H of his or her duties as a member of AEGON's Supervisory Board.

In accordance with the Dutch Cocrperate Governance Code, the
Supervisory Board Rules state that no member can serve on
AEGON's Supervisory Beard for more than three four-year terms.
However, in 2005 in the interest of continuity, the Supervisory Board
requested Mr. Clcay to complete his current term in office ending in
2008, despite the fact that he had served the maximum term
allowed by the Code in 20065.
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ROLE OF THE CHAIRMAN OF THE SUPERVISORY BOARD

AND THE COMPANY SECRETARY

According to the Supervisary Board Rules, the chairman is
responsible for overseeing the day-to-day functions of the
Supervisory Board and its committees, for keeping close track of the
flow of information to the Supervisory Board, and for overseeing the
consuitation and decision-making processes within the Supervisory
Board. The chairman is also respensible for initiating the performance
evaluation of the individual members of the Supervisory and
Executive Boards and for maintaining appropriate contact with the
Executive Board and the Dutch Central Works Council.

The duties of the company secretary include assisting the
Supervisory Board. In particular, the company secretary is responsible
for the correct application of the statutory obligations under the
Articles of Incorporation and the Supervisory Board Rules. The
appointment of the company secretary is subject to the approval of
the Supervisory Board.

COMPOSITION AND ROLE OF THE KEY COMMITTEES

OF THE SUPERVISORY BOARD '

In compliance with the applicable provisions of the United States’
Sarbanes-Oxley Act 2002 and the Dutch Corporate Governance
Code, the Supervisory Board maintains four standing committees
that are comprised of its members. These committees are: the
Audit Committee, the Compensation Committee, the Nominating
Committee, and the Strategy Committee.

Each Committee reports its findings to the Supervisory Board and
these findings are discussed in the plenary meetings of the
Superviscry Board. Each of the Committees of the Supervisory
Board has a charter in which the composition, duties, and internal
procedures are defined. The Committee Charters are available on
AEGON’s website.

The Supervisory Board's yearly report, which is included in this
annual report, provides information on the activities of each its
Committees. This report also lists the members of each Committee.

AUDIT COMMITTEE

The Audit Committee is appointed by the Superviscry Board o assist
the Supervisory Board in monitoring (1) the integrity of AEGON's
financial statements, (2) the independent auditor's qualifications and
independence, (3) the performance of AEGON's internal audit
performance and that of the independent auditer, (4) AEGON's
compliance with legal and regulatory requirements, and {5) AEGON's
finances and the company's finance related strategies. The Audit
Commitiee 5 chaired by Mr. Levy. The Audit Committee has
determined that its group, which includes one financial expert,
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satisfies the criteria of independence specified by the New York
Stock Exchange, the provisions of the Dutch Corporate Governance
Code, and the United States Sarbanes-Oxley Act. The Executive
Board members, the director of Group Finance, the Internal Auditor
and the independent auditor periodically attend the meetings of the
Audit Committee. In addition, at least once a vear, ar more often if
necessary, the Audit Committee meets with the independent auditor
without the presence of the Executive Board members,

COMPENSATION COMMITTEE

The purpose of the Compensation Committee is to design, develop,
implement, and review the Executive Board members' compensation
and terms of employment and the Supervisory Board members'
compensation to be adopted by the General Meeting of Shareholders.
The Compensation Committee makes its recommendations to the
Supervisory Board. The Compensation Committee is chaired by
Mr. Dahan.

NOMINATING COMMITTEE

The purpose of the Nominating Commitiee is to advise the
Supervisory Board on first-appointment candidates to fill Supervisory
Board vacancies and member reappointments after each four-year
term. The advice of the Nominating Committee shall be based on the
profile for the Supervisory Board. In addition, the Nominating
Committee advises on and proposes to the Supervisory Board
candidates to be nominated for appointments as members or as
chairman of the Executive Board. The Nominating Cormnmittee on a
regular basis reviews the individual performance of Executive Board
and Supervisory Board members, as well as the selection criteria for
senior management within the AEGON Group. The Nominating
Committee is chaired by Mr. Eustace.

STRATEGY COMMITTEE

The Strategy Committee is responsible for reviewing the major
features of the strategy proposed by the Executive Board and
preparing the presentation of the strategy for the Supervisory
Board. The Strategy Committee also considers strategy options and
alternatives in addition to considering the material aspects related
to the implementation of the agreed strategy. Finally, the Strategy
Committee acts as a consultative body for the Executive Board with
its strategy development. The Strategy Committee is chaired by
Mr. Eustace.

CONFLICTS OF INTEREST

Rules regarding conflicts of interest applicable to members of the
Supervisory Board are included in the Supervisory Board Rules.
These Rules are compliant with the relevant provisions of the Dufch
Corporate Governance Code and have been posted on AEGON's website.
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REMUNERATION MEMBERS SUPERVISORY BOARD

The remuneration of Supervisory Board members is determined by
the General Meeting of Shareholders and is not dependent on
AEGON's profit. The members of the Supervisory Board do not
receive any shares or rights to shares by way of remuneration.

Members of the Supervisory Board are not eligible to receive any
personal loans, guarantees, or similar benefits.

AEGON has detailed regulations applicable to members of the
Supervisory Board concerning the ownership of and transactiens in
securities, other than AEGOM shares. These regulations are in
compliance with the regulations prescribed by the Dutch regulators
and have been further refined in light of the more detailed best
practice provisions of the Dutch Corporate Governance Code.
Compliance with these regulations is supervised by the Group
Compliance Officer, who acts alongside compliance officers
appointed by country units and the business units, The regulations
applicable to members of the Supervisory Board are posted on
AEGON's website.

THE SHAREHOLDERS" AND GENERAL MEETING OF
SHAREHOLDERS' POWERS

AEGON places a high level of importance on dialogue with its
shareholders. For this purpose, AEGON has an active department on
Group level: Group Corporate Affairs & Investor Relations. One of the
key opportunities for dialogue with its shareholders is the General
Meeting of Shareholders. AEGON has traditionally made an effort to
maximize shareholder participation by allowing proxy veting, both in
the United States (where AEGON has a significant shareholder base)
and in the Netherlands through Stichting Communicatiekanaal
Aandeelhouders. The Supervisory Board and the Executive Board
welcome increased sharehelder participation. According to th'f.ef_:_-“‘w
Articles of Incorporation resolutions of the Executive Board entailiniﬁ
significant changes to the identity or character of AEGON or it_§_!!q.
business are subject to approval of the General Meeting o{'

[

Shareholders. ]

Feu!
AEGON has preferred shares class A and preferred shares class B, arTl_ :
of which are held by Vereniging AEGON. The capital contributiorf;
made on the outstanding 211,680,000 preferred shares class A i;-«];
reflective of the market vafue of AEGON's common shares at the
time the capital contribution was made.

Currently, Vereniging AEGON holds 29,290,000 preferred shares
class B, representing approximately 1.6 percent of voting shares
under normal circumstances.
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The 1983 Merger Agreement (as amended) provides that additional
preferred shares class B are to be issued by AEGON to Vereniging
AEGON at the option of Vereniging AEGCN in order to prevent
Vereniging AEGON's voting power from being diluted as a result of
issuances of common shares. In addition, AEGON and Vereniging
AEGON have entered into a preferred shares voting rights
agreement. Pursuant to this agreement, voting power attached to
the preferred shares classes A and B is, under narmal circumstances,
limited to one vote per share. The preferred shares voting rights
agreement allows Vereniging AEGON to exercise the full voting
power on its preferred shares (25/12 votes per preferred share) in
the event of a special cause (as defined in the preferred shares
voting rights agreement) for up to six months. As a result of the
foregoing and certain qualified majorities specified in AEGON's
Articles of Incorporation, in the event of a special cause (as referred
to above), for a period of six months Vereniging AEGON may
affectively be in a pasition to tempararily block unfriendly actions by
a hostile bidder or others. The Supervisary and Executive Board take
the view that this arrangement is appropriate in the context of the
1983 Merger Agreement,

AEGON's Articles of Incorporation provide that the General Meeting
of Sharehelders may cancel the binding character of nominations for
the appointment of new members to the Supervisory Beard and
the Executive Board with a majority of two-thirds of the votes
cast representing at least one-half of the issued capital. in additicn,
members of the Executive Board and members of the Supervisory
Board can only be dismissed by the General Meeting of Shareholders
with the same qualified majority, except if proposed by the
Supervisory Board. These provisions were included at the time of the
overall review of AEGON's corporate governance and were adopted
at the extraordinary General Meeting of Shareholders on May 9,
2003. The qualified majority requirement was included in order to
cjlve AEGON a temporary protection against unfriendly actions by a
hostile bidder, for example. Effectively, Vereniging AEGON may for a
‘deriod of six months block unfriendly attempts to replace the
"gﬂpervisory Board and the Executive Board.

1

IJje Supervisory Board and the Executive Board have evaluated the
;Egovisions in AEGON's Articles of Incorporation containing the
tqualified majority requirements in light of the provisions of the
Dutch Corporate Governance Code. Given the ahbsence of anti-
takeover protection, they concluded that the qualified majority
requirements {in light of the voting rights of Vereniging AEGON) are
an integral part of AEGON's protection against unfriendly actions.
Taken together, the gualified majority requirements and the voting
rights of Vereniging AEGON constitute the only protection AEGON
currently has in place. The protecticn thus accorded is in line with
accepted market practice.
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For the purpose of further mitigating the possible negative effects of
the qualified majority requirements in the ordinary course of
business, the Supervisory Board has decided that, absent unfriendly
actions, it shall make nominations fo the Executive Board and the
Supervisery Board only on a non-binding basis. This will provide the
sharehalders the opportunity to decide on the nomination with a
simple majority. Thus, for all practical purposes, AEGON complies
with the relevant principle and the relevant best practice provision.
The preferred shares voting rights agreement entered into between
AEGON and Vereniging AEGON, as further described hefore and
published on AEGON's website, clearly sets out those circumstances
in which the protection may be invoked and a special cause may be
declared.

In the event of a serious private bid for a business unit or a
participating interest in excess of the threshold as referred to in
article 2:307a.1 under ¢ of the Netherlands Civil Code, the Executive
Board will make public its position on the bid and its reascns for its
position.

Changes to AEGON's policy on profit appropriation (additions fo
reserves and an dividends) shall be discussed and accounted for as a
separate item on the agenda of the annual General Meeting of
Sharehoiders. Aiso, a resolution to pay a final dividend shall be deatt
with as a separate item.

Release from liability of the membhers of the Executive Board for
their management and of the members of the Supervisory Board for
their supervision is separately voted upon in the annual Generai
Meeting of Shareholders.

AEGON intends to continue its practice of providing for the
determination of a registration date for the exercise of the voting
rights and the rights relating to General Meetings of Shareholders.

PROVISION OF INFORMATION TO AND LOGISTICS OF THE
GENERAL MEETING OF SHAREHOLDERS

AEGON attaches high importance to fair disclosure of information to
its stakeholders and the financial markets in all relevant jurisdictions.
The company applies the rules and regulations dealing with
disclosure set by the various regulators and the stock exchanges on
which AEGON is listed. Meetings with analysts, presentations to
analysts, presentations to investors and press conferences shall be
announced in advance on the company's website and by means of
press releases. All presentations made on these occasions are posted
on AEGON's website. In accordance with market practice, the
company uses various press information services to distribute its
press reteases.
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All communications and filings are supervised by the Disclosure
Committee instituted by AEGON in campliance with the United
States’ Sarbanes-Oxley legislation. These communications and filings
are made available on AEGON's website. AEGON refrains from any
actions that may jeopardize the independence of analysts in relation
to the company. Other than factually, analysts'
(including earnings estimates)
commented upon or corrected hy AEGON in advance of their
publication and AEGON pays ne remunerafion of any kind to analysts
in the context of preparing such reports or their publication.

reports and

valuations are not assessed,
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! AEGON ATTACHES HIGH IMPORTANCE

' TO FAIR DISCLOSURE OF INFORMATION
TO ITS STAKEHOLDERS AND THE
FINANCIAL MARKETS
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: The Executive Board and the Supervisory Board wifl provide the
‘ General Meeting of Shareholders with all requested infermation,
unless overriding interests of AEGON are better served by not
providing the requested information, If such overriding interests are
reasons will be substantiated. AEGON uses
shareholders’ circulars to inform the shareholders about the facts

invoked, those
and circumstances relevant to upcoming proposals. Shareholders’
circulars may take the form of an appropriate written explanation in
the agenda of the General Meeting of Shareholders. Shareholders’
circulars are published in those instances where shareholders'
approval is prescribed (including delegations or authorizations
requested from the General Meeting of Shareholders). As a general
rule, the report of the General Meeting of Shareholders shall be
made availahle, upon reguest, to the shareholders no later than
three months after the meeting. Shareholders are given three
months to react to the report prior to its adeption in accordance
with the Articles of Incorporation. Such reaction is channeled
through the chairman of the General Meeting of Shareholders and
the secretary appointed by the chairman for that purpose. The
report is posted on AEGON's website,

RESPONSIBILITY OF INSTITUTIONAL INVESTORS

In addition to AEGON's responsibility to its shareholders and other
stakeholders, the company also is an institutional investor. As such,
in deciding whether to exercise its rights as a shareholder of other
listed companies, AEGON acts primarily in the interest of its
policyholders and other ultimate beneficiaries of its products while
also honoring the responsibility to the ultimate beneficiaries and
investors in the companies in which it has invested. In compliance
with local Codes of Conduct applicable to institutional investors,
AEGON'’s country units in the United States and the United Kingdom

LI A I R A N R

have detailed policies in place in relation to their exercise of the
voting rights attaching to the shares held by them. AEGON
Nederland N.V. has published on its Dutch website, www.aegon.nl, its
existing policies regarding the exercise of the voting rights attaching
to the shares held by AEGON Nederland NV. in Dutch-listed
companies. In addition, a report on how this policy was implemented
in 2006 is published on the website of AEGON Nederland N.V.
A record of whether, and if so, how AEGON Nederland N.V. has voted
as shareholder in General Meetings of Shareholders of Dutch listed
companies is also published on its website. At a minimum, this record
is updated on a quarterly basis.

AUDIT OF THE FINANCIAL REPORTING AND THE POSITION OF
THE INTERNAL AUDITCR FUNCTION AND THE INDEPENDENT
AUDITOR FINANCIAL REPORTING

AEGON, on a ongoing basis, reviews its internal procedures relating
to the composition. preparation, and publication of its financial
reporting. The Executive Board has instituted procedures aimed at
ensuring that major financial information is delivered to the
Executive Board in an orderly and timely fashion. The Executive
Board receives the financial information from the country units
directly. The Supervisory Board, acting primarily through the
Audit Committee, supervises the compliance with these internal
procedures and the external information. Specific regulations dealing
with the internal control function have been documented in the
Audit Committee Charter and accompanying attachments.

ROLE, APPOINTMENT, REMUNERATION AND ASSESSMENT OF
THE FUNCTIONING OF THE INDEPENDENT AUDITOR

Based on its Charter, the Audit Committee of the Supervisory Beard
has determined the extent of the involvement of the independent
auditor in the preparation and publication of financial reports (other
than the annual accounts) in addition to setting up a Pre-approvali:
Palicy for any additional (nen-audit) services that may be rendered bv.’.:::

the independent auditor to the company. The independent auditor isi.
appointed annually by the shareholders at the annual General Meeting-
of Shareholders. The sharehclders will be given the opportunity to""rla
question the independent auditor at the General
Shareholders in relation to his or her statement ¢n the fairness of the
annual accounts. The Executive Board and the Audit Committee repor :
annually to the Supervisory Board on their dealings with ’[he“‘xj,"
independent auditar,

Meeting of -

particularly with regard to assessing its
independence. At least every four years the Audit Committee and
the Supervisory Board conduct a thgrough assessment of the
functioning of the independent auditor. The findings of this assessment
Meeting of Sharehofders for
the purposes of ils deliberations ¢n the annual appointment of the
independent auditor.

will be shared with the General
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INTERNAL AUDITOR FUNCTION

AEGON has an internal auditor on Group level who reports directly
to the Executive Board. This is in addition to the internal auditors
that have been appointed on the level of AEGON's country units.
The work schedule for the Group Internal Auditor was determined
with the involvement of the Audit Committee and the independent
auditor. The findings of the internal auditor are made available
to the Executive Board, the Audit Committee as well as the
independent auditor,

RELATIONSHIP AND COMMUNICATION OF THE EXTERNAL
AUDITOR WITH THE SUPERVISORY BOARD AND THE
EXECUTIVE BOARD
The Supervisory Beard meets with the independent auditor at least
once a year on the occasion of the discussion of the annual accounts
that are to be submitted {or adoption to the General Meeting of
Shareholders. As part of standing procedures, the independent
auditor receives the information underlying the annual accounts and
the guarterly figures and is given ample ocpportunity to respond to
all information. Reports by the independent auditor of his findings in
relation to the audit of the annual accounts are made to the
Supervisory Board and the Executive Board simultaneously. The
independent auditor may request the chairman of the Audit
Committee to call a meeting of the Audit Committee. The
independent auditor customarily attends the meetings of the Audit
Committee. In accordance with applicable laws, the independent
auditor reports on his activities to the Executive Board and the
Supervisory Board, raising issues in relation to his audit that require
the attention of management. Pursuant to the Audit Committee
Charter such issues include significant financial reporting issues and
judgments made in connection with the preparation of the financia!
statements, including the quality of earnings, significant deviations
o between ptanned and actual performance, the selection or

.japplication of accounting principtes {including any significant

i changes with respect therete), any major issues as to the adequacy
““of its internal controls, and any specia! steps adopted in fight of

HU . . N
" material cantrol deficiencies.

SUMMARY

o

From the foregoing it fotlows that AEGON complies with the principles
of the Dutch Corperate Governance Code. Moreover, AEGON generally
also applies the best practice provisions of the Code, Where AEGON
does not apply the best practice provisions, the reasons have been
stated at the appropriate places. In those limited cases where AEGON
does not apply the best practice provisions, AEGON follows the spirit of

the Dutch Corporate Governance Code as much as possible.
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CONCLUSIONS

.27

This best practice provision provides that the maximum
remuneration in the event of dismissal is one-year's salary. AEGON
will apply this best practice provision to any future appointments
to the Executive Board. The existing employment agreements
with the current members of the Executive Board, and more in
particular the severance arrangements to which current members
of the Executive Beard are entitled, are not in line with this best
practice provision.

1.3.3

This best practice provision provides that a member of the
Executive Board may not take part in discussions and decision
making that involves a subject or transaction in relation to which
he ar she has a conflict of interest. Given the position of AEGON's
CEQ and CFO on the Executive Committee of AEGON's largest
shareholder, Vereniging AEGON, this could technically give rise
to a deemed conflict of interest. The Supervisory Board has
determined that, also given the historic relationship with
Vereniging AEGON, it is not in the best interests of AEGON to
preclude the CEO and CFQ from participating in discussions and
decision-making relating to Vereniging AEGON. For this reason a
pratocol was drafted authorizing the CEO and CFO to continue
the existing practice in dealing with Vereniging AEGON,

i1.3.5

This best practice provision provides that a person may be
appointed to the Supervisory Board for a maximum of three four-
year terms. The Supervisory Board has asked Mr. Olcay to complete
his current term, thus exceeding the maximum stated in the code.

V.11

This best practice provision provides that the General Meeting of
Shareholders may pass a resolution canceling the binding nature of a
nomination for appointment of a member of the Executive Board or
the Supervisory Board by an absolute majerity and a limited quorum,
AEGON's current Articles of Incorporation provide for a larger
majority and & higher quorum than prescribed by the Code. As
indicated before, the Supervisory Board takes the view that in light
of the absence of any anti-takeover measures, the current text of the
Articles of Incorporation is appropriate in the context of the 1983
Merger Agreement. For the purpose of further mitigating the
possible negative effects of these pravisions, the Supervisory Board
has decided that, absent unfriendly actions, it shall make nominations
to the Executive Board and the Supervisory Board only on a non-
binding basis.
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- AEGON HAS LONG-TERM RESPONSIBILITIES TO
THE COMMUNITIES IT SERVES
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As a company that provides long-term financial protection and services to
individuals, families and institutions in diverse international markets,
AEGON also has long-term responsibilities to the communities it serves.

AEGON's 2006 Corporate Respansibility Report, which can be found
on www.aegon.com, details the specific steps AEGON has been
taking to ensure that these principles become an integral part of the
way AEGON conducts its business around the world.

AEGON's Code of Conduct provides both management and employees
with clear and consistent guidelines to responsible business practices.
It defines the company's core values and underlying principles and
sets out how AEGON expects its managers, employees and business
partners to carry out their work with respect to local laws, customs
and industry standards. AEGON believes it is critical the Code of
Conduct become a vital and indispensable part of the daily operations
of all AEGON's country units. The cornpany also expects employee to
come to understand and abide by these basic principles and to put
them into practice in their everyday customer and business

| relationships. To heighten awareness of the Code of Conduct and to
ensure it is implemented as effectively as possible, AEGON has put in
place an intranet-based training program which was rolled out last
year across its business and country units. This additional resource
complemeénts existing employee training programs that have long
been a part of AEGON's corporate culture,

AEGON's structure, which emphasizes the importance of local
businesses within a global framework, is also reflected in the
company’s approach to issues of corporate responsibility. While
AEGON provides the guiding principles far this approach and sets
out a Code of Conduct applicable to all company employees, each
country and local business unit is empowered to identify and focus
on issues specific to their local situations with respect to corporate
responsibility.

All country units, however, share common objectives. These include
a commitment to providing sound and transparent financial products
that add vatue for customers, working with employees who are

both committed and knowledgeable, and managing the company's
businesses to the highest possible standards of integrity and in the
best interests of all stakeholders.

Central to AEGON's growth objectives and its efforts to improve its
record on corporate responsibility is the firm commitment to
transparent products and services. As the comany’s business evolves
in response to changing needs, AEGON welcomes suggestions from
its many stakeholders as to how the company can continue to
maintain the highest ethical standards in all its activities. For AEGON,
the only target that truly matters is the continued confidence and
trust of its customers, business partners, employees and
shareholders.
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AEGON'S CODE OF CONDUCT PROVIDES
BOTH MANAGEMENT AND EMPLOYEES
WITH CLEAR AND CONSISTENT GUIDELINES
TO RESPONSIBLE BUSINESS PRACTICES

P

All of AEGON's cauntry units are commitied to supporting initiatives

to improve consumer awareness on savings, retirement, and#
L

protection products.

AEGON UK is heavily involved in the National Strategy for Financia
Capability launched by the Financial Services Authority, while AEGO
USA is a major contributor to the Life and Health Insurancé'uj
Foundation for Education (LIFE). Both projects are designed to
address the growing need for instruction about life, health, disability,
pensions, and long-term care insurance. In the Netherlands, AEGON
also has an extensive training program aimed at better preparing
salesmen and intermediaries to advise customers on their insurance
and savings requirements.
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Governance and compliance ® Corporate responsibility

. AEGON'S CORE VALUES

RESPECT QUALITY

We treat all our stakehelders as We affar products and services
we would want {o be treated with that are designed to improve the
consideration for individual and futures and financial security of
cultural diversity. our customers.

e o Y

TRANSPARENCY TRUST

We provide open, accurate and We build leng-term
timely information about our relatienships by honoring
products, performance and our commitments.

financial resuits.

AEGON and ifs employees are active members of the communities in
which they work and live. AEGON companies make a range of
charitable donations and its employees often volunteer time and
expertise to a wide variety of local causes. AEGON aiso donates
funds to larger causes. In particular, AEGON is supporting the
international fight against cancer, helping fund a program of
research into prostate, breast and colon cancer. As part of these
programs, money has been denated to the VU Medical Center in
Amsterdam, the Erasmus Medical Center in Rotterdam, the Utrecht
University Medical Center, the Johns Hopkins Oncolegy Center in
Baltimore, and the Nanjing University in China.

AEGON is defermined to build on the achievements of 2006 and
further improve its corporate responsibility record in the coming
year. Already in 2007, AEGON has signed up to the Carbon Disclosure
Project, which encourages companies around the world to he more
open about their greenhouse gas emissions. Going forward, AEGON
will pursue new, globally coordinated initiatives to reduce energy
consumption, set cut guidelines for responsible investment and
establish minimum corporate responsibitity standards for suppliers
in alt its major procurement centers.

AEGON continues to receive external recognition for its performance

in matters of Corporate Responsibility. The company is included in
&foth the Dow Jones Sustainability and FTSE4Good indices, which
% r’énk companies according to their ability to manage a variety of

economlc social and enwvironmental risks. AEGON's continued
;mciusmn in these indices is tangible evidence of the company's
kdcommnment to its core principles of corporate responsibility and a
w.further indication that AEGON may legitimately take its place among
Cthe world's leading insurance companies, not only in terms of its size
‘—and financial performance but aiso in terms of sound and responsibife

i

! manaqement of its businesses.

AEGON'S STAKEHOLDERS

AEGON builds long-term relationships with all its customers by
deiivering products and services designed to imprave their
financial security, both now and in the future. The company
ensures its customers have clear, accurate and timely
information, allowing them to choose the right products and
services for their evolving needs. AEGON shows its customers
respect by honoring its commitments to them, by soliciting their
views and, where appropriate, acting upon them.

AEGON works hard to create sustainabte financial returns for its
shareholders, while making sure the company also respects its core
values and the concerns of all its other stakehelders. Open, accurate
and timely financiai communication ailows sharenolders to make
informed decisions regarding their investments in the company.

[EMELUOYEES;

AEGON provides its employees with the ingentives they need to
translate the company's core values of respect, quaiity, transparency
and trust into practice. AEGON encourages & culture in which
employees are commitied to working together. Training is a high
priority for AEGON and the company pravides farmal skilts and
development training for employees at all levels.

EVELESS AATERS

AEGON builds lasting relationships with business partners who
share its basic core values. Together, AEGON and its partners
work to provide quality products and services. At all times,
AEGON strives to commnunicate openly and accurately and
expects its business partners {o do the same.

[COMMUNITIES

AEGON endeavors to establish long-term relationships within the
communities in which it operates. Through employment and the
opportunities AEGON provides for personal development, as well
as through respect for the local environment, AEGON hopes to
enrich the communities in which its employees live and work,
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Chapter five

FINANCIAL INFORMATION

-------------------------------------------------------------------------------------------------

AEGON'S DISCIPLINED FINANCIAL MANAGEMENT
AIMS TO ENSURE THE CREATION OF LONG-TERM
VALUE FOR ALL STAKEHOLDERS
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Financial information

EXCHANGE RATES

.“.l.-.'l.-l-.“.'l.‘.'l.-..l.[-.'..‘.'..-l'..-l".-.".-’--’-I-..'I-...l'I-.I‘l-.l-l-.'..-llﬂi-
H
Exchange rates at December 31, 2006

EUR UsD GBP CAD PLN CNY HUF NTD cZK SKK

1 EUR ~ 1.3170 06715 1.5281 3.8310 10.2793 251.770 42.835 27.485 34.435
1 uso 0.759 - 0.510 1.160 2.909 7.805 191.165 32.525 20.869 26.147
1 GBP 1.489 1861 - 2.276 5705 15308 374837 63.721 40931 51.281
1 CAD 0.654 0.862 0.439 - 2.507 6.727 164.760 28.032 17.986 22.535
] PLN 0.261 0.344 0.175 0.399 - 2.683 65.719 11.181 7.174 8589
1 CNY 0.097 0.128 0.065 0.149 0.373 - 24,493 4.167 2674 3.350
100 HUF 0.387 0.823 0.267 0.607 1.822 4.083 - 17.014 10917 13.677
100 NTD 2335 3.075 1.568 3.567 8944 23.997 587.762 - 64.164 80.389
100 CZK 3.638 4.792 2.443 5.560 13.939 37.400 916.027 155.850 - 125.287
100 SKK 2,904 3.825 1.950 4.438 11.125 29.861 731.146 124.395 75.817 -

|
]
Exchange rates at December 31, 2005

EUR US_D GBP CAD PLN CNY HUF NTD CZK SKK
3 FUR T 1i797 | oees: | 1375 3860 95204 252870 38630 20000  37.880
! UsSD 0.848 u- 0.581 1163 3072 8070 214351 32796 24583  32.110
1 6BP 1.459 1721 _ 2003 5633 13802 368992 56457 42317 55275
i CAD 0729 0.860 0.499 - 2812 6937 184240 28189 21199 27.569
1 PLN 0253 0306 0178 03% _ 2486 €5510 10023 7513 9813
! CNY 0.105 0.122 0.072 0.144 0.405 - 26561 4,064 3046 2979
100 HUF 0.395 0.467 0271 0543 1,526 3.765 - 15300 11468 14980
100 NTD 2585 3.049 1771 2547 9977 24607 653580 - 72955 97.906
100 CzK 3,448 4068 2363 4733 13310 32829 871966 133414 - 130621
100 SKK 2,640 3114 1808 3623 10190 25133 667555 102138 76558 -

Weighted average exchange rates 2006 \
i

EUR usD GBP CAD PLN CNY HUF NTD CZK SKK
1 EUR - 12566 06800 142360  3.8960 100080 264268  41.250  28.259 37.005
1 usD 0.796 - 0.542 1.133 3.100 7664 210304  32.827 22488 29449
1 GBP 1.460 1845 - 2.091 5722 14698 388116  60.582 41502 54,347
1 CAD 0.702 0.883 0.478 - 2,737 7030 185634 28.976 19.850 25,994
1 PLN 0.257 0.323 0.175 0.365 - 2.569 67.831 10.588 7.253 9,498
1 CNY 0.100 0.125 0.068 0.142 0.389 - 26406 4.122 2.824 3.698
100 HUF 0.378 0.476 0.258 0.539 1.474 3.787 - 15.609 10.693 14,003
100 NTD 2.424 3.046 1.651 3.451 9.445 24262 640650 - 68.507 89.709 1.
100 CZK 3.539 4.447 2.408 5.038 13787 35415 935164 145971 - 130949 .,
100 SKK 2.702 3.396 1.840 3.847 10.528 27045  714.141  111.471 76.365 - o

Weighted average exchange rates 2005

J

EUR usD) GBP CAD PLN CNY HUF NTD CZK SKK
1 EUR - 1.2456‘1 0.6837 1.5094 3.860 1000 248.020 30760 29.530 38640 oy
1 usD 0.803 - 0.549 1212 3089 8109 199117 31920  237% 31021 ~l
1 GBP 1.463 1.822 - 2.208 5646 14773 362.761 58.154  43.279 56.516
1 CAD 0.663 0.825] 0.453 - 2.557 6691 164317 26342 19.604 25.600
1 PLN 0.259 0.323| G177 0391 - 2.617 54.254 10301 7 665 10.610
1 CNY 0.099 0.123 0.068 0.149 0.382 - 24556 3937 2,930 3826
100 HUF 0.403 0.502 0.276 0.603 1.556 4.072 - 16.031 11.83¢ 16,579
100 NTD 2516 3.133 1.720 3.79% 9.708 25402  623.793 - 74422 . 97.183
100 CZK 3.380 4210 2311 5101 13.045 34133 838189 134370 - 130585
100 SKK 2.588 3.224 1.769 3906 9990 26139 641874 10289 76.579 -

|
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CONSOLIDATED BALANCE SHEET OF AEGON GROUP

AS AT DECEMBER 31, 2006

AR IR I A S R B SR B R R N I B B B R R )
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T e s s et h e

Amounts in EUR million - Note 2006 2005
ASSETS
Intangible assets L 6] 4,338 4,678
Investrnents 136,131 146,075
investments for account of policyholders [ 8] 135,537 127,547
Derivatives [ 9] 1,883 2,295
Investments in associates 478 542
Reinsurance assets 3,970 4,125
Defined benefit assets 398 409
Deferred tax assets 3 83
Deferred expenses and rebates 11,458 11,348
Other assets and receivables 7473 6,806
Cash and cash equivalents 13,144 7,307
TOTAL ASSETS 314,813 311,215
EQUITY AND LIABILITIES
Shareholders’ equity 19,137 19,276
Other equity instruments 4,032 3,379
ISSUED CAPITAL AND RESERVES ATTRIBUTABLE TO EQUITY HOLDERS OF AEGON N.V. 23,169 22,655
Minority interest 16 15
GROUP EQUITY 23,185 22,670
Trust pass-through securities 123 437
Subardinated borrowings | 18] 34 284
Insurance contracts 88,428 95,690
Insurance contracts for account of policyholders [ 20] 72,194 70,280
Investment contracts 36,613 38,842
Investment contracts for account of policyhalders 64,097 58,724
Derivatives | 9] 1,788 2,202
Borrowings | 23] 4,991 5532
_ Provisions 262 253
" Defined benefit liabilities 2,040 2,015
. Deferred revenue liabilities 43 84
. -Deferred tax liabilities 2,843 2,911
"< Other liabilities [ 23] 17,734 10,733
 Accruals | 29 433 558
;‘_';"" TOTAL LIABILITIES 291,628 288,545
i"._;f TOTAL EQUITY AND LIABILITIES 314,813 311,215
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CONSOLIDATED INCOME STATEMENT OF AEGON GROUP
FOR THE YEAR ENDED DECEMBER 31, 2006

.l.u-oh-lIlo-D.c'.-.-..--'l-n-tlL"iﬂocl.-..--.-‘i-.n--..t--..-.cl.lcc-ctl'.-Q.-.c--D'I!.-OCD.l‘OI

Amounts in EUR million (except per share data) [

Note 2006 2005 2004
income
Premiurm income 24,570 18,882 18,329
Investment income 10,376 9,937 9,337
Fee and commission income 1,665 1,444 1,303
Other revenues ‘ 4 73 331
Total revenues r 36,615 30,336 29,300
Income from reinsurance ceded ‘ 1,468 1,691 1,548
Net fair value and foreign exchange gains ‘ 937 698 206
Net gains on investments far account of policyholders 9,313 11,340 5873
Net gains on investments ‘ [ 36] 9865 1,269 1,290
Other income | 11 176 138
TOTAL INCOME 49,309 45,510 38,355
Charges
Premiums to reinsurers 1,671 1,554 1,563
Policyholder claims and benefits 35,848 33807 26,584
Prafit sharing and rebates [ 39] 133 171 156
Commissions and expenses [ 40l 6,085 5522 5,784
Net fair value and foreign exchange losses [ 34] 127 385 199
Net losses on investments for account of policyhelders 1,174 2 13
Net josses on investments 526 112 a7
Impairment charges/(reversals 24 (14) 183
Interest charges and related fees 382 373 398
Other charges H 1 3 218
TOTAL CHARGES H 45,951 41,915 35,585

|
Income before share in profit/(loss) of associates and tax 3,358 3,595 2,770
Share in profit/(loss) of associates ‘ 32 20 25
Income before tax 3,390 3,615
Income tax ] [ 44 (601) (885)
Income after tax 2,789 2,730
Attributable to minority interest - 2
NET INCOME ATTRIBUTABLE TO EQUITY HOLDERS OF AEGON N.V. 2,789 2,732
H

Earnings and dividends per share i
Basic earnings per share (EUR per share)! | 45 163 1.63
Diluted earnings per share (EUR per share}* | 162 1.63
Dividend per share (EUR per share) ‘ 0.55 0.45

R I
' After deduction of preferred dividends and coupans on perpetuals.
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CONSOLIDATED CASH FLOW STATEMENT OF AEGON GROUP
FOR THE YEAR ENDED DECEMBER 31, 2006

I R L R I R R I R I I I R R R R N I I R R R R R R  E E R R R R R R R

Amounts in EUR million 2006 2005! 2004
Income before tax 3,390 3,615 2,795
Gains and losses on investments (including foreign exchange ditferences) {9,357) (12,820) {7.166)
Amortization and depreciation 1916 1,792 1,957
Impairment losses 33 (2) 279
Income from associates (32 (20 (25)
Other 7 334 (139)
Adjustments of non-cash items (7,473) (10,7186) (5,094)
Insurance and investment liabilities 1,993 3,512 4,206
tnsurance and investment liabilities for account of policyholders 12,028 13,964 9,447
Accrued income and prepayments (3,119) (1937} (1,274)
Accrued expenses and other liabilities 2,729 (3,309) (1,114)
Release of cash flow hedging reserve (1303 63 (23
Changes in accruals 13,501 12,293 11,242
Purchase of investments (other than money market investments) (63,989) (64,310} (70,078}
Purchase of derivatives {1,009) (76) (528)
Disposal of investments (other than money market investments) 64,046 61,943 62,819
Disposal of derivatives 255 35 384
Net purchase of investments for account of policyhelders (5,361) (1,628} {751)
Net change in cash collateral 5,774 {822) 2,783

L Net purchase of money market investments {1,623) {57 (2,385)
Cash flow movements on operating items not reflected in income (1,307) (4,915} (7.757)
Tax paid (442) (680; (296)
Other 185 (683) (94)
NET CASH FLOWS FROM OPERATING ACTIVITIES 7,854 (1,086) 796

Continuation »
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CONSOLIDATED CASH FLOW STATEMENT OF AEGON GROUP

FOR THE YEAR ENDED DECEMBER 31, 2006

> Continuation

LR R T R T I N A I A L I I I T I R I S R R R e R

L I R I I R R N

Amounts in EUR million ! Note 2006 2005 2004
Purchase of individual intangible assets (other than VOBA and future servicing rights) (10) (17} {16)
Purchase of eguipment and other material assets (62) (80 (258)
Acguisition of subsidiaries and associates ? (143) (174) (336)
Disposal of individual intangible assets (othe‘r than VOBA and future servicing rights) 1 - -
Disposal of equipment and other material as“sets 19 g 29
Disposal of subsidiaries and associates 11 315 5,590
Dividend received from associates 4 3 -
QOther (19 - -
NET CASH FLOWS FROM INVESTING ACTIVITIES (199) 60 5,009
Issuance of share capital 2 2 1
Issuance of perpetuals 638 1,457 1,352
Issuance and purchase of treasury shares {262) 74 22
Proceeds from TRUPS, subordinated loans aqd horrowings 1,554 1,038 571
Repayment of perpetuals | - (950) -
Repayment of TRUPS, subordirated loans and borrowings (2,109) {1,573) {3,586)
Dividends paid 471 (272) {351}y
Coupon on perpetuals (204} (192) (129)
Other {22) (2) 1
NET CASH FLOWS FROM FINANCING ACTI;VITIES (874) (418) {2,119
\'x
NET INCREASE/(DECREASE) 'N CASH AN? CASH EQUIVALENTS? 6,781 {1,344) 3,686
|
Net cash and cash equivalents at the beainnin‘“‘g of the year 6,068 6,804 3,563
Effects of changes in exchange rate || (458} 708 (445)
NET CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR |14 12,391 6,068 6,804

Y 2006, AEGON changed its presentatian of cash fiows from purchases and disposals of financial assets (excluding derivatives and financial assets through
profit or less), investments in real estate and real estate held for own use. The 2005 and 2004 comparatives have been adjusted accordingly. Refer to note 2.2

for more details.

? Included in net increase in cash and cash equwalents are interest received (EUR 9,458 million; 2005; EUR 9,099 million and 2004: EUR 8,180 million), dividends
received (EUR 1,192 million; 2005: EUR 870 million and 2004: EUR 796 million) and interest paid (EUR 123 miltion; 2005: EUR 50 miilion and 2004; EUR 189 miition).

|

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

e
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY OF

AEGON GROUP FOR THE YEAR ENDED DECEMBER 31, 2006

I R I I I R R T T T I L I R I R L R R R R R B R B R I BN NI I B

Other Issued
Revalu- equity capital
Share Retained ation Other instru- and Minority
Armaunts in EUR million Note capital earnings reserves reserves ments reseryes’ interest Total
At January 1 6,812 9,318 2,293 883 3,379 22,655 15 22,670
Revaluations - - {660) - - (6607 - (660)
Transfers between revaluation
reserves and retained earnings - - - - - - - —
(Gains)/losses transferred to income
statement on disposal
and impairment - - (130) - - (130) - {130}
Equity movements of associates - - - (56) ~ (66) - (66)
Foreign currency translation
differences - - 7 - - 77 - an
Movements in foreign currency
translation and net foreign
investment hedging reserves - - - (1,325) - (1,325} - {1,325)
Aggregate tax effect of items
recognized directly in equity - - 134 - 2 136 - 136
Other - (15) 83 - - 73 1 74
NET INCOME RECOGNIZED
DIRECTLY IN EQUITY - {15} (645) {1,391} 2 (2,049} 1 {2,048)
Net income recognized in the
income statement - 2,789 - - - 2,783 - 2,789
TOTAL RECOGNIZED NET INCOME
FOR 2006 - 2,774 (645) (1,391} 2 740 1 741
Shares issued 2 - - - - 2 - 2
Treasury shares (242) 20y - - - (262) - {262}
Other equity instruments issued - - - - 638 638 ~ 638
. Dividends paid on ordinary shares - (321) - - - (391) ~ {391}
-1 Preferred dividend - (80) - - - (80} ~ (80
" Coupons on perpetuals - {143) - - - (143) ~ (143)
"' Share options . - - - - 13 13 - 13
~ Other - 3 - - - 3) - 3)
: . AT DECEMBER 3t, 2006 15, 16 6,572 11,455 1,648 (538) 4,032 23,169 16 23,185
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY OF
AEGON GROUP FOR THE YEAR ENDED DECEMBER 31, 2005
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Other Issued
Revalu- equity capital
Share Retained ation Other instru- and Minority
Amounts in EUR million Note capital earnings reserves reserves mernts reserves’ interest Total
At January 1 | 6,590 6,825 2,141 (681) 2,869 17,744 15 17,759
Revaluations - - (293) - - (203) - {283}
Transfers between revaluation
reserves and retained earnings - 4 (4) - - - - -
(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
Mavements in fareign currency
translation and net foreign
investment hedging reserves - - - 1,515 - 1,515 - 1,515
Aggregate tax effect of items l
recognized directly in equity ‘ - - 242 - - 242 - 242
Cther | - (55) 11 - - (44) 2 42)
NET INCOME RECOGNIZED ) |
DIRECTLY IN EQUITY ‘ - (51} 152 1,534 - 1,635 ] 2 1,637
1
| | |
Net income recognized in the ,
income statement - 2,732 - ~ - 2732 2 2730
TOTAL RECOGNIZED NET INCOME | '
FOR 2005 - 2,681 152 1,534 - 4,367 - 4,367
Shares issued 2 - - - - 2 - 2
Treasury shares 220 (146} - - - 74 -
Other equity instruments issued - - - - 1,457 1,457 -
Other equity instruments redeemed - - - - (950) (850) -
Dividends paid on ordinary shares - (193} - - - (153} -
Preferred dividend - (79} - - - (79) -
Coupons on perpetuals - (132) - - - (132) . -
Share options - - ~ - 3 3 -
Other - 362 - - - 362 -
AT DECEMBER 31, 2005 15, 16 6,812 9,318 2,293 853 3,379 22,655 15
! Issued capital and reserves attributable to equitﬂy holders of AEGON NV. 33
A
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY OF
AEGON GROUP FOR THE YEAR ENDED DECEMBER 31, 2004
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Other Issued
Revalu- equity capital
Share Retained ation Other instru- and Minority
Amounts in EUR miilion Note capital earnings reserves reserves ments reserves' interest Total
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 - 5%
Foreign currency translation
differences - - {77) - - (77) - (77}
Movements in foreign currency
translation and net foreign
investment hedging reserves - - - (755) - {755) - (755)
Aggregate tax effect of items
recognized directly in equity - (29) (329) - - (358) - {358}
Other - 5 (11} - - (6} (18) (22}
NET INCOME RECOGNIZED
DIRECTLY IN EQUITY - (24} 431 (696) - (239) (16) (255)
N?t income recognized in the _ 2,256 _ B _ 2,256 5 2258
income statement
TOTAL RECOGNIZED NET INCOME
FOR 2004 - 2,232 481 (696) - 2,017 (14) 2,003
Shares jssued 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 dividend - (95} - - - {(95) - (95}
;- Coupons on perpetuals - (84) - - - (84) - 84
- Qther - (27 - - - (27) - {(27)
’7 AT DECEMBER 31, 2004 15, 16 6,590 6,825 2,141 631) 2,869 17,744 15 17,759

1:“11 Issued capital and reserves attributable to equity holders of AEGON NV,
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

OF AEGON GROUP

Amounts in EUR million, unless otherwise stated

|
] GENERAL INFORMATION \
AEGON NV, incorporated and domiciled i:p the Netherlands, is a
limited liability share company orqanizeq under Dutch law and
recorded in the Commercial Register ofl The BHague under its
registered address at AEGONplein 50, 2591 TV The Hague. AEGON

N.V. serves as the holding company for thélﬂ AEGON Group and has

listings of its common shares in Amsterdan’|1 New York, London and
Tokyo.

AFGON N.V. and its subsidiaries and joint ventures (AEGON or ‘the
Group”) have iife insurance and pensions|operations in over ten
countries in Europe, the Americas and Asia and are also active in

I
savings and investment operations, accident and health insurance,

|
general insurance and limited banking operatlons in a number of
these countries. The largest operations alal'e in the United States.
Headquarters are lacated in The Hague, the‘ Netherlands. The Group

employs approximately 29,000 people warldwide.

] sUMMARY OF SIGNIFICANT ACCOUNTING
PRINCIPLES

(&l 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}, vjhich for AEGON is equal
to IFRS as published by the International Accounting Standard
Board (IASB). AEGON therefore also complies with IFRS as published
by the IASB. “

With regard to the income statement of AEGON NV, article 402,
Part 9 of Book 2 of the Netherlands Cwul Code has been applied,
allowing a simplified format. Certain amo”unts in prior years have

heen reclassified to conform to the current‘lyear presentation.

New standards become effective on theﬂ date specified by IFRS,

but may allow companies to opt for an eartier adoption date.

In 2006, the Group has adopted the foll!!)wing relevant standards

and interpretations of the Internatiorl%al Financial Reporting

Interpretations Committee {IFRIC):

& The amendments to International Accounting Standard (1AS) 21
Net investments in foreign operations -Hrequired date of adoption
January 1, 2006;

s [FRIC 4 Determining whether an arrangement contains ad lease -
required adoption date January 1, 200%.

The amendments to |AS 21 broadens the dt%finition of net investment

so that monetary items no longer need tojbe denominated in either

the functional currency of the parent co”mpany or the functionat
currency of the foreign operation. Also, the new standard clarifies
that monetary items resulting from1‘ transactions between

subsidiaries may also qualify.
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IFRIC 4 addresses how to determine whether an arrangement is, or

contains, a iease 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.

The adoption of these standards and interpretations did not have an

impact on equity or net income. The Group has not opted to early

adopt any standards or interprefations in 2006.

The following standards and interpretations will He implemented 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;

s |FRS 8 Operating segments - required adoption date January i,
2009;

¢ |FRIC 8 Scope IFRS 2 Share-based payment - required adoption
date January 1, 2007;

s |FRIC 9 Reassessment of embedded derivatives - required
adoption date January 1, 2007;

® |FRIC 10 interim financial reporting and impairment - required
adoption date January 1, 2007;

¢ IFRIC 11 IFRS 2 - Group and Treasury Share Transactions -
required adoption date January 1, 2007.

The Group intends to apply these standards and interpretations as of

the required dates of adoption, subject t¢ EU endorsement, with the

exception of IFRS 8 which will be early adopted in 2007.

IFRS 7. the related amendments to 1AS 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 standards are not expected:; =

have an impact on equity or net income, f_

The |ASB issued IFRS 8 as part of the convergence project with the
US Financial Accounting Standards Board. This new standardl,ﬂ

replaces |AS 14 Segment Reporting and adopts a managemént !
o

approach to segment reporting as required in SFAS 131 Drsc!osures
about Segments of an Enterprise and Related Information. AEGQN ,J
intends to early adopt IFRS 8 as it allows for a better portrayal of th‘e.:‘
Group's operating segments' performance as the information
reported is consistent with that used internally for management
purposes.

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 appears to be received.
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The interprefation is not expected to have an impact on equity or
net income.

IFRIC 9 provides additional guidance to the principle in 1AS 39 to
assess whether a contract contains embedded derivatives that
require bifurcation when the company first becomes a party to the
contract. IFRIC 9 requires an additional assessment to be performed
when there is a change in the terms of the contract that sigrificantly
modifies the contract’s cash flows,

The interpretation prohibits subsequent reassessments to be
performed in other instances, with the exception of business
combinations for which a scope exclusion is made. IFRIC 9 is
consistent with the Group's current policy on the reassessment of
embedded derivatives. Therefore, no impact on equity or net income
is expected.

IFRIC 10 prohibits entities from reversing impairment ilosses
recognized in previous interim periods in respect of goodwill or an
investment in either an equity instrument or a financial asset carried
at cost. The interpretation is not expected to have an impact on
equity or net income.

