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The year’s achievements

Achieved strong growth in sales and profits across our worldwide portfolio of businesses
despite experiencing the worst UK floods in 60 years

Introduced a regional management structure and set out medium term growth targets
Completed the integration of our businesses n the USA and Ireland

Achieved ratings upgrades in our US life business from AM Best and Standard & Poors
Achieved savings of £250 million in the UK life and general insurance businesses
Gained access to over 50 million potential new customers through bancassurance deals

Completed a merger in Turkey, creating Aviva SA, which will contribute to growth In central
and eastern Europe
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/007 SIUNODDY pue Loday lenuuy 3jd eAny




G oI R o

10
11
14
16

76
73
79
82
88
90
91
92

93
m

Introduction

Group structure

Chairman’s staternent

Group chief executive’s statement

Basis cf preparatian

Group strategy

Key performance indicators
Group performance
Regionat overviews

20 UK

32 Europe

40 North America

46  Asia Pacffic

Finance

Employees and responsioility

Board of directors

Executrve managernent
Cirectors' repaort

Corporate governance report
Audit Comrittee report
Nomination Committee report
Risk and Regulatory Committee report
Corporate Social Responsibility
Committee report

Directors remuneration report
Independent auditor’s repart

Financal Statements - International Finanaal
Reporting Standards (IFRS) basis

114
126
127

129
129
130
131

132
236

268
270

Accounting policies

Consclidated income statement

Pro forma reconaliation of Group operating
profit to profit before tax

Consolidated statement of recognised income
and expense

Reconokaton of movemnenits in consohdated
shareholders equity

Consolidated balance sheet

Consclidated cash flow statement

Notes to the consolidated financiat statements
Financial statemenis of the Company

Aviva Group of Compantes
Sharehclder sernces

Financial Statements — Information on the

European Embedded Value (EEV) basis

246 Independent auditers report o the directors
of Aviva plc on the alternative method of
reporting iong-term business profits

247 Alternative method of reporting Jong-term
business profits

Purpose

Vision

Strategic Targets
priorties

Aviva Investors

N

K Europe Narth Asia
America Pacific




Introduction

Picture missing

‘One Aviva,

twice the value'.
Realising the full
potential of Aviva’s
businesses by acting
as one group.

Our purpose is to bring
prosperity and peace of mind
We will do this by realising our
vision “One Aviva, twice the
value”. By working together
across our businesses, we will
optimise our performance

in the global marketplace and
maximise the value we can
generate for all our stakeholders.

Andrew Moss
Group chief executive

Signature missing
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We are committed to canng for the environment and locking for sustainable ways to minimise our impact on it

This year our annual report and accounts has been printed by Burlington We choose Burlington because they have
the important environmental certification by $GS for the FSC standards

Also we take care to minirmise the impact on the environment in the paper we use The paper we have used,
Greencoat 55 Silk, 1s made from 55% recycled post-consumer fibre using non-toxc, harmless de-inking residues

It also contains fibre sourced from responsibly managed and sustainable forests, certified in accordance wath the FSC
And additionally, 1t 1s manufactured under strict environmental management systems, the international ISO 14001
standard and EMAS (Eco-Management & Audit Scheme)

£5C — Forest Stewardship Counch This ensures there s an audned
chain of custody from the tree in the well managed forest through
to the finshed document in the panting factory LOgO mlSSlng

150 14001 - A pattern of controf for an environmental management
system against which an organisation can be credited by a third party
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Overview

One Awviva tnangle

The Aviva tnangle has been developed to explain
the purpose, vision, strategy and regienal performance
of the group n a single and straght forward way

Purpose

Prospenty and
peace of mind

Vision

‘One Aviva
twice the value'

Strategic Targets
prionties 98% el of beat COR

Manage composte porttolio Long Ferm savngs growth Largets
Buld global Asset Management £350m cost tawndgs by end 2009
Allocate capital ngorously Double FRS EPS by 2012 at the latest
Increase customer reach 15 2 x dwidend cover

Boast procucimty 12 5% ROCE

Read more » 11-13 Read more n 14-15

Aviva Investors
Globally integrated busness Transform the wwvestment modet Increase thed party busness

Read more » 30-31

UK Europe North America Asia Pacific
Market leadership Scale growth caprtal Double scale Scale growth
Address legacy Seze unkjue growth opportumibes Focus top 5 » chosen segments Priorrised porticso
Transform business model Leverage scale ntegeate 07 Regonal operatmg modek
Expiot UK synergpes Generate capial Expand products, detnbuton 08+ Imvesiment requeed
Generale captal

Read more » 20-31 Read more » 32-39

Read rnore » 40-45 Read more » 46-51
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Overview