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 retating to insurance contracts issued in the United States
and Canada are accounied for in accordance with United Stated
Generally Accepted Accounting Principles {US GAAP). On September
19, 2005, the American Institute of Certified Public Accountants
(AICPA} 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 unamortized deferred policy acquisition costs (DPAC), unearned

revenue liabilities and deferred sales inducement assets from the

i

" replaced contract.

i,

The Group will adopt SOP 0%-1 for insurance contracts issued in the

_-+ United States and Canada effective January 1, 2007. As a result of

adopting SOP 05-1, AEGON expects to report a cumulative effect of a
change in accounting principle resulting in a noncash decrease to
retained earnings of an immaterial amount. The adoption of SOP 05-
1 is also expected to result in an immaterial increase in DAC
amortization in 2007 and future years. The actual impact will depend
on policy medification activity as well as any possible exchange
programs implemented in the future.
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BEEJ CHANGES IN ACCOUNTING AND
PRESENTATION POLICIES

In 2006 AEGON changed its presentation of cash flows from
purchases and sales of financial assets {excluding derivatives and
financial assets at fair value through profit and loss), investments in
real estate and real estate held for own use. These cash flows were
previcusly reported as cash flows from investing activities and are
now reported as cash flows from operating activities.

AEGON believes it is more relevant to group together all cash flows
from transactions related te policyholders and contractholders,
including premiums and deposits, claims and other benefits, and the
associated purchase and sale of investments related to the cash
flows from transactions with policyholders and contractholders, as
cash flows from operating activities because all of these activities
relate to AEGCN's principal revenue producing activity of entering
into insurance and investment contracts with policyholders and
contractholders and subsequently investing the premiums and
deposits received te meet the obligations resulting from these
contracts. Furthermere, AEGON has refined its definition of investing
activities to include only those investing activities not related to
transactions with policyholders and contracthoiders, as weli as the
definition of financing activities to include only those items that
AEGON views as part of the financing of the Group's activities. The
2005 and 2004 comparatives have been reclassified accordingly.

BEXE] BASIS OF CONSOLIDATION

Business combinations that occurred before the adoption date of
IFRS (1 January 2004) have not been restated. No operations have
been identified as assets held for sale or disposal unit,

A. Subsidiaries

The consolidated financial include the
statements of AEGON NV. and its subsidiaries. Subsidiaries are
entities over which AEGON has direct or indirect power to govern

statements financial

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 autopilcet, the Group can abtain
the majority of the entity's benefits or the Group retains the majority
of the residual risks retated to the entity or its assets.

The subsidiary's assets, habilities and contingent liabilities are
measured at fair value on the acquisition date and are subseguently
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accounted for in accordance with the Grou:ll)'s accounting principles
and repaorting year. Intra-group transactiong including AEGON N.V.
shares held by subsidiaries, which are recog“nized as treasury shares
in equity, are eliminated. Intra-group losses are eliminated, except to
the extent that the underlying asset is imp”aired. Minority interests
are initially stated at their share in the fair value of the net assetfs on
the acquisition date and subsequently adj!&ljsted for the minority's
share in changes in the subsidiary's equity. ‘

The excess of the cost of acquisition, comp'rising the consideration
paid to acquire the interest and the directl\"/ retated costs, over the
Group's share in the net fair value of assets, “Iéabilities and contingent
liabilities acquired is recognized as good\.\ﬂill. Negative goodwill is
recognized directly in the income statement. If the fair value of the
assets, liabilities and contingent liabilities %icquired in the business
combination has been determined provié‘ionally. adjustments to
these values resulting from the emerqence!l of new evidence within

|
twelve months after the acquisition date are made against goodwill.

Also, goodwilf is adjusted for changes inll‘lthe estimated value of
contingent considerations given in the busuiness combination when
they arise. Contingent consideration is discounted and the unwinding
is recognized in the income statement as an‘ interest expense.

When control is obtained in successive |share purchases, each
significant transaction is accounted for separately. The identifiable
assets, liabilities and contingent liabilities
when control is obtained.

are stated at fair value

Subsidiaries are deconsolidated when con‘t‘rof ceases to exist. Any
difference between the net proceeds and th‘:e carrying amount of the

subsidiary is recognized in the income statement.
I

Investment funds |i
Investment funds managed by the Group i.P 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 alf interests heid by tht‘l‘éI Group in the fund are
considered, regardless of whether the fin&“mcial risk related to the
investment is borne by the Group or by the ”policyholders.

On consolidation of an investment fund, au liability is recognized to
the extent that the Group is fegally obliged to buy back participations
held by third parties. Where this is not the !:ase. other participations
held by third parties are presented as mir::mrity interests in equity.
The assets allocated to participations held by third parties or by the
Group on behalf of policyholders are presgnted 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 coqsolidation. However, the
efimination is reflected in equity and not in the measurement of the

I
related financial liabilities towards policyho!cllers or other third parties.
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B. Jointly controlled entities

Joint ventures are contractual agreements whereby the Group
undertakes with other parties an econamic activity that is subject to
jaint control.

Interests in joint ventures are recognized using proportionate
consolidation, combining items an 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 recognized
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 recognized immediately.

The acquisition of an interest in a joint venture may result in
goodwill, which is accounted for consistently with the goodwill
recognized on the purchase of a subsidiary.

The use of proportionate consclidation is discontinued from the date
on which the Group ceases to have joint control.

FOREIGN EXCHANGE TRANSLATION

A. Translation of foreign currency transactions

A group entity prepares its financial statements in the currency of
the primary envirenment 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 closing 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 recognized in the
income statement when they arise, except when they are deferred in
equity as a result of a gualifying cash flow or net investment hedge.
Exchange differences on non-monetary items are recognized in

equity or the income statement, consistently with other gains andi=s

fosses on these items. .

B. Translation of foreign currency operations Tiny
On consoiidation, the financial statements of group entities with-a
foreign functional currency are translated to eurg, the currencyhigni Pt
which the consolidated financial statements are presented. Asstlats k
and liabilities are translated at the closing rates on the balance she\;_é_t;
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 recognized in the ‘foreign
currency translation reserve’, which is part of shareholders’ equity.
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On dispasal of a foreign entity the related cumulative exchange
differences included in the reserve are recognized in the income
statement.

On transition te IFRS on January 1, 2004, the foreign currency
translation reserve was reset to nil.

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
segment information is reported for groups of related products.
The Group uses operating earnings before tax in s segment
reporting as an important indicator of its financial performance.
Included in operating earnings are segment revenues and segment
expenses. Segment revenues consists 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 als¢ included in the
calculation of operating earnings: reinsurance claims and henefits, 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 aiso included in the calculation of
operating earnings: fair value and fareign exchange losses, losses on
investments for account of policyholders and interest and related
charges.
Operating earnings before tax excludes the effect from net gains and
losses on investments, impairmant charges and non-recurring income
and expense items. Net gains/losses on investments includes net
. realized gains and losses on general account financiat assets, other
than those classified as at fair value through prefit or loss, and net
gains and losses on investments in real estate. Net gains/losses also
"",“r_includes fair value changes for derivatives for which no hedge
-accounting is applied and the economically hedged underlying assets
: .,0r liabilities are not valued at fair value through profit or loss.
" Derijvatives included in gains and losses on investments are considered
‘economic hedges of certain exposures related o an existing asset or
" liability and are part of the Group's asset liability management. Gains
and losses on investments also include the ineffective pertions of
hedge transactions. DPAC and VOBA offsetting charges for realized
gains and losses and impairments on investments are included in
other income/other charges and exciuded from operating earnings.
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BEXA oFFSETTING OF ASSETS AND LIABILITIES

Financial assets and liahilities 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 iiability on a net basis or
simultaneously.

INTANGIBLE ASSETS

A. Goodwill

Goodwili is recognized 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
derecognized 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 recognized as value of business
acquired (VOBA). The Group also recognizes YOBA when it acquires
a portfolio of investment contracts with discretionary participation
features.

VOBA is amortized over the usefu! iife of the acquired contracts,
kased on either the expected future premiums or the expected gross
profit margins. For products sold in the United States and Canada,
with amortization based on expected gross profit margins, the
amortization 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 ¢harged to the income statement. VOBA is considered
in the liability adequacy test for each reporting period.

When unrealized gains ar losses arise on available-for-sale assets,
VOBA is adjusted to equal the effect that the realization of the gains
or tosses would have had on VOBA. The adjustment is recognized
directly in shareholders' equity. VOBA is derecognized when the
related contracts are settled or disposed of.

€. 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 recognized as an intangible asset. Future servicing
rights can also be recognized on the sale of a loan portfolic or the
acquisition of insurance agency activities.




The present value of the future servicing rights is amortized over

the servicing pericd as the fees from services emerge and is subject

. . ) . ) |
to impairment testing. It is derecognized when the related contracts

|
are settled or disposed of. ‘\

|
D. Other intangible assets i

Qther intangible assets are recognized to th“{e extent that the assets

can he identified, are controlled by the (”Sroup. are expected to
provide future economic benefits and can be measured reliably. The

o | . .
Group does not recognize internally gene‘rated intangible assets

. . | .
arising from research ¢r internally generated goodwill, brands,

customer lists and similar items.
The intangible assets are carried at cost less chcumuIated depreciation

and impairment losses. Depreciation of the asset is over its useful

I
income statement as an expense, The depreciation peried and

life as the future economic benefits emerqe{and is recognized in the
pattern are reviewed at each reporting date, with any changes
recognized in the income statement, I
An intangible asset is derecognized when it is disposed of or when
no future economic benefits are expected from its use or disposal.

BEX] INVESTMENTS
Investments for general account comprise fiPanciaI assets, excluding
derivatives, as well as investments in real estate and real estate held
for own use.

A. Financial assets “
I

Financial assets are recognized on the trade date when the Group

becomes a party to the contractual provisio?rjls of the instrument and

are classified for accounting purpose‘:s 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 t::rading, financial assets
managed on a fair value basis in accordance with the Group's risk
management and investment strategy and fiﬁmancial assets containing
an embedded derivative that is not closely Irelated and that cannot
be reliably bifurcated. In addition, in certain instances the Group
designates financial assets to this catego%y when by doing so a
potential accounting mismatch in the financial statements is
eliminated or significantly reduced.
Financial assets with fixed or detarminable payments that are not
quoted in an active market and that the Glroup 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 tojhold a quoted financial
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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 recognized 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
amaortized 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 recognized in the income statement as
incurred. Available-for-sale assets are recorded at fair value with
unrealized changes in fair value recognized directly in shareholders'
equity. Financial assets that are designated as hedged items are
measured in accordance with the requirements for hedge
accounting.

Measurement > Amortized cost

The amortized cost of a debt instrument is the amount at which it is
measured at initial recognition minus principal repayments, plus or
minus the cumulative amortization of any difference between the
initial amount and the maturity amount, and minus any reduction for
impairment. The effective interest rate method is & method of
calculating the amortized cost and of allecating 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. Possible future credit losses angC
not taken into account. Charges and interest paid or receivéd
between parties to the contract that are an integral part of the

effective interest rate, transaction costs and all other premiums of,
discounts are included in the calculation. . -

Measurement > Fair value

The censolidated financial statements provide information on the'~

fair value of all financial assets, including those carried at amortized’
cost where the values are provided in the notes to the financial
statements.

The fair value of an asset is the amount for which it could be
exchanged between knowtedgeable, 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
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present value based 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.

Derecognition

A financial asset is derecognized 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 of substantially all
the risks and rewards of ownership, provided the other party can sell
or pledge the asseti. Financial assets, in respect of which the Group
has neither transferred nor retained alf the risks and rewards, are
recognized to the extent of the Group’s continuing involvement. If
significantly all risks are retained, the assets are not derecognized.
On derecognition, the difference between the disposal proceeds and
the carrying amount is recognized in the income statement as a
realized gain or loss. Any cumulative unrealized gain or loss
previously recognized in the revaluation reserve in shareholders'
equity is also recognized 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
derecognized as the Group retains substantially all the risks and
rewards of the asset. A liability is recognized for cash collateral
received, on which interest is accrued.

A security that has been received under a borrowing or reverse
repurchase agreement is not recognized as an asset. A receivable is
recognized for any related cash cotlateral paid by AEGON. If the
~ Group subsequently sells that security, a liability to repurchase the
: asset is recognized and measured at fair value.

. ;.; .Collateral

“+With the exception of cash collateral, assets received as collateral

are not separately recognized as an asset until the financial asset
_ they secure is foreclosed. When cash collateral is recognized, 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 presented as investments.
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All property is initially recognized at cost. Subsequently, investments
in real estate are measured at fair value with the changes in fair
value recegnized 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 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
recognized in the related revaluation reserve in shareholders’ 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 vatuation methods are apptied,
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. For property held for own use, valuers may also consider
the present value of the future rental income cash flows that could
be achieved had the real estate been let out.

On disposal of an asset, the difference between the net proceeds
received and the carrying amount is recognized in the income
statement. Any remaining surplus attributable to real estate in own
use 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 esfate. 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 cr loss is recognized in the income
statement.

Maintenance costs and other subsequent expenditure
Expenditure incurred after initial recognition of the asset is
capitalized to the extent that the level of future economic benefits of
the asset is increased. Costs that restore or maintain the levet of
future economic benefits are recognized in the income statement as
incurred.




BEX] INVESTMENTS FOR ACCOUNT OF POLICYHOLDERS
Investments held for account of policvholder‘s consist of investments
in financial assets, excluding derivatives, as well as investments in

[
real estate and real estate heid for own use. Investment return on

these assets is passed on to the pohcyholdtll_r Also included are the
assets held by consolidated investment funds that are backing
liabitities towards third parties. The accouﬂmtlnq principles are the
same as those applicable to general agcount investments, as

described in note 2.8.

BEER} DERIVATIVES

A. Definition
Derivatives are financial instruments of which the value changes in
response to an underlying variable, that requiré little or no net initiaf
investment and are settled at a future date. ‘

Assets and liabilities may include derivative-like terms and
conditions. With the exception of features|embedded in contracts
held at fair value through profit or loss, enﬂbedded derivatives that
are not considered closely related to the host contract are
hifurcated, carried at fair value and preslénted as derivatives. In

assessing whether a derivative-like feature|is closely related to the

cantract 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 re”ported as assets and
derivatives with negative values are :Treported as liabitities.
Derivatives for which the contractual obligétion can only be settled
hy exchanging a fixed amount of cash for aI fixed amount of AEGON
N.V. eguity instruments are accounted for||

and are therefore discussed in the notes on equity.

B. Measurement I
All derivatives are recognized on the balanlge sheet at fair value. All
changes in fair value are recegnizad in the income statement, unfess

the derivative has been designated as a ;rﬂedginq instrument in a

in shareholders’ equity

cash flow hedge or a hedge of a net foreign investment.

The fair value is calcutated net of the interest accrued to date and is
based on market prices, when available. When market prices are not
available, other valuation technigues, such as option pricing or
stochastic modeling, are appfied. The valuation techniques
incorporate all factors that market partmp"ants would consider and

are based on observable market data, when“avanable.

'\
C. Hedge accounting
As part of its asset liability management the Group enters into

|
economic hedges to timit its risk exposurﬁ‘ These transactions are

|

assessed to determine whether hedge accounting can and should be
applied.

To qualify for hedge accounting, the hedge refationship is designated
and formally documented at inception, detaiting the particular risk
management cbjective 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
itern. 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
unrecognized firm commitment or an asset or liability that is not
heid at fair value through profit or loss. The hedged item is
remeasured to fair value in respect of the hedged risk and the
resulfing 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 forecasted '
transaction or a recognized asset or liability and could affect profit
or toss. To the extent that the hedge is effective, the change in the
fair value of the derivative is recognized in the related revaluation
reserve in shareholders' equity. Any ineffectiveness is recognized
directly in the income statement, The amount recorded in

shareholders’ equity is released to the income statement to coincide '~
with the hedged transaction, except when the hedged transaction: JS N
an acquisition of a non-financial asset or liability. In this case, the o
amount in shareholders’ equity is included in the initial cost of the; £
asset or liability. ; |
Net investment hedges are hedges of currency exposures on a net Fet
investment in a foreign operation. To the extent that the hedgeyi 4
effective, the change in the fair value of the hedging instrumentis \"“l
recognized in shareholders' equity, Any ineffectiveness is recognizéd i
in the income statement. The amount in shareholders’ equity is
released to the income statement when the foreign operation is
disposed of.

Hedge accounting is discontinued prospectively for hedges that are

no longer considered effective. 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 recognized |
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in the income statement, When hedge accounting is discontinued for
a cash flow hedge because the cash flow is no longer expected to
occur, the accumulated gain or loss in shareholders’ equity is
recognized immediately in the income statement. In other situations
where hedge accounting is discontinued for a cash flow hedge,
including those where the derivative is soid, terminated or exercised,
accumulated gains or losses in shareholders’ equity are amortized
into the income statement when the income statement is impacted
by the variability of the cash flow from the hedged item.

m 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 investment funds that qualify as
an associate are accounted for as an investment held at fair value
through profit or loss. interests held by the Group in venture capital
entities, mutual funds and investment funds that are managed on a
fair value basis, are also accounted for as investments held at fair
value through profit or less.
Interasts in associates are initially recognized at cost, which includes
positive goodwill arising on acquisition. Negative goodwill is recognized
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 directly
in shareholders’ equity by the associate are reflected in other
reserves in shareholders’ equity, while the share in the associate's
net income is recognized as a separate line item in the consclidated
'?-ﬁ‘jcome statement. The Group's share in iosses is recognized until the
I'ii;westment in the associate’s equity and any other long-term interest
{;Phat are part of the net investment are reduced to nil, unless
{;Quarantees exist.
1Gains and losses on transactions between the Group and the
~dssociate are eliminated to the extent of the Group's interest in the

£

ntity, with the exception of losses that are evidence of impairment

;:i@hich are recagnized immediately. Own equity instruments of
' AEGON N.V. 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 recegnized in the income
statement and gains and losses previously recorded directly in
shareholders' equity are reversed and recorded through the income
statement.
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J REINSURANCE ASSETS

Reinsurance contracts are contracts entered into by the Group in
order to receive compensation for losses on contracts written by the
Group (outgoing reinsurance). For contracts transferring sufficient
insurance risk, a reinsurance asset is recognized for the expected
future benefits, less expected future reinsurance premiums.
Reinsurance contracts with insufficient insurance risk transfer 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 underlying insurance contracts and in
accordance with the terms of each reinsurance contract. They are
subject to impairment testing and are derecognized when the
contractual rights are extinguished or expire or when the contract
is transferred to another party.

DEFERRED EXPENSES AND REBATES
A. Deferred policy acquisition costs
DPAC relates to insurance contracts and investrnent 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 recoverabie
and are subseguently amortized based on either the expected future
premiums ar the expected gross prafit margins. For products sald in
the United States and Canada with amortization based on expected
gross profit margins, the amortization period and pattern are
reviewed at each reporting date and any change in estimates is
recognized in the income statement, Estimates include, but are not
timited to: an economic perspective in terms of future returns on
bond and equity instruments, mortality, disability and lapse
assumptions, maintenance expenses and expected inflation rates.
For alf preducts, 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 inciuded in the determination of estimated gross profits
are adjusted. The paortion of DPAC that is determined not to be
recoverable is charged to the income statement.

When unrealized gains or losses arise on available-for-sale assets,
DPAC is adjusted to equal the effect that the realization of the gains
or losses would have had on its measurement. This is recognized
directly in the related revaluation reserve in shareholders’ equity.
DPAC is derecognized when the related contracts are settled or
dispaosed of.

B. Deferred transaction costs
Deferred transaction costs relate to investment cantracts without
discretionary participation features under which AEGON will render




I

h
investment management services. Incremental costs that are directly
attributable to securing these investment m%nagement contracts are
recognized as an asset if they can be idllentified separately and
measured reliably and if it is probable that they will be recovered.
For contracts invelving both the origination gf a financial liability and
the provision of investment managemept 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 amortized in line with fee income,
unless there is evidence that another meth(}‘)d better represents the
provision of services under the contract. De“ferred transaction costs

are subject to impairment testing at least annually.

C. Deferred interest rebates

An interest rebate is a form of profit sharHing whereby the Group
gives a discount on the premium payable (usually single premium)
based on the expected surplus interest thalt will he earnad on the
contract. The expected surplus interest is calculated with reference
to a portfelio of government bonds. The rebate can be subject to
additional conditions concerning actual returns or the continuation
of the policy for a specified number of yc—.'ars.||

Interest rebates that are expected to be recFvered in future periods

are deferred and amortized as the surplus i"nTerest is realized. They

are considered in the liability adequacy test for insurance liabilities.

EEXEY OTHER ASSETS AND RECEIVA?LES

Other assets include trade and other receivables, prepaid expenses
and fixed assets other than property. TradL and other receivables
are initially recognized at fair value and are!!subsequently measured
at amortized cost. Fixed assets are in}ltially carried at cost,
depreciated on a straight line basis over their useful life to their

[
residual value and are subject to impairment testing.

|
BEXE CASH AND CASH EQUIVALENTS
Cash comprises cash at banks and in-hant“j. Cash equivalents are
short-term, highly liguid investments that a::re readily convertible to
known cash amounts, are subject to insignificant risks of changes in
value and are held for the purpose of rqgeting short-term cash
requirements. Money market investments that are held for
investment purposes (backing insurance‘} liabilities, investment
liabilities or equity based on asset ‘; liability management
considerations) are not included in cash and “cash equivalents but are

presented as investment or investment for account of policyholders.

I
BEE IMPAIRMENT OF ASSETS

An asset is impaired if the carrying amount exceeds the amount that
would be recovered through its use or ‘sa!e. For tangible and

intangible assets, financial assets and reinsurance assets, if not held
at fair value through profit or loss, the recoverable amount of the
asset is estimated when there are indications that the asset may be
impaired. Irrespective of the indications, goodwill and other
intangible assets with an indefinitive useful life that are not
amortized, are tested at least annually.

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
recoverabte 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 known inherent risks
and uncertainties.

Impairment losses are charged to shareholders' equity to the extent
that they offset a previously recorded revaluation reserve relating to
the same item. Any further losses are recognized directly in the
income statement.

With the exception of goodwill, impairment losses are reversed when
there is objective evidence that there has heen a change in the
estimates used to determine the asset’s recoverabte amount since
the recognition of the last impairment loss. The reversal is
recognized in the income statement to the extent that it reverses
impairment losses previously recognized in the income statement.
The carrying amount after reversal cannot exceed the amount that
would have been recognized had no impairment taken place.

Assets that only generate cash flows in combination with other
assets and liabilities are tested for impairment at the teval of the
cash-generating unit. When impairing a cash-generating unit, any
goodwill allocated to the unit is first written-off and recognized in
the income statement. The remaining impairment loss is allocated on,

a pro rata basis among the other assets, on condition that thg

; : L st
resulting carrying amounts do not fall below the individual assets.'{
recoverable amounts. With the exception of goodwill, impairmer}@

losses on non-financial assets can be reversed. :11

B. Impairment of debt instruments
Debt instruments are impaired when it is consicered probable thq};;
not all amounts due will be collected as scheduled. Individuali‘if_i?!;;
significant loans and other receivables are first assessed separately.
All non-impaired assets measured at amortized cost are then
grouped by credit risk characteristics and collectively tested for
impairment.

For debt instruments carried at amortized cost, the carrying amount
of impaired financial assets is reduced through an allowance
account.
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The impairment loss is calcutated 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 appiied.

For debt instruments classified as available-for-sale, the asset is
impaired to its fair value. Any unrealized gain or foss previously
recognized in shareholders' equity is taken to the in the income
statement in the impairment loss. 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 recognized for debt instruments can be reversed
if in subseguent 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 recognized. For
debt instruments carried at amortized cost, the carrying amount
after reversal cannot exceed its amortized 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 recognized in the
income statement. Eguity investments are impaired to the asset's
fair value and any unreatized gain or loss previously recognized in
shareholders” equity is taken to the in the income statement in the
impairment loss. The amount exceeding the balance of previously
recognized unrealized gains or loss is recognized in the income
statement.

Impairment losses on equity instruments cannot be reversed.

‘B Impairment of reinsurance assets

Réinsurance assets are impaired if there is objective evidence, as a
rrie}sult of an event that occurred after initial recognition of the
contract will be received and the impact of the event on the amount
‘td be received from the reinsurer can be reliably measured.
’iﬁipairment losses are recognized in the income statement.

'SEXE equiTy

Financial instruments that are issued by the Group are classified as
equity if they represent a residual interest in the assets of the Group
after deducting ali 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 AEGON and
AEGON has the opticn to defer coupon payments at its discretion.
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These securities are measured at par and those that are denominated
in US dollars are translated using histerical exchange rates.
Incremental external costs that are directly attributable to the
issuing or buying back of own equity instruments are recognized in
equity, net of tax.

Dividends and other distributions to holders of equity instruments
are recognized directly in equity, net of tax. A liability for non-
cumulative dividends payable is not recognized until the dividends
have been declared anc approved.

Treasury shares are own equity instruments reacquired by the
Group. They are deducted from shareholders' equity, regardless of
the objective of the transaction. No gain or loss is recognized in the
income statement on the purchase, sale, issue or cancellation of the
instruments. If sold, the difference between the carrying amount and
the proceeds is reflected in retained earnings. The consideration
paid or received is recognized directly in shareholders’ equity. All
treasury shares are eliminated in the calculation of earnings per
share and dividend per share,

BEEEE] 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.

Trust pass-through securities, subordinated loans and other
borrowings are initiafly recognized at their fair value and are
subsequently carried at amartized 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, or specific borrowings
which are carried as at fair value through the profit and loss as part
of a fair value hedge relationship. The liabifity is derecognized when
the Group's obligation under the contract expires or is discharged or
cancelled.

BEEE] INSURANCE CONTRACTS

Insurance centracts are coniracts under which the Group accepts a
significant risk - other than a financial risk ~ from a policyhoider 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 bocks of
contracts to assess whether the underlying contracts transfer
significant insurance risk on an individua! 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
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benefits to the policyholder. Contracts that have been classified as
insurance are not reclassified subseguentty. ||

Insurance liabilities are recognized when the contract is entered into

o .
and the premiums are charged. The liability is derecognized when

the centract expires, is discharged ¢r is canceial:lled.

Insurance assets and liabilities are valued E‘n accordance with the
accounting principles that were applied by ‘tne Group prior to the
transition to IFRS, as further described in th;e 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. Al valtﬂ;arion methods used by
the subsidiaries are based on the general principle that the carrying
amount of the net liability must be sufficientiito meet any reasonably

foreseeable obligation resulting from the insurance contracts.

I
‘I
A. Life Insurance contracts ’!
Life insurance contracts are insurance contracts with guaranteed
life-contingent benefits. The measurement |of the liability for lie
insurance contracts varies depending on the pature of the product.
Some products, such as traditional life |insurance products in
continental Europe and producis in the U#ﬂted States, for which
account terms are fixed and guaranteed, arejmeasured using the net

premium method. The liability is determinled as the sum of the

discounted value of the expected benefits ar!|1d future administration
expenses directly related to the contract, Ie!!ss the discounted value
of the expected theoretical premiums that would be required to meet
the future cash cutflows based cn the valu;!tion assumptions used.
The liability is either based on current as:{umptions or calculated
using the assumptions established at the |[time the contract was
issued, in which case a margin for risk arH1d 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 ias well as for claims
outstanding, which includes an estimate of the incurred claims that
have not yet been reported to the Grouyp. “

Other products with account terms that arelinot fixed or guaranteed
are generally measured at the pclicyhoqger‘s account batance.
Depending on local accounting principles, the liability may include
amounts for future services on contracts where the policy
administration charges are higher in the::a initial years than in
subsequent years. In establishing the Iiabiliﬁy, guaranteed minimum
benefits issued to the policyhoider are measured as described in
2.19c or, if bifurcated from the host contract,|| as described in 2.10.

. . ! I, ) .
One insurance product in the United States is carried at fair value

[
through profit or loss as it contains an embegded 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 underiying finvestments 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 vatue of the policyholder unit
account is amortized over the term of the contract so that interest
on actuarial funding is at an expected rate of return.

C. Embedded derivatives and particlpation features

Life insurance contracts typically include derivative-like terms and
conditions. With the exception of policyholder opticns 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
ar loss.

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 recognized equal to the amount that is available at the
halance sheet date for future distribution to policyholders.

Guaranteed minimum henefits

The Group issues life insurance contracts, which, as a rule, do né&€:
expose the Group to interest risk as the account terms are not fixé’d‘g
or guaranteed or hecause the return on the investments held 3%3
passed on to the policyholder. However, in some cases theseé:;';'i
contracts may contain guaranteed minimum benefits. An additional

liability for life insurance is established for guaranteed minimud
benefits that are not bifurcated. Bifurcated guaranteed minimue:
benefits are classified as derivatives. -‘?T’
In the United States the additional liability for guaranteed minimufﬁ*
benefits that are not bifurcated is determined each period by

estimating the expected value of benefits in excess of the projected

account balance and recognizing the excess over the accumulation

period based on total expected assessments. The estimates are

reviewed reqularly and any resulting adjustment to the additional

liability 15 recognized in the income statement.
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The benefits used in cafculating 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 annuitizations 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 ¢laims
incurred. A corridor for the provision is determined reqularly based on
stochastic modeling methods. If the provision develops outside the
carridor, a charge or credit is recognized in the income statement.
Due to the nature of the product, these guarantees have a leng-term
horizon of 30 to 60 years.

D. Shadow accounting
Shadow accounting ensures that all gains and losses on investments
affect the measurement of the insurance assets and liabilities in the
same way, regardless of whether they are realized or unrealized and
reqardless of whether the unrealized gains and fosses are recognized
in the income statement or directly in equity in the revaluation
reserve. In some instances, realized gains or losses on investrents
have a direct effect on the measurement of the insurance assets and
liabilities. For example, some insurance centracts include benefits
that are contractually based on the investment returns realized by
the insurer. In addition, realization 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 it considers actual future investment returns. For similar
changes in unrealized gains and losses, shadow accounting is
applied. If an unrealized gain or loss triggers a shadow accounting
adjustment to VOBA, DPAC or the insurance liabilities, the
“Xtorresponding adjustment is recognized in shareheclders’ equity in
;'”the revaluation reserve, together with the unrealized gain or loss.
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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
policyhelder 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 recognized*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 enly be reversed if allowed by local accounting principles.

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 cutstanding claims

i__,,.:,iSome profit sharing schemes issued by the Group entitle the
;::policyholder t0 a bonus which is based on the actual total return on
i specific assets held. To the extent that the bonus relates te gains on
"~lavailable-for-sale investments for which the unrealized gains are

and benefits. No catasirophe or equalization reserves are included in
the measurement of the liability.
The reserve for unearned prermiums includes premiums received for

‘recognized in the revaluation reserve in equity, shadow accounting is

”_‘:appﬁed. This means that the increase in the liability is also charged
to equity to offset the unrealized gains rather than to the income
statement.

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.
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risks that have not yet expired. Generally the reserve is released
over the term of the contract and is recognized 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 censistent with those applied to



|

life insurance contracts. Discounting is applied if allowed by the local
accounting principles used to measure tPe insurance liabilities.
Discounting of liabilities is generally applle”d when there is a high
level of certainty concerning the amount and settlement term of the
cash outflows. ”

The adeguacy of the non-life insurance Ilquty is tested at each
reporting date. Changes in expected clalms;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.

IEXD] 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 ‘t‘he risks associated with
the investments allocated to the contract, the liabitities are classified
as investment contracts or as investment Contracts for account of
policyholders. Investment contract I|ab|||t|e§s are recognized when
the contract is entered into and are derecoqnlzed when the contract

expires, is discharged or is cancelled. i

A. Investment contracts with dlscretlonary participation
features ‘

Some investment contracts have partucupatlon features whereby the
policyholder has the right to receive potenhally significant additional
benefits which are based on the performanlce of a specified poel of
investrment 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 liability is measured based on the accounting
principles that apply to insurance contracts :\:'vith similar features.
Some unitized investment contracts providé 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 part|HC|pat|on features if there
is evidence of actual switching resulting in dlscretlonary participation
benefits that are a significant part of the total contractual benefits.
B. Investment contracts without dlscretlonary
participation features H

At inception investment contracts without discretionary features are

designated as at fair value through profit "or loss if by doing so a

potential accounting mismatch is eliminateq or significantly reduced *

or if the contract is managed on a fair valué basis. Some investment
contracts with embedded derivatives that ﬁave not been bifurcated

i

are also carried at fair value through profit or loss. All other
contracts are carried at amortized cost.

The contracts are initially recognized 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
refated to investment management services provided under the
contract are recognized 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
contractholder’s account value. All changes in the fair value are
recognized in the income statement as incurred. Other investment
contracts without discretionary participation features are carried at
amortized 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 originat effective
interest rate. Any adjustment is immediately recognized in the
income statement.

The censolidated financial statements provide information on the
fair value of all financial liabilities, including those carried at
amortized 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
centracts for which the actual return on investments allocated to the
contract is passed on to the policyholder. Also included ar&,w
participations held by third parties in consolidated investment fund&;l

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-denornin(:ltt'efj;l

payments are measured at current unit values, which reflect the fahili"" !
values of the assets of the fund.
For unit-linked contracts without discretionary participation feature

s

and subject to actuarial funding, the Group recognizes 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 amortized over the life of the contract
or a shorier period, if appropriate.
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IEE3] PROVISIONS

A provision is recognized for present legal or constructive
obligations arising from past events, when it is probable that it will
result in an outfiow of economic benefits and the amount can be
reliably estimated.

The amount recognized as a provision is the best estimate of the
expenditure required to settle the present obligation at the bafance
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 ¢ontracts
with discretionary participation features for which potential future
lusses are already considered in establishing the liabitity, a provision
is recognized for onerous contracts in which the unavoidable costs
of meeting the resuiting cobligations exceed the expected future
economic benefits.

IEXE] ASSETS AND LIABILITIES RELATING

TO EMPLOYEE BENEFITS
A. Short-term employee benefits
A liabiiity is recognized 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 recognized over the period in which service
is provided. Benefits that are not service-related are recognized
when the event that gives rise to the obligation occurs.

B. Post-employment benefits
The Group has issued defined contribution plans and defined benefit

crplans. A plan is classified as a defined contribution plan when the

i«Group has no further obligation than the payment of a fixed

 contribution. All other plans are classified as defined benefit plans.

M

LS

'.“Defined contribution plans
,;,!The contribution payable to a defined contribution plan for services

cmprovided is recognized as an expense in the income statement. An

iarasset is recognized to the extent that the contribution paid exceeds

"the amount due for services provided.

Defined benefit plans

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
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conditional on the continuation of employment. In this case the
related cost is deducted from the liability as past service cost and
amaortized over the vesting period. In measuring the defined benefit
obligation the Group uses the projected unit ¢redit method and
actuarial assumptions that represent the 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 iong-
term employee benefit funds that can only be used to pay the
employee benefits under the plan and are not available ta the
Group's creditors. They are measured at fair value and are deducted
in determining the amount recognized on the balance sheet.

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 pian assets. Changes in assumptions, discount
rate and experience adjustments are not charged to the income
statement in the period in which they occur, but are deferred.

The unrecognized actuariatl gains and losses are amortized 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 or the plan assets. The
amortization charge is reassessed at the beginning of each year. The
corridor approach described above was not applied retrospectively
to periods prior to the transition to IFRS (January 1, 2004).

C. Share-based payments

The Group has issued share-hased plans that entitle employees to
receive equity instruments issued by the Group or cash payments
based on the price of AEGON NV. common shares. Some plans
provide employees of the Group with the choice of settlement.

For share option plans that are equity-settled,
recognized is based on the fafr value on the grant date of the share
options, which does not reflect any performance conditions other

the expense

than conditions linked to the price of the Group's shares. The cost is
recognized in the income statement, together with a corresponding
increase in sharehalders’ equity, as the services are rendered. During
this period the cumulative expense recognized at the reporting date
reflects management’s best estimate of the number of shares
expected to vest ultimately.

Share appreciation right plans are initially recognized at fair value at
the grant date, taking intc 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 liabitity is remeasured at each reporting date and at the date of



settlement, with any changes in fair value re}cognized in the income
statement.
Share option plans that can be settled in either shares or cash at the
discretion of the employee are accounteg for as a compound
financial instrument, which includes a debt c¢mponent and an equity
component. Il
|
[EEE] DEFERRED REVENUE LIABILITY
Initial fees and front-end loadings paid by policyholders and other
clients for future investment managemeﬂnt services related to
investment contracts without discretionary participation features
are deferred and recognized as revenue wﬁ?en the related services
are rendered. ”
\

IEEZ] TAX ASSETS AND LIABILITIES

A. Current tax assets and liabilities ‘

Tax assets and liabilities for current and prirﬁmr periods are measured
at the amount that is expected to be received from or paid to the
taxation authorities, using the tax rates thatt have been enacted or

substantively enacted by the reporting date.

B. Deferred tax assets and liabilities

Deferred tax assets and liabilities are recognized for the estimated
future tax effects of temporary difference“s between the carrying
value of an item and its tax value, with the "exception of differences
arising from the initiai recognition of gootwill and of assets and
liabilities that do not impact taxable or a%:countinq profits. A tax
asset is recognized for tax loss carryforwards to the extent that it is
probable at the reporting date that futurrl_lt taxable profits will be
available against which the unused tax losses and unused tax credits
can be utilized. ‘

Deferred tax liabilities relating to invesutments in subsidiaries,
associates and joint ventures are not recoqr”]ized if the Group is able
to control the timing of the reversal of the t,?emporary difference and
it is probable that the difference will riot 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 realized or the liability is seftled. The carrying amount is
not discounted and reflects the Group's expectations concerning the

manner of recovery or settlement.

IEXE] CONTINGENT ASSETS AND LIABILITIES

Contingent assets are disclosed in the natesl‘ij the inflow of economic
benefits is probable, but not virtually cert:ain. When the inflow of
economic benefits becomes virtually certain, the asset is no longer

]
contingent and its recognition is appropriate,

||
|
I
ks
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A provision is recognized 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 possibitity of an outfiow of
economic benefits is remote.

EET] PREMIUM INCOME

Gross premiums, including recurring and single premiums, from life
and non-life insurance and investment contracts with discretionary
participation features are recognized as revenue when they become
receivable. Not reflected as premium income are deposits from
certain products that are sold only in the United States and Canada,
such as deferred annuities. For these products the surrender charges
and charqges assessed have been included in gross premiums.
Premium !padings for installment payments and additional payments
by the policyholder towards costs borne by the insurer are inciuded
in the gross premiums. Rebates that form part of the premium rate,
such as no-claim rebates, are deducted from the gross premium;
others are recognized as an expense. Depending on the applicable
local accounting principles, bonuses that are used to increase the
insured benefits may be recognized as gross premiums.

INVESTMENT INCOME

For interest-bearing assets, interest is recegnized 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 recognized as an adjustment to the
effective interest rate of the instrument.

Investment income also includes dividends accrued and rental
income due, as wel! as fees received for security lending.

IEXX] FEE AND COMMISSION INCOME

Fees and commissions from investment management services an

mutual funds, and from sales activities are recognized as revenue !

over the period in which the services are performed or the salesi
A
have been ciosed. L

JEEE] POLICYHOLDER CLAIMS AND BENEFITS :
Policyholder claims and benefits consists of claims and benefits pai

to policyholders, including benefit claims in excess of account valuémg
for products for which deposit accounting is applied and the change
in the valuation of jiabilities for insurance and investment contracts.
It includes internal and external claims handling costs that are
directly related to the processing and settiement of claims. Amounts
receivable in respect of salvage and subrogation are also considered.
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NET FAIR VALUE AND NET FOREIGN
EXCHANGE GAINS AND LOSSES

Net fair value and net foreign exchange gains and losses include fair
value changes of general account financial assets and liabilities
carried at fair value through profit or ioss, foreign exchange results
and fair value changes of derivatives for which hedge accounting is
applied, excluding the ineffective portion. it also inciudes fair value
changes for hedging derivatives for which no hedge accounting is
applied but the economically hedged underlying assets or liabilities
are valued at fair vatue through profit or loss. Fair value and foreign
exchange gains and losses are aggregated to net gains or net losses

by country, per type of instrument.

NET GAINS AND LOSSES ON INVESTMENTS

Gains and losses on investments include realized gains and losses on
general account financial assets, other than those classified as at
fair value threugh profit or loss, and gains and losses on investments
in real estate. It also includes fair value changes for hedging
derivatives for which no hedge accounting is applied and the
economically hedged underlying assets or liabilities are not valued
at fair value through profit or loss. Derivatives included in gains and
losses on investments are considered economic hedges of certain
exposures related to an existing asset or liability and are part of the
Group's asset liability management. Gains and losses on investments
aiso include the ineffective portions of hedge transactions.

The gains and fosses on investments are aggregated to net gains or
net losses by country, per category of financial assets and. in the
case of availahle-for-sale financial assets, per type of instrument
included in the category as reported in note 7 of the consolidated
financial statements.

IEXH] IMPAIRMENT CHARGES
mpalrment charges on investments in financial assets are disclosed
|n note 41, Other impairment charges are included in fair value and

Qrgorelgn exchange losses.

-t

i

i LEASES

- Arrangements that do not take the form of & lease but convey a right
to use an asset in return for a payment are assessed at inception to

L{_,determme whether they are, or contain, a lease. This involves an

assessment of whether fulfilment of the arrangement is dependent
on the use of a specific asset and whether the purchaser {lessee) has
the right to control the use of the underlying asset.

Leases that do not transfer substantially alf the risks and rewards of
ownership 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.
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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 recognized in the income statement on a straight
line basis over the lease term, unless another systematic basis is
more representative ot the time pattern in which use benetit derived
from the leased asset is diminished.

Eﬂ 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 authcrized for issue, provided they give evidence of
conditions that existed at the balance sheet date.

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.

CRITICAL ACCOUNTING ESTIMATES AND
JUDGMENT IN APPLYING ACCOUNTING POLICIES

Application of the accounting policies in the preparation of the
financial statements requires management to apply judgment
invelving assumpticns and estimates concerning future results or
other developments, including the likelihood, timing or amount of
future transactions or events. There can be ng 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 refiects management's current estimates of future cash flows.
Ta 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 recognized in the
income statement. In the event that the failure relates to unrealized
gains and losses on available for sale investments, the additional
liability is recognized in the revaluation reserve in equity.

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 scenarigs are often used for

.H
measurement purposes. Such models require management to make

numerous estimates based on historical %xperience and market
expactations, Changes in these estimates will immediately affect the
income statement.

In addition, certain acquisition costs related to the sale of new
poiicies and the purchase of policies already in force are recorded as
DPAC and VOBA assets respectively and are %mortized to the income
statement over time, If the assumptions “relatinq te the future
profitability of these policies are not realizéd, the amortization of
these costs could be accelerated and may evgn require write offs due
to unrecoverability. ‘

Actuarial assumptions

The main assumptions used in measuringH DPAC, VOBA and the
liabilities for life insurance contracts with fixéd or guaranteed terms
refate to mortality, morbidity, invesiment retuHrn and fuiure expenses.
Depending on local accounting principles, strrender rates may be
considered.

Mortality tahles applied are generally develop“ed based on a blend of
company experience and industry wideH studies, taking into
consideration product characteristics, own ‘risk selection criteria,
target market and past experience. Mortality e‘xperience is monitored
through regular studies, the resuits of which are fed into the pricing
cycle for new products and reftected in the fi%bility calculation when
appropriate. For contracts insuring survivorsfhip. allowance may be
made for further longevity improvements. Morbidity assumptions
are based on own claims severity and frequen!:y experience, adjusted
where appropriate for industry information. H

investrnent assurnptions are either prescribecl? ny the local reguiator
or based on management’s future expectatic"ans. In the latter case,
the anticipated future investment returns are set by management on
a countrywide basis, considering available market infermation and

- I A .
economic indicators. A significant assumption refated to estimated

' . - L. s
gross profits on variable annuities and variable life insurance

products in the United States, Canada and‘ some of the smaller

country units, is the annual long-term growthI rate of the underlying
assets. As equity markets do not move inja systematic manner,
assumptions as to the long-term growth |[rate are made after
considering the effects of short-term variances from the leng-term
assumptions (a reversion to the mea}: assumption). The
reconsideration of this assumption may affec::t the original DPAC or
VOBA amortization schedule, referred tol as DPAC or VOBA
unlocking, The difference between the original DPAC or VOBA

ameortization schedule and the revised schedufe, which is based on
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estimates of actual and future gross profits, is recognized 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.
Surrender rates depend on product features, policy duration and
external circumstances such as the interest rate environment and
competitor and pelicyholder behavior. Credible own experience, as
well as industry published data, are used in establishing assumptions.
Lapse experience is correlated to martality 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 lighilities at fair value
through profit or loss) or amortized 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 technigues, such as
discounted cash flow methods ang stochastic modeling. All modefs
are validated and calibrated. A variety of factors are considered,
including time vatue, volatility, policyholder behavior, servicing costs
and fair values of similar instruments. Changes in own credit risk are
not considered when determining the fair value of insurance and
investment liabilities as these contractholders have precedent over
other creditors in case of default. Own credit risk is considered in
measuring the fair value of borrowings and other liabilities.

Fair vaiue of investments and derivatives determined

using valuation techniques <
Financial instruments r”j“
In the absence of an active market, the fair value of non-quote%ﬁ_}
investments in financial assets is estimated by using present value sy
or other valuation technigues. For example, the measurement of"
interests held in non-quoted investments funds is based on the fair"s’
value of the underlying assets. The fair value of non-quoted fixedcz'f?
interest debt instruments is estimated by discounting expected&:‘i
future cash flows using a current market rate applicable to financial )
instruments with similar vyield, 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 apptied. The fair value of
floating interest rate debt instruments and assets maturing within a
year is assumed to be approximated by their carrying amount.

+
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Financial derivatives

Where quoted market prices are not available, other valuation
techniques, such as option pricing or stochastic modeling, are
applied. The valuation technigues incorporate all factors that market
participants would consider and are based on observable market
data when available. All modeis 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. Mgost
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 interhal 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
"‘téchniques under a variety of market return scenarios are often
L,l‘ujsed. A variety of factors are considered, including expected market
rrates of refurn, market volatility, correfations of market returns,
(discount rates and actuarial assumptions.

The expected returns are based on risk-free rates, such as the
urrent London Inter-Bank Offered Rate (LIBOR) forward curve or
'he 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 underiying 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 proiection process.
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Assumptions on custemer behavior, 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 abligations will change based on changes in the credit
characteristics of that issuer and the risk that the economic cutiook
will be worse than expected or have more of an impact on the issuer
than anticipated. Alsg, 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 ameunts due will be collected as scheduled, Facters considered
include industry risk factors, financial condition, liquidity position
and near-term prospects of the issuer, nationally recognized credit
rating declines and a breach of contract.

Ohbjective evidence of impairment for an investment in an equity
instrument includes information about significant changes with en
adverse effect that have taken place in the technelogical, market,
econormic or !eqal 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 liahilities or assets recognized 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 assels, together with adjustments for
unrecognized 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 tiability. 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
vatuation of defined benefit plans and the level of pension expenses
recognized in the future may be affected.
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Recognition of deferred tax assets ‘
Deferred tax assets are established for the
deductible temporary differences, carryforwards of unused tax
losses and carryforwards of unused tax creditl when in the judgment

of management it is more likely than not that UAEGON will receive the

tax benefit related to

tax benefits. Since there is no absolute assurance that these assets
will ultimately be realized, management revi:‘ews AEGON's deferred
tax positions periodically to determine if it i§ more likety than not
that the assets will be realized. 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 witl be required to be reported Hand the reliability of
historical profitability of businesses expect‘ed to provide future
earnings. Furthermore, management considers tax-planning strategies
it can utilize to increase the likelihood that|the tax assets will be
realized. These strategies are also considered in the periodic reviews.
I

Valuation of share appreciation rights'and share options

Because of the inability to measure the f?ir 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 a“ppreciation rights and
share options. ii
The volatility is derived from gquoctations iIfrom external market
sources and the expected dividend vyield ref“Iects AEGON's current
dividend yield. Future blackout periods are taken into account in the
model in conformity with current blackout w"periods. The expected
term is explicitly incorporated in the model t:lay assuming that early
exercise occurs when the share price is grealllter than or equal to a
certain multiple of the exercise price. This m:!u}tiple has been set at
two based on empirical evidence. The risk free rate is the interest
rate for Dutch government bonds.

i
Recognition of provisions ‘
Provisions are established for continqent‘ liabilities when it is
probable that a past event has given rise to a present obligation or
loss and the amount can be reasonably e?timated. Management
exercises judgment in evaluating the probability that a loss will be
incurred. The estimate of the amount of a loss requires management
judgment in the selection of a proper calculation model and the

I
‘exposure.

specific assumptions related to the particularh

[
MANAGEMENT OF INSURANCE T‘AND
FINANCIAL RISK
As an insurance company, AEGON is in the risk business and as a
result is exposed to a variety of risks. Some risks, such as currency

translation risk, are related to the internatio"nal nature of AEGON's

* %29 e cas s s s ssEss e TS e

husiness. Other risks include insurance related risks, such as changes
in mortality, morbidity and lapses. However, the Group's largest
exposures are to changes in financial markets (for example interest
rate, credif and equity market risks) that affect the value of the
investments, liabilities related te the products sold, VOBA and
deferred expenses.

This section contains a summary of the terms and conditions of the
products sold and provides further background for an understanding
of the business and its related risks. This is followed by an overview
of the approach to risk management and highlights of specific risks
to which the Group is exposed.