Group structure

Aviva is the world’s fifth largest* insurance group and the largest insurance services provider
in the UK We are one of the leading providers of life and pension products in Europe and
are actively growing our long-term savings businesses in Asia Pacific and the USA Qur main
activities are long-term savings, fund management and general insurance* *
We have premium income and investment sales of £49 2 billion and £364 billion of
funds under management We have 57,000 employees serving around 45 million customers
On 28 February we announced the launch of Aviva Investors, our global asset management
operation For 2007, total investment sales of £6,983 million (2006 £4,910 miflion)
and total fund management operating profit on an IFRS basis of £155 million (2006
£155 mulhion) are reported in the regional split below

UK Europe

Read Read
283 ﬂ“”e » Total sales 353 3;“0"3 » Total sales

£20,302m £19,719m
{2006 £19,601m} {2006 £17,018m)
PVNBPt £11,655m PYNBPt £14,914m
Investment sales £2,751m Investment sales £1,572m
Net wntten premiums £5,896m Net written premiums £3,233m

£20,302m £19,719m
EEV operating profit EEV operating profit
£1,330m £1,971m
(2006 £1936m) (2006 £1,581m)
Long-term savings £864m Long-term savings £1,543m
Fund management £41m Fund management £31m
General Insurance £433m General Insurance £442m
Qther operations £(8)m Qther operations £(45)m

£1,330m £1,9717m
IFRS operating profit IFRS operating profit
£1,225m £1,230m
(2006 £1853m) (2006 £1,083m)
Employees and locations Employees and locations
33,686 16,059
(2006 33,251) (2006 16942)
Our ife and general nsurance businesses are Belgium* tuxemnbourg*
basad i York and Noranch respectrvely, wath Czech Republic MNetherlands
operations in over 35 UK locations We also France Poland
have overseas operations in india and Sn Lanka Germany® Romania
Morley our fund management business I Hungary Russia
based in the UK and has offices spread across ltaly Spain
the globe Ireland Turkey
Lithwaaria

Major operating brands

Major operating brands

Norwich Urion 15 a market leader in the UK

long-term savings market Aviva has markat leading presence across

Europe in long term savings and continues to

MNorwich Union Insurance 1s the leading general lead the general insurance market in Ireland
tnsurer In the UK and we also provide a wide and the Netherlands In addition we have a
range of motonng services through the RAC highly successful fund ranagement business

Morley 15 one of the UK largest active fund supporting the results in the region

managers and the largest fund rmanagement
business in the Aviva group

Logos removed Logos removed
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Overview

Contribution to Group total sales
1 UK 2 Europe 3 North Amenca 4 Asia Pacific

42% 40% 10% 8%

Graph removed

North America Asia Pacific
ﬁﬁﬂ more » Total sales gc;dsgﬂore " Total sales
£5,014m £4,117m
(2006 £2,273m} (2006 £2,572m)
PVNBP? £3,602m PVNBP T £1,429m
Net written premiums £1,412m Investment sales £2,660m
£5,014m Net written premiums £28m
£4,117m
EEV operating profit
£ 408m EEV operating profit
(2006 £183m) £f97m
Long-term savings £255m (2006 £92m)
Fund management £3m Long-term savings £9Tm
General insurance £154m Fund management £15m
Other operations £{Am General insurance fam
£408m Other operations £(13)m
£97m
IFRS operating profit
£256m IFRS operating profit
{2006 £164m) £37m
(2006 £50m)
Employees and locations
4'717 Employees and locations
(2006 4,659) 2,052
Canada {2006 1 784)
United States Australia Malaysia
China Singapore
Major operating brands Haong Kong Sn Lanka
Avva USA ranks first and second in Isr‘:::h Koreah Tarwan
the indexed hife and indexed annuity
markets, respectively
Aviva Canada 15 ranked second in the Major operating brands
Canadian general insurance market in Singapore we rank first in combined sales of
long-terrn savings products induding unit tnusts
Austraba seventh in indmdual protection
market and seth in the platform market
One of the fastest growing life insurers
Logo removed in Hong Kong

Logo removed

* Based on gross worldwide premiums at 31 December 2006

** Typically indudes motor household creditor health, commeraal motor, commeraal property and commeraial hiability insurance

T Present value of new busness prermium (PYNBP) 5 equal to total sngle premium sales recerved in the year plus the discounted vatue of annual premums
expected to be recerved over the term of new contracts and s expressed at the point of sale

+ Belgm, Germany and Luxembourg are reported as part of the Netherlands resufts

# Avva announced on 31 January 2008 that it 1s (o enter the South Korean life insurance market by forming a consortum with Woon Finance Holdings
Company Ltd




Aviva pic
Annual Report and
Accounts 2007

4

Cverview

Chairman’s statement

Dear Shareholder,

It has been a busy year for Aviva | am
pleased to report that the group has
performed well and made great progress in
pursuit of our ambrtion to provide prosperity
and peace of mind for our customers

Our new group chief executive,
Andrew Moss, leads a management team
based on a global structure of four regions —
the UK, Europe, North America and Asia
Pacific We have refocused our strategic
vision as "one Awva, twice the value”
This expresses our commitment to embark
upon the next stage of our development
from an international group into a truly
Integrated, global business We aim to
derive the maximum benefit from all
parts of the group by sharing our resources
and expertise widely and by operating
as a single organisation