IRl TERMS AND CONDITIONS OF THE PRODUCTS

SOLD PER LINE OF BUSINESS
General account life preducts
With general account life insurance products, AEGON typically bears
the investment risk, earns a spread (the difference between
investment performance and crediting rates to customers), realizes
underwriting results {(on mortality, morbidity, persistency and
expenses) or targets a combination thereof.

For account of policyholders life products

Products for the account of policyholders are those where the
policyhelder carries the investment risk. AEGON earns management,
administration and guaranteed minimum benefit fees, as well as
maortality results on products.

IEXE] TRADITIONAL LIFE

Traditional life products are sold in the United States, Canada, the
Netherlands, the United Kingdam, Hungary, Slovakia, Czech Republic,
Spain, Taiwan and China,

A key risk for all countries selling traditional life business is mortality
risk. The most significant factors that could increase the overalf:_?,’;*
frequency or timing of claims are epidemics, natural or man madngj'
disasters, or a general deterioration in populaticn mortality due tct'.

lifestyle changes. £l
Insured mortality risk can usually be reasonably predicted under“!‘
normal circumstances with thorough underwriting and with a large's?
number of insureds, The level of underwriting employed by th 5
company depends on the materiality of the mortality risk relative t
other product attributes, the size of the sum assured and the cost- ~
benefit analysis for each product.

In additicn to the mortality risk as described above, the pension
and annuity business of specifically AEGON The Netherlands and
AEGON UK that are reported as part of traditional life also carry
significant longevity risk. Longevity risk arises from enhanced
medical treatment and improved life circumstances, although this is
not easy to predict.
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The timing and extent of policyholder lapses is another risk of these
products. Early policyholder lapsaticn before acquisition costs have
been fully recovered and without sufficient commission ¢law back
clauses can cause a loss. In some products, lapses significantly below
expectations can result in more future claims than anticipated in the
premium pricing and contribute ta losses.

Investment of future recurring premiums and reinvestment of premiums
already received at prevailing market interest rates lower than priced
for are also risks. In addition, some products pravide minimum interest
rate guarantees, exposing AEGON to interest rate risk in a prolonged
low interest rate environment. In a rapidly rising interest rate
environment, the company is exposed to lapse risk, although this risk is
mitigated by surrender charges in early policy years.

AEGON's underwriting strategy is intended to ensure that the risks
underwritten are well diversified in terms of type of risk and level of
henefits. AEGON also uses third party reinsurers to spread mortatity
risk. Furthermore, AEGON's risk policy dictates a maximum insured
benefit on a country basis it will retain on any one life, reinsuring the

excess.

UNITED STATES
In the United States traditional life products consist largely of
permanent life, universal life and term life insurance,

United States » Permanent life

Permanent life insurance provides life-long financial protection. Most

permanent policies have a cash value feature with implicit minimum

interest rate guarantees prescribed by statutory requirements of

between 4% and 5%. A customer may either withdraw the cash

value, subject to withdrawal charges, or receive the benefit upon a

predetermined event, such as the death of the insured.

Permanent life insurance is also known as whole life insurance in the
_United States. It can be participating or non-participating. Premiums

T

; “: are generally fixed and are pavable over the life of the policy or for a

v

“limited time period. Participating pelicies allow the policyholder to

P receive policy dividends, as declared by the insurer's board of

M. directors. These dividends are not guaranteed and are based on the

' insurer’s experience for a given class of policies,

.. United States > Universal life

1.~ Universal life insurance has either a flexible or single premium. The

contract has a feature that allows the customer greater fiexibility as
to when to pay premiums and with regard to the amount of the
premiums, subject to a minimum and a maximum. The interest rate
at which the cash value accumulates is adjusted periodically.
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Minimum interest rate guarantees exist in all generations of fixed
universal life products, as they are required by non-forfeiture
regulations. These are mostly at 4%, with newer products at 3%. No
lapse guarantees were intreduced in recent universal life products.
The no lapse guarantee feature provides a policyhclder the
guarantee that the universal life policy will stay in force, even if the
cash value becomes zero or less than zero, provided that a specified
minimum premium payment is made when due or a shadow account
remains positive. The guarantee period ¢an vary from five years tc
the entire contract term.

Egquity indexed universal life products have both interest rate
guarantees of between 1and 2% and equity index return guarantees,
with a cap currently around 12%.

United States > Term life insurance

Term life insurance provides protection for a certain period of time
and allows the customer to select the duration of coverage and the
amount of protection. The policy pays death benefits only if the
customer dies during the specified term. Most term life policies do
not accumulate a cash value. The policies can usually be renewed
upon expiration and premiums normally increase upon renewal.
Certain term life insurance products seld in the United States, such
as mortgage insurance and credit life insurance, provide a death
benefit that decreases over the term period, based on a stated
method. The rate of decrease usually corresponds with the decrease
in the principal balance of the loan. Some term life insurance
products include a cash value feature designed to return premiums
after a specified number of years.

United States > Other

Traditional life products also include life insurance sold as part of
defined benefit pension plans, endowment policies, post-retirement
annuity products and group risk products. Bank- or corporate-owned
life insurance (BCOLI/COLI) is sold to carporations as a method of
funding employee benefit liabilities. The corporation insures key
empioyees and is the owner and beneficiary of the policies.

CANADA

The traditional life products sold by AEGON Canada include term life
insurance, term to 100 and universal life. In addition, AEGON Canada
also classifies its single premium immediate annuity product as part
of its traditional life line of business,




Canada » Term fife insurance

The terms and conditions of AEGON Cana?a's term life insurance

product are consistent with those described for the operations of the
United States.

Canada » Term to 100

Term to 100 is a permanent life insura?ce product with level

premiums, level coverage amounts, minimal or no cash values and

|
no expiry age. These policies are priced as lapse supported business

|
and approximately 90% of the lapse and mlortality exposures have

been reinsured with third party reinsurers. ‘!
i

Canada > Universal life |
Universal life insurance is another form of p"ermanent life insurance
and has features similar to those described f(")r the United States.

These products provide policyhelders with a !'vide range of choices in

- . , I, .
determining the credited interest rate that \ﬁwll be applicable to the
account values of their policies. Policyholder investment options

. . . | .
include a fixed rate investment for a guarar}teed interest rate for a

guarantee period running between five and 25 years, a floating daily

rate, a rate that is tied to the movement of Hvarious share and bond

market indices, or a rate that is tied to the movement of various

1
mutual funds. Similar to the operations in tlhe United States, there

J
are minimum interest rate guarantees on iIfixed rate investments,
which vary from 0% to 4% depending Orlf when the policy was
issued, and what term of investment was chosen. There is no

- . |, s
minimum interest rate guarantee on returns tied to market indices

I
or to mutual funds. Policyholders can alloca“te their account values

such that the credited interest rate for var“ious portions is tied to
different investment options. Policyholders can switch among these

various options as they desire. ‘

. I . |
Canada » Single premium immediate annuities

This product is a life contingent payout ar;:muity with guaranteed
reqular payments for the life of the ann"uitant. Some of these

contracts have a minimum guaranteed payment period.
]

THE NETHERLANDS "

The traditional life preducts of AEGON The Netherlands consist

. . -
largely of endowment insurance and pensions and annuity insurance.

The Netherlands > Endowment fnsuraan
This category includes products that accuniuiate a cash value and
term life insurance products. Premiums are paid at inception or over

the term of the contract. “
The accumulation products pay benefits on the policy maturity date,

|
subject to survival of the insured. In addition, most policies also pay

I
death benefits if the insured dies during thle term of the contract.

l

The death benefits may be stipulated in the policy or equal the gross
premiums paid to date. Premiums and amounts insured are
established at inception of the contract. The amount insured can be
increased as a result of profit sharing, if provided for under the
terms and conditions of the product.

Minimum interest guarantees exist for all generations of
accumulation products written. Older generations contain a 4%
guarantee; in recent years the guarantee has decreased to 3%.
There are different kinds of profit sharing arrangements. Bonuses
are either paid in cash (mainly in pensicn business, as discussed in
the following section) or used to increase the sum assured. For one
common form of profit sharing, the bonus levels are set by reference
to externat indices that are based on predefined portfolios of Dutch
government bonds. The bends included in the portfclic have
different remaining durations and interest rates and together are
considered an approximation of the long-term rate of return on
Dutch high guality financial investmenis. Another commen form of
profit sharing are the interest rebates, whereby policyholders receive
a discount on single premium business which reflects the expectation
that the actual rate of return on the contract will exceed the
minimum interest guarantee used to determine the premiums and
sums assured. Here too, the expected actual rate of return is based
on a portfolio of Dutch government bonds.

The Netherlands » Term and whole life insurance
Term life insurance pays out death benefits when the insured dies
during the term of the contract. Whole life insurance pays out death
benefits when the insured dies, regardless of the timing of this event.
Premiums and amounts insured are established at inception of the
contract and are guaranteed. The amount insured may be adjusted
on request of the insured. In principle, term life insurance policies
will not include profit sharing arrangements. Part of the portfolio of
whole life insurance has profitsharing features, which are based on
external indices or return of related assets. :

The Netherlands > Pension and annuify insurance

This category includes preducts in accumulation phase and in payouttn
phase. Payout commences at a date determined in the policy and. !
usually continues until death of the insured or the beneficiaryff"‘i
Premiums are paid at inception of the policy or during the
accumulation phase of the poticy. The contracts contain minimurﬁ

guarantees ¢f 3% or 4%.

interest rebates are given on both single and regular premium
pension and annuity insurance and may be based on a portfolio of
Dutch government bonds, although other calculation bases are also
applied. There are also prefit sharing schemes set by reference to
external indices that are based on predefined portfolios of Dutch
government bonds.
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UNITED KINGDOM

The AEGON UK traditional life business primarily comprises
immediate annuity, individual protection and group protection
business. The protection business provides insurance of major life
events such as death, critical iliness and {otai or permanent disabifity
on individual or groups of lives. A menu approach offers flexibility on
the level and combination of benefits that can be chosen. Premium
levels for individual business are typically fixed over the term of the
contract, while those for group arrangements are normally reviewed
every two years.

OTHER COUNTRIES
The main guarantee in Hungary is variable crediting rates with
minimum interest guarantees between 0% and 4% for universal
life type products, plus 100% participation in actual interest
earned. Traditional nen-profit share products have 5.5% technical
interest rates, but this is a declining black of business. Profit share
products mainly have a 3.5% technical interest rate and 85%
participation in excess interest. The average minimum interest
guarantee is about 3.4%.
In Spain @ minimum interest guarantee of between 0% and 6%
applies for traditional life products with fixed premiums. Current new
business provides interest guarantees mostly between 2% and 3.4%.
The most significant guarantees in Taiwan relate to individual traditional
life products with fixed premiums. These products carry interest
quarantees at varicus levels. The current new business provides
interest guarantees mostly at 2%. The average in force guarantee
rate is approximately 3.3%. Business issued in 2003 and prior also
carries the Ministry of Finance Dividend that requires the insurance
company to pay to the policyholder a dividend referring to industry
mortality experience and the average two-year term deposit rates.
In Slovakia the current minimum interest rate on universal life

IProducts is 3%.

“Universal life products in the Czech Republic have a guaranteed

_ii_nterest rate of 2.4%.

LIFE FOR ACCCUNT Of POLICYHOLDERS

. tife for account of policyholder products are sold in the United

~States, the Netherlands, the United Kingdom, Hungary, Slovakia,

j“':"MCzech Republic, Poland, Spain, Taiwan and China.

E"’i‘_n‘e for account of policyholder groducts include several forms of life
insurance and pension products whereby death benefits and cash
values vary with the performance of a pertfolio of investments.
Premiums can be allocated among a variety of investments that
offer different degrees of risk and reward, including shares, bonds,

combinations of both, or investment products that guarantee -

interest and principal. The customer retains the investment risk and

126 | AEGON ANNUAL REPORT 2006

AEGON earns a return from investment management fees, mortality- ‘

based cast of insurance charges, other guarantee charges and

expense charges, The contract account balance varies with the

performance of the investments chosen by the policyholder

These products include:

®  Variable universal life in the United States;

#  Tontine plans in the Netherlands;

% Separate account group contracts in the Netherlands; !

#  Unit-linked contracts in the Netherlands, the United Kingdom, ‘
Hungary, Spain, Taiwan, Poland, Slovakia and Czech Republic; and |

®  With-profit business in the United Kingdom.

UNITED STATES ‘
Variable universal life products in the United States are similar to ‘
universal fife products reported as part of the traditional life line of ‘
business, but include investment options and maintenance of
investments for the account of policyholders. Some products contain
minimum death benefit guarantees and the risk is that poor market
performance may erode the policyholder account value to the extent
that available cost of insurance charges prove inadequate. The fixed
account has a minimum guaranteed interest rate of either 3% or 4%
depending on the preduct. Newer products have a 2% guarantee.
This product also contains a no lapse guarantee, which is an equity
option. Under the no lapse guarantee, the contract is guaranteed to
remain in force regardless of the level of underlying account value,
provided the policyholder continues to meet minimum premium
reqguirements. The value of this guarantee increases with higher cost
of insurance charges and with lower minimum required premiums.
This product is not sensitive tc equity returns until the no lapse

guarantee threshold is breached. '

THE NETHERLANDS
Tontine plans in the Netherlands are linked endowment savings

contracts with a specific bonus structure. Policyholders can choose
from several AEGCON funds to invest premiums paid. The main
characteristic of a tontine system is that when the policyholder dies,
the balance is not paid out to the policyholder's estate, but is
distributed at the end of the year to the surviving policyholders of
the specific series to which the deceased pelicyholder belonged. In
general, a new series starts at the beqinning of each calendar year,
but there are also cpen ended tontine plans in the portfolic. When
the policyholder dies bef\ore maturity, AEGON The Netherlands pays
a death benefit equal to the premiums paid accumulated at a 4%
compound interest, subject to a minimum of 110% of the fund vatue
during the first half of the contract term.




Separate account group contracts of AEGO"N The Netherlands are
large group contracts that have an individually determined asset
investment underlying the pension contract.;‘ The guarantee given is
that the profit sharing is the minimum of the technical interest of
either 3% or 4% or the realized return (¢n an amortized cost basis).
If there is a negative profit sharing, the minimum is effective, but the
loss in any given year is carried forward to be offset against any
future surpluses during the centract period. |iln general, a quarantee
is given for the life of the underlying employées so that their pension
benefit is guaranteed.

In the Netherlands, variable unit linked prcducts are sold, These
products have a minimum benefit guarantee if premiums are
invested in certain funds. The initial guara?tee period is 10 years.
The 10-year period may be reset at {he pollcyhofder s option to fock
in market gains. The reset feature cannot be exercised in the final
decade of the cantract and for many produclts can anly be exercised
a limited number of times per year. The malnagement expense ratio
(MER) charged to the funds is not quarantet‘l‘ad and can be increased

at management's discretion. |
I

UNITED KINGDOM
The main fife for account of poiicyholder products currently soid in
the United Kingdom are:

Unit-linked pensions, for individuals or lgroups of lives, through
regular and/or single premium contributlions and
¢ Unit-iinked single premium savings contr:l‘acts (bonds) outside the
pensions environment.
A wide variety of different internal and external fund choices is
available. This includes internal funds offerlnq smoothing of returns
with discretionary participation features, but without investment
guarantees. h
Included in for account of policyholder assets and liabilities are the
invested assets and the insurance and mvestment contract liabilities
of AEGON UK's with profit funds. The asset‘ls| and liabilities are equai
as any excess of assets over liabilities in;: respect of guaranteed
benefits and constructive obligations are c‘liassified as an insurance
or investment contract liability. The Scottish Equitable with profit
fund is a 100:0 fund, where all benefits are hetd far participating
policyholders. The Guardian Assurance plc vl\l.'tth profit fund is a 90:1C
fund where there is a 10% profit partn:lg)anon by AEGON UK in
surpluses distributed to policyholders. For %he Guardian fund, profit
for AEGON UK emerges based on bonuses declared.
The operation of with profit funds is complﬂax. What is set cut below

is a brief summary of AEGON's overall approach.

Guarantees

All AEGON UK contracts with investment guarantees have been
written in ‘policyholder-owned” funds (called with profit funds) that
contain assets which, as yet, have not been distributed to individual
policyholders. These ‘free assets’ help meet the cost of guarantees
and provide a buffer ta deal with adverse events; an exposure for
AEGON UK only arises once these have been exhausted and, as also
outlined later, AEGON believes this exposure to be low.

Scottish Equitable and Guardian Assurance used to sell guaranteed
annuity products in the United Kingdom. Certain palicies also have a
guaranteed minimum rate of return or guaranteed death ar other
benefits. Any guaranteed rates of return only apply if the policy is
kept in force to the dates specified, or ¢n the events described, in
the policy canditions. The casts of all quarantees are borne by the
with profits funds and therefore impact the payouts to with profits
policyholders. AEGON UK's main with profits classes are summarized
at a very high level in the following sections.

Guarantees > Scottish Equitable plc

As part of its demutualization process befare being acquired by
AEGON NV, on December 31, 1993 the business and assets of
Scottish Equitable Life Assurance Society were transferred fo
Scottish Equitable plc. AEGON UK has no financial interest in Scottish
Equitable plc's with profits fund, apart from routine yearly fund
management charges, costs and expenses that it takes on the basis
agreed at the time of demutualization.

Guaranteed rates of return on with profits policies are typically in the
range of 0% to 5.5% per year, with the highest rates closed to new
premiums in 1999 and all funds closed to new business with
investment guarantees from October 2002, except for a low level of
increments,

Under a number of contracts written mainly in the 19708 and 1980Qs,
Scottish Equitable also offered minimum pension guaranteeg:

k]

{including quaranteed annuity options). As longevity has improved-

and interest rates have fallen over time, these minimum gtuarantee'sl
- N"’:’
are now often valuable.

Guarantees > Guardian Assurance pic

is 10% of profits in the fund, with the remaining 90% going to with
profits policyholders. In 1998, prior to acquisition by AEGON UK, tﬁé"“"]

with prefit fund was restructured and became closed to new
business, except for a low level of increments.

Guaranteed returns on policies without guaranteed cash options or
annuity payments are typically 0% to 3.5% per year. Those on
policies with guaranteed cash options or annuity paymenis depend
on the value of the options at retirement. Currently, the guaranteed
annuities are in the money.

AEGON ANNUAL REPORT 2006 | 127

* e s e v i tese e DR R R L L R I I T R R A R R R I O R R A L I I N R A A A R A R N A B R R RN N A I RN



Notes to the consoclidated financial statements of AEGON Group s Note 4.1.2 - 4.1.4

[ R L R I R I I R R R I I R I I R I I R I O R R O R S S R

Managerment of the with profit funds
It has been AEGON UK's practice for each of the with profits funds to
have an investment strategy that reflects the nature of the
‘ underlying guarantees. Funds can invest in a variety of different
asset types; the main categories are United Kingdom and overseas
equities, United Kingdom fixed interest securities, property and cash.
Each with profits fund has a target range for the percentage of its
assets that are invested in a combination of equities and property;
the ranges may be varied. Within the target ranges, there is a policy
of holding an appropriate mix of asset classes to reduce risk.
The investment performance of the with profits funds is distributed
to policyholders through a system of bonuses which depend on:
# The guarantees under the pelicy, including previous annual
bonus additions.
¢ The investment returns on the underlying assets, with an
allowance for smoothing to reduce volatifity. Although smoothing
means that investment profits are spread from one year to the
next, the aim is to pay out alt of the investment profits earned by
the fund over the long-term.
On earty withdrawal there are other measures to ensure that a
fair share of total fund growth has been received. tndeed, a
market value reduction may be applied under certain funds
when, for cohorts of similar contracts, the face value of the
benefits is greater than the value of the underlying assets. Palicy
conditions may state specific points at which a market value
reduction wili not appiy.
As mentioned before, the ‘free assets' (i.e. assets which, as yet, have
not been distributed to policyholders) help meet the cost of
guarantees and provide a buffer to deal with adverse events. An
exposure for AEGON UK only arises once ‘free assets’ have been
exhausted; this has been assessed by AEGON UK to be immaterial
through extending the risk based capital approach now required for
solvency reparting to the regutatar in the United Kingdorm,
é;,all of AEGON UK's with profit funds are closed to new business
with investment guarantees, the process has begun of gradually
ti‘fé‘tributing free assets to with profits policyholders through the
Stolnus system outlined earlier. Part of the management of this
p]jpcess invelves trying to ensure that any surpluses in the with
é(éfit fund from other (historic} business lines can be distributed to
ejﬁistinq with profit policyholders at a suitable rate. In particular,
Guardian Assurance plc has reinsured biocks of immediate annuity
business to another part of AEGON UK on terms reflective of
prevailing market rates; this helps avoid a tontine effect building up
in the fund, as the number of with profit policyholders decline.
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OTHER COUNTRIES

In Hungary a small part of the current new business provides a
minimum interest gquarantee of 2%. In Poland an insurance fund with
minimum rate reset quarterly and annually is offered on unit-linked
products.

FIXED ANNUITIES

Fixed annuities are sold to individuals and pensicn funds in the
United States and Canada.

UNITED STATES

Fixed annuities include both deferred annuities and immediate
annuities. A fixed deferred annuity exposes AEGON to interest rate
risk and lapse risk. The insurer interest rate risk can be mitigated
through asset liability matching and hedging, though palicyholder
behavior can never be fully matched. Surrender charges in early
pelicy years serve as a deterrent to early duration lapses. Fixed
annuities soid in the United States contain a significant longevity risk
created by guaranteed annuity opticns and may also offer waiver of
account value surrender charges upon the death of the insured.
tmmediate annuities contain interest rate risk and also longevity risk
if annuity payments are life contingent.

In the United States, AEGON sells group and individual fixed
annuities and retirement plan contracts to smal! and medium-sized
institutions. Group fixed annuities are purchased with a single
premium that funds the annuities for a group of employees. The
single premium includes a fee for the administrative services which
are provided by AEGON after the annuities are scld.

An immediate annuity is purchased with a singie lump sum premium
payment and the benefit payments generaily begin within a year
after the purchase. The benefit payment period can be for a fixed
period, for as long as the beneficiary is alive, or a combination of the
two. lmmediate annuities and payout options under deferred
annuities may aiso offer riders, which provide the owner or
beneficiaries with the option to surrender the annuity to have access
to the account value if needed for unexpected events.

Fixed deferred annuity contracts may be purchased on either a
flexible or single premium basis. Deferred annuities are offered on a
fixed interest crediting method or indexed basis. The customer can
surrender the annuity prior to maturity and receive the cash value
less surrender charges. Fixed deferred annuities have a specified
crediting rate that can be reset periodically by AEGON. Fixed
the United States aiso offer
discretionary crediting rates, as well as quaranteed minimum

deferred annuity contracts in

surrender values and payout options. Upon maturity of the anpuity,
the customer can select payout options, including a lump sum
payment or income for life, as well as payment for a specified period
of time. Should the customer die pricr to receiving the benefits of




I
the policy, the beneficiary receives either an aFcumuIated cash value
death benefit or an enhanced death benefit in the event there are
benefit riders attached to the base contract.|A discontinued multi-
strategy annuity allows a customer a cheice ofjinvestment strategies
to allocate funds and provides a cumulativeminimum guaranteed
interest rate. Early withdrawal by the customeflr of the cash value of
the annuity is subject to surrender charges. H
Terminal funding is a single premium non-participating group
annuity product. This product is usually u%ed for an insurance
company takeover of a terminating defined benefit pensicn plan. The
company receives a single deposit from the contractholder and in
return guarantees the payment of benefits tcln participants. Usually
these annuity payments are paid mbnthly for the life of the
participant or participant and spouse, commelncinq immediately for
retired participants or at some date in the future for deferred
participants. H
A structured settlement is a form of an immediuate annuity previously
issued hy AEGON USA. These contracts were tHypicaIIy purchased by
customers as a result of a lawsuit or a claim and the customer
receives special tax treatment. Rather than paying the injured party
a jump sum, the payments were structured as %1 lifetime annuity with
mertality risk, a period certain annuity, or a combination of both,
Minimum interest rate guarantees exist in all glneratiens of deferred
annuity products, as they are required I:>yH state non-forfeiture

regulations. On average, minimum interest gua”rantees are at around
3%, with new products at 1.5%. Equity indexed annuities offer

additional returns that are indexed to S&P 500.H with a minimum cash
value equal to a percentage of the premium inéreasedat a minimum
rate that varies, and a cap on the return. The caip is resel periodically
and is currently at 7.0%.

Besides the minimum interest rate guarantee, lu'certain fixed deferred
annuity products also offer a bailout provisit%n. Under the bailout

provision, if the crediting rate falls below the bailout rate,

|
policyholders can surrender their contracts V\Lithout incurring any

. . I .
surrender charges. The bailout provision serves as an additiona!

insurance to the customers during the surrender charge peried.

CANADA
Fixed annuity contracts in Canada have fixed rates for specified

terms and contracts are sold as redeemabler or non-redeemable.

Most redeemable contracts are sold on the basfs that a market value

. | ) .
adjustment will apply for surrenders prior to maturity, while a small

- [ .
number use a fixed surrender charge. Contracts sold on a redeemable
basis provide a lJower rate of interest than |the non-redeemabie
contracts. There are no minimum interest rate"guarantees on these

products.
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IEX¥] VARIABLE ANNUITIES

Variable annuities are sold to individuals and pension funds in the
United States, Canada and Taiwan.

Variable annuities allow a customer to provide for the future on a
tax-deferred basis and to participate in equity or bond market
performance with a degree of downside protection., Variable
annuities allow a customer to select payout options that meet the
customer’s need for income upon maturity, inctuding lump sum
payment or income for life or for a period of time.

Premiums paid on variable annuity contracts ‘are invested in
underlying funds offered by AEGON USA and other third party
providers, including bond and equity funds. A fixed account may also
be available on most products. In most products, the investment
options are selected by a client based on the client’s preferred level
of risk. The assets and liabilities related to this product are legally
segregated for the benefit of particular policyholders in separate
accounts of the insurance company. These separate accounts are
classified as investments for the account of policyhelders. Various
riders are available ©n variable annuity contracts, providing
guaranteed minimum death, maturity, withdrawal or income
benefits.

The account value of variable annuities reflects the performance of
the funds. AEGON USA earns mortality and expense charges as well
as various types of rider fees for previding various guarantees and
benefits. This category includes segregated fund products offered by
AEGCON Canada. Surrender charges are generally not a large form of
revenue as policyholder surrender rates are typically lower when a
surrender charge penalty is still present. Any surrender charges
collected are typically used to recoup any acquisition costs paid or to
write down any remaining deferred acquisition cost.

UNITED STATES
In the United States, a guaranteed minimum withdrawal benefit iE’-

offered on some variable annuity products AEGON USA either issued.
or assumed from a ceding company. This benefit guarantees a
policyholder can withdraw a certain percentage of the account valuéi;'i
starting at a certain age or duration, for either a fixed period or thé"?i
life of the policyholder.
Certain variable insurance contracts also provide guaranteec{
minimum death benefits and guaranteed minimurn income benefitss
Under a guaranteed minimum death benefit, the beneficiaries™
receive the greater of the account balance or the guaranteed
amount upen the death of the insured. The guaranteed minimum
income benefit feature provides for minimum payments i the
contractholder elects to convert to an immediate payout annuity.
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The guaranteed amount is calculated using the total depesits made
by the contractholder, less any withdrawals and sometimas includes
a roll-up or step-up feature that increases the vatue of the guarantee
with interest or with increases in the account value. These benefits
subject the company to equity market risk, since poor market
performance can cause the gquaranteed benefits to exceed the
policyholder account value.

AEGON USA undertakes to address equity market risk by using
hedqing strategies. Variable preoducts also contain @ degree of
interest rate risk and policyholder behavior risk, which are handled
similarly to those in fixed annuities.

CANADA

in Canada, varfable products sold are known as segregated funds.
Segregated funds are similar to variable annuities, except that they
include a capital protection guarantee for mortality and maturity
benefits (guaranteed minimum accumulation benefits). The initial
guarantee period is ten years. The ten-year period may be reset at
the contractholder’s option to Jock in market gains. Certain limits
and conditions for the timing and frequency of resets exist. The reset
feature cannot be exercised in the final decade of the contract and
for many products can only be exercised a limited number of times
per year. The management expense ratio charged to the funds is not
guaranteed and can be increased at management's discretion.

IERR] INSTITUTIONAL GUARANTEED PRODUCTS
This line of business primarily inciudes the issuance of Guaranteed
investment contracts (GICs). Funding agreements (FAs) and notes
which are marketed to institutional investors, such as pension funds,
retirement plans, college savings plans, money market funds,
rmunicipalities United States investors and non-US investors. GICs are
generally issued to tax qualified plans, while FAs and notes are
typically issued to non-tax qualified institutional investors. These
praducts are marketed through an internal sales force in the United
i States and Ireland.
73 These spread-based products are issued on a fixed-rate or floating-
 rate basis and provide the customer a guarantee of principal and a
’ specified rate of return. Practically all of the fixed-rate contracts are
swapped to floating-rate via swap agreements and contracts issued
. inforeign currencies are swapped to US dollars to eliminate currency
L~ risk at issuance. Credited interest on floating-rate contracts
predominately resets an a monthly basis to various market indices.
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The term of the contract can be fixed, generally from six months up
to ten years, or it can have an indefinite maturity. Market-indexed
contracts provide a return based on the market performance of a
designated index, such as the S&P 500. Futures or swap contracts
are used to hedge the market risk an market-indexed contracts and
effectively convert such contracts to a floating-rate, Indeterminate-
maturity contracts allow the customer to withdraw funds without a
withdrawal penalty by providing the customer with a put option
whereby the contract may be terminated with advance written
notice. Historically, this advance notice period would range from
three to twelve months: however, a recent decision was made to
eliminate practically all contracts with advance notice periods pricr
to twelve months. Other contracts offer benefit-responsive
withdrawal rights to the customer, but these withdrawals cannot be
for econemic reasons. The account balances at December 31, 2006
consisted of fixed-rate, fixed-maturity contracts (48%); floating-rate,
fixed-maturity contracts (35%); indeterminate-maturity contracts
(16%); and market-indexed, fixed-maturity contracts (1%).

AEGON utilizes consolidated special purpose entities to issue
medium-term notes that are backed by funding agreements. The
proceeds of each note series are used to purchase a FA fream an
AEGON insurance company, which is used to secure that particular
series of notes. The payment terms of any particular series
substantially match the payment terms of the FA that secures that
series. AEGON also sells fixed-rate AAA-wrapped municipal debt
securities to consolidated special purpose entities, which issue
floating-rate notes. AEGON receives residual income frem these
entities and provides certain guarantees t¢ the notehelders in the
event of early termination. These are reflected in 'FAs and notes
issued to institutional investors' in the table that follows.

In addition, AEGON utilizes consclidated special purpose entities to
issue commercial paper, that is backed by the issuance of certain
FAs. These are reflected in ‘Other FAs' in the table that follows.
AEGON Global Institutional Markets plc {AGIM) is domiciled in Ireland
for the purpose of issuing medium term notes to non-US investors
and investing in a diversified portfolio of eligible assets with the
proceeds of the issued notes. AEGON Financial Assurance Ireland
limited (AFA), another AEGON Ireland entity. provides a financial
guarantee for the medium term notes issued by AGIM.

Major product components are summarized in the following table.
The balances reflected are equal to the contract values.




Institutional guaranteed product liabilities 2006 2005
GICs issued to defined contribution/benefit plans 2,743 3,203
FAs and notes issued to institutiona! investorls 10,207 9,492
Cash market funding agreements 4,350 5733
Municipal/governmental FAs/investment contracts 4,218 4,673
Other FAs 3,013 3,247
TOTAL INSTITUTIONAL GUARANTEED PﬁODUCTS 24,531 26,348

|
The f{ollowing table presents Institutionél‘l guaranteed product
liabilities by withdrawal requlation:

| 2006 2005
Book value out? |
Puttable:
S0 days put 45 1,348
180 days put - 681
364 days + put 3,183 3,331
TOTAL PUTTABLE 3,232 5,360
Market value out?
90 days notice 110 326
180 days notice 1 - -
TOTAL MARKET VALUE OUT I 110 326
Not puttable or surrenderable !' 21,189 20,662
TOTAL INSTITUTIONAL GUARANTEED PRODUCTS 24,531 26,348

]
' Book value out: the amount equal to the sum of d“eposits less withdrawals with interest accrued at the contractual interest rate.
? Market value out: the amount equal to the book v"alue out plus a market value adjustment to adjust for changes in interest rates.

|i
The municipal/governmental funding agree}!nents generally include
downgrade language pursuant to which, sh(lijuld various downgrade
events be triggered, one of the following four decisions must be
followed at AEGON's opticn: |!
» Transfer contract to a higher-rated partyg
® Purchase a credit enhancement; |
# Collateralize the underlying position; or !
»  Pay the contract out at book value.
These options are negotiated with the custoTer at contract issuance,
but AEGON unilaterally retains the ultimate decision-making
capability in the event of a downgracie.| Available collateral is
monitored to ensure AEGCON weuld be able t? utilize this option at its

discretion. |

As at Decermber 31, 2006, the contractual maturities (based on
nominal amounts} far all contracts with defined maturities were:
2007 - EUR 5,506 million;

2008 - EUR 2,892 million;

2009 - EUR 4,103 million;

2010 - EUR 2,105 million;

2011 - EUR 1,906 million and

Thereafter - EUR 3,981 million. BN
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IEXX3 FEE - OFF BALANCE SHEET PRODUCTS

Products are sold in the United States, Canada, the Netherlands,
the United Kingdom, Hungary, Slovakia and Spain. AEGON's fee
business comprises products that generate fee income by providing
management, administrative or risk services related to off balance
sheet assets (i.e. equity or bond funds, third party managed assets
and collective investment trusts). Fee income is mainly sensitive to
policyholder withdrawals and equity market decreases.

UNITED STATES
AEGON's operations in the United States provide various investment
products and administrative services, individual and group variable
annuities, mutual funds, cellective investment trusts and asset
allocation (retirement planning) services.
Bundled retirement plans are sold to mid-sized and large employers.
A 'manager of managers’ investment approach is generally used
specifically for the retirement plans market, which allows clients
access to institutional investment managers across the major asset
classes. These funds are generally available in a ‘core-and-feeder”
structure, in which the core is similar to a mutual fund and the
feeder provides an institutional customer with a choice of products
that are directly linked to the performance of the mutual fund, such
as a registered or non-registered variable annuity, a collective
investment trust (off balance sheet) or mutual funds (off balance
sheet). Clients also have the flexibility to supplement institutionally
managed funds with funds from retail fund families.

The operations in the United States provide the fund manager

oversight for the Transamerica/IDEX Mutual Funds, the Premier

Funds, and Diversified Investors Funds Group family of mutual funds.

AEGON USA selects, manages, and retains affiliated and non-

affitiated managers from a variety of investment firms based on

performance. The manager remains with the investment company

-and acts as a sub-advisor for AEGON USA's mutual funds. AEGON
“{JSA earns investment management fees on these investment
_products. AEGON USA also earns direct investment management
;jées through affiliated managers acting as sub-advisors.

il-n the United States, synthetic GICs are sold primarily to tax-qualified
- institutional entities such as 401(k) plans and other retirement plans,
as well as college savings plans. AEGON provides a synthetic GIC
~wrapper’ around fixed-income invested assets, which are owned by
E"}fhe plan and managed by the plan cr a third party money manager.

A synthetic GIC is typically issued with an evergreen maturity and is

cancelable by the plan sponsor under certain conditions. Such a
contract helps to reduce fluctuations in the value of the wrapped
assets for plan participants and provides book wvalue benefit-
responsiveness in the event that qualified plan benefit requests
exceed plan cash flows. In certain contracts, AEGON agrees to make
advances to meet benefit payment needs and earns a market
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interest rate on these advances. The pericdically adjusted contract
crediting rate is the means by which investment and benefit
responsive experience is passed through to participants.

CANADA

In Canada, fees are earned through several special service and fund
management companies, by providing administrative back office
services that facilitate the sale of mutual funds and seqgregated fund
preducts. In addition, & national network of financial planning
franchises and representatives earn fees when products of non-
affiliated companies are sold. Investment management fees are also
earned by providing portfolic management and investment advisory
services.

THE NETHERLANDS

AEGON The Netherlands offers financial advice, provides asset
management and administrative services and is involved in
intercession activities in real estate. The financial advice activities
include selling insurance, pensions, mortgages, financing, savings
and investment products. The intercession activities in real estate
comprise brokerage activities of residential as well as commercial
real estate and real estate management business.

UNITED KINGDOM

AEGON UK has invested in a number of independent advisors in the
United Kingdom. The independent advisors deliver advice relating to
financial needs to a range of customers (both individuals and
companies). AEGON UK also provides asset management services.

OTHER COUNTRIES

AEGON Hungary provides asset management services, including
pension asset management.

Pension asset management services are being provided in Slovakia
since the beginning of 2005,

REINSURANCE

AEGON USA provides an array of life and annuity reinsurance
selutions in the United States, Asia, and Latin America.

The core life reinsurance offering, mortality risk transfer, is sold
primarily through coinsurance, as well as vyearly renewable term
arrangements. Under a coinsurance arrangement, reinsurance is
ceded and assumed in the same form as the direct policy and the
reinsurer shares proportionately in the product risks, including
mortality, morbidity, persistency, investment, and capital requirements.
Yearly renewsabte term reinsurance has premium rates that are not
related to the original plan of insurance and the ceding company
only reinsures the mortality or morbidity risk.
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AEGON USA also assumes fixed annuity busaness on a coinsurance

basis. Under a coinsurance arrangement, reinsurance is ceded in the

. - .
same form as the direct policy and the client |company typically pays

the reinsurer premiums equal to its share of!Ithe premiums that the
I

client company receives on the underlying policies. The reinsurer will
pay the client death or surrender benefits ugon death or surrender
of the policyholder and will reimburse the cli::ent specific allowances
which cover its share of expenses. i
AEGON USA also reinsures fixed and variablll annuity business on a
modified coinsurance basis. Like coinsurance, modified coinsurance
is ceded and assumed in the same form as tHé direct policy however,
the reserves and assets backing the transgction remain with the
ceding company in its accounts. AEGON bSA typically finances
variable annuity acquisition costs in excﬁlange for a fixed fee
reinsurance premium that is based upon thF account value. Lapse
risk is a significant risk assumed by the reinsﬁjrer.

AEGON USA assumes certain guaranteed| minimum withdrawal,
death and income benefits associated with \.Igariable annuity policies
in exchange for a fee typically expressed as a:!fixed percentage of the
account value. AEGON USA pays a portion of }he quaranteed benefits
that cannot be funded from the underlying policyholder's account

value.
|

IPEE] ACCIDENT AND HEALTH INSUR}‘ANCE

Accident and health products are sold in thé United States, Canada,
the Netheriands, Spain, Hungary, Taiwan and!China.

AEGON offers limited forms of health insura!!nce. including disability
insurance in the Netherlands, Spain and I+|Iunqary and accidental
death and dismemberment insurance in the[United States, but does
not offer major medical coverage. !
With accident and health the risk insured is Hmorbidity. Uncertainties
arise from the timing, frequency and severity of insured claims.
When the premium is not guaranteed, AEGON reserves the right to
raise premiums, if justified by adverse expe"rience. A related risk is
persistency, in that greater than expected p!glarsistency may increase
the aggregate leve! of claims beyond what:! was anticipated in the
pricing. An additional risk is investment ré\ated, in that recurring
future premiums are subject to investment %t future rates that may

be less than those assumed when pricing the:j product,

UNITED STATES
AEGON USA offers accident, critical iliness, cancer treatment,
hospital indemnity and short-term disabiwity‘} policies. Some of these

plans provide lump sum or specified iﬁcome payments when
hospitalized, disabled or diagnased with a cjr‘itical ilinass, Others pay
scheduled benefits for specific hospital or‘ surgical expenses and
cancer treatments, hospice care and cover (ﬁeductible, as well as co-
payment amounts not covered by other health insurance,

1

Long-term care {LYC) products offered by AEGON USA provide
benefits to customers who, because of their advanced age or a
serious illness, require continucus care, These products protect the
insured's income and retirement savings from the costs of long-term
care. Sales of long-term care insurance by AEGON USA were
temporarily discontinued in 2005. The LTC division is currently re-
evaluating the LTC marketplace and intends to begin selling new LTC
products in 2007,

CANADA
In Canada, AEGON offers accidental death, critical liness and out-of-
the-country medical expense coverage.

THE NETHERLANDS

AEGON The Netherlands offers sick leave products that cover the
sick leave payments to employees that are not covered by social
security and where the employers bear the risk.

IEEK] GENERAL INSURANCE

General insurance is sold in the Netherlands and Hungary.

AEGON sold its general insurance business in Spain with effect from
January 1, 2005.

AEGON offers limited forms of general insurance, such as automobile
insurance, liability insurance, household insurance and fire protection.

EXELR] BANKING ACTIVITIES

Banking products are only sold by AEGON The Netherlands and
include savings accounts and investment contracts. Both products
generate investment-spread income for AEGON. Savings accounts
retain flexibility to withdraw cash with limited restrictions. AEGON
discontinued selling security lease preducts in early 2003, Banking
products also include investment products that offer index-linked
returns and generate fee income o¢n the performance of the

investments. [
it
%] APPROACH TO RISK MANAGEMENT Z;

The Group manages risk at the local fevel where business is,
transacted, based on principles and policies established at the group._;

level. AEGON's integrated approach to risk management involve§ii
commeon measurement of risk and scope of risk coverage to allowe-
for aggregation of the Group's risk position. In addition, thTS:'i"J
integrated framework facilitates the sharing of best practices and
the latest research on methodologies. The risk management
functions are applied locally with corporate oversight and are tied to
the speed of business, while remaining independent of the business
activity providing oversight and peer review.
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To manage ifs risk exposure, AEGON employs risk management
pragrams, including asset liability management processes and
models, hedging programs (which are largely conducted via the use
of derivatives) and insurance programs (which are largely conducted
through the use of reinsurance). These risk management programs
are in place in each country unit and are not only used to manage
risk in each unit, but also for AEGON, Derivative and reinsurance
usage by the company is governed by derivative and reinsurance
usage policies. These policies establish the central, authorization,
execution and monitoring requirements of the usage of such
instruments. In addition, these policies stipulate necessary mitigation
of credit risk created through these risk management tools of
derivatives and reinsurance. For derivatives, credit risk is often
mitigated by requirements to post collateral via credit support annex
agreements. For reinsurance, credit risk is often mitigated through
funds withheld treaties (when AEGON owns the assets) or through
assets held in trust for the benefit of AEGON (in the event of
reinsurer insolvency).

As part of these risk management programs, AEGON takes inventory
of its current risk position across risk cateqories. AEGON also
measures the sensitivity of net income and shareholders’ equity to
stochastic and deterministic scenarios. Management uses the insight
gained through these 'what if?* scenarios to manage the Group's risk
exposure and capital position. The models, scenarios and assumptions
used are reviewed regularly and updated if necessary.

A. Currency exchange rate risk
As an international group, AEGON is subject to currency risk. Alsc,
currency risk exists for any policy denominated in currencies other
than the policy’s local currency. Equity held in subsidiaries is kept
in local currencies to the extent shareholders’ equity is required to
satisfy requlatory and self-imposed capital requirements. Therefore,
currency exchange rate fluctuations may affect the level of
v:_-.:C.harehclders' equity as a result of translation into euro. The
‘remainder of the capital base (perpetual capital securities, perpetual
“Ieumulative subordinated bonds, subordinated and semior debt) is
r:‘ﬁeld in, or swapped to, the various currencies in amounts that are
. targeted to correspond proportionally to the book value of its
;;:;Country units. This balancing mitigates currency translation impacts
woto equity and leverage ratios. Currency risk in the investment
L—portfolios is managed using asset liabiiity matching principles. In the
Netherlands, the majority of AEGON's equity holdings are invested in
an internaticnally diversified portfolio rather than solely in euro
denominated equities.
AEGON does not hedge the income streams from the main non-euro
units and, as a result, earnings may fluctuate due to currency
transiation. As AEGON has significant business segments in the
United States and in the United Kingdem, the principal sources of
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exposure from currency fluctuations are from the differences
between the US dollar and the eure and between the UK pound and
the euro. AEGON may experience significant changes in net income
and shareheolders’ eguity because of these fluctuaticns.

B. Interest rate risk

AEGON bears interest rate risk with many of its products. In cases
where cash flows are highly predictable, investing in assets that
closely match the liabilities can mitigate this risk. For some of the
businesses capital markets are not well developed which prevents
the complete matching of assets and liabilities for these businesses.
For some products, tash fiows are less prediciable as a result of
policyholder actions that can he affected by the level of interest rates,
In periods of rapidly increasing interest rates, policy loans,
surrenders and withdrawals may and usually do increase. Premiums
in flexible premium policies may decrease as policyholders seek
investments with higher perceived returns. This activity may result
in cash payments requiring the sale of invested assets at a time
when the prices of those assets are adversely affected by the
increase in market interest rates; this may resuit in realized
investment losses. These cash payments to policyholders result in a
decrease in total invested assets and a decrease in net income.
Among other things, rarly withdrawals may aiso require acceierated
amaortization of DPAC, which in turn reduces net income.

During periocds of sustained low interest rates, life insurance and
annuity products may be relatively more attractive to consumers,
resulting in increased premium payments on products with flexible
premium features, and a higher percentage of insurance pclicies
remaining in force from year to vyear. During such a period,
investment earnings may be lower because the interest earnings on
new fixed-income investments likely will have declined with the
market interest rates. In addition, mortgages and redeemabie bonds
in the investment portfolio are more likely to be repaid as borrowers
seek {o borrow at lower interest rates and ATGON may be required
to reinvest the proceeds in securities bearing lower interest rates.
Also, in a period of low interest rates, AEGON may not be able to
reduce crediting rates on policies and still preserve margins as a
result of minimum guaranteed crediting rates provided on policies.
Accordingly, during periods of sustaired low interest rates, net
income may decline as a result of & decrease in the spread between
either the interest rates credited to policyholders or the rates
assumed in reserves and returns on the investment portfolio.

If interest rates rise, there may be unrealized losses on some of our
assets that will be recorded as negative income under IFRS. This is
inconsistent with the IFRS accounting on much of the company's
liabilities where, when interest rates rise, corresponding unrealized
gains do not affect income in the shorter term. Over time, the short-
term reduction in income due to rising interest rates wquld be offset




by higher income in later years all else glqua'.. Therefore, rising
interest rates are not considered a long-termirisk to the company.

The general account fixed-income portfolios :‘of AEGQON Americas and
AEGON The Netherlands accounted for 93% of the total general
account fixed-income portfolic of the Group ‘on December 31, 2006,
AEGON USA and AEGON The Netherlandsjmanage their duration
mismatch on the basis of their expectationsI for the future level of

I
interest rates within limits. Presently, other AEGON country units
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target the duration of their assets to equal approximately the
duration of their liabilities where possible, In addition to point in time
duration measurement, deterministic and stochastic scenarios are
used to measure and manage'interest rate risk. In these models,
policyholder behavior changes are anticipated, These models are
used by all country units and aggregated at group level. The table
that follows shows each of the last five year-end interest rates for
the periad from 2002 through 2006.

Interest rates

I 2002 2003 2004 2005 2006
3-month US LIBOR M 1.38% 1.15% 2.56% 4.54% 5.36%
3-month EURIBOR ! 287% 2.12% 2.16% 2.49% 3.73%
10-year US Treasury 3.82% 4.25% 4.22% 4.39% 4.70%
10-year Dutch government || 4.24% 4.29% 3.68% 3.29% 3.97%
The tables that follow show the effect'we‘ interest rates and the
earliest of contractual repricing or matL‘Jrity dates for general
account financial assets and borrowings.
General account bonds, money market investments, mortgage loans and private loans
2006
<lyr 1¢5 yrs 5<¢10 yrs >10 yrs
Amopunt Yield Amount Yield Amount Yield Amaunt Yield
Bonds, money market and other
shart-term investments 9,472 5.40% 29,033 5.43% 28,176 5.52% 35,298 5.90%
Mortgage Ioans 2,023 5.69% 3,843 5.96% 5,680 5.79% 4,655 6.09%
Private loans 60 5.79% a8 5.89% 123 5.04% 26 6.28%
2005
<lyr 1<5 yrs 5¢10 yrs
Amount Yield Amount Yield Amount Yield Amount
Bonds, money market and other “
short-term investments 7“,992 £.03% 30,895 4.92% 37,680 5.42% 34,581
Mortgage loans 2,840 4.86% 4,118 6.02% 5,508 5.94% 4,765
Private loans 240 4.35% 176 5.86% 171 5.08% 22
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Financial liabilities relating to trust pass-through securities and borrowings

20086
<lyr 1<5yrs 5¢10 yrs »10 yrs
Amount Yield Amount Yield Amount Yield Amount Yield
Trust pass-through securities - - - - - - 123 7.64%
Subordinated borrowings - - 34 651% - - - -
Borrowings 935 4.30% 1,397 6.17% 1,173 5.12% 1,486 5.85%
2005
<1yr 1¢<5yrs 5<¢10 yrs 10 yrs
Amount Yield Amount Yield Amount Yield Amount Yield
Trust pass-through securities - - - - - - 437 7.67%
Suboerdinated borrowings 251 8.02% 33 6.51% - - - -
Borrowings . 1,357 6.61% 1,689 6.11% 1,549 5.53% 937 6.27%

The tables that follow show the expected cash flows for insurance
and investment contracts.