At the same time, we achieved a robust
set of results for 2007 while dealing with
the floods in the UK We have completed
the integration of AmerUs in the United
States and Ark Life in Ireland, and undertaken
a cost and efficiency review in the UK

We have also set new cost saving
targets for our UK and European businesses
totalling £350 millon Our number one
prionty 1s to manage our existing assets
effectively and efficiently, while continuing
to invest for growth

External view

The economic picture dunng the last months of 2007 was
extremnely volatile Losses on sub-prime lending in the US
sparked a cnisis in financial markets and share pnces fell
as investors lost confidence  Although major central banks
have cut interest rates, an economic slowdown during
the first half of 2008 seems likely before the markets
begin to recover We are also aperating in an increasingly
difficult general insurance environment, with substantial
weather-refated losses caused by floods in the UK,
and markets generally hardening

However, many countries around the world are
becoming richer People are Iving longer, in better health,
and are becoming wealthier They want to put aside
money for therr future, and will look for a trustworthy
provider such as Aviva [n addition, as people become
better off, they become more consaous of protecting
what they have They want to insure their motor cars
and their homes and therr property Again, that creates
business for Aviva

There are still signrficant long-term growth opportunities
in the mature markets of the UK, Europe and the
United States, but there are other big markets emerging
Not just In Asia, but also in central and eastern Europe
That, | think, 15 a very exating prospect it will be good
for the insurance industry generally, but for Aviva in
particular, because | think we understand better than
most the nature of these tremendous opportunities and
how to take advantage of them

Dividend

[ am pleased to announce that our recommended final
ordinary dvidend s 21 10 pence per share, bringing the
total dwdend for the year to 33 00 pence, an increase of
10% aganst last year (2006 30 00 pence} This increase
reflects our intention to ncrease the dividend on a
progressive basis, while retaining capital to support
future business growth As a guide, we use dmidend
cover in the 1 5 to 2 0 times range, based on IFRS
operating earnings after tax

Board developments

Richard Harvey stepped down as group chief executive
n July |wish hum all the best for his retirement and
extend the thanks of everyone at Aviva for the substantial
part he played in the success of the group over the
past 15 years The board 1s delighted that Andrew Moss
has succeeded Richard, having made an impressive
contnibution since joining the company as group finance
director in 2004 We are equally pleased that Philip Scott
has brought his considerable experience to the role of
group finance director

We welcomed Nikesh Arora to the board as an
independent non-executive director in July Nikesh s
president of Europe, Micdddle East and Afnca operations
at Google, with responsibility for the company’s business
in more than 25 countnes He brings great expenence
In managing International businesses, combined with
cutting-edge understanding of technology, innovation
and marketing

Scott Wheway was appointed to the board as a
new independent non-executive director with effect from
5 December 2007 Scott was most recently managing
director of Boots the Chemist at Alliance Boots and
pnor to that he was CEO of Tesco in Japan where
he established the business and shaped the long-term
strategy for the country I'm dehghted that Scott is
Joiming us He brings a wealth of retail expenence to
Aviva, and in particular he has championed first rate
customer service, putting the customer at the heart
of the businesses he's worked for | am confident he
will be a real asset to the Aviva board

Dunng the course of the year group executive
directors Patrick Snowball and Tidjane Thiam left the
group | would like to thank both of them for therr
wmportant contribution to our strategec thinking on the
board and most recently for their leadership of our UK
and European businesses 1would also like to pay tnbute
to Richard Whitaker, who has retired after serving the
board as company secretary since 1998
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Qverview

Employees

f thank all of our employees for their skill and dedication
in helping to deliver a robust set of results We recognise
that the longer term performance of Aviva depends
on the inextricable link between motivated staff and
satisfied customers

Qur people are our most important asset This Is not
empty rhetonc We strive constantly to make Aviva an
employer of choice We are determined to be an ethical,
avilised orgarisation that respects the people who work
for it Inevitably from time to time we have to make
difficult deasions affecting jobs Qur employees have
coped well with continuing uncertainty following the
introduction of our regional structure and the new targets
for reducing costs We are introducing a talent management
programme across the whole group that will recognise
each indmdual’s particular skilis and potential, with a view
to matching them to the roles and career development
opportunities that suit them best We have also introduced
employee satisfaction measures into the calculation of
executive pay and bonuses

Recognition

External recognition provides some reassurance that
we continue to perform to high standards Indicators of
our success include the fact that, in 2007, for the second
consecutive year, Aviva was named one of The Times
newspapers "Top 50 Places Where Women Want to
Work” We earned a bronze award for excellence in
people management in India, and an international award
for our leadership in managing diversity in the workplace
Besides accolades specifically for employment
practices, we continue to win plaudits across our business
operations These range from awards as “best general
nsurer” and “best property manager” to endorsements
for product innovation, e-business, socally responsible
investment, online financial education and online
commurications