Financial liabilities relating to insurance and investment contracts

2006
<1yr 1¢5yrs 5¢10 yrs > 10 yrs
Arnount Amount Amount Amount
Insurance contracts' 7,698 21,901 16,943 110,137
Insurance contracts for account of policyholders’ 5,169 21,504 16,833 74,481
Investment contracts? 12,528 16,211 5,308 9,750
Investment contracts for account of policyholders'? 4,214 19,290 21,940 83,008

' The projected cash benefit payments are based on managements’ best estimates of the expected gross benefits and expenses partially offset by the expected

gross premiums, fees and charges relating to the existing business in farce. Estimated cash benefit payments are based on mortality, morbidity and lapse
assumptions comparable with AEGON's historical experience, madified for recent observed trends, Actual payment obligations may differ if experience varies
from these assumptions. The cash benefit payments are presented on an undiscounted basis and are before deduction of tax and before reinsurance.
The tability amount in our consclidated financial statement retlects the discounting tor interest as well as adjustments tor the timing of other lactors as described
above. As a result, the sum of the cash benefit payments shown for all years in the table exceeds the cerresponding liability amounts included in notes 19, 20 and
22. More detai's on the products, terms and conditions are included in note 4.1,

? The cash flows included in the table are consistent with those inctuded in the fair value measurement of the liabilities, More details on the products, and terms and

.. conditicns are included in notes 4.1 and 22.
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C. Credit risk !

As premiums and depasits are received, thes”e funds are invested to
pay for future policyholder obligations. For ge:neral account products,
AEGON typically bears the risk for investmen"t performance equaling
the return of principal and interest. AEGON is exposed to credit risk
on its general account fixed-income portfolio (bonds, mortgages and
private placements), OTC derivatives and ” reinsurance confracts.
Some issuers have defaulted on their ﬁnanciﬁl abligations for various
reasons, including bankruptcy, lack of liguidity, downturns in the
economy ar downturns in reat estate values.H operational failure and
fraud. In the past, poor economic and i::nvestment climates in
AEGON's  major
impairments on AEGON's investment assets due to defaults and

markets resulted in significant investment

!
overalt declines in the securities markets. CHredit default rates have
been benign in 2005 and 2006. However, a return to excessive
I
defaults or other reductions in the value ‘a‘af these securities and

loans could have a material adverse effect on AEGON's business,
results of operations and financial condition; AEGON manages credit
risk exposure by individual counterparty, sector and asset class. It

may mitigate credit risk in derivative contracts by entering in

collateral agreements where practicat and in International Swaps and
Derivatives Asscciation (ISDA) master netting agreements for each
of AEGON's legal entities to facilitate AEGON's right to offset credit
risk expasure, The credit risk associated with financial assets subject
to a master netting arrangement, is eliminated only to the extent
that financial liabilities due to the same counterparty will be settled
after the assets are realized. The extent to which the exposure to
credit risk is reduced through a master netting agreement may
change substantially within a short period of time, because the
exposure is affected by each transaction subject to the arrangement.
AEGON may also mitigate credit risk in reinsurance contracts where
possible by retaining ownership of assets required to support
liabilities ceded or by requiring the reinsurer to held assets in trust.
For the resuiting net credit risk exposure, AEGON employs
deterministic and stochastic credit risk modeling in order to assess
the Group's credit risk profile. associated earnings and capital
implications due to various credit loss scenarios.

The ratings distribution of general account portfolios of AEGON's
major country units are presented in the table that follows, organized
by rating cateqory.

R R R R I R R L I R AT B B N

' The United Other Total' Total'
Rating category H Americas Netherlands Kingdom countries 2006 2005
AAA 17,022 1,464 160 273 18,923 18,698
AA ' 8,424 921 887 502 10,734 9,242
A ‘ 19,088 1,849 2,478 946 24,361 29,327
BBB 16,630 633 680 33 18,025 20,102
515) ! 1,836 155 - 11 2,003 2,244
B 1,522 161 5 2 1,691 1,609
CCC or lower 318 17 - - 335 34
Sovereign exposure ! 6,035 9,611 359 2,220 18,242 20,501
Assets not rated | 30,213 13,391 262 295 44 462 47,348
I 101,088 28,202 4,831 4,332 138,776 149,312
! tncludes investments of Halding and other activi%ies. [
| r
The following table shows the credit quqlity of generat account
reinsurance assets specifically.
]
|| Carrying
value
General account reinsurance assets ” 2006
AAA ” 7
AA ‘ 1,865
A 1,057
Below A 28
Not rated | 734
" 3,691
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The table that follows shows the Group’s maximum credit exposure
from investments in general account financial assets, as well as
general account derivatives and reinsurance assets and off balance
sheet exposures.

Exposure Exposure
General account and off balance sheet exposures 2006 2005
Shares 7,745 7.896
Bonds 97 554 107,947
Money market and other short-term investments 4,425 3201
Mortgage loans 16,171 17,231
Private loans 307 609
Other loans 4,127 3,945
Ciher financial assels 3,246 2,823
Derivatives with positive values 1,510 1,855
Reinsurance assets 3,691 3,805

138,776 149,312

Refer to note 49 and note 50 for further information on capitai
commitments and contingencies and on collateral given, which may
expose the Group to credit risk.

Country units apply specific guidelines for the acceptable levels of
credit risk. AEGCN monitors its aggregate expeosure to credit
counterparties at group level. For this purpose, AEGON aggregates

AEGON group-wide counterparty exposure limits®

exposures from its country units to assess overall credit risk. To
manage its credit risk, AEGON has a single credit counterparty limit
policy to be applied to all forms of credit risk. All forms of credit risk
are required to be aggregated by counterparty and measured for
compliance against country unit credit limits and group-wide credit

limits. The groeup-wide limits are shown in the table that foliows.

Credit rating Limit
AAA 1,000
AA 1,000
A 750
.. BBB 500
'BB 250
g 125
£

i

=Af an exposure exceeds the stated limit as a result of a downgrade,

f‘::“lhe exposure must be readjusted to the limit for that rating category

'was soon as possible. The limits vary with the asset quality of the
security as can be seen in the above table. Exceptions to these limits
can only be made after explicit approval from AEGON's Group Risk
and Capital Committee.
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The tables that folfow present specific cr"ledit risk concentration

R . X . l
information for general account financial assets.
I

N The United Other Totaj’ Total’

Credit risk concentrations - shares Americas Netherlands Kingdom countries 2006 2005
Communication 56 55 - 12 122 23
Consumer cyclical 94 105 - ? 201 158
Consumer ngn-cyclical 29 407 - - 436 431
Financials 1,042 1,792 2 5 2,821 2,700
Funds 681 1,337 71 21 2,110 2,200
Industries 20 465 - 5 490 706
Rescurces - 287 - - 287 261
Services cyclical - 242 - - 242 499
Services non-cyclical - 374 - - 374 165
| Technology 81 215 - - 296 302
Transport 2 38 - - 40 5
QOther Jf{ 130 134 - 61 325 386
I .2,135 5,451 73 106 7,745 7,896

v Includes investments of Holding and other activi{ies.

Credit risk concentrations - ‘ The United Other Total" Total!
bonds and money market investments | Americas Netherlands Kingdom countries 2006 2005
. Asset backed securities (ABSs) - Aircraft | 185 - - - 195 303
' ABSs - Collateralized Bond Obligations (CBOs) 926 - - 31 957 1,197
ABSs - Housing related 3,314 14 - 13 3,341 3,808
ABSs - Credit cards 2 557 - - - 2,557 2,995
ABSs - Other 3,027 - - 42 3,088 2921
| Collateralized mortgage backed securities $,992 289 12 58 10,951 10,068
Financial 20,870 2,769 2,527 782 26,951 27,233
Industrial 26,082 1,232 1,283 431 29,030 34,152
Utility | 6,013 306 154 184 6,667 7,887
Sovereign exposure ! 6,006 9,601 359 2,277 18,262 20,583
i 78,982 14,811 4,335 3,828 101,979 111,148 17

' Includes investments of Holding and other activities.
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The United Other Total Total

Credit risk concentrations - mortgages Americas  Netherlands Kingdom countries 2006 2005
Agricultural 444 39 - - 483 477
Apartment 2,004 434 - - 2,438 2,734
Industrial 2,349 - - - 2,349 2,443
Office 4076 29 - - 4,105 4,520
Retail 2,348 2 - 2 2,352 2,606
Other commerciai 487 18 - 2 507 575
Residential 107 3,830 - - 3,937 3,876
11,815 4,352 - 4 16,171 17,231

D. Equity market and other investment risks

Fluctuations in the equity, real estate and capital markets have
adversely affected AEGON's profitability, capital position and sales of
equity related products in the past and may continue to do so.
Exposure to equity, real estate and capital markets exists in both
assets and liabilities. Asset expasure exists through direct equity
investment, where AEGON bears all or most of the volatility in returns
and investment performance risk. Significant terrorist actions, as well
as general economic conditions, have led to and may again result in
significant decreases in the value of AEGON's equity investments.
Equity market exposure is present in equity-linked products whereby
policyholder funds are invested in equities at the discretion of the
policyholder; here most of the risk remains with the policyholder.
Examples of these products include variable annuities, variable
universal life, unit-linked products and mutual funds. AEGON typically
earns a fee on the asset balance in these products and therefore has
a risk related to the investment performance. In addition, some of
this business has minimum return or accumulation guarantees,
which are often life contingent or ¢ontingent upon policyholder
persistency. AEGON is at risk if equity market returns do not exceed
these guarantee fevels and the company may need tc set up
.additional reserves to fund these future guaranteed benefits. AEGON

b

is also at risk if returns are not sufficient to allow amartization of
DPAC and deferred transaction costs. It is possible under certain
circumstances that AEGON would need to accelerate amortization of
DPAC and deferred transaction costs and to establish additional
reserves for minimurn quaranteed benefits, which weuld reduce net
income and shareholders’ equity. Volatile or poor market conditions
may also significantly reduce the popufarity of some of AEGON's
savings and investment products, which could lead to lower sales
and lower net income.

The general account equity, real estate and other non-fixed-income
partfolio of AEGCN USA and AEGON The Netheriands accounted for
99% of the total general account equity, real estate and other non-
fixed-income portfolio of the Group at December 31, 2006. Of
AEGON's country units, AEGON The Netherlands holds the largest
amount of equities, both in absolute terms and expressed as a
percentage of total general account investments. The largest part of
the equity portfolio of AEGON The Netherlands consists of a
diversified portfolio of global equities and 5% equity holdings in
Dutch companies, which include non-redeemable preferred shares.
The table that follows sets forth the year end closing levels of certain
major indices.

Year-end

2002 2003 2004 2005 2006

“SEP 500 880 1112 1212 1,248 1,418
Nasdaq 1,336 2,003 2,175 2,205 2415
FTSE 100 3,040 4,477 4814 5,619 6,221
“AEX 323 338 348 437 495

AEGON's shareholders' equity is directly exposed to, among other
things, movements in the equity and real estate markets and to
movements in interest rates. In addition, net income is sensitive to
the fees earned on equity investments held for the account of
policyholders as well as the amortization of DPAC and deferred
transaction costs and provisioning for minimum product guarantees.
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E. Underwriting risk “

AEGON's earnings depend significantly upon the extent to which
actual claims experience is consistent with the assumptions used in
setting the prices for products and esta"bhshlng the technical
liabilities and liabilities for claims. To the ex;ltent that actual ciaims
experience is less favorable than the underlyinq assumptions used in
establishing such liabilities, income would be reduced. Furthermore,
if these higher claims were part of a trend, AEGON may be required
to increase liabilities, which could reduce |nc<")me In addition, certain
acquisition costs related to the sale of new policies and the purchase
of policies already in force have been reccﬂ:rded as assets on the
halance sheet and are being amortized into income over time. If the
assumptions relating to the future profltabnlt'ly of these poticies (such
as future claims, investment income and expenses} are not realized,
the amortization of these costs could be aclﬁzelerated and may even
require write offs due to unrecoverability. This could have a material
adverse effect on AEGON's business, resﬂjlts of operations and
financial condition.

Sources of underwriting risk include policy lapses and policy claims
such as mortality, morbidity and expenses. In general, AEGON is at
risk if policy lapses increase as sometimes )&EGON is unable to fuliy

recover up front expenses in selling a product despite the presence

-'.-t..-nl"'.c..l"lnc..l'!...'c..ln'..lc!'-'.--.l--'..-'O--.D-'.--I..-

of commission recoveries or surrender charges and fees. for
mortality and morbidity risk, AEGON sells certain types of policies
that are at risk if mortality or morbidity increases, such as term tife
insurance and accident insurance, and seils certain types of policies
that are at risk if mortality decreases such as annuity products.
AEGON is afso at risk if expenses are higher than assumed by
management.

AEGON monitors and manages its underwriting risk by underwriting
risk type. Attribution analysis is performed on earnings and reserve
movemnents in order to understand the source of any material
variation in actual results from what was expected. AEGON's units
also perform experience studies for underwriting risk assumptions,
comparing AEGON's experience to industry experience as well as
combining AEGON's experience and industry experience based on
the depth of the history of each source to AEGON's underwriting
assumptions. Where policy charges are flexible in products, AEGON
uses these analyses as the basis for modifying these charges, with a
view to maintain a balance between policyholder and shareholder
interests. AEGON also has the ahility to reduce expense levels over
time, thus mitigating unfavorable expense variation.

Sensitivity analysis of net income and shareholders' equity to various
underwriting risks is shown in the table that follows.

Estimated approximate effects
on net Income/equity

Sensitivity analysis of net income and shareholders' equity to various underwriting risks"2. 2006
20% increase in lapse rates (44)
20% decrease in lapse rates a4
10% increase in mortality rates (88)
10% decrease in mortality rates 88
10% increase in morbidity rates (61)
10% decrease in morbidity rates

61

! Basic assumptions: ne correlation between marﬂets and risks, unchanged conditions for all other assets and liabilities and limited management actions taken. |
All changes are relative to net incorme and shareholders equity. Effects do not tend to be linear and therefore cannot be extrapolated for larger increases or decreaset™:
z The mortafity sensitivities assume that mortality increases or decreases for all products regardless of whether one product produces a gain or loss on the Tl

directional change.

« v
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Income statement - Operating earnings

Holding
2006 The United Other  and other Elimi-
Arnounts in TUR million Arnericas  Hetherlands Kingdom countries activities nations Total
Traditional life 570 189 21 10 - - 790
Life for account of policyholders 87 315 204 8 - - 614
Fixed annuities 434 - - (1) ~ - 433
Variable annuities 260 - - 1 - - 261
tnstitutional guaranteed products 275 - - - - - 275
Fee - off balance sheet products 54 35 - (14) - - 75
Reinsurance 163 - - - - - 163
Accident and health insurance 331 34 ~ 4 - - 369
General insurance - 26 - 29 - - 55
Banking activities - 35 - - - - 35
Cther - - - - - - -
Interest charges and other - - - - (238) 4} (242)
QOperating earnings before tax 2,174 634 225 37 (238) (4) 2,828
Gains/{losses) on investrnents (22) 413 16 20 42 - 469
Impairment charges (115) (27) (1) - - - (143)
tmpairment reversals 103 15 - - - - 118
Other non-operating income/(charges) - - 90 - - {4) 86
income before share in profit/loss of
associates and tax 2,140 1,035 330 57 (196) (8} 3,358
Share in profit/(loss) of associates - 7 1 24 - - 32
income before tax 2,140 1,042 331 81 {196} 8) 3,390
Income tax (587} (2) (99) (45) 132 - (601)
Income after tax 1,553 1,040 232 36 64) (3) 2,789
Attributable to minority interest - - - - - - -
NET INCOME ATTRIBUTABLE TQO EQUITY
HOLDERS OF AEGON N.V. 1,553 1,040 232 36 (64} 8) 2,789
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Income statement - Operating earnings Holding

2005 The United Other  and other Elirai-

Amounts in EUR million Americas Netherlands Kingdom countries activities nations Total
Traditicnal life 541 270 (n 13 - - 823
Life for account of policyholders 87 (53} 203 & - - 243
Fixed annuities 425 - - - - - 425
Variable annuities 130 - - - - - 130
Institutional guaranteed products 280 - - - - - 280
Fee - off balance sheet products 54 15 (40} 4 - - 33
Reinsurance 105 - - - - - 105
Accident and health insurance 277 45 - 2 - - 324
General insurance - 30 - 25 - - 55
Banking activities - 15 - - - - 15
Cther - - - (6 - - (6
interest charges and other - - - - {260) (20) (280}
Operating earnings before tax 1,899 322 162 44 (260) (20} 2,147
Gains/(losses} on investments 240 985 9 12 (89) - 1,157
impairment charges (100) (44) (3) - - - (147
Impairment reversals | 142 19 - - - - 161
Cther non-operating income/(charges) | - - 104 176 (3) - 277
Income before share in profit/loss of

associates and tax 2,181 1,282 272 232 {352} {20) 3,595
Share in profit/(loss) of associates - 4 - 16 - - 20
Income before tax 2,181 1,286 272 248 (352) 20 3,615
Income tax u {566} {272} {128} (37} 118 - (885)
Income after tax | 1,615 1,014 144 211 (234) (20) 2,730
Attributable to minority interest | 2 - - - - - 2
NET INCOME ATTRIBUTABLE TO EQUITY‘

HOLDERS OF AEGON N.V. 1,617 1,014 144 211 (234) 20 2,732
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Income statement - Operating earnings

Holding
2004 The United Other  and other Elimi-
Ampunts in EUR million Armericas  Netherlands Kingdotm countries activities nations Total
Traditional life 514 40 {12) 24 - - 566
Life for account of policyholders a6 45 168 5 - - 304
Fixed annuities 284 - - - - - 284
Variable annuities 177 - - - - - 177
Institutional guaranteed products 367 - - - - - 367
Fee - off balance sheet products n 26 5 6 - - 36
Reinsurance (88) - - - - - (88)
Accident and health insurance 290 27 - 8 - - 325
General insurance - 34 - 70 - - 104
Banking activities - 24 - - - - 24
Interest charges and other - - - - (328) 1 (327)
Operating earnings before tax 1,629 196 161 113 (328) 1 1,772
Gains/(losses) on investments 225 907 4 15 52 - 1,203
Impairment charges (237} {19) (3) {2) - - (261}
Impairment reversals 78 - - - - - 78
Other non-operating income/(charges) - - 58 - 80) - (22)
Income before share in profit/loss of
associates and tax 1,695 1,084 220 126 (356) 1 2,770
Share in profit/(loss) of associates 3 13 - 9 - - 25
Income before tax 1,698 1,097 220 135 {356) 1 2,795
Income tax {(353) (177) (99) (31 126 - (537)
ihcome after tax 1,345 920 121 101 (230) 1 2,258
Attributable to minority interest (2) - - - - - (2}
NET INCOME ATTRIBUTABLE TO EQUITY
HOLDERS OF AEGON N.V. 1,343 920 121 101 (230 1 2,258
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Income statement - Segment revenues

Holding

2006 The United Other and other Elimi-
Amounts in EUR million Americas  Netherlands Kingdom countries activities nations Total
Traditional life 4,962 2,683 1,824 1,247 - - 10,716
Life for account of policyholders 1,923 2123 9,865 758 - - 14,670
Fixed annuities 2,546 - - - - - 2,546
Variable annuities 832 - - 1 - - 833
institutional guaranteed products 1,550 - - ~ - ~ 1,550
Fee - off balance sheet products 538 316 216 27 - - 1,097
Reinsurance 1,719 - - - - - 1,719
Accident and health insurance 2,300 214 - 74 - - 2597
General insurance - 471 - 139 - - 610
Banking activities - 227 - - - - 227
Holding and other activities - - - - 895 {845) 50
Total revenues 16,379 6,034 11,905 2,247 895 (B45) 36,615
Income from reinsurance ceded 1,342 1 115 10 - - 1,468
Net fair value and foreign exchange gains 612 264 15 5 45 4 937
Net gains on investments for account of

palicyholders 4963 528 3,668 156 - {2) 9,313
Segment expenses’ (20,962} (5,984) {14,449) (2,355) {92) - (43,842)
Net fair value and foreign exchange losses (59) - - {23) {45) - (127}
Net losses on investments for account of

policyholders m (156) {1,014) )] - - (1,174)
Interest charges and retated fees (100 {(53) {(15) - (1,041) 847 {362)
OPERATING EARNINGS BEFORE TAX | 2,174 634 225 37 (238) ) 2,828

t Charges to policybolders in respect of income tax in AEGON UK to the amount of EUR 75 million are excluded from segment expenses and included in other

non-operating income/(charges). ,‘
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Income statement - Segment revenues

Halding

2005 The United Other  and other Efimi-
Amounts in EUR million Americas Netherlands Kingdom countries activities nations Total
Traditional life 5114 1,763 386 1,180 - - 9,023
Life for account of policyholders 1077 3,181 6,412 257 - - 10827
Fixed annuities 2,538 - - - - - 2,538
Variable annuities 780 - - 1 - - 781
Institutionat guaranteed products 1,133 - - - - - 1,133
Fee - off batance sheet preducts 455 269 142 20 - - 840
Reinsurance 1,455 -~ - - - - 1,455
Accident and healith insurance 2,299 218 - 72 - - 2,589
General insurance - 484 - 143 - - 627
Banking activities - 249 - - - - 249
Other - ~ - 3 - - 3
Holding and other activities - - - - 741 (B20) 121
Total revenues 14,855 6,164 7,540 1,656 741 (620} 30,336
Income from reinsurance ceded 1,407 - 278 6 -~ - 1,691
Net fair value and foreign exchange gains 270 303 13 2 117 (7) 698
Net gains on investments for account of

policyholders 3,061 1,751 6,477 62 - {11) 11,340
Segment expenses’ (17,578) (7,644} (14,144) (1,668) (124) - (41,158)
Net fair value and foreign exchange losses (58) (202) - (12} (113) - {385)
Net losses on investments for account of

policyholders - - - (2) - - (2)
Interest charges and related fees (58) (50) {2) - (881} 618 (373)
OPERATING EARNINGS BEFORE TAX 1,899 322 i62 44 (260) (20) 2,147

! Charges to palicyhalders in respect of incame tax in AEGON UK to the amount of EUR 104 million are excluded fram segment expenses and included in other

non-operating income/(charges).
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income statement - Segment revenues |

Helding
2004 The United Other and other Elimi-
Amounts in EUR million ! Americas Netherlands Kingdom countries activities nations Total
Traditional life ﬂ 4,991 1,976 609 856 - - 8,432
: tife for account of pelicyholders |: 1,168 2,720 6,476 130 - - 10,494
Fixed annuities i 2710 - - - - - 2,710
Variable annuities f 692 - - 1 - - 693
institutional guaranteed products ‘I 802 - - - - - 802
Fee - off balance sheet products ‘ 417 257 113 15 - - 802
Reinsurance | 1,277 - - - - - 1,277
Accident and health insurance ‘: 2,305 211 - 92 - - 2,608
General insurance !| - 485 - 394 - - 879
' Banking activities .' - 284 - - - - 284
Other , - - - - - - -
} Halding and cther activities " - - - - 837 (518) 319
Total revenues 13 14,362 5,033 7,108 1,488 837 (518) 29,300
Income from reinsurance ceded 1,400 (62} 193 17 - - 1,548
‘ Net fair value and foreign exchange gains ” 189 6 2 1 7 1 206
Net gains on investments for account of U
palicyhotders !: 3.424 50 2350 g - 1 5,873
Segment expenses! T (17,603} (5,592} (9,590) (1,417} (343) - {34,545)
Net fair value and foreign exchange losses ! {114} {79} - (2 4 - (199)
Net losses on investments for account of ”
policyholders ! - - - (i3} - - (13)
Interest charges and related fees h (29} (60) (1) - (825) 517 (398)
OPERATING EARNINGS BEFORE TAX {{ 1,629 196 i61 113 (328) 1 1,772

. - i
' Charges to policyholders in respect of income ta;c
non-operating income/(charges). ||

I

in AEGON UK to the amount of EUR 58 million are excluded from segment expenses and included in other
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. N Holding
Other selected income statement items The United Other  and other
2006 Americas  Netherlands Kingdom countries activities Total
Amortization of deferred expenses, VOBA and future
servicing rights 999 199 276 83 - 1,557
Depreciation 47 13 40 10 2 112
Impairment charges/{reversals} on financial assets, excluding
receivables 12 12 i - - 25
Impairment charges/(reversals) on non-financialt assets and
receivables 9 - - - - g
2005
Amortization of deferred expenses, VOBA and future
servicing rights 832 157 187 66 - 1,242
Depreciation 15 12 a5 9 13 125
Impairment charges/(reversals) on financial assets,
excluding receivables (42) 25 3 - - (14}
Impairment charges/(reversals) an non-financial assets and
receivables 3 - - 2 7 12
2004
Amortization of deferred expenses, YOBA and
future servicing rights 1,004 242 176 54 - 1,476
Depreciation 46 11 49 9 149 264
Impa|rm.ent charqes/(reversa#s) on financial assets, 159 19 3 5 ~ 183
excluding receivables
Impairment charges/{reversals) on non-financial assets
and receivabtes 95 - - 1 - 96
Halding
Number of employees The United United  and other
2006 Americas  Netherlands Kingdom Kingdorm activities Total
Employees - excluding agents 11,753 5,048 4,489 2,113 173 23,576
_Agent-employees 2,483 1356 150 1,161 - 5,150
14,236 6,404 4,639 3,274 173 28,726
2005
“Employees - excluding agents 11,361 4,211 4,378 1,794 186 21,930
“Agent-employees 2,654 1,487 161 927 - 5,229
.rl 14,015 5,698 4,539 2,721 186 27,159
2004
,‘;Employees - excluding agents 11,27% 4337 4,354 1,929 326 22,221
LAgent-employees 2,754 1,473 159 839 - 5,225
14,029 5,810 4,513 2,768 326 27,446
Revenue from transactions between reporting segments were not EUR 845 million (2005: EUR 620 million and 2004: EUR 518 million).
material during the financial period, with the exception of the Alf intercompany loans transactions are done on at arms' length
inierest income on intercompany loans issued by a holding basis, based on readily available information.

company in the Holdings and other activities segment amounting to
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Analysis of operating earnings before tax from non-life business

Accident

| and health General
2006 L insurance insurance Total
Premium income [ 2,241 561 2,802
Investment income ‘ 240 49 289
Fee and commission income | 116 - 116
Income from reinsurance ceded ! 336 3 339
Fair value and foreign exchange gains 16 1 17
Premiums to reinsurers (318) (20) (338)
Policyholder claims and benefits (1,420) (348) {1,768)
Commissions and expenses (B40) (199) (1,039)
Fair value and foreign exchange losses (2) 8 &6
J 369 55 424
|
I
| -
Analysis of operating earnings before tax from non-life business an’:c;f;?; General
2005 ” insurance insurance Total
Premium income [ 2,230 573 2,803
Investment income 225 54 279
Fee and commission income 134 - 134
income from reinsurance ceded 350 - 390
fair value and foreign exchange gains 21 15 36
Premiums to reinsurers . (326} (20 (346)
Policynolder ctaims and benefits (1,478) {359) (1,837)
Commissions and expenses {866) (200) {1,066)
Fair value and foreign exchange losses N (6} (&) (14)
| 324 55 379
|
Analysis of operating earnings before tax from non-life business a,ﬁc;?jm General
2004 insurance insurance
Premium income 2,241 813
Investment income 201 56
Fee and commission income 166 -
Income from reinsurance ceded 3651 15
Fair value and foreign exchange gains 15 -
Premiums to reinsurers (361) (39)
Policyholder claims and benefits (1,402) (495)
Commissions and expenses | (884) (255)
Fair value and foreign exchange losses | (2) (1}
| 325 104
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Summarized assets and liabilities The United Other  and other Elimi-
per geographical segment Americas  Netherlands Kingdom countries activities nations Total
2006
Assets
VOBA and future servicing rights 2,800 117 1,120 4] - - 4,078
Investments general account 97,973 29,382 4,408 4,352 38 (20) 136,131
Investments for account of policyholders 48,187 20,725 64,999 1,646 - (2¢) 135,537
Investments in associates 24 32 17 404 5 4} 478
Deferred expenses 6,801 686 3,286 446 - - 11,219
Other assets 13,458 8,286 2,207 566 8,120 (5,367) 27,370
TOTAL ASSETS 169,243 59,228 76,037 7,555 8,161 (5,411} 314,813
Liabilities
Insurance contracts general account 61,159 18,151 5,043 4,075 - - 88,428
Insurance contracts for account of policyholders 36,986 20,383 13,201 1,624 - - 72,194
Investment contracts general account 30,380 5,492 591 155 - - 36,618
Investment contracts for account of
policyholders 11,201 798 52,075 23 - - 64,097
Other liabilities 14,486 92,635 1,724 343 7,770 (3,667) 30,291
TOTAL LIABILITIES 154,212 54,459 72,634 6,220 7,770 (3,667) 291,628
2005
Assets
VOBA and future servicing rights 3,359 12 1,135 41 - - 4,547
Investments general account 108,618 30,407 3,652 3,313 113 (28) 146,075
Investments for account of policyholders 47,448 19,782 59,37% 974 - (36) 127 547
Investments in associates 3 67 18 451 5 - 542
Deferred expenses 6911 778 2,965 422 - - 11,076
Qther assets 12,061 4,428 1,802 519 6,761 (4,243) 21,428
TOTAL ASSETS 178,400 55,474 69,049 5,720 6,879 {4,307) 311,215
_Liabilities
fijnsurance contracts general account 70,720 18,033 3,632 3,305 - - 95,690
; Insurance contracts for account of policyholders 36,331 19,536 13,456 957 - - 70,280
zelnvestment contracts general account 32,983 5157 702 - - - 38,842
F[nvestment contracts for account of
policyholders 11,118 1,217 46,372 17 - - 58,724
““"Other liabilities 11,017 6,520 1,787 285 6,968 {1,568) 25,009
§ 162,169 50,463 65,949 4,564 6,968 (1,568) 288,545

~~TOTAL LIABILITIES

[
o
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Notes to the consolidated financial statements of AEGON Group e Note 6-7
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] INTANGIBLE ASSETS

Future
servicing

Goodwill - VOBA rights Software Other Total
Net book value
At January 1, 2005 13 3,950 133 80 7 4,183
At December 31, 2005 65 4,396 151 60 B 4,678
AT DECEMBER 31, 2006 221 3,959 119 34 5 4,338
Cost
At January 1, 2005 13 6,654 186 237 8 7,098
Additicns - 4 - 17 - 21
Acquisitions through business combinations 50 88 25 - - 163
Net exchange differences 2 S05 18 10 - 935
Other - (6) - - - (€)
AT DECEMBER 31, 2005 65 7,645 229 264 8 8,211
Accumulated amortization, depreciation
and impairment losses
At January 1, 2005 - 2,704 53 157 1 2,915
Amaortization / depreciation through income statement - 308 22 41 1 372
Shadow accounting adjustments - {187) - - - (187}
Impairment losses - 1 - - - 1
Net exchange differences - 418 3 & - 427
Other - 5 - - - 5
AT DECEMBER 31, 2005 - 3,249 78 204 2 3,533
Cost
At January 1, 2006 65 7,645 228 264 8 8,211
Additions - 11 - 10 - 21

Thcquisitions through business combinations 160 114 - - - 274

"—*‘Sisposals - 29) - (7) - (36)

~JDeferred tax (1) - - - - (1)

plet exchange difterences 3 (635) (12) 1 - (649)
{AT DECEMBER 31, 2006 221 7,106 217 268 8 7,820

Gt

"E’}\ccurnulated amortization, depreciation

:‘ejnd impairment losses . .

*'At January 1, 2006 - 3,249 78 204 2 3,533
Amortization / depreciation through income statement - 246 22 35 1 304
Shadow accounting adjustments - (20) 1 - - 1%
Disposals - - - (7) - (7}
Net exchange difterences - {328; (3 2 - (329
AT DECEMBER 31, 2006 . - 3,147 98 234 3 3,482
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In the preparation of the Cpening Balance‘Sheet under IFRS as at
January 1, 2004, business combinations prior to that date have not
been restated and goodwill previously written off through equity has
nat been reinstated. |

Amortization and depreciation through tr:1e income statement is
included in ‘Commissions and expenses’, ex%ept when it is related to
the gains and losses on investments, in which case it is included in
‘Net gains and losses on investments'. '
None of the intangible assets have titles that are restricted or have
been pledged as security for liabilities.
Please refer to note 51 for information on trje business combinations
entered into by AEGCN in 2005 and 2006. The deferred tax in 2006

LR N R R I L R Y R R R I N I I I R I I I R R R R R R R LY A I N LA A A I N )

relates to an adjustment to goodwill resulting from the subsequent
recognition of a deferred tax asset for the acquisition of Nationwide
Poland, completed in the last quarter of 2005. The initial allccation
of goodwill has not been completed for all business combinations
included in the financial statements of 2006.

With the exception of goodwill, all intangible assets have a finite
useful life and are amortized accordingly. VOBA and Future Servicing
Rights are amortized over the term of the refated insurance
contracts, which can vary significantly depending on the maturity of
the acquired portfolio. Software is generaily amortized over a period
of three to five years.

VOBA per line of business i 2006 2005

Traditional life H 1,652 1,961

Life for account of policyholders “ 1,101 1,121

Fixed annuities gl 140

Variable annuities 96 115

Institutional guaranteed products 8 23

Fee - off balance sheet products “ 122 4

Reinsurance 710 814

Accident and health insurance ﬂ 172 218

AT DECEMBER 31 | 3,959 4,396
1

INVESTMENTS ﬂ

Investments for general account comprise f'inancial assets, exciuding

derivatives, as well as investments in real e"state and real estate held

for cwn use. Refer to note 8 for inv%stments for which the

investment risk is borne hy the policyholders and to note 9 for

details on general account derivatives.

[nvestments for general account i Note 2006

Available-for-sale (AFS) 101,835

Loans . 20,605

Held-to-maturity (HTM) !! 1,527

Financial assets at fair value through profit or loss (FVTPL)! 9,548

Total financial assets, excluding derivatives 133,575

Investments in real estate 2,243

Real estate held for own use i 313

TOTAL INVESTMENTS FOR GENERAL AiCCOUNT 136,131

! Refer to note 48 for a summary of all financial %lssets and financial liabilities at fair value through profit or loss.

)
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Notes to the consolidated financial statements of AEGON Group e Note 7 - 7.1
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2006 2005

Financial assets,
excluding derivatives AFS Loans HTM FVTPL Total AFS Loans HTM FVTPL Total
Shares 4,963 - - 2,782 7,745 5,201 - - 2,695 7.896
Bonds 91,637 - 1,502 4,415 97,564 100,866 - 1,166 5915 107,947
Money market and ofher

short-term investments 4,387 - - 38 4,425 3,151 - - 50 3,201
Mortgages - 16,171 - - 16,171 - 17,231 - - 17,231
Private loans - 307 - - 307 - 609 - - &09
Deposits with financial

institutions - 1,995 - - 1,995 - 1,342 - - 1,342
Policy loans - 1,557 - - 1,557 - 1,543 - - 1,543
Receivables out of share lease

agreements - 373 ~ - 373 - 772 - - 772
Other 08 202 25 2,313 3,448 708 288 36 2,079 3,111
AT DECEMBER 31 101,895 20,605 1,527 9,548 133,575 109,926 21,785 1,202 10,739 143,652

Terms and conditions
Refer to the analysis of credit risk concentrations for bonds and
money market investments in note 4.2, for an overview of asset
backed securities and collateralized mortgage backed securities.
Asset backed securities expose the Group to prepayment risk.
Changes in estimates of prepayments will impact the calculation of
the effective yield and therefore the carrying value and interest
income related to these securities. Collateralized mortgage backed
securities are a combination of commercial ang residential mortgage
backed securities. Commercial mortgage backed securities are
secured by a pool ot mortgages on inceme producing properties and
are subject to credit risk, but unlike other structured products, are
generally not subject to prepayment risk due to protections within
the undertying commertial mortgages, whereby borrowers are
effectively restricted from prepaying their mortgages due to changes
_1n interest rates. Residential mortgage backed securities are subject
t,o credit risk and interest rate risk. The credit risk associated with
residential mortgage backed securities is mitigated due to the fact
<“that the portfolio consists of securities that were issued by, or have
m'liinderlyinc,j collateral that is guaranteed by, US government agencies
. or US government sponsored entities.
i Actual maturities are generally expected to differ from contractual
_:_:;naturltles for mortgage loans, as borrowers may have the right to
l.-call or apply for earlier redemptions, with or without call or
prepayment penalties.
Included in debt securities at fair value through profit or foss are
convertible bonds and preferred shares of EUR 881 million (2005:
EUR 505 million). At the end of 2006 approximately 99% of these
convertible options are exercisable within the next year and the
remaining 1% are exercisable after five years, all at various exchange
ratios. In acddition, AEGON also helds EUR 623 million (2005:
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EUR 818 million) of convertible bonds and preferred shares backing
a fixed annuity product consicdered to contain an embedded
derivative. This entire liability is also measured at fair value, with
changes reported through the income statement.

Derecognition

As part of the AEGON Levensverzekering N.V. funding program the
company regularly enters into securitization contracts for its
mortgage loans. At December 31, 2006 a total of six publicly placed
and one privately placed securitization contracts were outstanding
with a total value of EUR 5.8 billion.

In 2006, AEGON Levensverzekering NV. has terminated one of the
two privately placed securitization transactions reported in prier
years. Alsp, it compleied one publically placed securitization
transaction in 2006, whereby the economic ownership of
EUR 2.1 billion of aggregate mortgage receivables was conveyed to a
special purpase company. The special purpase company funded this
purchase with the issuance of mortgage-backed securities. The
transfer of ownership title will take place upen notification of the
borrowers by the special purpose company. The special purpose
company has the right to notify the berrowers upon the occurrence
of certain pre-defined 'notification events'. At the same time AEGON
entered into a fixed-te-fioating swap agreement with the contract
parties under which AEGON agreed to pay the floating rate
(EURIBOR based) and receive the fixed rate (scheduled yield from
the mortgage receivables). After a period of seven years, the interest
of the notes issued by the special purpose company in respect of this
transaction will step-up, together with a simitar step-up in the fixed-
to-floating swap agreement, At that same time, the special purpose
company has the right to call the notes. A deferred purchase
arrangement forming part of the contract to sell the mortgage leans



to the special purpose company entities A%GON Levensverzekering
NV, to any residual positive value of the special purpose entity at

I
maturity. The value of this arrangement is included in the valuation

of the interest rate swap as it is viewed|as a correction on the

assumptions undertying the cash flow forecasts. In 2005, AEGON

Levensverzekering NV. completed one m::ortqage-related publicly
placed securitization contract for EUR 1.2 biHII'lon that was structured

similarty to the 2006 securitization described above. A portion of
securitized mortgage loans amounting to” EUR 24 million (2005:

EUR 28 million) continues to be recognize? as a financial asset on
balance, representing the interest rate rislll< retained by AEGON in
respect of the fourth publicly placed securitﬁzation contract.

For the vyear ending December 31, 20"06, AEGON USA sold
approximately EUR 105 miliion (2005: EPR 21 million) of AAA-

wrapped municipal debt securities to gualifying SPEs (QSPEs). Due

I
to AEGON's continuing involvement with thle assets in these QSPEs,

it consolidates these entities. The fair g/alue of all such debt
securities reflected in investments and aIS(“) measured at fair value
through profit or loss is EUR 678 million as of December 31, 2006
(2005: EUR 866 million). The acquisition“of these securities was
financed by the QSPEs through issuance of floating rate notes at par
value to third parties and issuance of “a de minimus residual
investment to AEGON. Upon early terminati"on of a QSPE, up to 10%

of the excess of the fair value of the securities over the notes value

|
may be shared with the noteholders, with relsidual flowing to AEGON.

AVAILABLE-FOR-SALE

In the event that the fair value of the securities is less than the notes
value at early termination and the securities have maintained their
investment grade rating, AEGON will reimburse the QSPE liguidity
provider for this shortfall. AEGON must pledge collateral te support
these shortfall agreements, At December 31, 2006, the fair value of
the bonds was in excess of the par value of the floating rate notes
and no collateral was pledged. The maximum exposure to loss
resulting from AEGON's involvernent is the December 31, 2006
unpaid principal and accrued interest on the notes of EUR 649 million
(2005: EUR 840 miilion} reflected in financial liabilities-investment
contracts. Management does not anticipate any future funding
requirements with respect to these guarantees that would have a
material effect on reported financia! results.

Measurement

AEGCN awns EUR 113 million (2005: EUR 126 million) of shares in the
Federal Home Loan Bank of Des Moines, lowa, that are measured at
par. The bank has implicit financial suppert from the United States
government. The redemption value of the shares is fixed at par and
can only be redeemed by the bank.

Only insignificants amounts of unguoted equity instruments are
measured at cost.

Refer ta note 50 for a discussion of collateral received and paidl.

No financial assets were reclassified during the financial year.

Listed and unlisted shares and bonds !| 2006 2005

Listed shares |i 4.270 4,223

Unlisted shares 693 878

Listed bonds 82,035 89,342

Untisted bonds 9,602 11,504

96,600 106,067,

i _

Proceeds, realized gains and realized losses from sales of available-for-sale instruments 2006

Proceeds H 56,573

Realized gains | 732

Realized losses I 156

Realized gains and losses are determined qls the difference between
proceeds and cost prices, before taking tax effects into account.
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Notes to the consolidated financial statements of AEGON Group = Note 71
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Fair value of Fair value of
instruments  instruments

Unrealized qains and losses {Amortized) Unreatized Unrealized Total fair unreal;:i:g unrea'u‘;i:g
2006 cost gains losses value gains losses
Shares 4,017 973 (2% 4,963 4,530 433
Bonds
- United States government 3,192 86 (37) 3,241 1,415 1,826
- Dutch government 2,301 52 27 2,326 1,100 1,226
- Other government 10,442 545 (66) 10,921 7,114 3,807
- Mortgage backed 10,519 79 (73) 10,525 6,127 4398
- Asset backed 9,985 57 (72} G970 5,855 4,115
- Corporate 53,652 1,643 (643) 54,652 30,022 24,630
Maney market investments 4,387 - - 4,387 4,387 -
Other 844 88 (24) 908 660 248
99,339 3,523 (969) 101,893 61,210 40,683
Fair value of  Fair value of
instruments instruments
with with
Unrealized gains and losses (Amortized)  Unrealized  Unrealized Total fair  unrealized  unreatized
2005 cost gains losses value gains losses
Shares 4,016 1,221 (36) 5,201 4,804 357
Bonds
- United States government 3,374 80 (41} 3,393 1,289 2,104
- Dutch government 2,227 133 - 2,360 2,360 -
- Other government 10,673 Q12 (8) 11,577 10,643 634
- Mortgage bhacked 10,142 112 {121) 10,133 3,761 6,372
- Asset backed 11,063 76 (130) 11,009 5,221 4,788
- Corporate 60,339 2612 (557) 62,394 41,540 20,854
Money market investments 3,161 - - 3,151 3,161 -
Other 668 83 (43) 708 513 195
105,653 5,209 (936) 109,926 74,582 35,344

156 | AEGON ANNUAL REPORT 2006




I
J

I I R I I R R R P O . I I R I R O I I R R I R R R N I LR R )
[

20086 2005
Carrying value of Gross Carrying value of Gross
instruments with unrealized instruments with unrealized
Unrealized losses - shares unreafized losses losses unrealized losses losses
Communication 11 (n 3 (L
Consumer cyclical 9 (1 40 (3)
Consumer non~-cyclical 25 (2) 31 (6}
Financials 219 {(S) 76 (4)
Funds 19 (N 31 1)
Industries 36 (3) 36 {5)
Resources 7 (1 1 (1}
Services cyclical 19 8] 19 - )
Services non-cyclical 11 (1) 36 (2)
Technology 42 4) 33 4
Transport 5 - - -
Other 30 (3 91 (7)
433 (27) 397 (36}
2006 2005
Carrying value of Gross Carrying value of Gross
Unrealized fosses ~ bonds and money instruments with unrealized instruments with unrealized
market investments unrealized losses losses unrealized losses losses
Asset Backed Securities (ABSs)

ABSs - Aircraft 63 (7) 113 (25)
ABSs - CBOs 103 (3} 242 (23}
ABSs - Housing related ' 1,499 (29) 1,658 (32}
ABSs - Credit cards 705 (7) 1,229 (19
ABSs - Cther 1.758 (27} 1,545 30
Collateralized mortgage backed securities 4,407 {73} 5814 {105)
Financial 9,452 (185) 7,463 (159)

industrial 12,224 {370} 11,211

Utility 2,836 (87) 2,486

Sovereign exposure 6,855 {130} 2,891

40,002 (918) 34,752
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Notes to the consolidated financial statements of AEGON Group e Note 7.2 - 7.5
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LOANS
Fair valug of Fair value of
instruments  instruments
u fi . I with with
nréalized gains and losses Amortized Unrealized Unrealized Total fair unrealized unrealized
2006 cost gains losses value gains losses
Mortgages 16,171 399 (108} 16,462 7,989 8.503
Private loans 307 26 (n 332 324 8
Deposits with financial institutions 1,965 G - 2,004 2,004 -
Policy loans 1,557 - - 1,557 1,557 -
Receivables out of share lease agreements 373 - - 373 352 21
Other 202 - - 202 202 -
20,605 434 (109} 20,930 12,398 8,532
Fair value of Fair value of
instrurments  instruments
N . with with
Unrealized gains and losses Amortized  Unrealized  Unrealized Total fair  unrealized  unreatized
2005 cost gains losses value gains losses
Mortgages 17,231 788 {75) 17,544 14,403 3541
Private loans 809 42 - 651 651 -
Deposits with financial institutions 1,342 - - 1,342 1,342 -
Policy loans 1,643 - - 1,543 1,543 -
Receivables out of share lease agreements 772 4 - 776 776 -
Other 288 - - 288 288 -
21,785 834 (75} 22,544 19,003 3,541
HELD-TO-MATURITY
Listed and unlisted bonds 2006 2005
Listed bonds 1,487 1,168
Unlisted bonds 15 8
' 1,502 1,166
Fair value of Fair value of
instruments instruments
with with
Unrealized gains and losses Amortized  Unrealized  Unrealized Total fair  unrealized  unrealized
2006 cost gains losses value gains losses
Bonds
- Cther government 1,294 56 [} 1,349 1,184 165
- Asset backed 8 - - 8 8 0
- Corporate 200 1 0 200 121 79
1,502 57 (2) 1,557 1,313 244
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Fair value of Fair value of
instruments  instruments
. with with
Unrealized gains and losses Amortized  Unrealized  Unrealized Total fair  unrealized  unrealized
2005 | cost gains losses value gains losses
Bonds "
- Other gavernment ii 1,085 80 (1) 1,144 1014 130
- Corporate |i 1 - 82 73 9
) 1,166 61 (1) 1,226 1,087 139
|
FINANCIAL ASSETS AT FAIR V‘ALUE THROUGH PROFIT OR LOSS
Listed and unlisted shares and bonds 2006 2005
Listed shares 2,627 1,651
Unlisted shares 155 1,044
Listed honds 3,497 5,859
Unlisted bonds | 918 56
H 7,197 8,610
|
INVESTMENTS IN REAL ESTAT."E
I 2006 2005
At January 1 ! 2,068 1,856
Additions ‘ 41 73
Subsequent expenditure capitalized || 11 5
Transfers from real estate held for own use Iand mortgage loans 140 134
Disposals (140) (268)
Fair value gains/{losses) 166 221
Net exchange differences (43) 49
Other - 2)
2,243 2,068

94% of all properties were last valued in 2006. More than 99% of
these valuations were performed by indeper&Hdent external appraisers.
AEGON USA has entered into commercia!‘ property leases on its
investrnent property portiolio, consistind of office, retail and

. . - i -

industrial buildings. These non-cancellable|| leases have remaining
lease terms up to 12 years. Most leases infl:lude a clause to enable
upward revision of the rental charge on an eﬁnnual basis according te
_I|
AEGON The Netherlands bas entered into long-term residential

|
property leases that can be terminated subject to a short term

either a fixed schedule or prevailing market conditions.

notice. Under Dutch law, the maximum elnnual rent increase on
residential property rented for less thaniEUR 615 per month is
specified by the Dutch national governmentjand equals to the annual
inflation rate plus a small margin. Refer to note 49 for description of
non-cancellable lease rights. ‘

Rental income of EUR 9C million (2005: EUR 92 million; 2004:

!"
2004: EUR 1 miltion) is attributable to rent on foreclesed real estate

Direct operating expenses (including repairs and maintenance
arising from investment property that generated rental incon%b“"
during the period amounted to EUR 28 million (2005: EUR 33 million;'
2004; EUR 25 million). No amounts {2005: EUR 2 million; 200
EUR C million) of direct operating expenses related to investme\n

property that did not generate rental income during the period. S
There are no restrictions on the realizability of investment property
or the remittance of income and proceeds of disposal,

Refer to note 49 for a summary of contractual obligations to purchase
investment property or for repairs, maintenance or enhancements.
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REAL ESTATE HELD FOR OWN USE

Net book value

At January 1, 2005 328
At December 31, 2005 355
AT DECEMBER 31, 2006 313
2006 2005
Cost
At January 1 377 347
Additions 90 162
Acquired through business combinations 18 -
Capitalized subsequent expenditure 5 1
Disposals (3) (46} .
Unrealized gains/(losses) through equity 16 (i}
Realized gains/(losses) through income statement (5) 1
Transfers to investments in real estate (136} {108}
Net exchange differences (21 26
QOther - (5}
AT DECEMBER 21 341 377
Accumulated depreciation, and impairment losses
At January 1 22 1¢
Depreciation through income statement 8 7
Disposals (10 -
Net exchange differences (L 1
Other - (5)
AT DECEMBER 31 28 22

General account real estate held for own use are mainly held by
AEGON USA and AEGON The Netherlands, with relatively smaller
f.-BoIdinqs in Hungary and Spain and are carried at revalued amounts.
The carrying value under a historical cost model amounts to
*EUR 169 million (2005: EUR 152 million).

l_61'% of the real estate held for own use was last revalued in 2006,
_Ié.gsed on market value appraisals by qualified internal and external
.=§_bpraisers. Approximately 75% of the appraisals in 2006 were
performed by independent external appraisers,
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Real estate held for own use has not been pledged as security for

liabilities, nor are there any restrictions on title.

Depreciation expenses are charged in ‘Commissicns and expenses’ in
the income statement. The useful lives of buildings range between

40 and 50 years.

Refer to note 49 for a summary of contractual commitments for the

acquisition of real estate held for own use.




m INVESTMENTS FOR ACCOUNT (l‘F POLICYHOLDERS
investments for account of policyholders comprise financial assets
at fair value through profit or loss, excluding “derivatives. as well as
investments in real estate and real estate held for own use. Refer to

|I
note 9 for details on derivatives for account of policyholders.

P I T R T T e e T I O R I R I I A R R R R A A R N A I L I A A R I I B LR B B I B

i 2006 2005
Shares ﬂ
- Listed ‘i 44,663 39,902
- Unlisted i 53 69
Bonds ‘
- Listed 30,339 31,465
- Unlisted )J a5 31
Money market and other short-term investments 2,248 2,297
Deposits with financial institutions ‘l 2,344 1,288
Separate accounts and unconsolidated inves‘tment funds 51,874 48,775
Other i 1,504 2,314
Total investments for account of policvho_ihers at fair value through profit or foss, excluding derivatives ' 133,060 126,141
Investments in real estate N 2,327 1,266
Real estate held for own use H 150 140
TOTAL INVESTMENTS FOR ACCOUNT OFJJPOLICYHOLDERS 135,537 127,547
' Refer to note 48 for a summary of all financial as]f»ets and financial liabilities at fair value through profit or loss.

I
Investments in real estate | 2006 2005
At January 1 1,266 530
Additions 814 518
Subsequent expenditure capitalized 36 31
Disposals (16) (26)
Fair value gains/{losses) 187 99
Net exchange differences 40 14
AT DECEMBER 31 | 2,327 1,266
i
i

No property interests held under operating leases are classified and statement. There are no restrictions on the realizability of investment

accounted for as investment property.

Rental income of EUR 90 miilion (2005“: EUR 10 million; 2004: Refer to note 50 for a summary of contractual obligations to purchéé’iﬁ
cl
EUR 10 million) is reported as part of investment income in the income investment property or for repairs, maintenance or enhancements.; )

[ e ot

property or the remittance of income and proceeds of disposal. (L3
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Derivative asset Derivative liability

2006 2005 2006 2005
Derivatives for general account
- Derivatives not designated in a hedge 860 1,058 588 690
- Derivatives designated as fair value hedges 256 335 480 516
- Derivatives designated as cash flow hedges 197 326 133 227
- Net foreign investment hedges 197 136 a8 91
1,510 1,855 1,209 1,524
Derivatives for account of policyholders
- Derivatives not designated in a hedge 373 440 579 678
373 440 579 678
TOTAL DERIVATIVES ' 1,883 2,295 1,788 2,202

' Refer to note 48 for a summary of ail financia! assets and financial liabilities at fair value through profit or (oss.

Types of derivatives

AEGON uses derivative financial instruments to hedge its exposures

related to investments, liabllities and berrowings, to optimize credit

risk exposure and as part of its ordinary underwriting activities.

Imterest rate contracts are used to manage AEGON's exposure to

interest rate risks. These contracts are designated as economic

hedges to AEGON's risk exposures. The main types of derivative
financial instruments used are interest rate swaps, swaptions, caps/
floors and forward rate agreements/futures:

®  An interest rate swap is an agreement between two parties to
exchange, at specific dates, the difference between a fixed
interest rate and/or a floating interest rate payment on a
predetermined noticnal amaount,

% A swaption is an option to enter into an interest rate swap at a
specific future date.

. a__(‘:aps/floors are contracts to settle the difference between a

,"'i:narket interest rate and a certain strike rate for a certain period
:of time on a specified notional amount.

s “Forward rate agreements/futures are commitments to purchase

“or sell a financial instrument at a future date for a specific price.

Foréi_gn exchange contracts are used to manage AEGON's exposure

on:.'_._i'tjs net investment in subsidiaries denominated in foreign

cur._Eéncfes and other investrments. The main types of derivative
financial instruments used are cross currency swaps and forward
foreign exchange contracts:

& Cross currency swap agreements are contracts to exchange two
principal amounts of two currencies at the prevailing exchange
rate at inception of the contract. During the life of the swap the
counterparties exchange fixed- or floating-rate interest payments
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in the swapped currencies and at maturity the principal amounts
are again swapped at a predetermined rate of exchange.

% A forward foreign exchange contract is an agreement that
obligates its parties to purchase / sell a predetermined amount
of foreign currency at a specified exchange rate at a specified
future date.

Other derivative transactions are used to manage eguity and credit

related exposures. The main types of derivative financial instruments

used are equily swaps, options, futures and credit derivatives:

® An equity swap is a swap agreement in which one party makes
payments based on either a floating index or a fixed-rate, while
the other party makes payments based on the return of an
eguity index, basket, or single shares.

& Options are contracts that give the option purchaser the right,
but not the obligation, te buy or sell, at or before a specified
future date, a financial instrument at a specified price.

% Futures are contractual obligations to buy or sell financial
instruments on a future date at a specified price.

» Credit derivatives are contracts between two parties that allow
for transfer of credit risk from cne party to another. The party
transferring the risk has to pay a fee to the party that assumes
the risk.

% A commonly used credit derivative instrument is a credit default
swap. A credit default swap allows the transfer of third party credit
risk from one party to another. In essence, the buyer of a credit
default swap is insured against third party credit losses. If the third
party defaults, the party providing insurance will have to purchase
the defaulted asset from the insured party or settle net in cash.
AEGON uses credit derivatives to hedge credit exposures.




%
¢ Synthetic GICs sold by AEGON are fee-thed products that are
further described in note 4 under fee - off llaalance sheet products.
% Liguidity agreements issued by AEGON are fee-based products
that could require AEGON to provide liquidity in certain
predetermined events.

Use of derivatives

Derivatives not designated in a hedge

AEGON holds financial derivatives for tracﬁinq purposes. It also
utilizes derivative instruments as a part ofH its asset liability risk
management practices. The derivatives held for risk management
purposes are classified as ‘Derivatives not de§ignated in a hedge' to
the extent that they do not qualify for hedée accounting, or that
AEGON has elected to not apply hedge accour{tinq. These darivatives
are either classified as economic or non-e“conornic hedges. The
economic hedges of certain exposures relate to an existing asset or
liability. In all cases, these are in accordar‘%ce with internal risk

guidelings and are closely monitored for contiﬁuing compliance.
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Derivatives are used to add risk by selling protection in the form of
single name credit default swaps and tranches of synthetic
collateralized debt and commodity obligations. Another strateqy
used is to synthetically replicate corporate credit exposures with
credit derivatives. This involves the purchase of high quality low risk
assets and the sale of credit derivatives. The program is designed to
purchase asset positions that are already subject to review by
management, but may not be available under the same terms and
conditions in the cash band market.

Furthermore synthetic GICs and liquidity agreements and principal
protection agreements are sold by AEGON to earn a fee.

In addition to these instruments, embedded derivatives that are not
closely related to the host contracts have been bifurcated and
recorded at fair value in the balance sheet. These bifurcated
embedded derivatives are embedded in various institutional
products, medified coinsurance and insurance contracts in the form
of quarantees for minimum benefits.

The total values of these bifurcated embedded derivatives can be
summarized as follows:

Derivative asset Derivative liability

2006 2005 2006 2005

Bifurcated embedded derivatives i

30 27 834 1084

AEGON USA reinsures some business on a Podified coinsdrance
basis of toinsurance with funds withheld basis. These reinsurance

arrangements contain embedded derivatives in"that the credit risk of
the underlying investment is not closely ‘related to the host
contracis. These embedded derivatives are bifti‘:rcated and carried at

fair value. The change in fair value of the embedded derivative, as

welf as the gains or losses on trading investments supporting these
arrangements, flows through the income statement. This embedded
derivative is not eligible for hedge accounting treatment,

The following table provides information on the liabilities for
guarantees for minimum benefits that are included in the bifurcated
embedded derivatives.

United The 2006 United The
States? Canada' Netherlands? Total States’ Canada' Netherlands?
At January 1 (14) 586 378 950 3 441 229
incurred guarantee benefits 7 (37) {103} {157} 10 53 149
Paid guarantee benefits - - - - - - -
Net exchange differences 3 (57) - (54 (1 92 -
AT DECEMBER 31 (28) 492 275 739 {14) 586 378
.=i
United The 2006 United The 2005
States' Canada' Netherlands? Total States! Canada' Netherlands? Total
Account value 2,393 3,446 6,171 12,010 1,465 3,651 5,510 10,626
Net amount at risk 1 802 45 648 1 a3 13 850

! Guaranteed minimum accumulation and withdrawal b!eneﬁts.
 Fund plan and unit-linked guarantees,

I
Refer to note 4 for a discussion of these guarant‘ees for minimum benefits.
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Notes to the consolidated financial statements of AEGON Group » Note 9

In addition, AEGON reinsures the elective guaranteed minimum
withdrawal benefil rider issued with a ceding company's variable
annuity contracts. The rider is essentially a return of premium
guarantee, which is payable over a period of at least fourteen years
from the date that the policyholder elects to start withdrawals. At
contract inception, the guaranteed remaining batance is equal to the
premium payment. The periodic withdrawai is paid by the ceding
company until the account value is insufficient to cover additional
withdrawals. Once the account value is exhausted, AEGON pays the
periodic withdrawals until the guaranteed remaining balance is
exhausted. At December 31, 20086, the reinsured account vaiue was
EUR 8.4 billion (2005: EUR 9.9 billien) and the guaranteed remaining
taiance was EUR 5.5 billion (2005; EUR 7.3 billion).

The reinsurance contract is accounted for as a derivative and is
carried in AEGON's balance sheet at fair value. At December 31, 2006,
the contract had a value of EUR 15 million (2005: EUR 14 million}.
AEGON entered info a derivative program to mitigate the overall
exposure to equity market and interest rate risks associated with the
reinsurance contract. This program involves selling S&P 500 futures
contracts to mitigate the effect of equity market movement on the
reinsurance contract and the purchase of over-the-counter interest
rate swaps to mitigate the effect of movements in interest rates on
the reinsurance contracts.

Derivative instruments designated as fair value hedges
AEGON has entered into interest rate swap agreements that
effectively convert certain fixed-rate assets and iliabilities to a
floating-rate hasis (generally to six months or less LIBOR), in order
to more closely match the performance of the assets and liabilities
within AEGON'’s portfolio. These agreements involve the payment or
receipt of fixed-rate interest amounts in exchange for floating-rate
interest amounts over the life of the agreement without the
exchange of the undertying principal amounts.

AEGON has entered
agreements that effectively convert certain foreign currency fixed-
and flpating-rate assets and liabilities to US dollar floating-rate
assets and liabilities. These agreements involve the exchange of the

into cross-currency interest rate swap

underlying principal amounts.

For the years ended December 31, 2006, 2005 and 2004, AEGON
recognized gains and losses related to the ineffective portion of
designated fair value hedges of EUR 5 million, EUR 32 million and
EUR 37 million respectively. No portion of derivatives was excluded
when assessing hedge effectiveness.
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Derivative instruments designated as cash flow hedges
AEGON has entered primarily into interest rate swap agreements
that effectively convert certain variable-rate assets and liabilities to
a fixed-rate basis in order to match the performance of the assets
and liabilities within AEGON's porifolio more closely. These
agreements involve the payment or receipt of variable rate interest
amounts in exchange for fixed-rate interest amounts over the life of
the agreement without the exchange of the underlying principal
amounts. AEGON is hedging its exposure to the variability of future
cash flows from the interest rate movements for terms up to five and
a half years for hedges converting existing floating-rate assets and
liabilities to fixed-rate agsets.

AEGON uses forward starting interest rate swap agreements to
hedge the variability in future cash flows asscciated with the
forecasted purchase of fixed-income assets. These agreements
reduce the impact of future interest rate changes on the forecasted
transaction. Fair value adjustments for these interest rate swaps are
deferred and recorded in equity until the occurrence of the
forecasted transaction at which time the interest rate swaps will be
terminated. The accumulated gain or loss in equity will be amortized
into investment income as the acquired asset affects income. AEGON
is hedging its exposure to the variability of future cash flows from
interest rate movements for terms up to sixteen and a half years.
These transactions will affect the profit and loss for approximately
4AQ years, For the year ended becember 31, 2006, none of AEGON's
cash flow hedges has been discontinued, as it was probable that the
original forecasted transactions would occur by the end of the
originally specified time period documented at inception of the
hedging relationship.

In addition, AEGCN &also makes use of cross currency swaps to
convert variable foreign currency cash flows into fixed cash flows in
local currencies. The cash flows from these hedging instruments are
expected to occur over the next 30 - 35 years. These agreements
involve the exchange of the underlying principal amounts.
Immaterial amounts of hedge ineffectiveness were recorded in the
income statement during 2006, 2005 and 2C004. The amount of
deferred gains or losses to be reclassified from equity into net
income during the next twelve months is expected to be immaterial.
AEGON did not exclude any portion of the derivative when assessing
hedge effectiveness.

Derivative instruments designated as net foreign

investment hedges

AEGON funds its investments in insurance subsidiaries with a
mixture of debt and equity, AEGON aims to denominate debt funding
in the same currency as the functional currency of the investment.
Investments outside the Eurozone, the United States, the Unifed
Kingdom and Canada are funded in euro. Whert the debt funding of

-c---o.------.----o--o-.---‘

|
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investments is not in the functional currency of the investment,

AEGON uses derivatives to swap the currencv‘exposure of the debt

instrument to the appropriate functional cur‘rency. This policy will
ensure that total capital will reflect currenC\Hr movements without
distorting debt to shareholders’ equity ratios. AEGON utilizes various
financial instruments as designated hedgin::q instruments of its
foreign investrnents. These instruments include subordinated
borrowings, long-term and short-term borrow}ngs, short-ferm debts
to credit instituticns, cross currency swap ?ontracts and forward

foreign exchange contracts. |
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The following table represents aggregate notional amounts and fair
valuas of derivatives, held for own account as well as for account of
palicyholders. The noticnal amounts listed for interest rate contracts
will not be exchanged by parties and, thus, do not reflect an
exposure of the company. The amounts listed for cross currency
swaps, included under ‘Foreign exchange contracts” will be
exchanged at amounts calculated on the basis of the notional
amounts and the terms of the derivatives, which are related to

interest rates, exchange rates and/or certain indices.

2006 2005
Notional Assets Notional Liabilities Notional Assets Notianal Liabilities
valye Fair value value Fair value value Fair value value Fair value
Interest rate contracts
OTC:
- Forwards 5223 97 - - - - 2 -
- Swaps 48,266 1,142 22,538 512 31,062 1,693 24,444 672
- Optiens 5577 201 z24 - 6,080 270 - -
Exchange traded contracts:
- Futures 3,047 17 558 8 145 1 2,238 3
Foreign exchange contracts
oTC:
- Forwards 1,402 17 1,393 13 2,498 3 2,339 9
- Swaps 4,153 225 8,140 377 2,507 218 3,376 437
Credit contracts
oTe:
- Swaps 832 7 862 5 1,146 8 434 [§)
Equity contracts
QTC:
- Swaps 629 38 1,244 7 547 a2 520
- Options 1,127 102 1,260 10 34 24 818
Exchange traded contracts:
- Futures 681 6 1,688 22 307 5 632
- Options g - - 8 -
Other derivatives
Embedded derivatives 1,766 30 9,721 834 2 27 9,415
Synthetic GiCs - - 37,076 - - - 36,076
Other contracts - - - - - - - 6
72,742 1,883 84,404 1,788 44,336 2,295 80,294 2,202

I

The fair value of the derivatives reflects the estimated amounts that
Il
AEGON would receive or pay to terminate the contracts on reporting

date. Market quotes are available for many derivatives; for those

l

products without readily available market quotes generally accepted
valuation models are used to estimate fair value, The cross currency
intarest rate swaps are presented as foreign exchange contracts.
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i
| <1yr 1<5yrs 5<10 yrs >10 yrs

Maturity table Notional Notional Notional National

2006 value Fair value value Fair value value Fair value value Fair value

E Interest rate contracts

E OTC:

P - Forwards 323 - 1,748 25 1,491 32 1,561 36

- Swaps 4 525 (14} 22,337 13 10,692 137 33,280 494

- - Options 107 4 3,877 40 580 57 1,037 100

Exchange traded contracts:

P - Futures 3,605 5 - 4 - - - -

f.

é Foreign exchange contracts

- oTC:

'~ - Forwards 2,785 4 - - - - - -

' - Swaps 5,686 (56) 3426 6 1,468 (58) 1213 @4

] Credit contracts

h oT1C:

. - Swaps ' 19 - 832 4 98 2 745 -
Equity contracts
oT1C:
- Swaps 136 - 1,682 30 jla} 1 - -
- Options 1,028 22 750 22 575 39 34 9
Exchange traded contracts:
- Futures 2,26% {16) ~ - - - - ~
- Dptions 6 - 3 1 - - - -
Other derivatives
Embedded derivatives 48 {6} 2,741 (300} 1,414 {195) 7,284 (303)
Synthetic GICs 38 - - - - - 37,038 -

20,585 (57) 37,896 (111} 16,373 11 82,292 252
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I <1yr 1¢5yrs 5¢10 yrs >10 yrs

H |
Maturity table Notional Notional Notional Notional
2005 value Fair value value Fair value value Fair value value Fair value

Interest rate contracts

oTC:

- Forwards |~ - - - 2 - - -
- Swaps 5,|566 (9) 17,344 (162} 10,194 (37} 22,402 1,229
- Options |- ~ 4,440 78 704 83 936 109
Exchange traded contracts: H

- Futures 2,383 (3} - - - - - -

Foreign exchange contracts

CTC:

- Forwards 4,|837 (&) - - - _ _ _
I

- Swaps 230 (33 3,241 103 1,296 (102) 1,116 (187)

Credit contracts
OTC: !
- Swaps 8 - 1,317 4 227 {2 28 -

Equity contracts

OTC:

- Swaps | 49 1 525 ] 493 34 - -
- Qptions 1807 18 15 1 - - 30 7
Exchange traded contracts:

- Futures 939 (1) - - - - - -
- Qptions 8 4 - - - - - -

Other derivatives

Embedded derivatives { a4 (7 3,389 (531) 466 (80) 5,518 {409)

Synthetic GICs 99 - &0 - - - 35,917 -

Qther contracts - - - n - (2) - (3
14,970 (37 30,331 (510) 13,382 {106) 65,947
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JET) INVESTMENTS IN ASSOCIATES

L R L I R R R O L R R T A I A A O R O I I O SO TN A B B I

2006 2005
Investments in associates 478 . 542
At January 1 542 484
Additions 26 22
Acquisition of a subsidiary 1 -
Conselidation following acquisition of remaining shares in an associate 41 -
Share in net income 32 20
Share in changes in associate's equity (note 15.5) (68) 20
Dividend (4} (3}
Other (10} (N
AT DECEMBER 21 478 542

All associates are unlisted and are accounted for using the equity
method and are considered to be non-current. The investments in
associates include interest in insurance companies who are required
fo maintain a minimum solventy margin based on local directives.
While management does not believe that such restrictions will affect

the ability of these asscciates to transfer funds in the form of cash
dividends, or repayment of loans or advances, there can be no
assurance that these restrictions will not become a limitation in the
future. There are also no unrecognized shares of losses of
associates,

Summarized financial information of associates 2006 2005
Assets 9,504 8,124
Liabilities 9,181 7,884
Revenue 1,895 1,747
Net income 32 20
The summarized financial information is based on the Group's
relative holding and excludes any goodwill included in the
measurement of the investment in assaciates. Refer to note 52 for a
listing of the principal investments in associates and the Group's
percentage holding.
Vs
JIJIE] REINSURANCE ASSETS
i
““Assets arising from reinsurance contracts related to: 2006 2005
‘P':i‘_‘!ife insurance general account 2,901 3,001
::.“‘_lTife insurance for account of policyholders 279 320
=Mon-life insurance 785 799
Hnvestment contracts 5 5
L-TOTAL REINSURANCE ASSETS 3,970 4,125

Amounts due from reinsurers in respect of claims already paid by
the Group on the contracts that are reinsured are included in other
assets and receivables (note 13).
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R . . |
Movements during the year in reinsurance assets
relating to life Insurance

| Life insurance Life insurance for Total
i general account aceount of policyholders {ife insurance
AY January 1, 2005 2,409 270 2,679
Acquisitions through business combinations 1 - 1
Portfolio transfers and acqguisitions (8) (22 {30)
Gross premium and deposits - existing and new business 1,083 125 1,208
Unwind of discount / interest credited i 184 10 194
Technical reserves released {1,012) (78) (1,090)
Changes to valuation of expected future benefits 4 14 18
Net exchange differences I 340 1 341
AT DECEMBER 31, 2005 | 3,001 320 3,321
|

Life insurance Life insurance for Totat

general account account of policyholders life insurance

At January 1. 2006 | 3,001 320 3,321
Acquisitions through business combinations - - -
Portfolio transfers and acquisitions (19) {18) (37
Gross premium and deposits - existing and new business g70 103 1,073
Unwind of discount / interest credited |i 136 11 147
Technical reserves released I (955) {139) (1,094)
Changes to valuation of expected future benefits i6 (1) 15
Net exchange differences | {255) 3 (252)
Cther movements “ 7 - 7
AT DECEMBER 31, 2006 | 2,901 279 3,180
Movements during the year In reinsurance assets relating to non-life insurance 2006 2005
At January 1 i 799 609
Gross premium and deposits - existing and new husiness 313 346

Unwind of discount / interest credited 34
Technical reserves released (185)
Changes to valuation of expected future benefits 3
Changes in unearned premiums (89}
Changes in unexpired risks (3)
Incurred related to current year 106
Incurred related to prior years 18
Release for claims settied current year (26)
Release for claims settled prior years (109}
Change in 1BNR / i3
Disposals -
Net exchange differences (84)
Other movements (5} -
AT DECEMBER 31 | 785 799

AEGON ANNUAL REPORT 2006 | 169



Notes to the consolidated financial statements of AEGON Group e Note 12 - 13.1

R R L R R R R I I R R I I R R I I T I R I R R O I B R N N B A I R A R I B I A R IR B )

BEF] DEFERRED EXPENSES AND REBATES

2006 2005
DPAC for insurance contracts and investment contracts with
discretionary participation features 10,938 10,789
Deferred transaction costs for investment management services 281 287
Unamortized interest rate rebates 239 272
11,458 11,348
Deferred Unamortized interest
DPAC transaction costs rate rebates
At January 1, 2005 8499 234 325
Costs deferred/rebates granted during the year 1,919 60 3
Amortization through income statement {936} (28) (56)
Shadow accounting adjustments 413 - -
Disposals (44} - -
Net exchange differences 30 21 -
Other 8 - -
AT DECEMBER 31, 2005 10,789 287 272
Deferred Unamortized interest
DPAC transaction costs rate rebates
At January 1, 2006 10,789 287 272
Costis deferred/rebates granted during the year 1,881 23 18
Amortization through income statement (1,243) {45) (49)
Shadow accounting adjustments 157 - -
Disposal - {29) -
Net exchange differences {697) (12 -
Other 41 (3 -
AT DECEMBER 31, 2006 10,938 281 239
i -JAl December 31, 2006, the reversion to the mean assumptions for 20086, were as follows: gross loeng-term equity growth rate of 9%
! variable products, primarily variable annuities, were as follows in the (2005: 9%); and gross short-term growth rate of 9% (2005; 9.75%).
United States: gross long-term equity growth rate of 9% (2005: 9%}; For both countries the reversion period for the short-term rate is five
' 1 gross short-term growth rate of 4.75% (2005: 6 %); grass short- and years. for Hungary and the Eastern European countries, the
i .+ long-term fixed security growth rate of 6% (2005: 6%} and the assumption for the gross long-term growth rate on external
v gross short- and long-term growth rate for money market funds of investment funds was 5.27% (2005; 5.27%).

25 3.5% (2005: 3.5%). For Canada these assumptions, at December 31,
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Deferred

DPAC transaction costs
DPAC and deferred transaction costs per line of business 2006 2605 2006 2005
Traditional life | 3,703 3,699 - -
Life for account of policyholders ! 4,488 4,257 133 127
Fixed annuities 400 443 19 20
Variable annuities 852 970 73 78
Fee - off balance sheet products - - 43 43
Reinsurance 767 685 - -
Accident and health insurance 726 734 - -
General insurance 2 1 - -
Banking - - 13 19
| 10,938 10,789 281 287
|
OTHER ASSETS AND RECEWAE[:LES
|
i 2006 2005
Equipment ‘ 13.1 236 270
Receivables 13.2 5414 4,320
Accrued income 13.3 1,823 2,218
i 7,473 6,806
|
EQUIPMENT
Net book value ‘
At January 1, 2005 | 390
At December 31, 2005 270
J
AT DECEMBER 31, 2006 236
i
I 2006 2005
Cost N
At January 1 : 640
Additions 62 ]
Acquisitions through business combinations g "
Disposal ! (83) (5961 "
Net exchange differences (39 101_1_.7: !
Other | _
AT DECEMBER 31 | 589
Accumulated depreciation and impairnf‘j‘lent fosses .
At January 1 370 654
Depreciation through income statement 68 76
Disposal (65) (427}
Net exchange differences (20} 59
Other - 8
AT DECEMBER 31 353 370
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included in the net book amounts of equipment are equipment held
for lease of EUR 40 million (2005: EUR 66 million).

Equipment has not been pledged as security for liabilities, nor is over a period of three to five years.

there any restrictions on title.

IEEX] RECEIVABLES

LR IR I Y

Depreciation expenses have been charged in ‘Commissions and
expenses’ in the incame statement. Equipment is generally depreciated

2006 2005
Loans to associates 11 8
Finance lease assets 63 108
Receivabtes from palicyholders 3632 2,170
Receivables from brokers and agents 184 161
Receivables from reinsurers 278 578
Investment income receivable - 1
Cash outstanding from assets sold 8 15
Trade receivables 527 29
Cash collateral on securities borrowed 34 -
Reverse repurchase agreements 4 23
Income tax receivable 258 275
Other 572 1,100
Provision for impairment {158) {148}

5414 4,320
Current 5,017 4,067
Mon-current 397 253
Fair value on non-current receivables 382 244
ACCRUED INCOME

2006 2005
Accrued interest 1,821 2216
Other 2 -
1,323 2,216

All accrued income is current.
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| 2006 2005
Cash at bank and in hand | 636 1,032
Short-term deposits 1,884 2,208
Money market investments 5,859 4,066
Short-term collateral 4,715 -
| 13,144 7,307

The carrying amounts disclosed reasonably|approximate the fair
values as at the year end.

Included in the balances for short-term deposits, money market
investments and short term collatera! is casrﬂ collateral received of
EUR 10.0 biilion {2005; EUR 4.6 billion), ofJ;which EUR 8.5 hillion

(2005 EUR 3.9 billion) relates to security ieiinding and repurchase

agreements. A corresponding liability to repa\,r| the cash is recognized
|

in other liabilities (note 28). Refer to nate 50 for a discussion of

R , { . .
collateral received and paid. (nvestment of cash collateral received is

restricted through limitations on credit jworthiness, duration,

approved investment categories and borrower limits. AEGON earns a
share of the spread between the collateral earnings and the rebate
paid to the borrower of the securities. Incame from security lending
programs was approximately EUR 26 million (2005: EUR 21 million;
2004: EUR 13 million).

The weighted effective interest rate on short-term deposits was
4.21% (2005; 2.71%) and these deposits have an average maturity of
4,31 days (2005: 3.39 days).

For the purposes of the cash flow statement, cash and cash
equivalents comprise the following:

| 2006 2005
Cash and cash equivalents ” 13,144 7,307
Bank overdrafts (note 23) i {753) (1,239
NET CASH AND CASH EQUIVALENTS | 12,391 6,068

The majority of cash is not subject to any re§trictions. However, the

Dutch National Bank {DNB) requires AEGON The Netherlands to hold

. . N .
2% of its assets relating to banking activities in an account with the

DNB. This amount on deposit is reassessed on a monthly basis and
carries interest at approximately 2%. The balance at the end of the

[
year was EUR 90 million (2005: EUR 103 million).

Furthermore, AEGON The Metherlands holds required funds related
to post-employment benefits for former employees in a bank deposit,
amounting to EUR &1 million at year end (2005: EUR 102 million).

The following table provides information on the net (increase)/
decrease in operating assets and liabilities, excluding the effect of
acquisitions and exchange rate differences on consolidation.

Operating assets and liabilities \ 2006
Qther assets and receivables ‘ {708)
Other liabilities 7,146
Accrued interest )J (64}

6,374
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IEE] SHAREHOLDERS' EQUITY
Issued share capital and reserves attributable to shareholders

of AEGON NV,

Note 2006 2005 2004
Share capital - par value [15.1] 255 251 243
Share premium 7,104 7,106 7,112
Treasury shares (787) (545) (765)
Total share capital 6,572 6,812 6,590
Reiained earnings 11,455 9,318 6,825
Revaluation reserves 1,648 2,293 2,141
Other reserves 15.5] (538) 853 (681)
TOTAL SHAREHOLDERS' EQUITY 19,137 19,276 14,875

IEEE] SHARE CAPITAL - PAR VALUE
2006 2005 2004
Common shares 195 192 186
Preferred shares A 53 53 53
Preferred shares B 7 6 4
255 251 243
Common shares 2006 2005 2004
Authorized share capital 360 360 360
Par value in cents per share 12 12 12

Number

of shares Total
{thousands) amount
At January 1, 2004 ’ 1,514,378 182
-~:y=hare dividend 38,307 4
:_-At December 31, 2004 1,552,685 186
" Share dividend 46,292 )
““At December 31, 2005 1,598,977 192
"'Share dividend 23,950 3
_._-.‘AT DECEMBER 31, 2006 1,622,927 195
* “Preferred shares 2006 2005 2004
Authorized share capital 250 250 250
Par value in cents per share 25 25 25
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Preferred shares A Preferred shares B

Number of Number of

! shares Total shares Total

H (thousands) amount (thousands) amount
At January 1, 2004 | 211,680 53 11,100 3
Share dividend - - 5,800 1
At December 31, 2004 211,680 53 16,900 4
Shares issued - - 6,950 2
At December 31, 2005 211,680 53 23,850 6
Shares issued \ - - 5,440 1
AT DECEMBER 21, 2006 211,680 53 29,290 7

!!
||
All issued common and preferred shares areII fully paid. Repayment

of capital can only be initiated by the Executive Board, is subject fo

. I
approval of the Supervisory Board and must be resolved by the

General Meeting of Shareholders. Mareover, %epayment on preferred
shares needs approval of the related shareholllders.

There are restrictions on the amount of funds that companies within
the Group may transfer in the form of cash di"vidends or otherwise to
the parent company. These restrictions stFm from solvency and
tegal requirements, Refer to note 47 for 'a description of these
requirements. Vereniging AEGON, based in The Hague, holds all of
the issued preferred shares. ‘
Vereniging AEGCN, in case of an issuance of shares by AEGON N.V,,
may purchase as many class B preferred shares as would enable
Vereniging AEGON to prevent or correct dilution to below its actual

. | .
percentage of voling shares. Class B preferred shares will then be

issued at par value (EUR 0.25), unless a higher issue price is agreed.
In the years 2003 through 2005 23,850,000 class B preferred
shares were issued under these gption riqf%ts. In 2006, Vereniging
AEGON exercised its option rights to ﬂ)urchase in aggregate
5,440,000 class B preferred shares at par I\'.ralue to correct dilution

caused by AEGON's stock dividend issuances’f during the year.

IEEF3 SHARE PREMIUM “

AEGON NV. and Vereniging AEGON have entered into a preferred
shares voting rights agreement, pursuant to which Vereniging AEGON
has voluntarily waived its right to cast 25/12 vote per class A or class
B preferred share. Instead, Vereniging AEGON has agreed {0 exercise
one vote only per preferred share, except in the event of a ’special
cause', such as the acquisition of a 15% interest in AEGON NV, a
tender offer for AEGON NV, shares or a proposed business
combination by any person or group of persons, whether individually
or as a group, other than in a transaction approved by the Executive
Board and Supecvisory Beard. If, in its scle discretion, Vereniging
AEGON determines that a ‘special cause’ has occurred, Vereniging
AEGON will notify the General Meeting of Shareholders and retain its
right to exercise the full voting power of 25/12 vote per preferred
share for a limited period of six months.

In both 2001 and 2002, AEGON NV, entered into total return swaps
with Vereniging AEGON in order to hetdge the share option plan for
each respective year. On Aprit 15, 2005, these total return swaps were
terminated, resulting in a positive impact on shareholders' equity of
EUR 115 million. The amount has been added to retained earnings.
With regard to granted share appreciation rights and option rights
and their valuation we refer to note 40.

| 2006 2005

At January 1 7,106 7,1i2

Share dividend | (2) {6}

AT DECEMBER 31 i 7,104 7,106

Share premium relating to:

- Common shares 5,052 5,054 5,080

- Preferred shares 2,052 2,052 2,052
i 7,104 7,106 7.112
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Notes to the consolidated financial statements of AEGON Group e Note 15.2 -154

m 2 e e s e

The share premium account reflects the balance of paid-in amounts

above par value at issuance of new shares less the amounts charged
for share dividends.

IEEX)] TREASURY SHARES

On the balance sheet date AEGON NV, and its subsidiaries held
40,809,710 of its own commen shares with a face value of EUR 0.12
each. Movements in the number of repurchased own shares held by
AEGON N.V. were as follows:

LR R R I L I R I I A A A

e % e s e tv e aee

2006 2005 2004
Number Number Number
of shares of shares of shares
(thousands)  (thousandsy (thousands)
At January 1 18,651 75,233 27,429
Transactions in 2006;
Purchase: 30 transactions, average price EUR 14.78 19,076 - -
Sale: 2 transactions, average price EUR 13.46 ¥ - -
Transactions in 20G5:
Purchase: one transaction on May 17, price EUR 9.85 - 33821 -
Sale: 31 transactions, average price EUR 10.28 - (10,403) -
Transactions in 2004:
Purchase: two transactions on May 18 and September 24, average price EUR 9.88 - - 7,467
Sale: three transactions on April 1, April 22 and July 19, average price EUR 10.29 - - (9,663)
AT DECEMBER 31 37,724 18,651 25,233
As part of their insurance and investment operatiens, subsidiaries
within the Group alse hold AEGON NV. common shares, both for
their own account and for account of policyholders. These shares
have been treated as treasury shares and are (de)recognized at the
consideration paid or received.
2006 2005 2004
Number Number Number
of shares Total of shares Total of shares Total
(thousands) amount {thousands} amount  (thousands) amount
{.iHeld by AEGON N.V. 37,724 724 18,651 442 25,233 657
Held by subsidiaries 3,085 63 4,664 103 4,657 108
“~YAT DECEMBER 31 40,810 787 23,315 545 29,890 765
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Available-  Real estate Cash flow
for-sale held for hedging

investments OWn use reserve Totat

At January 1, 2004 H 1,620 28 12 1,660
Gross revaluation 1,266 1 103 1,370
Reversal of gross revaluation J (449) - - (449)
(Gains)/tosses transferred to income statemelfnt {23) 23)
Foreign currency translation differences | (76) (1) - (77
- Tax effect " (305) {1 (23) (329
Other | 8 - (19) 1y
AT DECEMBER 31, 2004 | 2,064 27 50 2,141
At January 1, 2005 2,064 27 50 2,141
Gross revaluaticn 274 (1) 139 412
Reversal of gross revaluation (705) - - {705)
Gains/(losses) transferred to income statement {9 - 63 54
Foreign currency translation differences 139 3 - 142
Tax effect 304 - {62) 242
Other 32 C] (21} 7
AT DECEMBER 31, 2005 2,099 25 169 2,293
At January 1, 2006 2,009 25 169 2,293
Gross revaluation (131) 15 an {133)
Reversal of gross revaluation (527) - - (527)
Gains/(losses) transferred to income statement - - (130) (130)
Foreign currency translation differances (70} (3) 4) (77}
Tax effect 88 (5} 51 134
QOther 77 - 11 a8
AT DECEMBER 31, 2006 1,536 32 B0 1,648

The revaluation accounts for both available-for-sale investments and
for real estate held for own use include unrealized gains and losses
on these investments, net of tax. Upon sale, Fhe amounts realized are
recegnized in the income statement or "transferred to retained

earnings. There are restrictions on the distr“ibution of the balance of
Il

the revaluation reserve related to real estate held for own use to,

sharehaolders. Fegl |
The closing balances of the revaluation reserve for available-for-salé 1,
investrnents relate to the following instruments: ‘

2006 2005
Shares H 909 1,097
Bonds 612 1,072 y
Other | 15 (70) (116)
| 1,536 2,009 2,064

The cash flow hedging reserve is made up, of unrealized gains and

losses on the effective portions of hedging instruments, net of tax.
I

The amounts are recognized in the income statement at the moment

I
of realization of the hedged position to offfet the gain or loss from

the hedged cash flow. No amounts have been released from equity
to be incluced in the initial measurement of non-financial assets or
liabilities.
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JEX] OTHER RESERVES

Foreign  Net foreign Equity

currency investment movements

translation hedging of
reserve reserve associates Total
At January 1, 2004 - - 15 15
Movement in foreign currency translation and net foreign investment hedging reserves (827) 72 - (755)
Equity movements of associates - - 59 5%
AT DECEMBER 31, 2004 (827) 72 74 (681)
At January 1, 2005 (827} 72 74 {681}
Movement in foreign currency translation and net foreign investment hedging reserves 2,143 (628) - 1,515
Equity movements of associates - - 19 19
AT DECEMBER 21, 2005 1316 {556) 93 853
At January 1, 2006 1,318 (558) 93 853
Movemnent in foreign currency transiation and net foreign investment hedging reserves {1,478} 183 - {1,325)
Disposals - - 2 2
Equity movements of associates - - (68) (68)
AT DECEMBER 3%, 2006 (162) {403} 27 {538)

The foreign currency translation reserve includes the currency
results from investments in non-euro denominated subsidiaries. The
amounts are released to the income statement upon the sale of the
subsidiary,

The net foreign investment hedging reserve is made up of unrealized
gains and losses on the effective portions of hedging instruments,
net of tax. The amounts are recognized in the income statement at
the moment of realization of the hedged position to offset the gain
or loss from the net foreign investment.

The equity movements of associates reflect AEGON's share of
changes recognized directly in the associate's equity.

W
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T OTHER EQUITY INSTRUMENTS

|

! Junior Perpetual Share

| perpetual cumulative options

‘ capiltal subordinated not’yet

securities bonds exercised Total

At January 1, 2004 - 1,617 - 1,517
Instruments issued I 1,352 - - 1,352
AT DECEMBER 31, 2004 | 1,352 1,517 - 2,869
At January 1, 2005 1,352 1,517 - 2,869
Instruments issued 1.457 - - 1,457
Instruments redeemed || - (950) - {950)
Share options granted - - 3 3
AT DECEMBER 31, 2005 2,809 567 3 3,379
At January 1, 2006 2,809 567 3 3,379
Instruments issued 638 - - 638
Share options granted - - 13 13
Deferred tax - - 2 2
AT DECEMBER 31, 2006 | 3,447 567 18 4,032

|

Coupon date:

Junior perpetual capital securities Coupon rate quarterly, as of Year of first call 2006 2005 2004
USD 500 millian “ 6.5% March 15 2010 424 424 -
USD 250 millign floating LIBOR rate ! March 15 2010 212 212 -
USD 550 million 6.875% March 15 2011 438 - -
EUR 200 millicn 6.0% January 15 2011 200 - -
EUR 950 million roaHing CMT rate? January 15 2014 S50 95C 950
USD 500 million fleating CMS rate 3 January 15 2014 402 402 402
USD 1 hillion 6.375% March 15 2015 821 821 -
TOTAL JUNIOR PERPETUAL
CAPITAL SECURITIES 3,447 2,809 1 352

' The ceupon of the U$D 250 million junior perpetual capltal securities, callable in 2010, is based on the yield of three-month LIBCR plus an additicnal spread
of 87.5 hasis points. The coupon will be reset each quarter based on the then prevailing three-month LIBOR yield, with a minimum of 49,
2 The coupon of the EUR 950 million junior perpetual camtal securities, callable in 2014, is based on the yield of ten-year Dutch government bonds plus an addmonal
spread of ten basis points. The coupon will be reset each quarter based on the then prevailing ten-year Dutch government bond yield, with a maximum of 8%.
¥ The goupon of the USD 500 millicn junior perpetual capltal securities, callable in 2014, is based on the yield of ten-year US dollar interest rate swaps,
with an additicnal spread of ten basis points. The colpon is reset each quarter based on the then prevailing ten-year US dollar interest rate swap vield,
with @ maximum of 8.5%.

&
The interest rate exposure on some of thesel securities has been and required coupon payment deferral. Although the securities have?»é«
swapped, using derivatives, to threge-month LIBOR yield, no stated maturity, AEGON has the right to call the securities for‘"»;,
The securities have been issued at par The securities have redemption at par for the first time on the coupon date in the years
subordination provisions and rank junior to all other liabilities. The as specified, or on any coupon payment date thereafter,

[
conditions of the securities contain certain provisions for optional

i
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Perpetual cumulative

subordinated bonds Coupon rate Coupon date Year of first call 2006 2005 2004
EUR 114 million 7.875% September 29 2005 - - 114
EUR 136 million 7.75% December 15 2005 - - 136
EUR 700C million 6.875% December 20 2005 - - 700
EUR 174 million 7.625%1 July 10 2008 114 114 i14
EUR 136 million 7.25%? October 14 2008 136 136 136
EUR 203 million 7.125%2 March 4 2011 203 203 203
EUR 114 million 4.156%3 June 8 2015 114 114 114
TOTAL PERPETUAL CUMULATIVE

SUBORDINATED BONDS 567 567 1,517

! The coupon of the EUR 114 millfon bonds with an interest rate of 7.625% is fixed.

2 The coupon for the EUR 136 miilion 7.25% honds is set at 7.25% until October 14, 2008, while the coupon far the EUR 203 million 7125% bonds is set at
7125% until March 4, 2011. On these dates, and after every consecutive period of ten years, the coupons will be reset at the then prevaiiing effective yield
of nine- to ten-year Dutch government securities and a spread of 85 basis points,

3 The coupon for the EUR 114 millicn bonds was set at 8% until June 8, 2005. As of this date, the coupon is set at 4.156% until 2015,

The bonds have the same subordination provisions as dated
subordinated debt. In addition, the conditions of the bonds contain
provisions for interest deferral and for the availability of principal
amounts to meet losses. Although the bonds have no stated
maturity, AEGON has the right to call the bonds for redemption at
par for the first time on the coupon date in the years as specified.

TRUST PASS-THROUGH SECURITIES

Coupon Coupon date Year of issue Year of maturity 2006 2005
USD 100 miltion 7.8% June 1; December 1 1996 2026 - 85
USD 225 miliion 7.65% June 1; December 1 1996 2026 85 191
USD 120 million 7.625%  May 15; November 15 1997 2037 38 161
TOTAL TRUST PASS-THROUGH
SECURITIES 123 437
JTrust pass-through securities are securities through which the The USD 100 million 7.8% trust pass-through securities were called
;'holders participate in a trust. The assets of these trusts consist in 2006 at a call price of 103.5%. The USD 225 million 7.65% and the
i;of junior suberdinated deferrable interest debentures issued by USD 190 million 7.625% trust pass-through securities were partially
~-Transamerica Corporation. The trust pass-through securities carry redeemed in 2006 through a cash tender offer.
provisions with regard to deferral of distributions for extension The trust pass-through securities are subordinated to all other
‘,“'periods up to a maximum of ten consecutive semi-annual periods. unsubordinated borrowings and liabilities.
”")lhere were no defaults or breaches of conditions during the period. The fair vatue of these loans amounts to EUR 123 million (2005:

EUR 574 million).
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IMEE] SUBORDINATED BORROWINGS |

] 2006 2005
USD 264 million 8% - 224
Other subordinated loans 34 &0
TOTAL SUBORDINATED LOANS ! 34 284
These locans are subordinated to all other unsqurdinated horrowings
and liabilities, There were n¢ defaults or br“eaches of conditions
during the period. The effective interest rateli on the subordinated
loan was 6.51% (2005: 6.51% to 8.18%). The fa“ir value of these loans
amounts to EUR 35 million (2005: EUR 309 million).
IETE] INSURANCE CONTRACTS
2006 2005
Life insurance 81,015 88,107
Non-life insurance
- Unearned premiums and unexpired risks 2,632 2,610
- Qutstanding claims 1,574 1,892
- Incurred but not reperted claims {‘ 680 391
Incoming reinsurance n 2527 2,690
! 88,428 95,690
|
Certain insurance contracts contain surrender options, so that
AEGON has no unconditional right to deferi! settlement of these
liabilities for at least twelve months after ball!ance sheet date. This
feature results in the classification of these insurance contract
liabilities as current. H
»
} 2006 2005
Non-life insurance:
- Accident and health insurance 4,135
- General insurance 751
I 4,886
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Movements during the year in life insurance 2006 2005
At January 1 88,107 76,221
Acquisitions through business combinations 96 49
Portfolio transfers and acquisitions 50 864
Gross premium and deposits - existing and new business 8,764 7,806
Unwind of discount / interest credited 3,650 3,627
Technical reserves released (12,467} (9,959)
Changes in vaiuaticn of expected future benefits (70} (76)
Losses recognized as a result of lability adequacy testing - 151
Shadow accounting adjustments (63%9) 503
Net exchange differences (6,742) 8,960
Other 266 (39
AT DECEMBER 31 81,015 88,107
The following table provides information on the liabilities for
quarantees that are included in the valuation of the host contracts:
2006 2005
GMDB' GMIB? GMAB? Total GMDB GMIB? GMAB? Total
At January 1 126 121 109 356 100 59 96 255
Incurred quarantee benefits 34 23 (57) - 36 50 13 99
Paid guarantee benefits (30 {7} - (37 (26) - - {26)
Net exchange differences (13) (14) - (27} 16 12 - 28
AT DECEMBER 31 117 123 52 292 126 121 109 356
2006 2005
GMDB! GMIBZ? GMAB? Total 4 GMDB* GMIB? GMAB?3 Total 4
Account value 23814 8,562 7,489 39,865 24,991 9,122 6,164 40,277
Net amount at risk 1614 296 A0 1,950 2,357 380 84 2,821
Average attained age of
contractholders &5 64 - 64 &3 - -

' Guaranteed minimum death benefit in the United States.
2 Guaranteed minimum income benefit in the United States.

-, 3 Guaranteed minimum accumu!ation benefit in the Netheriands.