Outlook

We lock forward to bulding on Aviva’s achievernents as
we work towards our new vision of “one Aviva, twice

the value” | know what talented people we have working
in the group’s businesses around the world Thanks to
thern, we have made great progress With their support,
Aviva will continue to serve 1ts customers well and

flounsh into the future

Lord Sharman of Redlynch ose
Chairmany

Signature removed
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Overview

Group chief executive’s statement

Dear Shareholder,

This 1s my first report on our annual results
since becoming group chief executive last
July | am pleased to say that Aviva delivered
another robust performance in challenging
arcumstances in 2007 Strong growth
across our long-term savings and asset
management businesses more than offset
weather-related losses from our UK general
INsurance operation

As group chief executive, my intention
s to build on the achievements of my
predecessor, Richard Harvey | have set out
a dear direction and a set of common goals
to take Aviva further up the premier league
of international financial services groups
It 1s an ambitious and exciting agenda
We remain committed to our diversified
model of long-term savings, general
Insurance and investment management,
but with a new regional organisation
Our top priority 1s to realise the full
potential of Aviva‘’s existing businesses

Our new executive management team
Standing from left 1o nght John Ainley,
Mark Hodges, Simon Machell, Tom Godlasky
Igal Mayer, Anupam Sahay, Philip Scott and
Alain Dromer Seated Andrew Moss

Read more »n
Page 78

‘One Aviva, twice the value’

Our vision of “one Aviva, twice the value” puts a dear
focus on growth and efficiency It signals a penod of
transformation which will bning us closer to building
a truly 1ntegrated, global business Over the past few
years, we have grown substantially both orgamically and
by acquisition Cur scale and international reach means
that we can now move towards managing Aviva as
one group, drawing on our collective knowledge and
resources to accelerate the pace of change

The creation of Aviva Investors, will seek to harness
the potential and power of our investment businesses
across the globe We want to improve the discipline
and ngour that we apply in choosing to allocate capital
as a composite company, and thinking as “One Aviva”™
wilt help in achteving this aim We can also achieve
more benefits from our global brand by having a mare
consistent and unified approach to how we position
ourselves in global markets

Now 15 the time to set ourselves a target in line with
our vision and we will aim 1o double IFRS total earnings
per share by 2012, at the latest, to dnve dwvidend growth

Prosperity and peace of mind

Our business is about creating prospenty and peace

of mind for our customers Our long-term savings and
asset management businesses aim to create financial
prosperty and peace of mind, while our general insurance
operations protect health and property when things go
wrong, for example, dunng the worst floods in 60 years
in the UK last summer Our staff responded brllantly

to the cnsis, doubling the numbers manning our call
centres and providing mobile claims centres to provide
help on the spot

Picture removed




Aviva plc
Annual Report and
Accounts 2007

Our customers are the reason we have a business
Constant attention to meeting the needs of our customers
will create extra sales momentum and deliver growth

By eliminating unnecessary complextty and drawing our
operations across the world closer together, we can share
services, cut costs, boost productmty and produce tailored
products at affordable prices for our 45 milion customers
in different markets

Regionalisation

We are becoming a truly global organisation, starting from
our histonic roots as a UK-based company, developing a
major European presence and now growing in Asia Pacific
and North Amenca The regional structure that we have
now put in place reflects this development and gets maore
of our people closer to our customers, making it easier to
offer products and services that are relevant in today's
changing markets For example, some 400 people are
moving out of the group centre and closer to the
businesses

My new senior management team bring energy
and fresh thinking to Aviva, together with a great deal of
expertence and expertise They are cruaal to the successful
running of our business, and | Intend that they should be
both wisible and accountable You can find out more about
each of them on page 78 of this report

Growth

Insurance 15 a growth business Demographics show there
will be an Increasing need for people to mvest for their
future well-being, not only In mature economies but
also in developing markets In this context, we have
set demanding growth targets for each of our regions
which are set out in the regional sections of this report

To achieve these ambrtious targets, it 1s iImportant
that we continue to invest in ways to reach new customers,
whether by direct sales, bancassurance, independent agents
or a multi-distnbution approach In particular, bancassurance
has proved to be a very successful channel for us Durning the
course of 2007 we signed multiple new agreements
with partners in the UK, Europe and Asia Pacific regions,
gving us access to over 50 million potential new
customers Our relationship management and partnering
expertise remains a core competence of Aviva

Efficiency

Alongside our growth targets, we have also announced
new cost savings inttiatives These aim to save £350 million
by 2009 from our UK and mature European businesses
Dunng 2007 we successfully achieved the UK cost and
efficiency targets we set in 2006, realising annualised
savings of £250 millon We have now also realised the
mtegration savings announced when we acquired Amerlss
towards the end of 2006

Financial results

On an EEV basis, our pre-tax operating profit of

£3,286 million (2006 restated £3,257 mulion) reflects
the strength of our diversified business model Return on
equity sharehalders’ funds was 11 3% (2006 13 1%}
Earnings per share (based on IFRS tatal return) was