A

mutually exclusive,

" Refer to note 4 for a discussion of these guarantees for minimum
¥l

' benefits.
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Movements during the year in non-life Insurance 2006 2005
At January 1 | 4,893 4,375
Partfolio transfers and acquisitions |! 84 3
Gross premiums - existing and new business 2413 2,684
unwind of discount / interest credited 174 164
Technical reserves released | {1,334) (1,680)
Changes in valuation of expected future benhefits {3) (17)
Change in unearned premiums (1,009) (833)
Change in unexpired risks (8) (3)
Incurred related to current year 713 682
Incurred related to prior years 191 64
Release for claims settled current year (249) (253)
Release for claims settled prior years (624) (483)
Change in IBNR b5 23
Disposals - (309)
Net exchange differences (402) 470
Other i (8) 6
AT DECEMBER 31 | 4,886 4,893

!
Prior year run-off results, compared to opening balances of the
non-life reserve, are immaterial. ii

I
Movements during the year in incomingﬂreinsurance 2006 2005
At January 1 ﬁ 2,690 2,220
Gross premium and deposits - existing and nEw business 1,441 1,244
Unwind of discount / interest credited 197 168
Technical reserves released (1,492) {1,309)
Changes in valuation of expected future beneéfits 15 32
Net exchange differences (288) 350
Other (38) (15)
AT DECEMBER 31 i 2,527 2,690
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] INSURANCE CONTRACTS FOR ACCOUNT OF POLICYHOLDERS

2006 2005
Insurance contracts for account of policyholders 72,194 70,280
2006 2005
At January 1 70,280 59,904
Acquisitions through business combinations 15 416
Portfolio transfers and acquisitions 365 (1,826)
Gross premium and depaosits - existing and new business 7,387 6,202
Unwind of discount / interest credited 5,766 6,937
Technical reserves released (6,522) {5,630
Fund charges released (849) (798}
Changes in valuation of expected future benefits (71 67}
Net exchange differences {3,717 5,129
Other 460 13
AT DECEMBER 31 72,194 70,280
] INVESTMENT CONTRACTS
2006 2005
Investment contracts’ 36,618 38,842
Without discretionary With discretionary
participation features participation features Tatal
At January 1, 2005 32,820 810 33,630
Deposits 12,891 - 12,891
Portfolic transfers and acquisitions 237 - 237
Withdrawals (13,2486} - (13,246}
Technical reserves released - {132) (132)
I_rlterest credited 1,318 - 1,318
iand charges released 4 - (43
Movements related to fair value hedges (178) - {178}
@gt exchange differences 4,295 24 4,319
Other 7 - 7
AT DECEMBER 31, 2005 38,140 702 38,842
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Without discretionary

With discretionary

participation features participation features Total
At January 1, 2006 38,140 702 38,842
Deposits 13,498 - 13,498
Portfolio transfers and acguisitions | 374 - 374
Acquisitions through business combinations 114 - 114
Withdrawals (14,608) - (14,608)
Technical reserves released - (123} (123)
Interest credited 1,621 - 1,621
Fund charges released 1 - 1
Movements related to fair value hedges (77 - (77)
Net exchange differences (3,476) 12 (3,464)
Other 440 - 440
AT DECEMBER 31, 2006 36,027 591 36,618
] 2006 2005
Fair value of investment contracts without decretionary participation features 34,611 37,658
Investment contracts consist of the following:
H 2006 2005
institutional guaranteed products 24,631 26,348
Fixed annuities 5,619 6212
Savings accounts 4,825 5,047
Investment contracts with discretionary participation features 581 702
Other H 1,052 533
| 36,618 38,842

Refer to note 4.1.5 for a description of institutional quaranteed
products and an analysis of the contractual maturities for all
institutional quaranteed products with defined maturities, based on
nominal amounts, On the next page a maturity analysis follows of
those contracts with defined maturities, baseg on carrying amounts.
EUR 4,058 million (2005: EUR 5,361 million) of the total balance of

L I .
institutional guaranteed products have no contractual maturities.
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<lyr 1<5yrs 5¢10 yrs > 10 yrs
Amount Yield Amount Yield Amount Yield Amount Yield
Institutional guaranteed
products with contractual
repricing or maturity terms
2006 5,506 4.90% 11,008 4.53% 2,815 5.10% 1,146 4.40%
2005 5,623 4.08% 10,434 4.14% 2,845 4.49% 2,025 4.11%
fnciuded in the total balance for fixed annuities is EUR 4,043 million
(2005: EUR 4,351 millian) that relates to products without contractual
maturity terms. For the remainder of the balance. contractual
repricing or maturity information can be analyzed as foflows:
<lyr 1<5 yrs 5<10 yrs > 10 yrs
Amount Yield Amount Yield Amount Yield Amount Yield
Fixed annuities with contractuat
repricing or maturity terms
2006 130 5.71% 552 5.81% 464 6.03% 430 6.43%
2005 163 5.74% 670 5.99% 528 6.00% 500 6.44%

Savings accounts-are part of the banking activities of the Group, as
described in note 4110. Due to the nature of these products,
policyholders have flexibility to withdraw cash from these savings

accounts, with limited restrictions.

The balance of investment contracts with discretionary parlicipation
features reflects the excess of the liability over the funded value of

the units.
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B INVESTMENT CONTRACTS FOR ACCOUNT OF POLICYHOLDERS

2006 2005

Investment contracts for account of policyhéfders‘

64,097 58,724

Without discretionary

With discretionary

participation features participation features Total
At January 1, 2005 17,283 29,859 47,142
Gross premium and deposits - existing and new business 4,148 4119 8,267
Withdrawals (2,694} - (2,694)
Interest credited 1,792 4837 6,629
Technical reserves released - (3,198) (3,198)
Fund charges released (26) - (26)
Net exchange differences 1,599 849 2,448
Other 156 - 156
AT DECEMBER 31, 2005 | 22,258 36,466 58,724

| |

At January 1, 2006 || 22,258 36,466 58,724
Gross premium and deposits - existing and new business 3,99 7,459 11,455
Withdrawals {2,769) - (2,769)
Disposals (1,097) - (1,097
Interest credited 1,822 3,202 5,024
Technical reserves released - (6,600} (6,600
Fund charges released 1 {1 - (1)
Net exchange differences | {1,008) 806 (202
Other (437 - (437}
AT DECEMBER 31, 2006 | 22,764 41,333 64,097

! Refer to note 48 for a summary of all financial assets and financial liabliities at fair value through profit or loss.

[
\
|

On consolidation of an investment fund, par%icipations heid by third
parties are classified as liabilities, as opposeé:i to minority interests in
equity, if the Group is legally obliged to buy b%lck these participations.
A portion of the kalance of investment cont;ract liabilities relates to
such participations held by third parties, amm{nting to EUR 910 million

(2005: EUR 858 miilion}. |
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BORROWINGS

2006 2005
Debentures and other loans 4,212 4,293
Bank overdrafts 783 1,239
Short term deposits 26 -

4,991 5,532
Current 935 1,357
Non-current 4,056 4,175
Total fair value of borrowings 5,081 5743

Bankoverdrafts are largely part of cash pool agreements with banks
and matched by cash balances. IFRS do not permit net presentation
of these cash balances and bankoverdrafts under the current

agreements with these banks.

Debentures and other loans Coupoen rate Issue / Maturity Coupon date 2006 2005
USD 200 million Domestic Debentures 6.75% 1996/ 06 Semi-annually - 170
USD 50 million Zero Coupon 8onds' 1982 /07 35 34
USD 100 million Domestic Debentures! 9.375% 1996/ 08 Semi-annually 77 87
EUR 1,000 million Medium-Term Notes 4.625% 2003 /08 April 16 1,000 1,000
USD 147 million Domestic Debentures’ 6.4% 1998708 Semi-annually 98 102
USD 133 million Zero Coupon Bonds* 1982/ 10 67 65
USD 200 million Zero Coupon Bonds! 1982712 72 70
USD 750 miliion Senior Notes A4.75% 2003713 Semi-annually 569 636
EUR 500 million Medium-Term Notes 4.125% 2004 /14 December 8 485 512
E£UR 75 million Medium-Term Notes 4.625% 2004719 December 9 74 79
JSD 500 million Medium-Term Notes' 5.75% 2005/ 20 December 15 379 434
GBP 250 million Eurobonds 6.125% 1999/ 31 December 15 372 365
USD 980 millien Variable Funding Surplus Note? Floating 2006 / 36 Quarterly 744 -
Qther 240 739
. 4212 4,293

A

issued by subsidiaries of, and guaranteed by AEGON N.V.
2-lssued by a subsidiary of AEGON N.V.

e
Included in debentures and other loans are EUR 938 million (2005:
£LUR 1,025 million) relating to borrowings measured at fair value.
Proceeds have been swapped, using derivatives, to USD floating-rate.

A

Ll

Changes to AEGON's credit spread had no significant impact on the
valuation of these borrowings throughout the year.

Amndrawn committed borrowing facilities 2006 2005

Floating-rate

- Expiring within one year 247 254

- Expiring beyond one year 2,316 2,607
2,563 2,861

There were no defaults or breaches of conditions during the period.
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MEZ] PROVISIONS

2006 2005
Provisions 262 253
Current 133 230
Non-current 129 23
|
At January 1 h 253 280
Additional provisions charged to the income lstatement 170 161
Acquisition of a subsidiary " 15 -
Unused amounts reversed through the income statement (31 (13)
Unwinding ¢f discount and change in discount rate 2 -
Used during the year {134} (196)
Net exchange differences (13) 15
Cther - 6
AT DECEMBER 31 | 262 253
The provisions include litigation provisions and provisions for
contingent consideration relating to businessl:combinations.
IFT] OEFINED BENEFIT PLANS
. | 2006 2005
Retirement benefit plans | 1,433 1,369
QOther post-employment benefit plans 209 237
Total defined benefit plans 1,642 1,606
Retirement benefit plans in surplus 398 409
Total defined benefit assets ‘ 398 409
Retirerment benefit plans in deficit I 1,831 1,778
Other post-employment benefit plans in deficit 208 237
TOTAL DEFINED BENEFIT LIABILITIES ﬂ 2,040 2,015 ;-
‘ 7
| ;
] 2006 2005 s
Other post- Other post- ;:rjes‘1
Retirernent  employment Retirement employment 5
benefit beneflt benefit benefit oy
Movements during the year in defined beﬁnefit plans plans plans Total plans plans
At January 1 1,369 237 1,606 1,358 237
Acquisitions through business combinations 11 - 11 - -
Defined benefit expenses 147 3 150 126 8)
Contributiens paid (52) - (52) (26) -
Benefits paid (75) (16) (91) (68) (16}
Net exchange differences 32 (17 15 (25) 22
Other 1 2 3 (36} 2
AT DECEMBER 21 i 1,433 209 1,642 1,369 237
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The amounts recognized in the balance sheet are determined as

follows:
Retirement benefit plans 2006 2005
Present value of wholly or partly funded obligations 2,487 2,542
Fair value of plan assets (2,620) {2,570)
{133) (28)
Present value of wheolly unfunded obligations 1,768 1,817
Unrecognized actuarial gains/(losses) {201) (420)
Unrecognized past service cost . (1) -
TOTAL RETIREMENT BENEFIT PLANS 1,433 1,369
Other post-employment benefit plans 2006 2005
Present value of wholly or partly funded obligations 4 4
Fair value of plan assets - -
4 4
Present value of wholly unfunded obligations 247 254
Unrecognized actuarial gains/(losses) {42) 21
Unrecognized past service cost - -
TOTAL OTHER POST-EMPLOYMENT BENEFIT PLANS 209 237
Defined benefit plans 2006 2005
Present value of wholly ¢or partly funded obligations 2,491 2,546
Fair value of plan assets (2,620) (2,570)
{129} {24)
Present value of wholly unfunded obligations 2,015! 2,071
Unrecognized actuarial gains/{losses) (243) {441}
Unrecognized past service cost (1) -
TOTAL DEFINED BENEFIT PLANS 1,642 1,606

1 Assets held by AEGON The Netherlands for retirement benefits do not meet the definition of plan assets and as such were not deducted in calculating this amount.
Instead, these assets are recognized as general account assets. Consequently, the return on these assets also do not form part of the calculation of defined benefit
JEx expenses.

2006 2005

Sy X - " ;
| Fair value of AEGON's own financial instruments included in plan assets 678 574
Fair value of other assets used by AEGON included in plan assets - 1
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2006
Other post-
Retirement employment
benefit benefit
Defined benefit expenses plans plans Total
Current year service costs | 119 4 123
Interest cost 211 12 223
Expected return on plan assets (190) - (190}
Actuarial {(gains)/losses recognized on present value of defined benefit obligation 6 - 6
Past service cost | - (13) (13}
Losses on curtailment 1 - 1
TOTAL DEFINED BENEFIT EXPENSES 147 3 150
! 2005
“ Other post-
‘ Retirement employment ‘
benefit benefit
Defined benefit expenses plans plans Total
Current year service costs 100 & 106
Interest cost 205 14 219
Expected return on plan assets (184) - (184}
Actuarial (gains)/losses recognized on present value of defined benefit obligation 2 (28) (26}
Actuarial (gains)/losses recognized on plan assets 1 - 1
Past service cost 2 - 2
TOTAL DEFINED BENEFIT EXPENSES 126 (8) 118
2004
Other post-
Retirement emplayment
benefit benefit
Defined benefit expenses plans plans Total
Current year service costs Q2 3]
Interest cost 194 13
Expected return on plan assets (169) -
Actuarial (gains)/tosses recognized on present value of defined benefit obligation - 26
Past service cost 5 (1)
TOTAL DEFINED BENEFIT EXPENSES 122 44
Defined benefit expenses are included in ‘Commissions and expenses'
in the income statement. ii
2006 2005
Other post- Qther post-
Retirement  employment Retirement employment
Actual return on plan assets benefit . benefit benefit benefit
and reimbursement rights plans plans Total plans plans Total
; 302 - 302 237 n 238
[
Movements during the year of the present value of the defined benefit obligations 2006 2005

At January 1 l 4617 3,880
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Acquired through business combinations 11 -
Current year service costs 123 106
Interest cost 223 219
Contributions by plan participants 4 3
Actuarial gains and losses (62) 260
Benefits paid (193} (177}
Past service cost (13) 2
Settlements and curtailments - -
Net exchange differences (195) 280
Other (9 44
AT DECEMBER 31 4,506 4617
Movements during the year in plan assets for retirement benefit plans 2006 2005
At January 1 2,570 2,125
Expected return on plan assets 180 184
Actuarial gains/(losses) 112 58
Contributions by employer 52 26
Contributions by plan participants 4 3
Benefits paid (102) {100}
Settlements - -
Net exchange differences (206) 274
AT DECEMBER 31 2,620 2,570
All other post-employment benefits plans are unfunded.
Breakdown of plan assets for retirement benefit plans 2006 2005
Equity instruments 1,816 1,839
Debt instruments 686 627
Other 118 104
AT DECEMBER 31 2,620 2,570
AI.I other post-employment benefits plans are unfunded.
et
Sensitivity of assumed medical cost trend rates
‘Assumed medical cost trend rates have an effect on the amounts
‘reported for the health care plans. A one-percentage change in
‘éiégmeﬁ medical cost trend rates would have the following effects:
2006 2005

e +1% - 1% +1% 1%

éqregate of current service cost and interest cost components of net periodic

post-employment medical costs 2 {1 1 (1
Accumulated post-employment benefit obligation for medical cost 19 (19} 15 (13)
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Experience adjustments arising on i 2006 2005 2004
Plan liabilities (76} (28) 90
Plan assets 112 52 66
An experience adjustment on plan Iiabilities is the difference
between the actuarial assumptions underlying the scheme and the
actual experience during the pericd. This [excludes the effect of
changes in the actuarial assumptions thatj would also qualify as
actuarial gains and losses. Experience adjustments on plan assets
are the difference between expected and actual return on assets.
Best estimate of contributions expected for t'}\e next annual period 95
I
I
|
| Pension Other
Estimated future benefits | benefits benefits Total
2007 ﬁ 167 19 186
2008 ’i 173 20 193
2009 i 180 20 200
2010 H 186 21 207
2011 i 194 20 214
2012 to 2016 I 1,068 96 1,164

Defined benefit plans are mainly operated by AEGON USA, AEGON
The Netherlands and AEGON UK. The following sections contain
a general description of the plans in each ﬁJf these subsidiaries, a
summary of the principal actuarial assumptions applied in
determining the value of defined henefit plans and a description of
the basis used to determine the overall exp"ected rate of return on

plan assets.

AEGON USA
AEGON USA has defined benefit plans covering substantially all its
employees that are gualified under the Internal Revenue Service Code.

The benefits are based on years of service and the employee's
compensation during the highest five, complete, consecutive vears
of employment. These defined benefit plans were overfunded by
EUR 397 million at December 31, 2006.

AEGON USA also sponsors supplemental retirement plans to provide
senior management with benefits in excess of normal pension
benefits. These plans are unfunded and non-qualified under the
Internal Revenue Service Code. The unfunded amount related to these
plans, for which a liability has been recorded, is EUR 146 million.

Assumptions used to determine benefit !!_obliqations at year-end 2006

Discount rate 5.90% 5.65%, }
Rate of increase in compensation levels 4.50% 4.50% J !
Assumptions used to determine net periodic benefit cost

for the year ended December 31

Discount rate h.65% 5.75%
Rates of increase in compensation levels 4.50% 4.50%
Expected long-term rate of return on assets 8.25% 8.25%
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The expected return on plan assets is set at the long-term rate
expected to be earned based on the long-term investment strategy
and the various classes of the invested funds. For each asset class, a
long-term asset return assumption is developed taking into account
the long-term level of risk of the asset and historical returns of
the asset class. A weighted average expected long-term rate was
developed based on long-term returns for each asset class and the
target asset allocation of the plan.

AEGON USA provides health care benefits to retired employees,
which are predominantly unfunded. The post-retirement health
benefit liability amounts to EUR 144 millien.

The principal actuarial assumptions that apply for the year ended
December 31, 2006 (that is at January 1, 2006} are as follows:

2006 2005
Assumed health care trend rates
Health care cost trend rate assumed for next year 8.00% 9.00%
Rate that the cost trend rate graduaily declines to 5.00% 5.00%
Year that the rate reaches the rate that it is assumed to remain at 2009 2009
Target allocation of plan assets for retirement benefit plans
for the next annual period is
Equity instruments 53-73%
Debt instruments 15 - 35%
Other 0-15%

The overall goal of the plans is to maximize total investment returns
to provide sufficient funding for the present and anticipated future
benefit obligations within the constraints of a prudent level of
portfolio risk and diversification. AEGON believes that the asset
allecation is an important factor, determining the long-term
perfarmance of the plans. From time to time the actual asset
allocation may deviate from the desired asset allocation ranges due
to different market performance among the various asset categories.
If it is determined that rebalancing is required, future additions and
withdrawals will be used to bring the allecation to the desired level.

"' Pension pfan contributions were not required faor AEGON USA in
-1 2006 or 2005,

., AEGON The Netherlands

!

AEGON The Netherlands has a defined benefit plan. The contributions

4 to the retirement benefit plan of AEGON The Netherlands are paid

by both the employees and employer, with the employer contribution
being variable. The benefits covered are retirement benefits,
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disability, death and survivor pension and are based on an average
salary system. Employees earning more than EUR 40,039 per year
(as at January 1, 2005) have an option to contribute to a defined
contribution plan for the excess salary. However, the cost for the
company remains the same. The defined benefit plan was unfunded
by EUR 1,436 million at December 31, 2006. Assets held by AEGON
The Netherlands for retirement benefits do not meet the definition
of plan assets and as such were not deducted in calculating this
amount. Instead, these assets are recognized as general account
assets. Consequently, the return on these assets also do not form
part of the calculation of defined benefit expenses.

AEGON The Netherlands also has a post-retirement medical plan
that contributes to the health care coverage of employees and
beneficiaries after retirement. The liahility related to this plan
amounted to EUR 61 miilion at December 31, 2006.




The principal actuarial assumptions that a'pply for the year ended
December 31, 2006 are as fallows:
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| 2006 2005
Discount rate I 4.50% 4.00%

:!
Salary increase rate i 2.50% 2.50%
Social security increase rate 2.50% 2.50%
Pension increase rate ‘ 2.00% 2.00%
Health care cost trend rate assumed for ne:!ét year 2.00% 5.00%
Rate that the cost trend rate gradualty declgnes to 2.00% 2.50%
Year that the rate reaches the rate it is assmujmed to remain at N/A 2014

AEGON UK
AEGON UK operates a defined benefit pension scheme providing
benefits for staff based on final pensionable" salary. The assets of the
scheme are hetd under trust separately fﬁom those of the Group.
The assets of the scheme are held in poticies effected with Scottish
Equitable plc. The scheme is closed to new entrants. Under IAS 19,
the defined benefit plan has a deficit "of EUR 234 million at
December 31, 2006, |

For each asset class, a long-term return assg:mption is derived taking
into account market conditions, historical returns (both absolute
returns and returns relative to other asset classes) and general

forecasts for future returns. Government bonds are taken as
providing the return with the least risk. The expected long-term rate
of return is calculated as a weighted average of these assumed rates,
taking account of the long-term strategic allocation of funds across
the different classes adopted by the trustees of the scheme.

The principal actuarial assumptions that apply for the year ended
December 31, 2006 are as follows:

|| 2006 2005
Discount rate | 4.80% 5.30%
I
Salary increase rate | 4.10%
Pension increase rate ‘ 2.60%
Price inflation | 2.60%
| ©,
Expected long-term refurn on assets : 6.40%
|
Target allocation of plan assets for retirement benefit plans
for the next annual period is I
Equity instruments 65 -71%
Debt instruments 29 - 35%

The target asset allocation is moving overtime to a target of 65%
equities and 35% bends.

|
Other countries !!
The other countries mostly operate defined contribution plans, with
the exception of smaller defined benefit glans in AEGON Canada,
AEGON Spain and AEGON Taiwan. I

1
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I3 DEFERRED REVENUE LIABILITIES

2006 2005
At January 1 84 76
Income deferred 17 19
Disposals (42) -
Release to income statement (17 (13)
Net exchange differences 1 2
AT DECEMBER 3 43 84
DEFERRED TAX
2006 2005
Deferred tax assets 3 83
Deferred tax liabilities 2,843 2611
TOTAL NET DEFERRED TAX 2,840 2,828
Deferred
expenses,
VOBA
and other Defined
Financial Insurance intangible benefit
Real estate assets contracts assets plans Losses Gther Total
At January 1, 2005 479 1,401 (1,224 2,802 (44) (590) 489 3,403
Acquisitions through business
combinations - - - - - - 14 14
Disposals (5) (5) 4 - - - 7 1
Charged to income statement a1 696 (1,454) 675 30 53 58 139
Charged to equity (16) (55) - (3) - (11} {427} {512}
Net exchange differences 9 147 (233} 302 13 (37) 14 215
Other 7 (248) (92 92) 12 (19 - {432}
AT DECEMBER 31, 2005 555 1,936 {2,999) 3,774 11 (604) 155 2,828
At;j.énuary 1. 2006 555 1,936 (2,999) 3,774 11 (604) 155 2828
Acquisitions through business ‘
combinations 1 - - - {2} - 1 -
Dispdsals - - - - - - 2 2
Ché(‘ged to income statement (10) (317} 567 445 (1) 46 (407) 323
Charged to equity 66 (374) 121 1 - {2) 2 (186)
Nett;:exchange differences (9) (127} 245 (250} {15) 21 (11) (146)
Other (95) a8 (90) 3 (1) (96) 214 23
AT DECEMBER 31, 2006 508 1,206 (2,156} 3,973 (8) (635) (48} 2,840
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Deferred tax assets comprise temporary differences on 2006 2005
Real estate 2) -
Financial assets @) 3
Insurance and investment contracts - 56
Deferred expenses, VOBA and other intangible ”assets (120}
Defined benefit plans 2 2
Other (1) 142
AT DECEMBER 31 | 3 83
|
Deferred tax liabilities comprise temporary differences on 2006 2005
Real estate H 506 555
Financial assets ‘ 1,204 1,939
Insurance and investment contracts (2,156) {2,943)
Deferred expenses, VOBA and other intangibleilassets 3,979 3,654
Defined benefit plans (6) 13
Losses (635) (604)
Other {49) 257
AT DECEMBER 31 2,843 2,911

Deferred income tax assets and liabilities are ﬁ)ffset when there is a
legally enforceable right to offset current tax assets against current
tax liahilities and when the deferred income ta%ces relate to the same
fiscal authority. The netting is reflected in the tables above. Deferred
tax liabilities included in a net deferred tax asset position are
presented as negative components of the deferred tax asset
breakdown. Similarly, deferred tax assets included in a net deferred
tax fiabifity position are presented as negative companents in the
breakdown of the deferred tax liability. |

Deferred income tax assets are recognized {or tax losses carried
forward to the extent that the realization of the related tax benefit
through the future taxable profits is probab“le. For an amount of
EUR 49 million (2005:; EUR 10 million) the realization of the deferred
tax asset is dependent on future taxable profits in excess of the
profits arising from the reversal of existirﬁq taxable temporary

differences.

AEGON did not recognize deferred income tax assets in respect of
losses amounting to EUR 642 million (2005: EUR 474 millicn)
that can be carried forward io future taxabie income. Losses
amounting to EUR 83 million {2005: EUR 322 million} can be carried
forward indefinitely; losses amounting to EUR 517 million (2005:
EUR 137 million} will expire within the next five years; losses
amounting to EUR 42 million {2005; EUR 11 million} will expire in five
to ten years; and na losses (2005: EUR 4 million) will expire in ten to
fifteen years. Deferred income tax liabilities have not been
recognized for withholding taxes and other taxes that would be
payable on the unremitted earnings of certain subsidiaries, branches,
associates and joint ventures, since such amounts are permanently
reinvested. Unremitted earnings totaled EUR 1,810 million (2005:
EUR 1,741 million). All deferred taxes are non-current by nature.
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OTHER LIABILITIES

2006 2005
Payables due to policyholders 675 324
Payables due to brokers and agents 2,868 1,127
Payahles out of reinsurance 1,014 1,460
Social security and taxes payable 63 54
Income tax pavyable 373 458
Investment creditors 473 255
Cash collateral 9,960 4615
Repurchase agreements 806 -
Share appreciation rights 79 66
Other creditors 1,423 2,373
17,734 10,733
Current 16,856 9,636
Nen-current 878 1,097
Fair value 17.706 9,598
Refer to note 40 for a description of share appreciation rights and
related expenses.
BEZ] ACCRUALS
2006 2005
Accrued interest 292 355
Accrued expenses 141 203
433 558

The carrying amounts disclosed reasonably approximate the fair
-, values as at the year end,
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IET] PREMIUM INCOME AND PREMIUMS TO REINSURERS

General account For account of policyholders Total

| Gross  Reinsurance Gross  Reinsurance Gross Reinsurance
2006 ”
Life insurance
Recurring 6,437 238 4,380 47 10,817 285
Single | 2,782 965 8,169 83 10,951 1,048
Total life insurance premiums 9,219 1,203 12,549 130 21,768 1,333
Non-life ! 2,802 338
TOTAL 24,570 1,671

|
2005
Life insurance
Recurring i 6,205 238 4,328 46 10,533 284
Single 1,751 811 3,795 113 5,546 924
Total life insurance premiums 7,956 1,049 8,123 159 16,079 1,208
Non-life Jlf 2,803 346
TOTAL 18,882 1,554
2004 }
Life insurance |
Recurring 5,542 216 4,213 48 9,755 264
Single ! 1,936 821 3,584 78 5,620 89S
Total life insurance premiums 7,478 1,037 7,797 126 15,275 1,163
Non-life 3054 400
TOTAL ] 18,329 1,563
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IEZ] INVESTMENT INCOME

2006 2005 2004
Interest income 9,011 8,967 8,426
Dividend income 1,185 868 796
Rental income 179 102 115
10,376 9,937 9,337
tnvestment income related to general account © 7,467 7031 6,547
Investment income for account of policyholders 2,909 2,906 2,780
10,376 9,937 9,337
Investment income from:
- Shares 1,186 868 796
- Bonds and money market instruments 7,591 7,522 6,804
- Loans 1,231 1,303 1,203
- Real estate 179 102 115
- Qther 189 142 329
10,376 9,937 9,337
Included in interest income is EUR 28 million (2005: EUR 37 million
and 2004; EUR 32 million) in respect of interest income accrued on
impaired financial assets.
IEH FEE AND COMMISSION INCOME
2006 2005 2004
Fee income from asset management 586 611 522
Sales commissions 44G 386 268
Commissions from intermediary activities 233 197 218
Other 306 250 295
1,665 1,444 1,303
b
«.» JJEEE] OTHER REVENUES
I
i 2006 2005 2004
” Other revenues 4 73 331

i
£

¢=» Other revenues refate o non-core aclivities.
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IBEYY NET FAIR VALUE AND FOREIGN EXCHANGE GAINS AND LOSSES

| 2006 2005 2004
Net fair value and foreign exchange gains 937 698 206
Net fair value and foreign exchange losses 127 385 199
i 810 313 7
|
Net fair value and foreign exchange qa!rns comprise:
Positive fair value changes of general accmﬁmt financial assets and liabilities
at fair value through profit or loss, other than derivatives 817 472 172
Positive fair value changes of derivatives | 113 53 25
Positive foreign currency results || 7 173 9
| 937 698 206
II
Net fair value and foreign exchange Ios:ses comprise:
Negative fair value changes of general acct?unt financial assets and liabilities
at fair value through profit or loss, other tlhan derivatives 1 27 4
Negative fair value changes of derivatives | 87 257 12
Negative foreign currency results i 30 89 87
Impairment charges on non-financial assets and receivables 9 12 96
| 127 385 199
:
NET GAINS AND LOSSES ON I|NVESTMENTS FOR ACCOUNT OF POLICYHOLDERS
| 2006 2005 2004
Net gains on investments for account of pojiicyholders 9,313 11,340 5,873
Net losses on investments for account of pcf)licvholders 1,174 2 13
I 8,139 11,338 5,860
|
Investments for account of policyholderls comprise of financial Investment income on investments for account of policyhotders
assets, investments in real estate and real éastate for own use. Refer is included in investment income. Refer to note 31 far further

to note 8 for further information. Financi;al assets for account of information.
policyholders are classified as at fair value through profit or loss.

Net gains on investments for account ;)f policyholders comprise 2006 2005
Positive fair value changes of for account 0"f policyhaolder financial assets
at fair value through profit or loss 9,126 11,240
Positive fair value changes of investments i"n real estate
for account of policyholders i 187 100
| 9,313 11,340
|
Net losses on investments for account of policyholders comprise 2006 2005 2004

Negative fair value changes of for account Ef policyhalder financial assets
at fair value through profit or loss | 1,174 2 13
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BT NET GAINS AND LOSSES ON INVESTMENTS

2006 2005 2004
Net gains on investments 965 1,269 1,280 '
Net losses on investments 526 112 87 ;
439 1,157 1,203 1
Net gains on investments comprise
Net gains on investments 942 927 865
Positive ineffective portion of hedge transactions 16 31 38 !
Fair value gains on economic hedges for which no hedge accounting is applied 7 311 372 J
Realized gains on repurchased debt - - 10 ‘
965 1,269 1,290
Net losses on investments comprise
Net losses on investments 201 - a6
Negative ineffective portion of hedge transactions 13 - -
Realized 1osses on repurchased debt 12 - -
Fair value losses on economic hedges for which no hedge accounting is applied 300 112 1
526 112 87
Net gains and losses on investments from
- Shares 523 389 353
- Bonds and money market instruments (10) 332 352
-iecans 6l 115 95
- Real estate 135 222 103
- Qther (68} {131 (120)
TOTAL NET GAINS AND LOSSES ON INVESTMENTS 741 927 783
The totai amount of the change in fair value estimated using a
valuation technique that was recognized in profit or loss during
2006 is immaterial.
OTHER INCOME
2006 2005 2004
11 176 138 }‘

Other income
L .

[Qther income in 2005 relates to the sale of Sequros Generales, the
‘aneral insurance company in Spain. The corresponding amount in
12004 relates to the gain on the sale of businesses of Transamerica

Finance Corporation.
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BEE] POLICYHOLDER CLAIMS AND B"ENEFITS

||
|

2006 2005 2004

Claims and benefits paid to policyholders 21,197 156,025 11,266
Change in valuation of liabilities for insurance and investment contracts 14,651 17,782 15,718

| 35,848 33,807 26,984

|
BEEE] PROFIT SHARING AND REBATEhS

u 2006 2005 2004
Amortization of interest rate rebates | 48 56 59
Surplus interest bonuses | 16 21 24
Profit appropriated to policyholders ,I 69 94 73

i 133 171 156
Y] COMMISSIONS AND EXPENSES

2006 2005 2004

Commissions 3,444 3317 3,051 |
Employee expenses 1,821 1,662 1,784
Administration expenses 1,236 1,281 1,208
Deferred expenses {1,973) {1,980} (1,735)
Amortization of deferred expenses 1,286 955 1,103
Amortization of VOBA and future servicing rights 271 287 373

I 6,085 5,522 5784
Included in administration expenses above is tlfepreciation amounting
to EUR 112 million (2005: EUR 125 million and 2004: EUR 264 million}
that relates to equipment, software and real éstate held for own use.
The direct operating expenses relating to in\flestments in rea! estate
that generated rental inceme was EUR 32 million (2005: EUR 33 million
and 2004: EUR 25 million). Minimum lease pllayrnents recognized as
expense amounted to EUR 6 million.
Employee expenses ][ 2006 2005 2004 'i,—'
Salaries | 1,206 1,139 1,193 3
Post-employment benefit costs 178 124 182 &M
Social security charges 140 185 197 ._“q
{Other personnel costs ! 258 171 128
Share appreciation rights and share options | 39 43 14 e

|| 1,821 1,662 1,784 -y
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Share appreciation rights and share options

Senior executives of AEGON companies, as well as other AEGON
employees, have been offered both share appreciation rights and
share options. These share appreciation rights and share options
have been granted at an exercise price equal to the market price of
the shares at the date of the grant. The rights and options granted in
2006, 2005 and 2004 vest after three years and can only be
exercised during the four years after the vesting date. The rights and
options granted in 2003 and 2002 vest after two years and can only
be exercised during the five years after the vesting date. The plan
for 2001 can be exercised three years after being granted anc then
during a period of two years. Vesting and exercisability depend on
continuing employment of the individual employee to which the
rights and options have been granted. Option plans are settled in
equity, whilst stock appreciation rights are settled in cash or provide
the employee with the choice of settlement.
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Plans for share appreciation rights and share coptions can only be
established with prior consent of the annual General Meeting of
Shareholders. If, subsequently, the Executive Board decides io
implement such plans, that decision has to be approved by the
Supervisory Board. Options granted pursuant to the purchase
agreement with Providian have various expiration dates. The options
granted in 1997 to seniocr executives of former Providian business
units fully vest in three years and the exercise period is up to ten
years, with the latest period ending in August 2008.

In compliance with regulations under Butch law, share appreciation
rights and share options cannot be exercised in blackout periods.

Share appreciation rights

The following tables present the movements in number of share
appreciation rights outstanding (SARs), as well as the breakdown by
year in which they were granted.

Weighted average

Weighted average

remaining contractual Aggregate intrinsic

Number of SARs exercise price in EUR term in years value in EUR millien
Cutstanding at January 1, 2005 46,952,150 22.24 343 30
Granted 4,575,600 10.86
Exercised (3,843,148) 6.33
Forfeited (2,822,552) 16.06
Expired (10,609,700) 34.50
OUTSTANDING AT JANUARY 1, 2006 34,252,350 19.22 3.62 79
Granted 244,300 14.00
Exercised (1,249,899) 6.30
Forfeited (2,162,563) 18.86
Expired (7,218,300) 34.84
GUTSTANDING AT DECEMBER 31, 2006 23,865,888 15.15 3.55 77
‘EXERCISABLE AT DECEMBER 31, 2006 11,416,518 15.98 2.50 31

lifwhe weighted average share price at which the share appreciation
rights were exercised in 2006 is EUR 14.51 {2005: EUR 11.06).

= Outstanding

EARSs Original number granted January 1, 2006 December 31, 2006 Exercise price in EUR Exercise period
2001 11,788,800 7,299,700 0 34.84 until March 13, 2006
2002 11,555,700 8,643,200 7,655,067 26.70 untit March 12, 2000
2003 11,447,300 5,038,700 3,761,451 6.30 until March 11, 2010
2004 11,574,850 8,994,850 8,212,248 10.56 until March 17, 2011
2005 4,575,600 4,275,90C 4,010,322 10.86 until March 8, 2012
20086 244,300 - 226,800 14.00 until March 14, 2013
50,686,550 34,252,350 23,865,888

204 | AEGON ANNUAL REPORT 2006




The following assumptions are used in estime;
share appreciation rights at December 31:

ting the fair value of

I 2006 2005 2004
Volatility 26.3% 26% 28.7%
Expected dividend yield 3.9% 3.12% 4.19%
Expected term (in years) 568 522 5.60
Risk-free rate 387% 3.36% 3.54%
AEGON share price at year-end 14.44 13.75 10.03

Refer to note 3 for a description of the method
fair value and a description of the significant a#
The liability related to share appreciation rights
at each balance sheet date. Refer to note 28
related to the share appreciation rights amou

used to estimate the
sumptions.

is valued at fair value
for details. The costs
nt to EUR 26 million

(2005 EUR 40 million and 2004: EUR 14 miIIioln) and are recognized

in the income statement as part of ‘Commissions and expenses’.

|

Share options

The following tables present the movements in number of share

options, as well as the breakdown by year in which they were granted.

Weighted average

Number of Weighted average remaining contractual Aggregate intrinsic

share options exercise price in EUR term in years value in EUR million

Outstanding at January 1, 2005 I 1013108 17.30 233 1
Granted 5,586,160 10.86
Exercised (160,150) 9.40
Forfeited (410,100) 10.86

QUTSTANDING AT JANUARY 1§, 2006 6,029,108 12.09 5.56 16
Granted 9,149,500 14.00
Exercised (211,512) g.84
Forfeited (1,047,841) 13.78

OUTSTANDING AT DECEMBER 31, 2006 13,919,255 13.25 5.64 21

EXERCISABLE AT DECEMBER 31, 2006 491,852 23.33 1.05 )}

The weighted averaqe share price at which thle share options were

exercised in 2006 is EUR 13.28 (2005: EUR 11.14),

T

Share Outstanding

options Original number granted ."Januarv 1, 2006 December 31, 2006 Exercise price in EUR Exercise period b

Providian 7,204,384 853,048 491,852 23.33! until August &, 2008

2005 5,586,160 5,176,060 4,768,060 10.86 until March 8, 2012 cf_v.

2006 9,149,500 8,659,343 14.00 until March 14, 2013 Tt
21,940,044 | 6,029,108 13,919,255

' Weighted average exercise price of the outstanding :Ishare options in USD calculated at the closing rate,

|
The following assumptions are used in estimehtinq the fair value of

share options at the grant date: |

|
l\.
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2006 2005 2004
Volatility 28.0% 26.3% 33.0%
Expected dividend yield 4.23% 4.19% 4.19%
Expected term (in years) 6.46 6.57 6.13
Risk-free rate 3.47% 3,74% 3.64%
Exercise price 14.00 10.86 10.56

The costs related to the share options amount to EUR 13 million
{2005: EUR 3 million and 2004: nif) and are recognized in the income
statement as part of ‘Commissions and expenses’,

Share appreciation rights and share options

The fair value of a share appreciation right or share option at the
grant date in 2006 amounted to EUR 314 (2005: EUR 2.32 and
2004; EUR 2.73). These amounts are egual to the weighted average
fair value for the respective years.

The total intrinsic value of share options exercised and SARs paid
during 2006 amounts to EUR 11 million (2005: EUR 17 millicn and
2004: nil).

At December 31, 2006, the total compensation cost related tc non-
vested awards not yet recognized is estimated at EUR 27 million.
The weighted average period over which it is expected to be
recognized is 1.5 years.

No cash is received from exercise of share options during 20086,
2005 and 2004. Cash used to settle share appreciation rights amounts
to EUR 10 million in 2006 (2005: EUR 18 million and 2004; nil).

The expasure from the issued share appreciation rights and share
options is economically hedged by a position in treasury shares.
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At December 31, 2006 AEGON N.V. held 26,123,865 of its own
commoen shares with a face value of EUR Q.12 each by virtue of
acquisitions for this purpose.

There have been no modifications t¢ the plans during the financial
year.

The breakdown of the share appreciation rights and share options
granted in 2006 is as follows: Executive Board nil, other senior
executives 4,009,800 and other employees 5,384,000 (2005: nil;
471,960 and 5,449,800 and 2004:; 200,000; 4,498,250 and
6,876,600).

Refer to note 53 for detailed information about the SARs/share
options and the shares and options conditionally granted to the
Executive Board.




I
3] IMPAIRMENT CHARGES/(REVERSALS)
|

! I 2006 2005 2004
‘ Impairment charges on financial assets, exci'uding receivables 142 147 275
Impairment reversals on financial assets, excluding receivables (118} {160} {79)
| Impact of impairments on the valuation of i[lysurance assets and liabilities ‘ - (1) {13)
.‘ ‘ 24 (14) 183
Impairment charges from
- Shares ﬁ 36 20 30
- Bonds and money market instruments ‘ 80 91 229
‘ - Loans 15 33 9
- Other 11 3 7
TOTAL IMPAIRMENT CHARGES I 142 147 275
)
Impairment reversals from
- Bonds and money market instruments 103 139 20
- Loans ' 15 21 {1
TOTAL IMPAIRMENT REVERSALS i 118 160 79
]
BEF] INTEREST CHARGES AND REL"ATED FEES
2006 2005 2004
Capital securities 29 32 32
Subordinated loans ‘ 14 22 31
Borrowings 252 256 335
Other ) 67 63 -
| 362 373 398
EE] OTHER CHARGES
| 2006 2005 2004
Other charges I - 1 3 218

In February 2005, AEGON settled legal proceedings brought by
Banque Internaticnale a Luxembourg S.A:% (BIL) and Dexia Bank
Belgium S.A. (Dexia) in connection with AEGON's sale in 2000 of
Labouchére, at that time a subsidiary company of AEGON. Dexia had
alleged that AEGON had made certain iImisrepresentaticms and
breached certain warranties contained in the purchase agreement.
The alleged misrepresentations and breache§ of warranties related to
securities leasing preducts sold by Labouché':re. Without admitting the
claims brought by BIL and Dexia, AEGON agre!ied to pay EUR 218 million
in cash to BIL and Dexia in full and fina'all settiement of all and

[
any claims in this regard. The settlemenllt amount was paid on
February 14, 2005. |

l’
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Y] INCOME TAX

Note 2006 2005 2004
Current tax
- Current year 304 751 437
- Adjustments to prior year {27) (5} {17
277 746 420
Deferred tax
- Origination / {reversal) of temperary differences 444 245 164
- Changes in tax rates/bases (80 (48) 49
- Recognition of previously unrecognized tax loss/tax credit (65) (66} 1
- Write off / (reversal of write off} of deferred tax assets 25 8 1
601 885 537
Reconciliation between standard and effective income tax 2006 2005 2004
Income before tax 3,390 3,615 2,795
Income tax calculated using weighted average applicable statutory rates 1,100 1,217 956
Difference due to the effects of:
- Non-taxable income (247) (229) (373)
- Non-tax deductible expenses 22 8 79
- Changes in tax rate/base {80) (48) (49)
- Different tax rates on overseas earnings (34) (15} (19
- Tax credits (122) (143) (71}
- Other taxes 94 164 28
- Adjustments tc prior years (90) (5} {i7)
- Origination and change in contingencies (40) - -

- Changes in deferred tax assets as a result of recognition/write off of previously not recognized/

recognized tax losses, tax credits and deductible temparary differences (12 (66} 1
- Non-recognition of deferred tax assets 47 2 3
- Tax effect of profit/losses from associates (2) 1 -
- Other (35) (1 (1
i 601 885 537

i
The,weighted average applicabie tax rate is 32.4% (2005: 337% and
2004: 34,2%). The change from 2005 to 2006 is due to a change in
thé profitability of the countries and a change in applicable statutory
te}_}“(:i_';rates, The Dutch statutory tax rate has changed from 31.5% in
ZOQS to 29.6% in 2006 (2004: 34.5%). The rate will decrease to
25.?‘3% in 2007. In Spain, the corporate tax rate of 35% will be reduced
in 2007 (to 32.5%) and 2008 (to 309%). In the Czech Republic the
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corporate tax rate is 24% in 2006 (2005: 26%). In Hungary the so
called solidarity tax was introeduced at a rate as of 4% as at
September 1, 2006 in addition to the already existing corporate tax
rate of 16%. The solidarity tax is imposed on the Hungarian
accounting profit before tax adjusted for specific items. The general
corporate income tax rate of 219 for Canada will be reduced in 2008
to 20.5%, in 2009 to 20% and in 2010 to 19%.
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Il

BT EARNINGS PER SHARE |
Basic earnings per share !i
Basic earnings per share is calculated by dividing the net income
attributable to equity holders, after deduction of preferred dividends
declared and accrued coupons on perpetuaﬂls, by the weighted
average number of ordinary shares, excluding -ordinary shares

purchased by the cornpany and held as treasury shares (refer to note 15).

I 2006 2005 2004
Net income attributable to equity holders i 2,789 2,732 2,256
Dividends on preferred shares | (80) (79) (95)
Coupons on perpetuals | (143) {132) (84)
NET INCOME ATTRIBUTABLE TO ORDINARf SHAREHOLDERS
FOR BASIC EARNINGS PER SHARE CALCUL'ATION 2,566 2,521 2,077
WEIGHTED AVERAGE NUMBER OF ORDINA .'QY SHARES (THOUSANDS) 1,578,631 1,548,346 1,503,127
!
BASIC EARNINGS PER SHARE (EUR PER SHARE) 1.63 1.63 1.38

Diluted earnings per share
Diluted earnings per share is calculated by a“djusting the average

number of shares outstanding for the dilutive effect of share options.
For the purpose of calculating diluted earnintlgs per share, AEGON
assumed that all dilutive share options have geen exercised at the
exercise price, or adjusted exercise price if necessary. The proceeds
are regarded as having been received from Ehe issue of ordinary
shares at the average market price of the AEQON N.V. share during
the year. The difference beiween the numbe'lr of dilutive options

I|
i

issued and the number of ordinary shares that would have been
issued at the average market price has been treated as an issue of
ordinary shares for no consideration.

The number of share options that has not been included in the
weighted average number of ordinary shares used in the calculation
of diluted earnings per share, because these share options were anti-
dilutive for the periods presented, amounted to 951,195 (2005:
853,048 and 2004: 1,013,198), The exercise prices of these share
options range from EUR 23.33 to EUR 14.00.

| 2006 2005
Net income attributable to equity holders ;' 2,789 2,732
Dividends on preferred shares i {(80) (79)
Coupans on perpetuals I (143) (132)
NET INCOME ATTRIBUTABLE TO ORDINAR\I:’ SHAREHOLDERS
FOR PILUTED EARNINGS PER SHARE CALCULATION 2,566 2,521
Weighted average number of ordinary shares (ﬁhousands) 1,578,631 1,548,346
Adjustments for: | \
- Share options {thousands) | 1,072 201 -
WEIGHTED AVERAGE NUMBER OF ORDINAf\‘Y SHARES )
FOR DILUTED EARNINGS PER SHARE CALCULATION {THOUSANDS) 1,579,703 1,548,547 1,503,127
DILUTED EARNINGS PER SHARE (EUR PER SHARE) 1.62 1.63 1.38

AEGON ANNUAL REPORT 2006 | 209




5

[ |

I

Notes to the consolidated financial statements of AEGON Group e Note 46 - 48

Y3 DIVIDEND PER SHARE

The dividend per share paid in 2006 (interim 2006 and final 2005)
and 2005 (interim 2005 and final 20C4) were EUR 0.47 and EUR 0.43
respectively. A final dividend in respect of bookyear 2006 of EUR 0.31
per share, resulting in a total dividend of EUR 0.55 per share for 2008,
is to be proposed at the annuatl General Meeting of Shareholders on
April 25, 2007. These financial statements do not reflect the proposed
final dividend pavable.

CAPITAL AND SOLVENCY

AEGON's capital base reflects the capital employed in insurance
activities and consists of shareholders' equity, capital securities
and dated subordinated and senior debt. AEGON targets its capital
base to comprise at least 70% shareholders equity (excluding the
revaluation reserve), 25% perpetual capitat securities (consisting
of junior perpetual capital securities and perpetual cumulative
subordinated bonds) and a maximum of 5% dated subordinated and
senior debt related to insurance activities.

The table that follows reconciles total shareholders' equity to the
total capital base:

2006 2005
Total shareholders’ equity 19,137 19,276
Junior perpetual capital securities 3,447 2,809
Perpetual cumulative subordinated bonds 567 567
Share options not yet exercised 18 3
Minority interest 16 15
Trust pass-through securities 123 437
Subordinated borrowings 34 284
Borrowings 4,991 5,632
Borrowings not related to capital funding of insurance activities? {3,518) (3,473}
TOTAL CAPITAL BASE 24,815 25,450

! Borrowings not reiated to capital funding of insurance activities mainly include cperational funding of TFC businesses, operational funding of collateral reserve
relief for the AEGON USA reinsurance business and short-term Tunding of cash and collateral management activities.

Borrowings not related to capital funding of insurance activities
mainly include operational funding of US regulation XXX and
guideline AXXX redundant reserves, funding of mortgage warehousing
activities, short-term funding of cash and collateral management
activities, and the proportional amount of other borrowings not
immediately deployed for capital management activities. In the
ordinary course of business, AEGON NV. may at {imes have
borrowings, which are offset by cash and cash equivalents available
for future capital management activities, such as funding capital
contributions in its subsidiaries, redemption of borrowings or
pa;/ment of dividends to its shareholders. The Total Capitat Base is a
non-IFRS measure, as IFRS does not permit separate presentation of
horrowings based on the deployment of the proceeds.