49 2 pence (2006 87 5 pencej mainly reflecting the mpact
of adverse weather and market conditions in 2007

On an IFRS basis, the group delivered an overall profit
before tax atinbutable to shareholders of £1,842 million
(2006 £2977 million)

People

We have 57,000 people employed around the world,
and it ts vital that they all understand the part they have
to play In attaining our objectives Our new structure
encourages a greater sense of teamwork, and provides
more clanty about how our people contribute towards
our overall goals | am very grateful for the support and
commitment of all our employees During penods of
uncertainty and challenge they have continued to work
with great professionalism and dedication to achieve the
best possible results for our customers and shareholders
Based on feedback from our global staff apinion
surveys, we are actively managing our talent across the
group to provide more opportunities for people to develop
If we succeed i our aims and ambitions over the next few
years, this will be a company that grows — and growing
companies are exciting places to work, with interesting
Jobs and fantastic career opportunities for staff

Outlook

The UK remarns the largest of our businesses It is
responsible for 42% of our sales and s the bedrock
of the group's success We intend to maintain
a market leadership positton in the UK in both our
long-term savings and general insurance businesses
Eurcpe continues to be a big success story We are the
number one wniter of life and pensions business across
Europe (induding the UK), based on multi-distribution
channels in the larger, more developed, markets, and
through successful partnering with banks, notably in
Spain, ftaly and our new market-leading agreement
with Akbank in Turkey Growth prospects across Europe
rermain excellent

In North Amernica, our presence took a step change
when we bought AmerUs in 2006 Overnight we went
from a business on the margin of the US market to
one that was five times bigger and nght at the heart
of an important part of the savings sector With the
baby-boomer generation heading for retirement,
we see exciting further potential

Qur presence in Asta Pacific 1s growing fast, and we
want it to be even bigger We have good businesses in
Singapore, Hong Kong and Australia, and have made
a great start with joint venture partnerships in India and
China We have now entered new markets In Malaysia
and Tawan, and recently announced our entry into the
South Korean market

"One Aviva, twice the value” signals our plan to
Increase growth and improve efficiency | am delighted
1o be leading Aviva at such an important stage of its
development, and am confident that we have created
an excellent platform for future success

Andrew Moss
Group chuef executive

Signature removed
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Business review

Turkish Aviva advertising

in 2007 Turkey launched the “Touch the
future' brand campargn The campaign
creates a ink between the past and future
by emphasising the 300 year old history

of Avwva to remnforce Aviva as an established
and trustworthy company to have the
capability for building better tomorrows
The campaign was featured on TV, press,
radio and canema

Region Europe
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Business
review

Business review

Basis of preparation

This business review complies with the recommendations
of the Eurcpean Union (EU) Modermisation Directive,

the Companies Act 1985 {Operating and Financial Review
and Directors’ Report) Regulations 2005 (the Companies
Act) and 15 n line with current best practice It 1s addressed
1o, and written for, the members of Aviva plc with

the am of prowiding a fair review of our business
development, performance and position at the current
tme In producing this review, we aim to present a

view that 1s balanced and comprehensive and that 15
consistent with the size and complexty of our business
The review 1s wnitten in the context of the nisks and
uncertainties faang our business We anticipate that

the format and content of the review will evolve over
time, along with developments in our business and the
external environment

Key Performance Indicators

The Companies Act requires that a fair review of

the business contains financial and, where applicable,
non-financial key performance indicators {KPIs)

We consider that our finanoal KPis are those

that communicate to the members the financal
performance and strength of the group as a whole
These KPIs compitse

—  Earmings per share (IFRS basis)

—  Operating profit (European Embedded Value basis)

- Operating profit {International Financial Reporting
Standards basis)

- Long-term new business sales (PVNBP)

—  Proposed ordinary dvidend per share and
dividend cover

- Return on equity shareholders’ funds

Management also use a vanety of Other Performance
Indicators (OPIs) in both running and assessing the
performance of individual business segments and units,
rather than the group as a whole OPIs Include measures
such as new business margins, combined operating
ratio and underwnting profit

In addition to reporting on our financial performance,
It Is Important that as a forward thinking company we
are aware of our wider responsibilities and report on the
non-financial aspects of our performance We consider
that our employees and customers are fundamental to
the success of our business, as such, they form the basis
for our non-financial measures, and iIndude

- Leadership and employee engagement

- Customer satisfaction

Forward-looking statements

This business review contains “forward-looking
statements” about

—  Qur future plans

- Qur current goals

- Qur expectations of our future financial condition,
performance and results

By their nature, all forward-looking statements involve
nsk and uncertainty because they relate to future events
that are beyond our control For example, certain
insurance nsk disclosures are dependent on our choices
about assumptions and models, which by their nature
are estmates As such, actual future gains and losses
coutd ditfer materially from those that we have estmated
Other factors that could cause actual results to differ
matenally from those estimated by the forward-looking
statement include, but are not Imited to

- Global economic business conditions

- Monetary and interest rate policies

- Foreign currency exchange rates

- Equity and property prices

- The impact of competition, inflation and deflation

- Changes to regulations, taxes and legislaticn

- The timmg and impact of acquistions and business
combinations in relevant ndustries

- Natural and other disasters

—  Changes to consumer saving and spending habits

- Our success In managing the above factors

Consequently, our actual future financial condition,
performance and results could differ matenally from

the plans, goals and expectations set out in our
forward-looking statements We undertake no obligation
to update the forward-looking statements contained

in this review or any other forward-looking statements
we make

Accounting basis of preparation

In addition to presenting our results and financial

position on an International Finanaal Reporting Standards
basis, we also use European Embedded Value (EEV)

as an alternative performance measure Detalls of

the accounting basis of preparation are set out in the
“financial reporting” section of this business review

on page 63
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Group strategy

Dear Shareholder,

Following the appointment of Andrew Moss
as chief executive in July 2007, and the new
Executive team, we have refreshed our strategy,
building on past achievements, under the
banner of “one Aviva, twice the value”

In doing so, we have darified the five
strategic priorities we will pursue at a
Group wide level (shown on the night),
to maximise the value we can generate
for all our stakeholders

Equally, we have distilled what this
means specfically In each of our new
‘Regions' formed in 2007 UK, Europe,
North America and Asia Pacific, as well
as our asset management business
These priorities are described in further
detall in subsequent sections

We have communicated our financial
targets to the market Internally, we have
invested considerable effort in energising
the organisation and its employees to
deliver the results

We have made significant progress
against our strategic objectives in 2007,
amid a challenging external environment,
and look forward to accelerating from
our strong starting position into 2008
and beyond

Anupam Sahay
Group strategy & development director

Signature removed

Picture removed

To achieve our vision, we are focused
on delivering against our five key strategic
priorities These are set out below

Manage composite
portfolio:

We are fully committed to maintaining the composite

nature of the group We firmly believe in the benefits 11
of Iife insurance, general Insurance and asset
management as complementary parts of an overall
business model that balances cashflow, returns and
long-term value creation, and delivers prospenty and
peace of mind to customers

Business
review

Build global asset
management:

We have significant asset management functions

across the group These businesses have historically
been managed separately, and we are now bringing
them together in a global asset management business —
Awviva Investors — that wall foster investment performance
and creation of solutions, with an Increased focus on
winning external clients

Allocate capital rigorously:

Capital management will continue to be a key focus
for Aviva going forward Capital ts treated as a scarce
resource, and 15 allocated to provide the highest
sustainable returns for shareholders We continuously
seek improvements in capital structure and efficency

Increase customer reach:

We sell our products in 27 countries in the way that
our customers choose o buy them We will continue
looking for the nght distnbution i the night markets
We also get closer to our customers through better
understanding their needs, which helps us to generate
profitable sales, by providing products and services that
customers want at a farr pnce

Boost productivity:

We constantly look for ways to boost our productmty,

in order to INcrease our Compettiveness, IMProve our serices
and deliver higher value to our customers This will
enable Aviva 1o deliver further sustainable growth

Strategic prionties
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Business review continued

Group strategy continued

We made good progress in 2007 against priorities set out in last years Annual Report
Some of our achievements are detalled below, under our strategic prionities, and some
covered In the regional sections, where we also describe our regional growth/profitability
targets We have also set cut below the measures that we use to assess our success In
achieving our group strategic prionties and what we plan to do in 2008

Manage composite portfolio:

2007 Progress 2007 Measurement/KPIs
What we achieved in 2007 against How we measure progress agamst
these prionties each strategic prionty

2008 Priorities
What we are focused on in 2008

= The composite model allows us to focus on
areas of the business where we can grow
profitably at any gven time In 2007 we actively
managed the composite portfolio by
- Restructunng our UX Gl business

- Extending our kfe and pensions foatprint
in North America and Asia, bullding on
strong foundations

- Taking steps to maintain our number 1
position in Furopean Life and Pensions

Graph removed

- Manage Gl for value and cash flow

- Drrve rapid profitable growth and lang term
value creation from the life and pensions
business |

- Butld 2sset management globally (see below)

Build global asset management:

2007 Progress 2007 Measurement/KPIs
What we achieved in 2007 against How we measure progress against
these pnorties each strategic prionty

2008 Priorities

What we are focused on in 2008

= Hired Alan Dromer, with a mandate to create
and lead a global asset management operation

- Announced Aviva Investors designed to
¢apiiahse on the exssting strengths of Avivas
asset managerment businesses around
the world

- Funds under management grew by 10%

n 2007
- Continued to buld our core product range

by leveraging expertise i specalist areas such
as asset allocation and alternatves

Graph removed

- Launch Aviva Investors as the global asset
management anm of Aviva under unified
management

- Adapt our Investment capabiities to long
lasing market trends

- Foster mproved performance, through global
sharing of knowledge and information