Both insurance and banking companies are required to maintain a
minimum Ssolvency margin based on local directives. AEGON's
insurance subsidiaries in the United States are subject to risk-based
standards established by the Naticnal Association of Insurance
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Commissioners. At December 31, 2006, the combined risk-based
capital ratio of AEGON's life insurance subsidiaries in the United
States was 365%. Under the Insurance Industry Supervision Act
1993 in the Netherlands, life insurance companies are required to
maintain equity of among others 4% of general account technical
reserves and, in case of no interest guarantee, 1% of technical
reserves with investments for account of policyholders plus 0.3% of
the amount at risk under the insurance policies for life insurers.
The Financial Services Authority requlates insurance companies in the
United Kingdom under the Financial Services and Markets Act 2000
and sets minimum standards for capital adequacy and solvency.

The required solvency margin shown in the table that fotlows is the
sum of the individual margins of all AEGCN’s insurance and banking
companies based on Eurcpean directives implemented in Dutch
legislation. Liability capital available includes shareholders' equity,
capital securities and subordinated loans of the Group.



D R L R T R I I T L R A I L R R )

The solvency position of the Group has been outlined in the following
table:

| 2006 2005
Liability capital of the Group | 23,342 23,391
Reguired solvency margin ‘ 8,503 8,613
Solvency surplus I 14,839 14,778
' 275 272

Solvency as a percentaqe of required solverj'cy margin
|
[

AEGON is subject to legal restrictions on th"e amount of dividends it
can pay to its shareholders. Under Dutch|law the amount that is
available to pay dividends consists of total shareholders’ equity less
the issued and outstanding capital and less the reserves required
by law. At December 31, 2006, the issued|and outstanding capitai

is EUR 255 million, the reserves required by law amount to
EUR 1,521 million and EUR 16,796 million ig available for dividends.
However, certain of AEGON's subsidiarie"s, principally insurance
companies, are subject to restrictions on thl:e amounts of funds they
may transfer in the form of cash dividends or otherwise to their
parent companies. While management |éﬂoes not believe such
restrictions on AEGON's subsidiaries will affect its ability to pay

dividends in the future, there can be no assurance that these
restrictions will not limit or prevent AEGON from doing so.

!E] SUMMARY OF TOTAL FINANCIAL ASSETS AND
FINANCIAL LIABILITIES AT FAIR VALUE THROUGH
PROFIT OR LOSS

The table that follows summarizes the carrying amounts of financial
assets and financial liabilities that are classified as at fair value
through profit or loss, with appropriate distinction between those
financial assets and financial liabilities held for trading and those
that, upon initial recognition, were designated as at fair value
through profit or loss.

2006 2005

Trading Designated Trading Designated
Investments for general account 785 8,763 774 9,865
Investments for account of pelicyholders - 133,060 - 126,141
Derivatives with positive values not designated as hedges 1,233 - 1,498 -
TOTAL FINANCIAL ASSETS AT FAIR VAL[UE THROUGH PROFIT OR LOSS 2,018 141,823 2,272 136,106

h

Investment contracts " - 167 -
Investment contracts for account of policyholders - 22,764 -
Derivatives with negative values not designlated as hedges 1,137 - 1,368
Borrowings Ii - 938 -
TOTAL FINANCIAL LIABILITIES AT FAIR:!VALUE THROUGH PROFIT OR LOSS 1,137 23,869 1,368

Investments for general account
The Group manages certain portfolios on a total return basis which
have been designated as at fair value thrléjugh profit or loss. This
includes portfolio of investments in limited{partnerships and limited
liability companies (primarily hedge Iuncis;) for which the
performance is assessed internally on a total return basis. In addition
some investment that include an embedded derivative that would

otherwise have required bifurcation, such as:! convertible instruments,
preferred shares and credit iinked notes, ha:'ve been designated as at
fair value through profit or foss.

Investment for general account backing insurance and investment
liabilities that are carried at fair value with"changes in the fair value

|
]

recognized in the income statement are designated as at fair valﬁe}ft".,
through profit or loss. Classification of the financial assets as!

available-for sale would result in accumulation of unrealized gairfis™

and losses in a revaluation reserve within equity whilst changes 't
the liability would be reflected in net income {(acceunting mismatcﬁ‘),__‘_ﬂj
Therefore the Group elected to designate these investments for
account of policyholders as at fair value through profit or loss.

Investments for account of policyholders

Investments held for account of policyholders comprise assets that
are finked to various insurance and investment contracts for which
the financiat risks are borne by the customer.
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Under the Group's accounting policies these insurance and
investment liabilities are measured at the fair value of the linked
assets with changes in the fair vaiue recognized in the income
statement. To avoid an accounting mismatch the linked assets have
heen designated as at fair value through profit or loss.

In addition the investment for account of policyholders include with
profit assets, where an insurer manages these assets together with
related liabilities on a fair value basis in accordance with a
documented policy of asset and liability management. In accordance
with Group's accounting policies, these assets have been designated

as at fair value through profit or loss.

Investment contracts

Investment contracts that have been designated as at fair value
through profit or loss include contracts that are considered to
contain an embedded derivative that requires measurement at fair
value through profit or loss, such as equity-linked or pass-through
investment performance features and total return swaps. For
consistency, the underlying portfolio has been designated as at fair
value through profit or loss. Also contracts that contain embedded
derivatives that can not be reliably bifurcated are carried at fair
value, such as a fixed annuity issued by AEGON USA containing
an investment performance pass-through feature subject to a
cumuiative minimum guarantee.

Investment contracts for account of policyholders

With the exception of the financial liabilities with discretionary
participating features that are not subject to the classification and
measurement requirements for financial instruments, ali investment
contracts for account of policyhoiders that are carried at fair value
or at the fair value of the linked assets are included in the table on
page 21l.

Derivatives

With the exception of derivatives designated as a hedging instrument,
all derivatives held for general account and held for account of
policyholders are included in the table on page 211.

Borrowings

Barrowings designated as at fair value through profit or loss inciude
financial instruments that are managed on a fair value basis together
with related financial assets and financial derivatives.

Gains and losses recognized in the income statement on financial
assets and financial liabilities classified as at fair value through profit
or loss can be summarized as follows:

2006 2005
Trading Designated Trading Designated
Net gains 543 9,520 666 11,410
Net losses 401 1,161 267 131

No loans and receivables were designated as at fair value through

szprofit or loss.

Lot

r

vipayable at maturity (net of surrender penalties).

I

_LChar\ges in the fair value of financial liabilities designated as at fair
":"ifalue through profit or loss were not attributable to changes in
;'credit risk. There are also no differences between the carrying
..-amounts of these financial liabilities and the contractual amounts

[

!
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] COMMITMENTS AND CONTINGENCIES

Investments contracted
In the normal course of business, the Group has committed itself
through purchase and sale transactions of il:nvestments, mostly to be
executed in the course of 2007. The amOL:nts represent the future
outflow and inflow, respectively, of cash related to these investment
transactions that are not reflected in the consolidated balance

sheet.
2006 2005
Purchase Sale Purchase Sale

Real estate I 2 ) 2 5)
Mortgage loans 826 - 559 -
Bonds 1 (2) 11 (12)
Private ioans 679 - 441 -
Other | 1,346 (2) 1,420 .

I

!
Mortgage loans commitments represent "undrawn mortgage loan
facility provided and outstanding propos%ls on mortgages. Other
commitments include future purchases of interests in investment
funds and limited partnerships. l

|
Other commitments and continqenclies

]

| 2006 2005
Guarantees 166 146
Standby letters of credit 105 34
Share of contingent liabilities incurred in relation to interests in jeint ventures 615 676
Other collateral and guarantees 70 12
Other commitments and contingent liabilities 57 81

[

|

Guarantees include those given on accou:r|1t of asset management
commitments and guarantees associated with the sate of
investments in low-income housing tax c%edit partnerships in the
United States. Standby letters of credit amounts reftected abave are
the liquidity commitment notional amounts;

In addition to the guarantees shown in the table, guarantees have
been given for fulfilment of contractual obligations such as
investment mandates related to investmentlifunds.

AEGON N.V. has entered into a net worth maintenance agreement with
its indirect subsidiary AEGON Financial A;ssurance Ireland Limited
(AFA), pursuant to which AEGON N.V. wi"II cause AFA to have a
tangible net worth of at least 3% of its total liabilities under financial
guaranty policies which it issuesupto a ma::ximum of EUR 3 billion.

\
|

Cn November 1, 2006, AEGON entered into an agreement to acquir

100% of the outstanding common shares of Clark Inc. (Clark),‘"l'&«,"

public company specializing in the sale of corporate-owned lif E__

insurance, bank-owned life insurance and other benefit program y
The acquisition is expected to be closed in March 2007, after the,
publication date of the 2006 financial statements. The estimated. »

aggregate purchase price is approximately EUR 273 millios
consisting of EUR 208 miltion cash consideration, EUR 44 rriillion;df‘-:f
Clark debt assumed by AEGQN, the EUR 21 million cost basis of (er'.ii'*l‘?"'1
common stock already owned by AEGON and transaction costs. In
addition, a Clark management group will acquire some of Clark's
other business segments, not considered core to AEGON, for EUR 41
million. Currently AEGON holds a 13% interest in Clark.
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In December 2006, AEGON and Ranbaxy Promoter Group agreed to
jointly establish a life insurance and an asset management
undertaking in india. The ventures will be incorporated by AEGON
and Religare, the financial services division of Ranbaxy Promoter
Group. The transactions are expected to be completed in the second
half of 2007
AEGON N.V. has guaranteed and is severally liable for the following:
® Due and punctual payment of payables due under letter of credit
agreements applied for by AEGON N.V. as co-applicant with its
subsidiary companies AEGON USA, Inc., Commonwealth General
Corporation and Transamerica Corporation (EUR 2,528 million),
At December 31, 2006, there were no amounts due and payable,
e Due and punctual payment of payables by the consolidated
group companies AEGON Funding Corp., Commonwealth General
Corporation, Transamerica Corporation and Transamerica Finance
Corp. with trust pass-through
securities and notes issued under commercial paper programs

respect to bonds, capital
(EUR 1,025 million), as well as payables with respect to a derivative
transacticn of Transamerica Corporation {(EUR 744 million).

® Due and punctual payment of any amounts cwned to third parties
by the consolidated group company AEGON Derivatives NV, in
connection with derivative transactions. AEGON Derivatives N.V.
only enters into derivative transactions with counterparties with
which ISDA master netting agreements including collateral
support annex agreements have been agreed; net (credit)
exposure on derivative transactions with these counterparties
was therefore minimal as at December 31, 2006.

Future lease payments

AEGON is involved in litigation in the ordinary course of business,
inciuding litigation where compensatory or punitive damages and
mass or class relief are sought. In particular, certain current and
former customers, and groups representing customers, have initiated
litigation and certain groups are enccuraging others to bring lawsuits
in respect of certain products in the Netherlands. The products
involved include securities leasing preducts and unit linked products
(so called 'beleggingsverzekeringen’ including the Koersplan product).
AEGON has established adequate litigation palicies to deal with the
claims defending when the claim is without merit and seeking to
settle in certain circumstances. This and any other litigation AEGON
has been involved in over the last twelve months have not had
any significant effects on the financial position or profitability of
AEGON N.V. or the Group. However, there can be no assurances that
AEGON will be able to resolve existing litigation in the manner it
expects or that existing or future litigation will not result in
unexpected liability.

In addition, in recent years, the insurance industry has increasingly
been the subject of litigation, investigations and requlatory activity
by various governmental and enforcement authorities concerning
certain practices. AEGON subsidiaries have received inquiries from
local authorities in various jurisdictions including the United States,
the United Kingdom and the Netherlands. in certain instances,
AEGCN subsidiaries modified business practices in response to such
inquiries or the findings thereof. Certain AEGON subsidiaries have
been informed that the regulators may seek fines or other monetary
penalties or changes in the way AEGON conducts its business.

2006 2005
- Not later 1-5  Later than Not later 1-5 Later than
i than 1 year years S years  than1year years 5 years
Fir'li%?gce lease obligations 2 2 - - - -
Operating lease obligations 89 321 353 101 320 286
: 27 84 20 38 87 12

Operating lease rights

T e operating lease obligations relate mainly to office space leased
fré'FrN]' third parties. The total of future minimum sublease payments
expected to be received on non-cancellable subleases is EUR 13 million.
The operating lease rights relate to non-cancellable commercial
property leases.
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IR COLLATERAL

AEGON pledges investment securities that are on its balance sheet

. . Lo .
related to certain other transactions that it epters into that create

liabilities, such as reverse repurchase agreements and other
transactions involving funding agreements. Tht“e amount of collateral
pledged may vary as the fair value of the sec}iurities changes since
these agreements require certain minimum| maintenance l(evels,
AEGON receives collateral related to securities“ lending transactions.
The collateral received is typically in the form th cash and is invested

in pre-designated high quality investment stratfj:agies. The collateral is
typically greater than the market value of tHhe related securities
loaned and is recorded on the balance sheet as an asset and an
offsetting liability is established for the samL amount. AEGON is
obligated to return the collateral upon termir!|1ation of the lending
arrangement. !!

AEGON can receive or pledge collateral rglative to derivative
transactions that it enters into, The credit suppert agreement will
normally dictate the threshoid aver which C(::)Ilateral needs to be
pledged by AEGON or its counterparty. In addiﬁion, in order to trade
derivatives on the various exchanges, AEG(")N posts margin as

collateral. The amount of collateral will vary with the market value

changes of the derivative contracts. Cash is normally received as
collateral and a portion of this cash collateral has been rehypothecated
to other parties to serve as collateral. Securities that may be received,
other than cash that has been fehypothecated, are reported on the
consolidated balance sheet at fair value. Cash that is pledged to
counterparties is removed from the balance sheet. AEGON is cbligated
to return the collateral to the original counterparty upen termination
of the derivative contract. AEGON has entered into asset lending
transacticns for which the collateral is held by a third party and will
only be released to ALGON on default by the counterparty. This
collateral is not recognized in the balance sheet.

Assets pledged as collateral

The following table summarizes the carrying amounts on the balance
sheet of financial assets pledged as collateral. Collateral paid as part
of share borrowing or reverse repurchase transactions are included
in this information.

i 2006 2005
Financial assets pledged for liabilities 4,547 3,385
Other financial assets pledged as collateral 121 103

[l

|
When AEGON pays cash collateral as part of security borrowing or

. [

reverse repurchase transactions, an asset is recHorded to receive back
the cash pledged. The balance of these receiva?les, as also reflected
in note 13, are as follows:

H 2006 2005 1o,

Cash collateral paid as part of security borrowh;:wg
Cash collateral pledged on reverse repurchase agreements

|i
AEGOCN does not account for the receipt of t"he securities, as the
Group does not have economic ownership. Wheln collateral takes the
form of non-cash, AEGON does not account| for the delivery of
instruments as collateral, or for the securitiesjreceived, as there is
no change in economic ownership.

Assets accepted as collateral

repledge in the absence of default by the owner of the collateral ar

as fallows:

' 2006 2005
Fair value of financial assets accepted as coIIat%ral 9,560 4,616
Repurchase agreements | 806 —
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As part of security lending and repurchase agreements, AEGON
received EUR 23 billion (2005: EUR 22 billion) of cash and non cash
collateral. For cash collateral received, AEGON recognized a liabitity
to repay the cash, which is included in other liabilities in note 28, for
the following amounts:

2006 2005

Cash collateral repayable on security lending and repurchase agreements

9,315 3,917

3] BUSINESS COMBINATIONS

Acquisitions

In September 2006 AEGON The Netherlands acquired the remaining
55% of the Unirobe shares, The distributicn activities of the Dutch
operations are placed under the Unirobe Meetss Group. No operations
have been disposed off as a result of the combination. The cost of
acquiring the remaining 55% of the shares was EUR 59 million,
which was paid in cash. In total an amount of EUR 96 million was
paid {o acquire the 100% interest. At the acquisition date assets and
liabilities were recognized for EUR 186 million and EUR 134 million
respectively which included a cash position of EUR O million. Since
the acquisition date, Unirobe has contributed EUR 5 millien to the
net income of AEGON. The acquisition resulted in the recognition of
EUR 49 million goodwill, of which EUR 18 million had previously been
included in the measurement of the interest held in Unirobe as an
associate. Goodwill reflects the commission income that is expected
to be generated by Unircbe in future years.

In November 2005, AEGON signed a strategic partnership agreement
with the Spanish savings bank Caja de Ahorros de Navarra (CN)
under which AEGON acguired a 50% stake in CN's life insurance and
pensions subsidiary, Sequros Navarra S.A. The acquisition of 50% of
Sequros Navarra S.A. took place in two tranches. In the fourth
quarter of 2005, 153% was acquired, followed by another 35% in

. 2006. The acguisition date was April 30, 2006 when approval was

obtained from the Spanish and European regulatory authorities. The
final price of the acquisition was EUR 61 million, fully paid in cash,

-+ The total assets of the joint venture at the acquisition date amounted

to EUR 476 million, of which EUR 2 was cash and cash equivalents.
CN is entitled to an contingent earn-out payment, the amount of
which is dependent on the business' performance over the coming

~ five years. AEGON has provided for the expected future payment

on a discounted basis (EUR 60 million at December 31, 2006).
As a consequence of the acquisition goodwill of EUR 91 miilion
was reported.

In Qctober 2005, AEGON and the Spanish savings bank Caja de Badajoz
{(CB), have reached an agreement to establish a 50/50 joint venture
to sell life insurance, accident insurance and pension products through
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the branch network of CB. The new entity, Caja de Badajoz Vida y
Pensiones, Scciedad Andnima de Seguros, has been set up with a
capitai amounting to EUR 11 million of which 50% has been paid in.
The remaining 50% shall be paid in within the next 2 years. At the end
of the fifth year of the joint venture, CB is entitled to & contingent
earn-out payment. AEGON has provided for the expected future
payment on a discounted basis (EUR 21 million at December 31, 2006).
As a consequence of the acquisiticn goodwill of EUR 20 million was
reperted.

AEGON acquired 100% of the shares of Nationwide Towarzystwo
Ubezpieczen na Zycie S.A. (Nationwide Poland) in early October 2005
business as of October 1, 2005.
AEGON also acquired an investment advisor company, Westcap
Investors, LLC during 2005. These business combinaticns did
not hiave a material impact on the consolidated financial statements
of the Group.

and consolidated the

Disposals
During 2006 AEGON sold its in Scottish Eguitable
International S.A. for EUR 29 million, together with an earn-out

interest

arrangement. The cash and cash equivalents held at the end of
March by Scottish Eguitable International S.A. prior to the sale was
EUR 20 million. The acquiring company, La Mendiale Participations 5.A.
is a 35% associate of AEGON. 35% of the gain on the sale was
eliminated on consolidation.

E GROUP COMPANIES

Subsidiaries

The principal subsidiaries of the parent company AEGCON NV. are
listed by geographical segment. All are whelly owned, directly or
indirectly, unless stated otherwise, and are invcived in insurance or
reinsurance business, asset management or services related to these
activities. The voting power in these subsidiaries held by AEGCN is
equal to the shareholdings.



Americas

AEGON USA, Inc., Cedar Rapids, lowa (US}

Commonwealth General Corporation, Wilminéton, Delaware (US)

Life Investors Insurance Company of America,H Cedar Rapids, lowa (US)
Monumental Life Insurance Company, Baltim?re, Maryiand (US)
Peanles Benefit Life Insurance Campany, Ced"ar Rapids, towa (US)

Stonebridge Casualty Insurance Company, Cc:lumbus. Ohio (US)

Stonebridge Life lnsurance Company, Rutland, Verment (US)
Transamerica Corporation, Wilmington, Delav:\:tare (us)
Transamerica Financial Life Insurance Company, Inc., Purchase,

New York (US) |
Transamerica Life Canada, Toronto, Ontario (tanada)
Transamerica Life Insurance Company, Cedarﬂ Rapids, lowa (US)
Transamerica Occidental Life [nsurance Compan#, Cedar Rapids, lowa (US)
Veterans Life Insurance Company, Springfielcﬁ, llfingis (US)

Western Reserve Life Assurance Co. of Ohio, Columbus, Ohio (US)

The Netherlands

AEGON Bank NV, Utrecht ||

AEGON Financiéle Diensten B.V., The Hague ||
i

AEGON International N.V., The Haque
AEGON Derivatives N.V., The Haque
AEGON Investment Management B.V., The Hague
AEGON Levensverzekering N.V., The Hague
AEGON NabestaandenZorg N.V., Groningen ‘
AEGON Nederland N.V,, The Hague \
AEGON Schadeverzekering N.V., The Hague
AEGCN Spaarkas N.V., The Hague

AEGON Vastgoed Holding B.V., The Hague
Spaarbeteg Kas N.V., Utrecht

TKP Pensioen BY,, Groningen

Unirobe MeeUs Groep BV, The Hague

United Kingdom

AEGON Asset Management UK ple, London
AEGON UK Distribution Holdings Ltd., London
AEGON UK plc, London

Guardian Assurance plc, Lytham St Annes

Guardian Linked Life Assurance Limited, Lyth"am St Annes
Guardian Pensions Management Limited, Lytham St Annes
HS Administrative Services Limited, Chester h

Scottish Equitable International Holdings plc,iLondon

Scottish Equitable plc, Edinburgh l

Other countries ]
AEGON Espafia S.A., Madrid (Spain) (99.98%)|

I
AEGON Life Insurance (Taiwan) Inc., Taipei (Taiwan)

[ T N O O O O N O N T e S

AEGON Magyarorszag Altalanos Biztosité Zrt., Budapest (Hungary)
AEGON Pension Fund Management Company Slovakia,

Bratislava (Slovakia)
AEGON Pojistdévna a.s., Prague (Czech Republic)
AEGCN Towarzystwo Ubezpieczen na Zycie S.A., Warsaw (Poland}
Transamerica International Reinsurance ireland Ltd, Dublin (ireland}
AEGON Global Institutional markets Pic, Dublin (Ireland)
AEGON Financial Assurance Ireland Ltd, Dublin (Ireland)

The legally required list of participations as set forth in articles 379
and 414 of Book 2 of the Dutch Civil Code has been registered with
the Trade Register in The Hague. AEGON N.. has issued a statement
of liability as meant in article 403 of Book 2 of the Dutch Civil Code
for its subsidiary company AEGON Derivatives N.V.

AEGON has an investment (EUR 28 millicn) in Prisma £nhanced
Fixed Income Fund (PREFF), a newly created hedge fund formed as a
limited partnership. As of 31 December 2006 AEGON is the only
limited partner in this fund. As a limited partner, ALGON does not
have any direct voting power, However, in addition to its limited
partnership interest, AEGON has an equity interest in the general
partner of the fund and also has derivative trading responsibilities
through a sub-advisory agreement. Based on these facts, AEGON
concluded that it controls the limited partnership and has included
the entity in its consolidated financial statements.

AEGON has less than half of the voting power of SERVES, an entity
whose primary activity is participating in a total return swap based
on the performance of a portfolio of bank loans. In addition to its
equity interest (EUR &7 million), AEGON is the owner of 100% of the
debt issued by the entity and serves as the investment manager of
the bank loan portfolio. As a result, AEGON concluded that it controls
the entity and should include the entity in its consolidated financiq_l"

statements.

Joint ventures
The principal joint ventures are listed by geographical segment.

The Netherlands
AMVEST Vastgoed B.V,, Utrecht {50%)

Other countries
AEGON-CNOOCC Life Insurance Company Ltd., Shanghai (Chinay (50%)
Caja de Badajoz Vida y Pensiones, Scciedad Andnima de Sequros,
Badajoz (Spain} (50%)
Seguros Navarra, Sociedad Anénima de Seguros,
Pamplana (Spain} (50%)
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Summarized financial information of joint ventures for 2006 accounted for using proportionate consolidation

Current Long-term Current Long-term
assets liabilities liabilities Income Expenses
AMVEST 982 15 631 81 20
AEGON-CNOOC 39 3 36 26 36
Caja de Badajoz 23 - 22 23 23
Sequros Navarra 305 23 245 20 18
1,349 41 934 150 97

Investments in associates
The principal investments in associates are listed by geographical
segment,

The Netherlands
N.V. Levensverzekering-Maatschappij ‘De Hoop', The Hague (35%)

United Kingdom
Tenet Group Limited, Leeds (19.51%)

Other countries

CAM AEGON Holding Financiereg, Alicante (Spain} (49.99%)
La Mondiale Participations S.A., Lille (France) {35%}
Sequros Argos, S.A. de CV.,, Mexico City (Mexico) (49%)
Afore Argos, S5.A. de C.V,, Mexico City (Mexico) (49%)

AEGON owns a 60% limited partnership interest in Prisma Capital
Partners LP ('Prisma LP"} which serves as an investment manager
for certain of AEGON's hedge fund investments as well as for other
third parties, in exchange for management fees. Two unrelated
entities, Prisma Capital Partners |, LP and Prisma Capital Partners
EH LLC own 31% and 8% of Prisma LP. respectively. An unrelated

entity, Prisma GP LLC is the general partner with a 1% interest and is
:‘5:f;responsible for day-to-day activities. A management board with

"; seven voting members (three appointed by AEGON, three appointed

rby Prisma GP LLC and one independent member appointed
ucollectively by the other six voting members) must approve certain

"‘—

‘__‘:_imanaqement and the annual operating budget. As a result,

{,.-exercise voting control since we only appoint three out of the seven

1

actions, including restructuring transactions, hiring senior

:;notwfthstanding our &60% economic Interest, AEGON can not

board members, AEGON cannot remove the majority of the
management board members and AEGON does not have other
arrangements, contractual or otherwise, that would give AEGON
mere than half of the voting power of Prisma LP.

Refer to note 10 for further details on investments in associates.
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RELATED PARTY TRANSACTIONS

Related party transactions for the period under review include
transactions between AEGCN NV and Vereniging AEGON, as well
as selling a 100% subsidiary to the associate La Mondiale
Participations S.A..

On November 24,' 2006, Vereniging AEGON exercised its option
rights to purchase in aggregqate 5,440,000 class B preferred shares
at par value to correct dilution caused by AEGON's stock dividend
issuances during the year.

On December 21, 2006, Vereniging AEGON sold at intrinsic value and
transferred to AEGON International N.V. all shares of its subsidiary
company Albidus BV. for an immaterial amount.

In both 2001 and 2002, AEGON N.V. entered into total return swaps
with Vereniging AEGON in order to hedge the share opticn plan
for each respective year. On April 15, 2005, these total return
swaps were terminated, resulting in a positive impact on
shareholders’ equity of EUR 115 millicn. The amount has been added
to retained earnings.

On May 17, 2005, AEGON NV, purchased 3,821,645 of its common
shares from Vereniging AEGON at a purchase price of EUR 9.847. On
December 5, 2005, Vereniging AEGON exercised its option rights to
purchase in aggregate 6,950,000 class B preferred shares at par
value to correct dilution caused by AEGON's stack dividend issuances
and treasury stock sales during the year.

AEGON .provide reinsurance, asset management and administrative
services for employee benefit plans relating to pension and other
post-employment benefits of AEGON employees. Certain post-
employment insurance benefits are provided to employees in the
form of insurance policies issued by affiliated insurance subsidiaries.
In 2006, AEGON sold jts 100% interest in Scottish Equitable
International SA for EUR 29 million to La Mondiale Participations S.A.,
a 35 % associate. Details of the transaction are provided in note 51,
In addition to these transactions, the remuneraticn and share-based
compensation of members of the Executive Board and the
Supervisory Board are disclosed in the sections that follow.
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|
: Remuneration of active and retired me‘!mbers of the Executive Board
Short-term benefits
Periodic payments Performance related Pension

Amounts in EUR thousands | Salary Other? Cash* Shares s premiums Total
2006
D.J. Shepard 796! 1,219 4,069¢ - 277 6,351
J.B.M. Streppel 6792 16 475 - 220 1,390

\ J.G. van der Werf 5752 13 697 - 186 1,471
A.R. Wynaendts 5752 164 602 - 186 1,527
TOTAL i 2,625 1,412 ‘5,833 - 869 10,739
2005
D.J. Shepard 803! 223 2,998 ¢ - 270 4,294
J.B.M. Streppel 6792 14 469 - 217 1,379
J.G. van der Werf 5752 il 582 - 184 1,322
AR. Wynaendts 5752 180 568 - 183 1,506
TOTAL 2,632 428 4,587 - 854 8,501
2004 U
D.J. Shepard 804! 458 1,878 ¢ 188 226 3,554
J.B.M. Streppel 66872 15 144 144 227 1,198
J.G. van der Werf | 5662 11 144 144 192 1,057
AR. Wynaendts ; 5652 13 1cz 102 192 975
Total for active members 2,604 497 2,268 578 837 6,784
P. van de Geijn (pro rata for the year 2003}, - - 241 - - 241
TOTAL | 2,604 497 2,509 578 837 7,025

Mr. Shepard earns a salary of USD 1 miliion. H
Base salary, including adoption in accordance with the general salary rounds appiicable to AEGON empioyees in the Netheriands, the customary emnpioyee profit
sharing bonus, as well as a tax deferred employee savings scheme.
Other periodic payments are additional remuneration elements, including social security contributions borne by the Group. For Mr, Shepard, the Group has also
horne expenses and non-monetary benefits which are provided in his employment agreement with AEGON. These benefits include compensation to the extent
that the total actual annual taxation on his total income exceeds the taxation if he were only subject to U.S. taxes, personal life insurance and tax planning.

The 2006 amount is atfected by the expiration of a tax ruling as a result of which employer and employee pension contributions are no longer tax deferred in
the Netherlands. Far Mr, Wynaendts, the amaunt also includes compensation for relocation and cost of living related to his temparary secandment to AEGON USA
in 2005 and 2006.
In line with the regulations of the Short-Term Incentlve (STh Plan for the years 2005 and 2004, it was established that in 2005 and 2004 the value of new
business of the Group and of the relevant countrﬂ‘r units was positive. Subsequently, operating earnings were calculated and established per area of responsibility. ",
After adoption of the 2004 and 200% annual accounts by the shareholders, the disclosed STI cash bonuses for the years 2004 and 2005 were paid in 2005 and 7
2006 respectively. Under the 2003 STI plan, pald in 2004, Mr, Shepard was entitled te receive USD 50,300 per percentage point increase in the preceding year's; i
garnings per share. The other members of the Executive Board were entitled to receive EUR 32,432 per percentage point increase in the preceding year's earmnqs:
per share in excess of the rate of Eurgpean |nf|atiun as indicated by the European Centra! Bank. The relevant percentage was 8.9%. Ali 2003 bonuses were 4
maximized at 1509 of the year's salary. Under the STI plan 2003, Executive Board members could opt for payment in cash or in shares. ""‘
In 20G4, all members of the Executive Board opted for payment of half of the cash value of their 2003 STI benus in AEGON N.V. common shares. These shares are %
restricted (non-transferable) for a period of three' years. The number of shares for each member was: Mr. Shepard 16,143; Mr. Streppel 12,409; Mr. Van der Werf
12,409; and Mr. Wynaendts 8,771. After the three-year holding periad, the Executive Board members will be entitled to bonus shares, provided that they are still =
employed by AEGON. The number of bonus shares will be calculated through performance based matching, on the hasis of earnings per share growth over
infiation in the preceding three years, i.e. 2004, 2005 and 2006. The number of bonus shares varies from O to 100% of the number of shares mentioned above. (I
In addition to the STI plan, Mr. Shepard is entitled to a short-term incentive bonus equal to 0.1% of the net income of AEGON N.V. according to the adopted
accounts. The amount included in the 2006 tablehs based on net income over 2005 as reported in accordance with IFRS. The amounts included in the 2005 and
2004 tables are based on 2004 and 2003 net income respectively as reported in accordance with Dutch accounting principles.

"

-

s

"

-
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In accordance with the 2006 LTI Plan, non-vested (cenditional} The date of grant for the 2006 LTI Plan was April 26, 2006 and the
AEGON commen shares and options were granted to each of the closing price of that day was EUR 14.55. The grant is a 50/50
Executive Board members. Vesting of these rights is conditional upon combination of the value of the performance shareé and
AEGON's total shareholders return performance relative o that of performance options. Regarding the granted shares and options of
the peer group over a three-year period. The number of shares and the reference peried 2004-2006 the Executive Board members are
options vesting after the three year period is in the range from 0% entitled to 0% vesting of the target award.

to 200% of the granted number. The number af shares and aptions
in the table represent a 100% vesting of the grant (target award).

Number
Number of Number Number of shares Number of
shares per of shares of shares expired/ shares per
Total overview of conditionally January 1, granted in vested in  forfeited in December Reference
granted shares Grant date 2006 2006 2006 2006 31, 2006 period
D.J. Shepard 23-Apr-04 35,767 357671 2004 - 2006
22-Apr-05 38,542 38,542 2005 - 2007
26-Apr-06 26,213 26,213 2006 - 2008
J.B.M. Streppel 23-Apr-04 16,661 16661 2004 - 2006
22-Apr08 20,169 20,169 2005 - 2007
26-Apr-06 13,908 13,900 2006 - 2008
J.G. van der Werf 23-Apr-04 14,106 14,1061 2004 - 2006
22-Apr-05 17,066 17,066 2005 - 2007
26-Aor-06 11,769 11,769 2006 - 2008
A.R. Wynaendts 23-Apr-04 14,106 14,1061 2004 — 2006
22-Apr-05 17,066 17,066 2005 - 2007
26-Apr-06 11,769 11,769 2006 - 2008
' These shares have not vested in 2006 and have subsequently expired.
Number
Number of Number Number of options Number of
Total overview options per  of options  of options expired/  opfions per  Number of
of conditionally January 1,  granted in vested in  forfeitedin  December  exercisable Exercise Reference
granted options Grant date 2006 2006 2006 2006 3, 2006 options price period
D.J. Shepard 23-Apr-04 71,534 71,5341 11.74 2004 - 2006
22-Apr-05 77,084 77,084 9.91 2005 - 2007
o 26-Apr-06 150,989 150,989 1455 2006 - 2008
J;"I:?;.'M. Streppel 23-Apr-04 33,322 33,3221 11.74 2004 - 2006
o 22-Apr-05 40,338 40,338 991 2006 - 2007
£ 26-Apr-06 80,115 80,115 14.55 2006 — 2008
J.G. van der Werf 23-Apr-04 28,212 28,2121 11.74 2004 — 2006
;’ 22-Apr-05 34,132 34,132 291 2005 - 2007
rj_’ 26-Apr-06 67,789 67,789 14.55 2006 - 2008
Aﬁ. Wynaendts 23-Apr-04 28,212 282121 11.74 2004 — 2006
} 22-Abr—05 34,132 34,132 991 2005 - 2007
26-Apr-C6 67,789 67,789 14.55 2006 - 2008
' These shares have not vested in 2006 and have subsequently expired.
The numbers of shares and optiens conditionally granted were based The fair value information on the conditionally granted shares will be
on the closing price on the day of the grant. This was also the provided when the shares and options vest.

exercise price of the options.
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Notes to the consolidated financial statements of AEGON Group e Note 53 -54
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Remuneration of active and retired members of the Supervisory Board

in EUR 2006 2005 2004
D.G. Eustace 79,000 82,565 58,904
0.J. Olcay 65,000 66,250 34,034
|.W. Bailey, Il (as of April 22, 2004) 56,669 48,750 23,562
R. Dahan (as of April 22, 2004) 59,500 58,500 23,562
S. Levy (as of April 21, 2005) 65,000 46,808 -
T. Rembe 60,000 60,600 51,050
W.E.C. Stevens 73,000 74,750 48,214
K.J. Storm 46,250 47,500 34,034
L.M. van Wijk 47,500 48,750 34,034
TOTAL FOR ACTIVE MEMBERS 551,919 534,873 307,394
P.R. Voser (up to April 25, 2006) 15,138 54,000 34,906
C. Scbel (from April 25, 2006 up to July 17, 2006) 9,231 - -
M. Tabakshlat (up to April 21, 2005) - 22,765 56,722
H. de Ruiter (up to April 22, 2004) - - 14,137
F.J. de Wit (up to April 22, 2004) - - 10,603
TOTAL 576,288 611,642 423,762

Starting January 1, 2005, a three-components structure has been
introduced for the remuneration of the Supervisory Board: (1) a base
fee (for membership of the Supervisory Board); {2) an additicnat fee
for membership of a Committee; and (3} an attendance fee for face-
to-face Committee meetings.

Share options and share appreciation rights of active members of the Supervisory Board

Number
Number of Number Number of options Number of
options per of options of options expired/  options per Number of
January 1, granted in vested in  forfeited in December  exercisable Expiration  Exercise price
Grant date 2006 2006 2006 2006 31, 2006 opticns date EUR
K.J. Sterm 12-Mar-01 100,000 100,000 - 12-Mar-06 -
i The options have been granted by reason of membership of the
7t Executive Board in the related years.
‘j Common shares held by Supervisory Board members
1 Shares held in AEGON at December 31
ot 2006 2005 2004
f_" LW. Bailey, Il 29,789 29,755 29,755
R. Dahan 25,000 25,000 25,000
T. Rembe 6,658 6,608 6,658
K.J. Storm 276,479 276,479 276,479
TOTAL 337,896 337,896 337,896
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x
Y)Y EVENTS AFTER THE BALANCEl; SHEET DATE

On January 19, 2007 AEGON announced the signing of a memorandum
of understanding with Banca Transilvania|to jointly develop and
operate a mandatory pension company ir‘? Romania. The 50/50
joint venture company will be established ip the summer of 2007
in anticipation of introduction of a mandatory pension system in
Romania, expected by early 2008. In additiol? AEGON will establish a
life insurance company in Romania that will H(»:,-nter info a distribution
agreement with Banca Transilvania to sell co-branded products
through the bank's branch network.

On January 25, 2007 AEGON N.v. and SonylLife Insurange Co., Ltd.
announced their intention to establish a I|fe insurance company in
Japan. The 50/50 joint venture will devFIop annuity products,
initially focusing on variable annuity products that will be distributed
though Sony Life's Lifplanner® channel as well as through banks an
other financial institutions. The partnersm‘p‘) between AEGON and
Sony Life is expected to be operational in early 2008, subject to final
agreement and regulatory licensing and apperai

On January 29, 2007 AEGON announced that it successfully
completed a transaction involving a private} Value of in-force (ViF)
securitization by AEGON UK, enabling AEGON UK to wmonetize a
portion of future profits associated with an existing book of unit-
linked business. The securitization wifl add around EUR 134 million
(GBP 20 miltion) to the total core capital of AEGON. The capital
created by the transaction will be used by‘ AEGON UK to return

capital to the Group. These transactions provtde the company with
flexible solutions that help manage reservels and capital in a cost

efficient manner. AEGON will continue to explore further opportunities
for securitizations and structured financing as part of its ongoing
commitment to efficiently manage capital and reserve needs.

On March 7, 2007, AEGON anncunced the expiration of its tender
offer to purchase all the outstanding shares of Clark, Inc. {Clark)
common stock at USD 17.21 per share. Based on preliminary
information, the shares tendered, together with the shares already
owned by AEGON, represent approximately $4% of the outstanding
shares of Clark. AEGON intends to complete this transaction as soan
as practical. Reference is made to note 49,

The Hague, March 7, 2007

SUPERVISORY BOARD
0.G. Eustace

0.J. Olcay

LW. Bailey, #

R. Dahan

S. Levy

T. Rembe

W.F.C. Stevens

K.J. Storm

L.M. van Wijk

EXECUTIVE BOARD
D.J. Shepard

J.B.M. Streppel
AR, Wynaendts
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AUDITOR'S REPORT

To: The Supervisory Board and the Executive Board of AEGON N.V.

REPORT ON THE CONSOLIDATED FINANCIAL STATEMENTS
We have audited the accompanying consolidated financial
statements for the year 2006 (as set out on pages 98 to 223) which
are part of the financial statements of ALGON N.V., The Hague, which
comprise the consolidated balance sheet as at December, 31, 2006,
the consolidated income statement, statement of changes in eguity
and cash flow statement for the year then ended and a summary of
significant accounting policies and other explanatory notes.

Management's responsibility

Management of the company is responsible for the preparation and
fair presentation of the consolidated financial statements in
accordance with International Financial Reporting Standards as
adopted by the European Union and with Part 9 of Book 2 of the
Netherlands Civil Code, and for the preparation of the Report of the
Executive Board in accordance with Part 9 of Book 2 of the
Netherlands Civil Code. This responsibility includes: designing,
implementing and maintaining internal control relevant to the
preparation and fair presentation of the consolidated financial
statements that are free from material misstatement, whether due
to fraud or error; selecting and applying appropriate accounting
policies; and making accounting estimates that are reasonable in the
circumstances,

Auditors' responsibility

Our responsibility is to express an opinian on the consolidated
financial statements based on our audit. We conducted our audit in
accordance with Dutch law. This law requires that we comply with
ethical requirements and plan and perform the audit to optain
reasonable assurance whether the consolidated financial statemenis
are free from material misstatement.

An audit involves performing procedures to obtain audit evidence

R R R I R R R L R I I I I I I I R R I N I B I BB W

judgment, including the assessment of the risks of material
misstatement of the consolidated financiat statements, whether due
to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and
fair presentation of the consolidated financial statements in order to
design audit procedures that are appropriate in the circumstances,
put not for the purpose of expressing an opinion on the effectiveness
of the entity's internal control. An audit also includes evaiuating the
appropriateness of accounting policies used and the reasonableness
of accounting estimates made by management, as well as evaluating
the overall presentation of the consolidated financial statements,

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

Opinion

In cur opinion, the consolidated financial statements give a true and
fair view of the financial position of AEGON NV, as at December 31,
2006, and of its result and its cash flows for the year then ended in
accordance with International Financial Reporting Standards as
adopted by the European Union and with Part 9 of Book 2 of the
Netherlands Civil Code.

REPORT ON OTHER LEGAL AND REGULATORY
REQUIREMENTS

Pursuant to the legal requirement under 2:393 sub 5 part e of the
Netherlands Civil Code, we report, to the extent of our competence,
that the Report of the Executive Board is consistent with the
consolidated financial statements as required by 2:391 sub 4 of the
Netherlands Civil Code,

The Hague, March 7, 2007
FOR ERNST & YOUNG ACCOUNTANTS

LR R e A LI B R B R

-about the amounts and disclosures in the consolidated financial

f:f%tatements. The procedures selected depend on the auditors’ was signed by A.F.J. van Overmeire
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Financial information

BALANCE SHEET OF AEGON N.V. AS AT DECEMBER 31, 2006

Before profit appraopriation, amounts in EUR million Note 2006 2005
ASSETS H
Investments I
‘ Shares in group companies 18,088 17,525
; Loans to group companies | 4] 7.317 7,259
25,405 24,784
Other loans - 72
. 25,405 24,856
1
| Receivables
Receivables from group companies [ 4] 4,091 3,969
Other receivables [ 4] g 2
4,100 3,971
Other assets
Cash and cash equivalents i 2,428 1,886
Deferred tax assets 425 548
Other ! [ 6] 312 32
3,165 2,466
Prepayments and accrued income
Accrued interest and rent [ 148 211
TOTAL ASSETS 32,818 31,504
Shareholders' equity
Share capital 255 251
Tax-free paid-in surplus B 6,317 6,561
Retained earnings | 8] 8,255 6,359
Revaluation account | 8] 2,059 2,520
Other reserves 3 {538) 853
Net income | 8] 2,789 2,732
H 19,137 19,276
Other equity instruments “ ] 4,032 3,379
TOTAL EQUITY 23,169 22,655 e
Subordinated borrowings 34 l
Long-term borrowings 2,559
Current liabilities
Amounts owed to credit institutions [ 11] 736
Loans from group companies 2,092 e
Payables to group companies 3.711 3,448 ire )
Other payables | 357 409 "}
6,896 5,742
Accruals and deferred income ‘ 160 197
TOTAL EQUITY AND LIABILITIES I 32,818 31,504
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Financial information

INCOME STATEMENT OF AEGON N.V.
FOR THE YEAR ENDED DECEMBER 31, 2006

------------------------------------------------------------------------------------------------

Amounts in EUR million 2006 2005 2004
Net income group companies 2,555 2,681 2,346
Other income 234 51 (90
NET INCOME 2,789 2,732 2,256
3
fuct
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Financial information

NOTES TO THE FINANCIAL STATEMENTS OF AEGON N.V.

Amounts in EUR million, unless otherwise stated

K] GENERAL INFORMATION !}

AEGON NV, incorporated and domiciled inf the Netherlands, is a
limited liabitity share company organized lunder Dutch iaw and

I
recorded in the Commercia! Register of The Hague under iis

registered address at AEGONplein 50, 2591 u|'\l The Hague. AEGON
N.V. serves as the holding company for tr‘ie AEGON Group and
has listings of its common shares in Amsterdam, New York, London,
and Tokyo. i
AEGON N.V. and its subsidiaries and joint veptures (AEGON or 'the
Group” have life insurance and pensions ohperations in qver ten
countries in Europe, the Americas and Asia "and are also active in
savings and investment operations, accident‘and health insurance,
general insurance and fimited banking operé‘ltions in a number of
these countries. The largest operations arejin the United States.
Headquarters are located in The Hague, the l\!letherlands. The Group
employs approximately 29,000 pecple worldwlgde.
I
IE] sUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES |
u
IR} BASIS OF PREPARATION i

The financial statements have been prepare:d in accordance with
accounting principles in the Netherlands as embodied in Part 9 of
Book 2 of the Netherlands Civil Cede. Based or% articte 2:362.8 of the
Netherlands Civil Code, the valuation principle% applied are based on
International Financial Reporting Standards (IFRS), as used for the
preparation of the consolidated financial stater::nents of the Group.

With regard to the income statement of AEGON NV, article 402,
Part 9 of Book 2 of the Netherlands Civil Col:‘de has been applied,

allowing a simplified format. |

|
IFEE] TRANSLATION OF FOREIGN cunfzzncv
TRANSACTIONS “

Transactions in foreign currencies are translated to the functional
currency using the exchange rates prevailin('j at the date of the
transaction. \
At the balance sheet date monetary assets, m}%metary liabilities and
own equity instruments denominated in fo‘feign currencies are
translated at the prevailing exchange rate. [Non-monetary items
carried at cost are translated using the exchanhe rate at the date of
the transaction, whilst assets carried at fair velllue are translated at
the exchange rate when the fair value was deten{mined.
Exchange differences on monetary items ar‘:e recognized in the
income statement when they arise, except when they are deferred in
equity as a result of a qualifying cash flow or nl:et investment hedge.
I
|

I
1
|

Exchange differences on non-monetary items are recognized in
equity or the incorne staternent, consistently with other gains and
losses on these items,

OFFSETTING OF ASSETS AND LIABILITIES

Financial assets and liabilities are offset in the balance sheet when
AEGON NV, has a legally enforceable right to offset and has the
intention o settle the asset and liability on a net basis or
simultanecusly.

R INVESTMENTS

The group companies are stated at their net asset value, determined
on the basis of IFRS as applied in the consolidated financial
statements of the Group. For details on the accounting policies
applied for the group companies refer to the consolidated financiai
statements on page 105 and following.

BEX DERIVATIVES

All derivatives are recognized on the balance sheet at fair value. All
changes in fair value are recognized 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. Derivatives
with positive fair values are reparted as other assets and derivatives
with negative values are reported as other liabilities,

BT 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 purpcse of meeting short-term cash
commitments,

OTHER ASSETS

Other assets include fixed assets, derivatives with positive faff+*-~

. - . i
values, other receivables and prepaid expenses. Other receivables'

are recognized at fair value when due and are subsequentli‘r
measured at amortized cost. ;

EFXR IMPAIRMENT OF ASSETS ;
An asset is impaired if the carrying amount exceeds the amount that-
would be recovered through its use or sale. Tangible, intangible ang™
financial 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 indicaticns, goodwill and other
intangible assets that are not amortized 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,
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Notes to the financial statements of AEGON NV. e Note 29 -6
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B eouiTyY

Financial instruments that are issued by the company are classified
as equity if they evidence a residual interest in the assets of the
company after deducting all of its liabilities. In addition to common
shares and preferred shares, the company 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 cocupon payments
at its discretion. These securities are measured at par and are
transtated using historical exchange rates.

Incremental external costs that are directly attributable to the
issuing ar buying back of own equity instruments are recognized in
equity, net of tax,

Dividends and other distributions to holders of equity instruments
are recognized directly in equity, net of tax. A liability for non-
cumulative dividends payable is not recognized until the dividends
have been declared and approved.

Treasury shares are own equity instruments of AEGON NV,
reacguired by the Group and are deducted from equity regardless of
the objective of the transaction. No gain or loss is recognized on the
purchase, sale, issue or cancellation of the instruments. The
consideration paid or received is recognized directly in equity. All
treasury shares are eliminated in the calculation of earnings per
share and dividend per share.

BRI SUBORDINATED BORROWINGS AND
OTHER BORROWINGS

A financial instrument issued by the company 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 company.

Subordinated loans and other borrowings are initially recognized at
__@_heir fair value and are subsequently carried at amortized cost using
:the effective interest rate method. The tiability is derecognized when
the company's obligation under the contract expires or is discharged
sor cancelled.

228 i AEGON ANNUAL REPORT 2006

BT PROVISIONS

A provision is recognized for present legat 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 ameount recognized as a provision is the best estimate of the
expenditure required to settle the present obfigation 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 booked to the income statement as an interest
expense.

BEEE] CONTINGENT ASSETS AND LIABILITIES

Contingent assets are disciosed in the notes if the inflow of economic
benefits is probable, but not virtually certain. When the inflow of
economic benefits becomes virtuaily certain, the asset is no longer
contingent and its recognition is appropriate.