+ Develop solutions matching client needs
through bunding capabxlities and seraces
throughout the group

- Invest in new growth epportunities iInduding
nevv clients and new markets e g China




Aviva pk
Annual Report and
Accounts 2007

Allocate capital rigorously:

2007 Progress 2007 Measurement/KPls 2008 Priorities
What we achieved in 2007 against How we measure progress against What we are focused on in 2008
these pnorities each strateqgic pnonty
— Developed a clear framework for caprtal - Focus on realisng the full potential of Avva's
allocation, based on stnct financial, strategic exsting businesses
capital management and nsk management ~ Maxmse dversifrcation benelits in the
evaluation ctenia Solvericy If environment 1
- invested in selected high growth / high margin I ressive
opportunities {e g parinerships in Turkey, Contnue prog cradend poicy 3
China Hhaly, Spain} Business
- Divested underperforming businesses review
{e g Dutch healthcare) Gra ph removed

- Maintained progressive diadend policy

— 2007 return on equity shareholders’ funds s
below our target of 12 5% as explained on
page 15

Increase customer reach:

2007 Progress 2007 Measurement/KPls
What we achieved in 2007 agamnst How we measure progress against
these pnorities each strategic pnonty

2008 Priorities

What we are focused on in 2008

~ Imprewved on 2006 customer scores exceeding
customer targets set to ingease customer
reach by

~ Improving customer loyalty

- Encouraging customer advocacy

- Gained access to over 50 million potental new
custorers through bancassurance deals

- Entered new markets via Vs in Malaysia and
Tanwan, and expanded n our exising markets,
far example, through new distribution in Italy,
Turkey and Russia

= Further developed the Aviva brand through
advertising campargns across our regions

Graph removed

= Rapudlly grow In tugh growth markets

— Continue to buld access to custormers through
bancassurance, partners, agenaes, sales forces
and direct distnbution

- Refresh brand postoning

- Implement a vanety of customer Initatives
incduding UK customer sences improvernient
programrme ( One and Done™}

- Roll out TCF {Treating Customners Fairly)
internaticnally

Boost productivity:

2007 Progress

these pnorities each strategic prionty

2007 Measurement/KPis

What we achieved in 2007 against How we measure progress agamst

2008 Priorities
What we are focused on in 2008

— Met our targets on a number of major cost
saving inrtiatives across the group

- £250 mulion annuahsed cost samngs from
UX cost and efficency review

= £130 mulbon from RAC integration
~ £23 million #rom US integration

- Announced a further set of cost saving
Initiatives (see 2008 Pnonties)

Graph removed

- Simphfy technology landscape
- Increase use of shared sernices
- By end 2008 we will have achieved
- £200 million UK Gt cost savings
- By end 2009 we will have achieved
- £100 million UK bife cost savings
- £50 mithion Aviva Europe cost savings
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Business review continued

Key performance indicators

In 2007, the group’s strategy was underpinned by focusing on a number of
key financial performance measures The key measures that are used to assess
performance at a group level are set out below

Earnings per share

14 To demonstrate our commitment to our viston of “one Aviva twice the value”,

we have announced our ambition to double IFRS earnings per share by 2012

Business  This ambition 15 based on total IFRS return, including investment volatility and

review  non-operating items over the weighted average number of shares
Our IFRS earmings per share for 2007 was 49 2 pence (2006 87 5 pence} Graph removed

Thus reflects the reduction in operating profit, mainly due to lower results in
the general Insurance segment as a result of adverse weather in the UK and
increased competition, and net adverse short-term fluctuations and economic
assumption changes due to dosing market conditions

Group operating profit before tax*

We aim to achieve steady sustainable growth in our operating profit,
both on an EEV and IFRS basis In seeking to achieve this growth,
we continue to adopt strict financial management disciphines underpinned
by strong corporate governance
QOur EEV operatng profit remained strong at £3,286 millon
(2006 restated £3,251 mifiion) On an IFRS basts, operating profit was Graph removed
£2,228 miflion (2006 restated £2,609 muflion} These results reflect strong
performances in the life segment offset by lower results in the general
Insurance segment as a result of adverse weather and increased competition

Long-term savings new business sales

Dunng 2007 we announced regional growth targets for our life businesses
These are as follows

— UK to grow at least in ine wath the market
-~ Europe to grow sales by an average of 10% per year to 2010

- North America to double sales within three years of AmerUs
acquisition {2009)

- Asia Pacific to grow sales by an average of 20% per year to 2010

Graph removed

QOur total new business sales, including investment sales, increased by 25%
in 2007 to £38,583 million (2006 £30,762 miflion) This reflected strong
growth across all our regions, performing in line wath their ndwidual targets

* Group EEV operating profit s calculated using long-term savings operating profit on an EEV basis before adjusting items Group IFRS operating profit 15
calculated using long-term savings operating profit on an IFRS basis before adjusting items 2004 to 2006 have been resiated to reflect the new defirtion
of IFRS operatng profit - see page 132 for detats
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Proposed ordinary dividend per share
and dividend cover**