A provision is recognized 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
refiably 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.

BEEE) EVENTS AFTER THE BALANGE SHEET DATE

The financial statements are adjusted (o reflect events that occurred
hetween the balance sheet date and the date when the financial
statements are authorized for issue, provided they give evidence of
conditions that existed at the balance sheet date.

Events that are indicative of conditicns that arose after the balance
sheet date are disclosed, but do not result in an adjustment of the
financial statements themselves.
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SHARES IN GROUP COMPANIES
! [ 2006 2005
At January 1 17,525 13,502
) Capital contribution and acquisitions 959 45
Divestitures (201) -
Dividend paid | (1,000) {250)
Net income for the financial year 2,555 2,681
Revaluations (1,790) 1,546
AT DECEMBER 31 I 18,088 17,525
For a st of names and locations of the most important group
companies, refer to note 52 to the consolidate::d financial statements
of the Group, page 216. The legally required Iiﬂst of participations as
set forth in article 379 of Book 2 of the Netht‘l‘-l:»rlands Civil Code has
been registered with the Trade Register in The Hague.
T} LOANS TO GROUP COMPANIES
| 2006 2005
Loans to group companies - long-term
At January 1 4,726 4,397
Additions / repayments (176) (129}
Other changes 10 458
AT DECEMBER 31 4,560 4,726
Loans to group companies - short-term
At January 1 ‘ 2,533 1,587
Additions / repayments 252 852
Other changes (28} 94
AT DECEMBER 31 | 2,757 2,533
TOTAL 7,317 7,259
|
Receivables from group companies and othelr receivables have a T
maturity of less than one year. H , .
‘ f"\“!
] oTHER LOANS ey
] (O
I 2006 5
At January 1 ! 72 hix
Repayments | (72) (23)

AT DECEMBER 31

I3 OTHER ASSETS “

Other assets include derivatives with positive fair values of
EUR 309 million (2005: EUR 29 million).
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Notes to the financial statements of AEGON N.V. » Note 7

SHARE CAPITAL

P R R O R I O R I R R I I I R R I I R R I N N 2 I I A N B R N R

Issued and cutstanding 2006 2005
Common shares 195 192
Preferred shares A 53 53
Preferred shares B 7 &

255 251
Authorized 2006 2005
Common shares 360 360
Preferred shares A 125 125
Preferred shares B 125 125

610 610
Par value in cents per share 2006 2005
Common shares 12 12
Preferred shares A 25 25
Preferred shares B 25 25

Vereniging AEGON, based in The Hague, holds all of the issued
preferred shares.

vereniging AEGON, in case of an issuance of shares by AEGON NV,
may purchase as many class B preferred shares as would enable
Vereniging AEGON to prevent or correct dilution to below its actual
percentage of voting shares. Class B preferred shares will then be
issued at par value (EUR 0.25), unless a higher issue price is agreed.
In the years 2003 through 2005 23,850,000 class B preferred
shares were issued under these option rights. In 2006, Vereniging
AEGON exercised its option rights to purchase in aggregate
5,440,000 class B preferred shares at par value to correct dilution
2% caused by AEGON's stock dividend issuances during the year.

T AEGON NV, and Vereniging AEGON have entered into a preferred
shares voting rights agreement, pursuant to which Vereniging
;AEGON has voluntarily waived its right ta cast 25/12 vote per class A
or class B preferred share. Instead, Vereniging AEGON has agreed to

-1 exercise one vote only per preferred share, except in the event of a
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'special cause’, such as the acquisition of a 15% interest in AEGON
N¥., a tender offer for AEGON N.V. shares or a proposed business
combination by any person or group of persons, whether individually
or as a group, other than in a transaction approved by the Executive
Board and Supervisory Board. ¥, in its sole discretien, Vereniging
AEGON determines that a ‘special cause’ has occurred, Vereniging
AEGON will notify the General Meeting of Shareholders and retain its
right to exercise the full voting power of 25/12 veote per preferred
share for a limited period of six months.

In both 2001 and 2002, AEGON N.V. entered into total return swaps
with Vereniging AEGON in order ta hedge the share option plan for
each respective year. On April 15, 2005, these total return swaps
were terminated, resulting in 8 positive impact on shareholders’
equity of EUR 115 million. The amount has been added to retained
earnings.
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Number of cemmon shares |

L 2006 2005
At January 1 } 1,598,978,674 1,652,685,053
Share dividend 23,950,384 46,281 621

AT DECEMBER 321 ||

1,622,927,058 1,598,976,674

]u
t

The weighted average number of EUR 012 common shares for 2006
was 1,578,630,768 (2005:1,548,346,110). H

The shares repurchased by AEGON, althouqh included in the issued
and outstanding number of shares, are excluded from the calculation
of the weighted average number of shares
adjusted for share dividend.

.‘The number has been

I

I
Share appreciation rights and share o;l!rtions
For detailed information on share apprecia{tion rights and share
options granted to senior executives and otf“er AEGON employees,
refer to note 40 on page 203 of the consolidated financial
statements of the Group.

Board remuneration

Detailed information on remuneration of active and retired members
of the Tecutive Board including their share option rights,
remuneration of active and retired members of the Supervisory
Board along with information about shares held in AEGON by the
members of the Boards is included on page 219 of the consolidated
financial statements of the Group.
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Notes to the financial statements of AEGON N.V. = Note 8

] SHAREHOLDERS' EQUITY

D R L R R R N e N N

P I R I T O R N R R R R R N I R BB )

Share Paid- in- Retained Revaluation Other
capital surplus earnings  Net income account reserves Total
At December 33, 2004 243 6,347 4,402 2,256 2,308 (&81) 14,875
Net income 2005 retained - - 2,256 (2,256) - - ~
Net income 2006 - - - 2,732 - - 2,732
Total net income - - 2,256 476 - - 2,732
Changes in foreign currency translation reserve - - - - - 1,515 1,615
Changes in revafuation subsidiaries - - 4 - 152 R 156
Transfer to legal reserve - - (60} - 60 - -
Other - - (55) - - 19 (36)
Other comprehensive income - - {111) - 212 1,534 1,635
Dividend common shares - - (193) - - -~ (193)
Dividend preferred shares - - (79} - - - (79}
Share dividend (6} - - - ~ -
Issuance of shares 2 - - - - - 2
Repurchased and sold own shares - 220 (148) - - ~ 74
Coupons on perpetuals, net of tax - - (132) - - ~ (132)
Other - - 362 - - - 352
Changes in equity from relation
with shareholders 8 214 (188) - - ~ 34
AT DECEMBER 31, 2005 251 6,561 6,359 2,732 2,520 853 19,276
At January 1, 2006 251 6,061 6,359 2,732 2,520 853 19,276
Net income 2005 retained - - 2,732 (2,732} - - -
Net income 2006 - - - 2,789 -~ - 2,789
TOTAL NET INCOME - - 2,732 57 - - 2,789
_ Changes in foreign currency transiation reserve - - - - - (1,325) (1,325)
" Changes in revaluation subsidiaries - - - - (645) - (645)
. .Transfer to legal reserve - - (184) - 184 - -
-4t Other - - {1%) - ~ (66) (81)
' - OTHER COMPREHENSIVE INCOME - - (199) - (461) (1,391) (2,051)
. " Dividend common shares - - (391) - -~ - {391}
" Dividend preferred shares - - (80) - ~ - (80
Share dividend 2 (2) - - - - -
Issuance of shares 2 - - - - - 2
Repurchased and sold own shares - (242) 20 - - - (262)
Coupons on perpetuals, net of tax - - (143) - - - (143)
Other - - (3 - - - (3)
CHANGES IN EQUITY FROM RELATION WITH
SHAREHOLDERS 4 {244} (637) - - - (877}
AT DECEMBER 31, 2006 255 6,317 8,255 2,789 2,059 (538) 19,137
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The revaluation account reflects the legal reserve for investments in
Qroup companies. |

The foreign currency translation reserve is the lega! reserve for
currency differences on non-eura subsidiaries and refers to
accumulated translation differences amountinqH to EUR (565) million
{2005: EUR 76C millien). The amounts are rel“eased to the income
statement upon the sale of the subsidiary. In case of a negative
halance, no distributions can be made out of the retained earnings
to the level of this negative amount.

On the balance sheet date AEGON N.V. and |its subsidiaries held
40,809,710 of its own common shares with a face value of EUR 0.12
each. Most of the shares have heen purchgsed to hedge stock
appreciation rights and stock options qranteHd to executives and
emplayees and ta neutralize the dilution effect of issued stack

[
dividend. Movements in the number of repurch«lased own shares held

by AEGCN N.V. were as follows: ‘
I
: 2006 2005
At January 1, 2006 ]i 18,650,865 25,232 494
Transactions in 2006:
Purchase: 30 transactions, average price EUR 1|z|l.78 19,076,000 -
Sale: one transaction on January 13, price EUR 1371 and one transaction
on March 31, price CUR 13.22 | (3,000) -
|
Transactions in 2005:
Purchase: ane transaction on May 17, price EUR|9.85 - 3,821,645
Sale: 31 transactions, average price EUR 10.28 } - {10,403,274)
AT DECEMBER 31 | 37,723,865 18,650,865

As part of their insurance and investment operations, subsidiaries
within the Group also hold AEGON N.V. common shares, both for
their own account and for account of policyh‘}alders. These shares
have been treated as treasury shares and are included at their
consideration paid or received, J\

2006 2005
Number of shares Consideration Number of shares Consideration
Held by AEGON NV, 37,723,865 724 18,650,865 442 v
Held by subsidiaries 3,085,845 63 4,664,065 103 '

TOTAL AT DECEMBER 31 40,809,710 787 23,314,930 545

The consideration for the relateg shares is delected from or added
to the paid-in-surplus. |
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] OTHER EQUITY INSTRUMENTS

Junior perpetual Perpetual cumulative Share options |

i

capital securities subardinated bonds not yet exercised Total
At January 1, 2005 1,352 1,517 - 2,869
Instruments issued 1,457 - - 1,457
Instruments redeemed - (950) - {950}
Share options granted - - 3
AT DECEMBER 31, 2005 2,809 567 3,379
At January 1, 2006 2,809 567 3 3,379
instruments issued 638 - - 638
Instruments redeemed - - 13 13
Deferred tax - - 2 2
AT DECEMBER 31, 2006 3,447 567 18 4,032

Coupon date: Year of

Junior perpetual capital securities Coupon rate quarterly, as of first call 2006 2005
USH 500 miilion 6.5% March 15 2010 424 424
USD 250 miflion floating LIBOR rate March 15 2010 212 212
USD 550 million 6.875% September 15 2011 438 -
EUR 200 million 6% July 21 2011 200 -
EUR 95C million floating CMT rate January 15 2014 950 850
USD 500 million floating CMS rate January 15 2014 402 402
USD 1 billien 6.375% March 15 2015 821 821
TOTAL JUNIOR PERPETUAL CAPITAL SECURITIES 3,447 2,809

The coupon of the USD 250 miilion junior perpetual capital
securities, callable in 2010, is based on the vield of three-month
LIBOR plus an additional spread of 87.5 basis points. The coupon will
be reset each quarter based on the then prevailing three-month
LIBOR yield, with a minimum of 4%. The coupan of the euro junior
perpetual capital securities is based on the yield of ten-year Dutch
government bonds ("CMT') plus an additional spread of ten basis
points. The coupon will be reset each quarter based on the then
prevailing ten-year Dutch government bond yield, with a maximum
of 8%. The coupon of the USD 500 million junior perpetuat capital
securities, callable in 2014, is based on the yield of ten-year US dollar
interest rate swaps ('CMS’), with an additional spread of ten basis
points.
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The coupon is reset each quarter based on the then prevailing ten-
year US dollar interest rate swap vield, with a maximum of 8.5%, The
interest rate exposure on some of thesé securities has been
swapped, using derivatives, to three-month LIBOR yield.

The securities have been issued at par The securities have
subordination provisions and rank junior to all other liabilities. The
conditions of the securities contain certain provisicns for optional
and reguired coupon payment deferral. Afthough the securities have
no stated maturity, AEGON has the right to cali the securities for
redemption at par for the first time on the coupon date in the years
as specified, or on any coupon payment date thereafter.



Coupon date: Year of

Coupon rate

Perpetual cumulative subordinated bom&ls quarterly, as of first call 2006 2005
EUR 114 million ' 7.625% July 10 2008 114 114
EUR 136 million 7.25% Cctober 14 2008 136 136
EUR 203 millicn 7.125% March 4 2011 203 . 203
EUR 114 million ! 4.156% June 8 2015 114 114
TOTAL PERPETUAL CUMULATIVE

SUBORDINATED BONDS 567 567

n
' Issued at an interest rate of 8%, which was reset En June 2005.

The coupon far the EUR 114 million 8% b0r||1ds was set at 8% until
June B, 2005. As of this date, the coupon is set at 4.156% until 2015.
The coupaon for the EUR 136 miillion 7.25% bgnds is set at 7.25% until
October 14, 2008, while the coupen for the II-:UR 203 million 7.125%
bonds is set at 7.125% until March 4, 2011, Oln these dates, and after
every consecutive period of ten years, the coupons will be reset at
the then prevailing effective yield of nine- to ten-year Dutch
government securities and 0.85%. .|

|
) BORROWINGS ‘}

The coupan of the EUR 114 million with an interest rate of 7.625%
is fixed.

The bends have the same subordination provisions as dated
subordinated debt. In addition, the cenditions of the bhonds contain
provisions for interest deferral and for the avaitability of principal
amounts to meet losses. Aflthough the bonds have no stated
maturity, AEGON has the right to call the bonds for redemption at
par for the first time on the coupon date in the years as specified.

| 2006 2005
Remaining terms less than 1 year “ 26 -
Remaining terms 1- 5 years 1,034 1,033
Remaining terms 5 - 10 years “ 1,053 1,148
Remaining terms over 10 years i 446 445
TOTAL BORROWINGS i| 2,559 2,626

The repayment periods of borrowings vary:; from in excess of one
year up to a maximum of 25 years. The interest rates vary from
2.745 to 9.375% per annum.

The market value of the long-term IiabilitiesI amounts to £UR 2,603
million (2005; EUR 2,712 million). |I

] CURRENT LIABILITIES

Amounts owed to credit institutions, loans from group companies and
payables to group companies have a maturity of less than one year.

Other payables includes derivatives with !Hegative fair values of
EUR 186 million (2005: EUR 70 million) andI income tax payable for
EUR 159 million (2005: EUR 208 million).
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Commitments and contingencies

AEGON N.V. has entered into a net worth maintenance agreement

with its indirect subsidiary AEGON Financial Assurance Ireland Limited

(AFA), pursuant to which AEGON N.V. will cause AFA to have a

tangible net worth of at least 3% of its total liabilities under financial

quaranty policies which it issues up to a maximum of EUR 3 hillion.

AEGON N.V. has guaranteed and is severally liable for the following:

o Due and punctual payment of payables due under letter of credit
agreements appiied for by AEGON NM. as co-applicant with its
subsidiary companies AEGON USA, Inc., Commonwealth General
Corperation and Transamerica Corporation (EUR 2,528 million}.
At December 31, 2006, there were no amounts due and payable.

s Due and punctual payment of payables by the consolidated
group cempanies AEGON Funding Corp., Commonwealth General
Corporation, Transamerica Corporation and Transamerica
Finance Corp. with respect to bands, capital trust pass-through
securities and notes issued under commercial paper programs
(EUR 1,025 million), as well as payables with respect to a derivative
transaction of Transamerica Corporation (EUR 744 million).

% [ue and punctual payment ¢f any amounts owned to third parties
by the consolidated group company AEGON Derivatives N.V. in
connéction with derivative transactions, AEGON Derivatives NV,
only enters into derivative transactions with counterparties with
which 1SDA master netting agreements including collateral
support annex agreements have been agreed; net (credit)
exposure on derivative transactions with these counterparties
was therefore minimal as at December 31, 2006.

HBEE NUMBER OF EMPLOYEES

Other than the Executive Board, there were no employees employed
by AEGON N.V. in either 2006 or 2005.

f_ EVENTS AFTER THE BALANCE SHEET DATE

On January 19, 2007 AEGON announced the signing of a memorandum
of understanding with Banca Transilvania to jointly develop and
?ﬁ}erate a mandatory pension company in Romania. The 50/50 joint
':'gi’énture company will be established in the summer of 2007 in
‘Aa‘lpticipation of introduction of a mandatory pension system in
:ﬁbmania, expected by early 2008, In addition AEGON will establish a
ijite insurance company in Romania that will enter into a distribution
iagreement with Banca Transilvania to sell co-branded products
through the bank's branch network.
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On January 25, 2007 AEGON NYV. and Sony Life Insurance Co., Ltd.
announced their intention to establish a life insurance company in
Japan. The 50/50 joint venture will develop annuity products,
initially focusing on variable annuity products that will be distributed
though Sony Life's Lifplanner® channel as well as through banks an
other financial institutions. The partnership between AEGON and
Sony Life is expected to be operational in early 2008, subject to final
agreement and regulatory ficensing and approval.

On January 29, 2007 AEGON announced that it successfully
completed a transaction involving a private Value of in-force (ViF)
securitization by AEGON UK, enabling ACGON UK to monetize a
portion of future profits associated with an existing book of unit-
linked business. The securitization will add around EUR 134 miflion
(GBP 90 million) to the total core capital of AEGON, The capital
created by the transaction will be used by AEGON UK to return
capital to the Group. These transactions provide the company
with flexible sclutions that help manage reserves and capital in a
cost efficient manner. AEGON will continue to explore further
opportunities for securitizations and structured financing as part
of its ongoing commitment to efficiently manage capital and
reserve needs.

On March 7, 2007, AEGON announced the expiration of its tender
offer to purchase all the outstanding shares of Clark, Inc. (Clark)
common stock at USD 17.21 per share. Based on preliminary
information, the shares tendered, together with the shares already
owned by AEGON, represent approximately 94% of the outstanding
shares of Clark. AEGON intends to complete this transaction as soon
as practical. Reference is made to note 49 of the consolidated
financial statements of the Group.

The Hague, March 7, 2007

SUPERVISORY BOARD
D.G. Eustace

0.J. Olcay

LW. Bailey, Il

R. Dahan

S, Levy

T, Rembe

W.F.C. Stevens

K.J. Storm

L.M. van Wijk

EXECUTIVE BOARD
D.J. Shepard
J.B.M. Streppel
A.R. Wynaendts




Other information

PROPOSAL FOR PROFIT APPROPRIATIO

Appropriation of profit will be determined |I‘|n accordance with the
articles 31 and 32 of the Articles of Incorpori:ation of AEGON N.V. The
relevant provisions read as follows: ]

1. The General Meeting of Shareholders ‘shaII adept the annual

accounts.

2. If the adopted profit and loss account shows a profit, the
Supervisory Board may decide, upon:‘ the proposal of the
Executive Board, to set aside part of theH profit to augment and/
ar form reserves.

3. From the net profit as reflected in the pﬁofit and loss account, if
it is sufficient to this end after a part 0f|the profit has been set
aside for augmenting and/er forming lreserves in accordance

| .
with 2, first of all the holders of preferred shares shail receive,

on the amount paid on their preferred:ishares, a dividend the
percentage of which, on an annual basi“s, shall be equal to the
European Central Bank's fixed interest percentage for basic
refinancing transactions, to be increased by 175 percentage
points, all applicable to the first trading day on Euronext
Amsterdam in the financial year to whiIH:h the dividend relates.
Apart from this, no other dividend is to be paid on the
preferred shares.

4. The profits remaining after application of the above shall be put
at the disposal of the General Meeting of Shareholders. The
Executive Board, subject to the appro{'al of the Supervisory
Board, shall make a proposal for that pulpose. A proposal to pay
a dividend shall be dealt with as a sepa%ate agenda item at the
General Meeting of Shareholders. |

5. The Executive Board may, subject to; the approvai of the
Supervisory Board, make one or more inferim distributions 1o
the holders of common shares and/or to Ehe holders of preferred
shares, the latter subject to the maximum dividend amount set
forth under 3. ‘

6. The Executive Beard may, subject to:‘ the approval of the
Supervisory Board, decide that a distribu‘tion on common shares
shall not take place as a cash payment but as a payment in

commaon shares, or decide that holders of common shares shall
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have the option to receive a distribution as a cash payment and/
or as a payment in commaon shares, in all cases out of the profit
andfor at the expense of reserves. Subject ta the approval of the
Supervisory Board, the Executive Board shalt also determine the
conditions applicable to the aforementioned choices.

7. The company's policy on reserves and dividends shall be

determined and can be amended by the Supervisory Board, upan
the proposal of the Executive Board. The adeption and thereafter
each amendment of the policy on reserves and dividends shall
be discussed and accounted for at the General Meeting of
Shareholders under a separate agenda item.
It is proposed to the annual Genera! Meeting of Shareholders on
April 25, 2007, to pay a dividend for the year 2006 of EUR ©.55 per
common share of EUR 0.12 par value which, after taking into account
the EUR 0.24 interim dividend, leads to a final dividend of EUR 0.31
per common share. it is also proposed that the final dividend wili
be made available entirely in cash or entirely in shares, at the
election of the shareholder. The value of the stock dividend will be
approximately 5% lower than the value of the cash dividend and wilt
be paid out of the paid-in surplus fund. Shareholders can elect to
receive a dividend in cash or in shares up to and including
May 16, 2007.
In order to reflect the prevailing market price of AEGON N.V. commeon
shares fully within the indication provided, the number of dividend
coupons that gives entitlement to a new commen share of EUR 012
wili be determined on May 16, 2007, after 5:3C p.m., based on the
average share price quoted by Eurcnext Amsterdam in the five
trading days from May 10, 2007 up to and including May 16, 2007.
In accordance with article 32, paragraph 3 of the Arficies of
Incerperation, a cash dividend equat to 4% of the amount paid on
the preferred shares will be distributed.
Upen approval of this proposal, profit will be appropriated as follows:

&

2006
Dividend on preferred shares 85
Interim dividend on common shares (cash pol'tion) 208
Final dividend on comman shares 491
Earnings to be retained i 2,005
NET INCOME | 2,789
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MAJOR SHAREHOLDERS

VERENIGING AEGON .

Vereniging AEGON is the continuation of.the former mutual insurer
AGO. In 1978, AGO demutualized and Vereniging AGO became the
only shareholder of AGO Holding NV. which was the holding
company for its insurance operations. In 1983, AGO Holding N.V. and
Ennia N.V. merged into AEGON N.V. Vereniging AGQ initially received
approximately 49% of the common shares (which was reduced
gradually to less than 40%j) and all of the preferred shares in AEGON
N.V., giving it voting majority in AEGON N.V. At that time Vereniging
AGO changed its name into Vereniging AEGON.

The objective of Vereniging AEGON is the balanced representation of
the interests of AEGON NV. and all of its stakeholders, including
shareholders, AEGON Group companies, insured parties, employees
and other relations of the companies.

In accordance with the 1983 Merger Agreement, Vereniging AEGON
had certain option rights on preferred shares to prevent dilution of
voting power as a result of share issuances by AEGON NV. This
enabled Vereniging AEGON ta maintain voting control at the General
Meeting of Shareholders of AEGON N.V. In September 2002, AEGON
N.V. effected a non-dilutive capital restructuring whereby Vereniging
AEGON sold 350,000,000 of its common shargs,
143,600,000 common shares were sold directly by Vereniging
AEGON. in a secondary offering outside the United States and
206,400,000 common shares were purchased by AEGON N.V. from
Vereniging AEGON. AEGON N.V. subsequently sold these common
shares in a global offering. The purchase price for the 206,400,000
common shares sold by Vereniging AEGON to AEGON N.V. was
EUR 2,064,000,000, which amount Vereniging AEGON contributed
as additional paid-in capital on the existing AEGON N.V, preferred
shares, all held by Vereniging AEGON. As a result of these
transactions, Vereniging AEGON's beneficial ownership interest in
AEGON N.V.'s common shares decreased from approximately 37%
tq;gpproximately 12% and its beneficial ownership interest in AEGON

of which

NV voting shares (excluding issued common shares held in
treasurv by AEGON N..) decreased from approximately 52% to
ap rommateiy 33%.

On May 9, 2003, AEGON's shareholders approved certain changes to

AEGON's corporate governance structure and AEGON's relationship
with Vereniging AEGON in an extraordinary General Meeting of
Shareholders. AEGON's Articles of Incorporation were subsequently
arended on May 26, 2003.
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The relationship between Vereniging AEGON and AEGON NYV. was

changed as follows:

® The 440000000 preferred shares with nominal value of
EUR 012 held by Vereniging AEGON were converted into
211,680,000 new class A preferred shares with nominal value of
EUR C.25 and the paid-in capital on the preferred shares was
increased by EUR 120,000 to EUR 52,920,000, The voting rights
pertaining to the new preferred shares (the class A preferred
shares as well as the class B preferred shares which may be
issued to Vereniging AEGCN under the option agreement as
described in the following sections) were adjusted accordingly to
2512 vote per preferred share.

® AEGON N.V. and Vereniging AEGON have entered into a preferred
shares voting rights agreement, pursuant to which Vereniging
AEGON has voluntarily waived its right to cast 25/12 vote per
class A or class B preferred share. Instead, Vereniging AEGON
has agreed to exercise one vote only per preferred share, except
in the event of a 'speciat cause’, such as the acquisition of a 15%
interest in AEGON N.V., a tender offer for AEGON N.V. shares or 3
proposed business combination by any person or group of
nersons whether individually or as a group, other than in a

the Executive Board and the

Supervisory Board. If, in its sole discretion, Vereniging AEGON

transaction approved by

determines that a ‘special cause’ has occurred, Vereniging
AEGON will notify the General Meeting of Shareholders and
retain its right to exercise the full voting power of 25/12 vote per
preferred share for a limited peried of six months.

# AEGON NV. and Vereniging AEGON have amended the option
arrangements under the 1983 Merger Agreement. Under the
amended option arrangements Vereniging AEGON, in case of an
issuance of shares by AEGON N.V., may purchase as many class
B preferred shares as would enable Vereniging AEGON to
prevent or correct dilution to below its actual percentage
of voting shares, Class B preferred shares will then be issued
at par value (EUR 0.25), unless a higher issue price is agreed.
In the years 2003 through 2005 23,850,000 class B preferred
shares were rights. In 20086,
Vereniging AEGON exercised its option rights to purchase in
aggregate 5,440,000 class B preferred shares at par value to

issued under these option

correct dilution caused by AEGONM's stock dividend issuances
during the year.




Development of shareholding in AEGON N.V. Comman Preferred A Preferred B
At January 1, 2006 i 171,974,055 211,680,000 23,850,000
Exercise option right Preferred B shares H - - 5,440,600
AT DECEMBER 31, 2006 i 171,974,055 211,680,000 29,290,000

Accordingly, under normal circumstances the wvoting power of
Vereniging AEGON, based on the number of OLHJtstandinq and voting
shares {excluding issued common shares held in trjjeasury by AEGON NV.)
at December 31, 2006, amounts to approximately 22.61%. In the event
of a 'special cause’, Vereniging AEGON’s votin6 rights will increase,
currently to 32.29%, for up to six months per 's#ecial cause’.

At December 31, 2006, the Generat MeetHinq of Members of
Vereniging AEGON consisted of eighteen members. The majority of
the voting rights is with the sixteen members ‘not being emplayees
or former employees of AEGON NV. or one of the AEGON group
companies, nor current or former members of t?jhe Supervisory Board
or the Executive Board of AEGON NV, The two other members are
both efected by the General Meeting of Me?imbers of Vereniging
AEGON from among the members of the ExecutivE Board of AEGON N.V.
Vereniging AEGON has an Executive Committe::e consisting of seven
members, five of whom, including the chai‘rman and the vice-
chairman, are not nor have ever been, related “tc AEGON. The other
two members are also members of the Executive Board of AEGON

N.V. Resolutions of the Executive Committee, other than with regard
to amendment of the Articles of Association, are made with an
absolute majority of the votes. When a vote in the Executive
Committee results in a tie, the General Meeting of Members has the
deciding vote. With regards to the amendment of the Articles of
Association of Vereniging AEGON, a special procedure is in place to
provide for the need of a unanimous proposal from the Executive
Committee, thereby including the consent of the representatives of
AEGON N.V. at the Executive Committee. Following the amendment
of the Articles of Association as effected on September 13, 2005,
this requirement does not apply in the event of a hostile change of
control at the General Meeting of Shareholders of AEGON NV, in
which event Vereniging AEGON may amend its Articles of
Incorporation without the cooperation of AEGON N.V.

OTHER MAJOR SHAREHOLDERS
Based on publicly available information there are no other major
shareholders exceeding 5% participation.
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AUDITOR'S REPORT

To: The Supervisory Board and the Executive Board of AEGON N.V.
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REPORT ON THE COMPANY FINANCIAL STATEMENTS

We have audited the accompanying company financial statements
for the year 2006 (as set out on pages 225 to 239) which are part of
the financial statements of AEGON N.V,, The Hague, which comprise
the balance sheet as at December, 31 2006, the income statement
for the year then ended and the notes.

Management’s responsibility

Management of the company is responsible for the preparation and
fair presentation of the company financial statements and for the
preparation of the Report of the Executive Board, both in accordance
with Part 9 of Book 2 of the Netherlands Civil Code. This responsibility
includes: designing, implementing and maintaining internal control
relevant to the preparation and fair presentation of the company
financial statements that are free from material misstatement,
whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are
reasonable in the circumstances.

Auditors’ responsibility

Our responsibility is to express an opinion an the company financial
statements based on cur audit. We conducted our audit in
accordance with Dutch law. This law reguires that we comply with
ethical requirements and plan and perform the audit to obtain
reasonable assurance whether the company financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the company financia!
staterments. The procedures seiected depend on the auditors’
judgment, including the assessment of the risks of material
misstatement of the company financial statements, whether due to
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fraud or error. In making those risk assessments, the auditor
considers interna! control relevant to the entity's preparation and
fair presentation of the company financial statements in order to
design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinicn on the effectiveness
of the entity’s infernal control. An audit also includes evalfuating the
appropriateness of accounting policies used and the reasonableness
of accounting estimates made by management, as weli as evaluating
the overall presentation of the company financial statements.

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

Qpinion

In our opinion, the company financial statements give a true and fair
view of the financial position of AEGON N.V. as at December, 31 2006,
and of its result for the year then ended in accordance with Part 9 of
Book 2 of the Netherlands Civil Code.

REPORT ON OTHER LEGAL AND REGULATORY
REQUIREMENTS

Pursuant to the legal requirement under 2:393 sub 5 part e of the
Netherlands Civil Code, we report, to the extent of our competence,
that the Report of the Executive Board is consistent with the
company financial statements as required by 2:397 sub 4 of the
Netherlands Civil Code.

The Hague, March 7, 2007
FOR ERNST & YOUNG ACCOUNTANTS

was signed by A.F.J. van Overmeire




Additional information

QUARTERLY RESULTS

2005 I 2006
I
First  Second Third Fourth Tota“| First Second Third Fourth Total
quarter quarter quarter quarter yeat Amounts in EUR millicns quarter quarter quarter quarter year

| By product segment

125 241 233 224 823“, Traditional life 156 182 230 222 790
60 14 90 79 243;I Life for account of policyholders 320 127 74 93 614
55 113 119 138 42? Fixed annuities 106 125 78 124 433
30 (32) 33 99 13% Variable annuities ) 82 56 4] 82 261
64 62 85 69 280% Institutional guaranteed products 80 58 48 29 275
20 32 (9) (10) 33ﬁ Fee - off balance sheet products 14 14 14 33 75
29 21 30 25 105 Reinsurance 55 42 26 40 163
87 96 74 67 324  Accident and health insurance 79 107 105 78 369
i7 18 10 10 55 General insurance 11 23 13 8 55

7 (10) 7 11 151I Banking activities 4 12 14 5 3B
0 (1) 1 53] (6") Other - {1) 1 - -~

{64) (79} 74) {63} (280) Interest charges and other {80 (65) (58) (39) (242)

430 475 599 643 2,14:”H Operating earnings before tax 827 680 586 735 2,828

307 508 201 141 1,157‘1 Gains/(losses) on investments (32) 150 348 3 455

{10 21 8 (5) 14|| Impairment charges 6 (31) (23) 23 25)

204 27 22 24 277" Cther non-gperating income/{charges) 38 (29) 39 38 86

3 11 2 8 20, Share in profit/(loss} of associates 6 7 6 13 3
934 1,042 828 811 3,615 Income before tax 845 777 956 812 3,390
(256) (293} (213) (123} (885“) Income tax (215) (113) (277) 4 {601)

(1) 2 2 (1) 2| Minority interest 0 0] 0 0 0
677 751 617 687 2,7322{ NET INCOME" 630 664 679 816 2,789

ﬂ Total revenues by product segment

[

6,944 6,020 6,603 7,183 26,750|| Life insurance 7,899 7,697 8,744 8791 33,131
678 634 652 625 2,589 Accident and health insurance 718 655 622 602 2,587
191 165 131 140 627i General insurance 187 160 135 128 610

67 68 58 56 249) Banking activities 56 57 58 56 227
38 21 29 33 1211 Other activities 25 4 0 21 50
7.918 6,908 7,473 8,037 30,336] TOTAL REVENUES 8,885 B,573 9,559 9,598 36,615

! Standardized new premium production s
611 732 553 643 2,539} insurance (life total recurring plus 110 single) 686 737 756 872 3,051 4. 5

4830 4,196 5323 4543 18892 Gross deposits 6416 4004 4640 4283 19343 LI
| L2
(713) (468) (1,083} (1,115) (3,389) Net deposits 260 (2,214) {1,5B5) (2621) (6,130);,_."‘
R
4,626 4,206 4,142 4,451 17.425| Off balance sheet production 4,271 4,410 3,256 7885 19,822 nl

AMOUNTS PER COMMON SHARE OF EUR 0.12 i)
0.43 0.41 0.38 0.41 1.63| NETINCOME? 0.38 0.35 0.40 0.50 1.63

At At At At At At At At
Mar, 31 Jun, 30 Sept.30  Dec, 31 Mar. 3t Jun, 30 Sept, 30 Dec. 3
894 10.53 10.45 10.89 ] Shareholders’ equity ? 10.67 9.63 10.67 10.76

' Net income refers to net income attributable to em{iry holders of AEGON NV,
2 After deduction of preferred dividend and coupons on perpetuals.
3 Shareholders’ equity per share is calculated after deduction of the preferred share capital and considering the number of cutstanding treasury shares,
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CONTACTS

HEADQUARTERS

AEGON N.V.

AEGONplein 50

F.0. Box 85

2501 CB The Hague

The Netherlands

Telephone: +3170 344 3210
www.aegon.com

GROUP CORPORATE AFFAIRS & INVESTOR RELATIONS

AEGON NV. AEGON USA, INC.

P.O. Box 85 1M, North Charles Street

2501 CB The Hague Baltimore, MD 21201-5574

The Netherlands ’ United States of America

E-mai: gca-ir@aegon.com

MEDIA MEDJA

Telephone: + 3170 344 B344 Telephone: +1410 576 45 26

Fax: +3170 344 84 45 Fax: +1410 347 86 85

ANALYSTS AND INVESTORS ANALYSTS AND INVESTORS

Telephone: +3170 3448305 Toll free: +1877 548 96 68 (USA only)

Fax: +3170 34484 45 Telephone: +1410376 4577
Fax: +1410 347 86 85
E-mail: ir@aegonusa.com

Ea
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GLOSSARY
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Acquisition date is the date on which t?e acquirer effectively
obtains control of the acquiree. In most CaS%S this includes at least

the transfer of risks and rewards related to t?e acquired business or
assets/liabilities. “
|

Actuarial gains and losses relate to th% accounting for post-
employment benefit plans, They comprise the effects of experignce
adjustments and changes in assumptions used te determine the cost

Amortized cost is the amount at which the financia) asset or liability
. . .

is measured at initial recognition minus prlrlllupal repayments, plus

or minus the cumulative amortization using the effective interest

of a plan.

i
rate method of any difference hetween that.i initial amount and the
maturity amount and minus any reduction (directly or through the

. . I .
use of an allowance account) for impairment or uncollectability.

Assets held by long-term employee benefi'g funds are part of plan

assets. These are assefs (other than nolﬁ-transferable financial

instruments issued by the reporting entity) tﬁat:

® Are held by an entity that is tegally separate from the reporting
entity and exists solefy to pay or fund em"proyee benefits; and

& Are available to be used only to pay or "fund employee benefits
and are not available to the reporting ent"itv's own creditors.

Bifurcation is the measurement and preientation of embedded
derivatives separate from the host contracts, as if they were stand-

alone derivative financial instruments.

Binomial option pricing mode! uses a‘ binomial lattice that
represents possible paths that might be followed by the underlying
asset's price over the life of the option, for ‘a given number of time
steps between valuation date and option expiration. Each node in the

fattice represents a possible price of the ||underlying asset, at a
particular point in time. The valuation process is iterative; it starts at
each final node and then works hackwards tr"\rough the lattice tc the
first node, which is the valuation date, wherg the calculated result is

the value of the option.

Business combination is the bringing toget“her of separate entities
or operations of entities into one reportiung entity. This can he
realized through a purchase transaction or by means of a merger. A
business combination involving entities {(or; operations of entities)

under common centrol is a business comb%n:Iation in which all of the
I

combining entities {(or operations of elintities) ultimately are

controlled by the same party or parties both before and after the

combination, and that contral is not transito&y.

Capitalization is the recognition of a cost as part of the cost of an
asset on the balance sheet.

Cash generating unit is the smallest identifiable group of assets
that generates cash inflows that are largely independent of the cash
inffows from other assets or groups of assets.

Cedant is the policyholder under a reinsurance contract.

Claims settlement expenses are costs incurred in settling a claim.
These costs include internal administration and payout costs, but
also such items as attorney’s fees and investigation expenses.

Collateral is an asset pledged by a borrower to secure a loan and is
subject to seizure in the case of default.

Compound financial instruments are financial instruments that,
from the issuer's perspective, contain hoth a liability and an equity
element.

Constructive obligation is an obligation that derives from an
entity’s actions whereby an established pattern of past practice,
published poiicies or a sufficiently specific current statement, the
entity has indicated to other parties that it will accept certain
respensibilities, and as a result, the entity has created a valid
expectation on the part of those other parties that it will discharge
those responsibilities.

Credit risk is the risk that one party to a financial instrument will
fail to discharge an obligation and cause the other party to incur a
financial loss.

Currency risk is a market risk, namely the risk that the value of &
. . - . + .ok,
financial instrument will fluctuate due to changes in foreign
exchange rates.
i
Deferred tax assets are amounts of income taxes recoverable in;
future periods in respect of deductible temporary differences; the...
carryforward of unused tax losses; and the carryforward of unused
tax credits.

Deferred tax liabilities are amounts of income taxes pavable in
future periods in respect of taxable temporary differences.

Defined benefit obfigation is the present value, without deducting
any plan assets, of expected future payments required to settle the
ohligation resulting from employee service in the current and prior
periods.
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Defined benefit plans are post-employment benefit plans other than
defined contribution plans.

Defined contribution plans are post-employment benefit plans
under which an entity pays fixed contributions into a separate entity
{a fund) and will have no legal or constructive obligation to pay
further contributions if the fund does not hold sufficient assets to
pay all employee benefits relating to employee service in the current
and prior periods.

Deposit accounting methed includes amounts charged and paid to
customers directly into the financial liability and not through the
income statement as premium income and claims.

Derecognition is the remaval of a previously recognized asset or
financial liabiiity from an entity's balance sheet.

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.

Discretionary participation feature is a contractual right to receive,
as a supplement to guaranteed benefits, additional benefits:
e That are likely to be a significant portion of the totail contractual
pbenefits;
¢ Whose amount or timing is contractually at the discretion of the
issuer; and
® That are contractually based on:
+ The performance of a specified pool of contracts or a
specified type of contract;
« Realized and/or unrealized investment returns on a specified
pool of assets held by the issuer; or
“Zde  The profit or loss of the company, fund or other entity that
issues the contract.
E}f;ctive interest rate method is @ method of calculating the
amortized cost of a financial asset or liability and of allocating the
ihterest income or expense over the relevant period. The effective
ir’fi}rest rate is the rate that exactly discounts estimated future cash
p}'é;}ments or receipts through the expected life of the financial
ngtrument or, when appropriate, a shorter period to the net carrying
amount of the financial asset or liabitity.
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Embedded derivative is a component of a hybrid instrument that
alse includes a non-derivative host contract, with the effect that
some of the cash flows of the combined instrument vary in a way
similar to a derivative.

Equity Instruments are financial instruments issued by the Group
that are classified as equity if they evidence a residual interest in the
assets of the Group after deducting all of its liabilities.

Equity method is a method of accounting whereby the investment is
initially recognized at cost and adjusted thereafter for the post-
acquisition change in the investor's share of net assets of the
investee. The profit or joss of the investor includes the investor’s
share of the profit or loss of the investee.

Exchange differences are differences resulting from translating a
given number of units of one currency into another currency at
different exchange rates.

Finance lease is a lease that transfers substantially all the risks and
rewards incident to ownership of an asset.

Financial asset is any asset that is:
s (ash;
® An equity instrurment of another entity;
® A contractual right to receive cash or ancther financial asset
from another entity or to exchange financial instruments with
anather party under conditions that are p'otentiaﬁly favorable; or
# A contract that will or may be settled in the entity's own equity
instruments and is
+ A non-derivative for which the entity is or may be obliged to
receive a variable number of the entity's own equity
instruments; or
+ A derivative that will or may be settled other than by the
exchange of a fixed amount of cash or another financiai
asset for a fixed number of the entity's own equity
instruments.

Financial instrument is any contract that gives rise to both a
financial asset of one entity and a financial liability or equity
instrument of another entity.
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Financial liability is any liability that is: l!

» A contractual obligation to deliver cash o another financial
asset to another entity or to exchanqel; financial assets or
financial liabilities with another entity undeér conditions that are
potentially unfavorable to the entity; or |

% A contract that will or may be settled in the entity’s own equity
instruments and is
+ A non-derivative for which the entity isl or may be obliged to

deliver a variable number of the Ilentity's own equity

instruments: or ;

+ A derivative that will or may bhe settléd other than by the
exchange of a fixed amount of cash.or another financial
asset for a fixed number of the |Ientit\('s own equity
instruments.

Financial risks are risks of a possibie future cﬁange in che or more
of the following variables: a specified interest rate, financial
instrument price, commodity price, foreign exchange rate, index or
prices or rates, credit rating or credif inde"x or gther variable,
provided in the case of a non-financial variablg. that the variable is
not specific to a party to the contract,

Firm commitment is a binding agreement for the exchange of a
specified quantity of resources at a specified|price on a specified
future date or dates.

Foreign currency is a currency other than the? functional currency
of an entity within the Group. |

Foreign operation is an entity that is a subsiﬁjiary. associate, joint
venture or branch of & reporting entity wilthin the Group, the
activities of which are based or conducted in a: country or currency
other than those of the reporting entity. h

Functional currency is the currency of thltle primary economic
environment in which an entity within the Group operates.

Goodwill is the amount of future economic l")enefits arising from
assets that are not capable of being individually identified and
separately recognized as an asset in a business‘combination.

Guaranteed benefits are payments or other benefits to which a
particular policyholder or investoar has an unconditional right that is
not subject to the contractual discretion of the issuer.

Hedge effectiveness is the degree to which changes in the fair value
or cash flows of the hedged item that are attributable to a hedged
risk are offset by changes in the fair value or cash flows of the
hedging instrument.

Incremental cost is one that would not have been incurred if the
entity had not acquired, issued or disposed of a financial instrument.

Insurance asset is an insurer’s contractual right under an insurance
contract.

Insurance contract is a contract under which one party (the insurer}
accepts significant
policyholder) by agreeing to compensate the policyholder if a

insurance risk from another party (the
specified uncertain future event (the insured event) adversely affects

the policyholder,

Insurance liability is an insurer’'s contractua$ obligaticn under an
insurance contract.

Insurance risk is a risk, other than financial risk, transfarred from
the holder of a contract to the issuer,

Joint control is the contractualty agreed sharing of controf over an
economic activity, which exists when the strategic and operating
decisions relating to the activity require the unanimous consent of
the parties sharing control.

Liability adequacy testing is an assessment of whether the carrying::

amount of an insurance liability needs to be increased (or thd— -
carrying amount of related deferred acquisition costs or related(_i
intangible assets decreased) based on a review of future cash flows. i

At

Ii

Liquidity risk is the risk that an entity will encounter difficulty in. -
raising funds to meet commitments associated with financiafz

instruments. A
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Master netting agreement is an agreement providing for an entity
that undertakes a number of financial instrument transactions with
a single counterparty to make a single net settlement of all financial
instruments covered by the agreement in the event of default on, or
termination of, any contract.

Minority interests are that portion of the profit or loss and net
assets of a subsidiary attributable to equity interests that are not
owned, directly or indirectly through subsidiaries, by the parent.

Monetary items are units of currency held and assets and liabilities
to be received or paid in a fixed or determinable number of units of
currency.

Onerous contracts are contracts in which the unavoidable costs of
meeting the obligations under the contract exceed the economic
benefits expected to be received under it.

Operating expenses are all expenses associated with selling and
administrative activities {excluding commissions} after reallocation
of claim handling expenses to benefits paid.

Past service cost is the increase in the present value of the defined
benefit obligation for employee service in prior periods, resulting in
the current period from the introduction of, or changes to, post-
employment benefits.

Plan assets are assets held by a long-term employee benefit fund
and qualifying insurance policies.

Policy acquisition costs are the expenses incurred in soliciting and
placing new business as well as renewal of existing business. It
includes agent’s commissions, underwriting expenses, medical and
credit report fees, marketing expenses and all other direct and
indirect expenses of the departments involved in such activities.

Policyholder is a party that has a right to compensation under an
insurance contract if an insured event occurs.
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Presentation currency is the currency in which the financial
statermnents are presented.

Price risk is a market risk, namely the risk that the value of a
financial instrument will fluctuate as a result of changes in market
prices.

Private loan is a non-derivative financial asset with a fixed interest
rate and a maturity date, which is not bought in an active market but
negotiated between the two parties involved. Private loans are not
embodied in securities. When a private lcan takes the form of a
private placement of bonds or other investments directly to an
institutional investor like an insurance company, it has more the
character of a bond loan and such financial instruments are
classified as available-for-sale investments rather than as loans and
receivables.

Projected unit credit method is an actuarial valuation method that
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 obligation.

Qualifying insurance policies are a component of plan assets. These

are insurance policies issued by an insurer that is not a related party

of the reporting entity, if the proceeds of the palicies:

» Can be used only to pay or fund employee benefits under a
defined benefit plan; and

»  Are not avaiiable to the reporting entity's own creditors.

Real estate investments foreclosed are real estate investments
purchased through foreclosure on the mortgage. Such purchases are
not accounted for as mortgages, but as real estate investments until
they can be sold at a better price than at the fereclosure. Meanwhile
they yield a rental income.

Realizable value is the amount of cash or cash equivalents that
could currently be obtained by selling an asset in an orderly disposal.



\\

Recognition is the pr'ocess of incorparating in tr|1e balance sheet or

income statemant an item that meets the definition of an efement

and satisfies the following criteria for recognitionl!:

s It is probable that any future econamic benefit associated with
the item will flow to or from the entity; and

¢ The item has a cost or value that can |be measured with

reliability. !

I
Reinsurance assets are a cedant’s net contractual rights under a
reinsurance contract.

. . N .
Reinsurance contract is an insurance contract issued by one insurer
. |
to compensate another insuser for losses an one or more cantracts

issued by the cedant. "

|
Renewal of a contract is when a policyholder t?kes whatever action

is required, typically payment of a premium, in order to maintain

benefits under the contract. H

ﬁ
Repurchase agreement is a sale of securities \.I";;ith an agreement to
buy back the securities at a specified time and Qrice.
J
Return on plan assets is the investment income derived fram plan
assets, together with realized and unrealized gains and losses on the
plan assets less any costs of administering thejhplan and less any tax
payable by the plan itself, |!
|

Reverse repurchase agreement is a purchaseﬁof securities with the
agreement to resell them at a later specified daréte and price.

Security lending involves a loan of a security from one party to
angther, |

Settlement date is the date that a financial asset is delivered to the
entity that purchased it.
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Sovereign exposures are AAA rated government bonds, ar fower
rated government bonds if purchased in local currency by a
reporting unit.

Spot exchange rate is the exchange rate for immediate delivery.

Spread is the difference between the current bid and the current ask
or offered price of a given security.

Stochastic modeling is a statistical process that uses probability
and random variables to predict a range of probable investment
performances.

Temporary differences are differences between the carrying
amount of an asset or liability in the baiance sheet and its tax base
that will reverse aver time,

Trade date is the date that an entity commits itself to purchase or
sell an asset.

Transaction costs are incremental
attributable to the acquisition, issue or disposal of a financial asset
or liability.

costs that are directly

Unlocking of DPAC and VOBA refers to the process of updating the
DPAC or the VOBA amortization schedule to refiect changes between
the past and current expectations of key assumptions used in the
projection of future gross profits.
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