Our mtention Is to ncrease the total dwdend on a basis judged prudent using
a dividend cover In the 15 to 2 0 times range as a guide, while retaining
capital to support future business growth
Our board has recommended a final dvdend of 21 10 pence per share Graph removed
{2006 19 18 pence), bringing the total dvidend for the year to 33 00 pence
(2006 3000 pence) This is a 10% increase (2006 10%) Dmdend cover is
1 60 umes (2006 restated 2 26 times), within our target range

Return on equity shareholders’ fundst

We aim to deliver an after-tax operattng return on opening equity shareholders’
funds, including Iife profits on a European Embedded Value (EEV basis),
equvalent to 12 5%

Our post-tax operating return on equity shareholders’ funds was
11 3% (2006 13 1%) The reduction against 2006 reflects higher opening
shareholders’ funds, which have increased by £2 6 billlon The return 15 below
our target of 12 5% due to the impact of the adverse weather in the Urited
Kingdom which has suppressed the return on our general insurance operations

Graph removed

Employee engagement and leadership

Our global employee climate survey continues to provide measures of
employee engagement and leadership For Aviva, employee engagement
represents the degree to which people believe in this being a great place
to work and are contributing to help meet our collective goals and ambitions
The survey results are used each year to determine and implement actions
with the aim of achieving continuous iImprovermnent The climate survey
measures employees’ perceptions of leadership, verifying alignment with our Graph removed
strategic direction and immediate business plans Our aim is to improve both
measures over time and meet or exceed a global financial services benchmark
During 2007, we showed progress on both our engagement and
leadership scores which 1s reflective of the work undertaken to focus and
embed the people strategy While we have shown progress against external
benchmarks, we recognise that we need to continue to improve as we are
slightly lower than the global financial services norm on both measures

Customer satisfaction

All Business Units measure and track progress in customer advocacy, and, where feasible, benchmark performance
agamst local competitors

In 2007, over three quarters of our business units exceeded their 2007 target levels of customer performance
and stretching targets have been set for 2008 to drive continuous iImprovement

We are commutted to greater harmonisation of customer measures across the group and a common 'dashboard’
of ten key customer KPls was introduced at the end of 2007 for the UK businesses, and will be rolled out internationally

n 2008

** Dnadend cover s measured on operating earnings after tax on an IFRS bass expressed as a multiple of the ordinary dmdend in respect of the financial vear

+ Return on equity shareholders funds ts calculated using after-tax return based on operating profit, indluding long-term savings profit on a European
Embedded Value (EEV) basts before adjusting iters and opening equity capital

15
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Business review continued

Group performance

Operating profit
Group operating profit - IFRS basis

Restated™
12 months 12 months
2007 2006
fm fm

Long-term business* 1,634 1334

Fund management* 155 155

General insurance and health 1,033 1,686
Other operations and regional costs* (74) 25

Regional operating profit before tax 2748 3150
Corporate centre (157) {160)
Group debt costs and other interest (363) {(331)

IFRS operating profit before tax 2,228 2,608

Group operating profit - EEV basis

Restatec™

12 months 12 months

2007 2006

£m fm

Lonig-term business* 2,753 2,033

Fund management* 90 96

General nsurance and health 1,033 1,686
Cther operations and regional costs* {70) (23

Regional operating profit before tax 3806 3792
Corporate centre {157) (160)
Group debt costs and other interest (363)  (381)

EEV operating profit before tax 3,286 3251

* The results of the group's asset management and other operations
that anse from prowiding fund management and other senaces to the
Irfe business have: been included m the long-term business opesating
return on an EEV basis On an IFRS basis they are induded in fund
management and other operations

** We have changed the definiton of IFRS basis operating profit this vear
and restated our 2006 comparatves This also has a small impact on
the general insurance results shown in the EEV basis Detalls are shawn
n note 2 1o the finanoal staternents

Our operating profit before tax, including long-term
operating return on an EEV basis, grew to £3,286 million
{2006 restated £3,251 milion) This reflected a strong
result in our life businesses offset by decreased profits
from the general insurance business largely due to the
exceptional adverse weather expenenced i the UK
dunng the year
Qn an IFRS basis, operating profit decreased by
15% to £2,228 million (2006 restated £2,609 miuflion)
The operating results of our long-term savings,
fund management, general insurance and other operations
are discussed 1n detall n the regional sections of this report

Corporate centre

Corporate costs for the year were £157 million (2006
£160 mithon) Within this, costs relating to staff profit
share and ncentive plans remamed at £17 million
(2006 £17 miffon) Central spend decreased to

£114 milion (2006 £126 million), reflecting the drive
towards a leaner, activist centre Project costs increased
to £26 millon (2006 £17 mithon) as we contunue to
invest in our brand and global finance strategy

Group debt costs and other interest

Group debit costs and other interest of £363 mullion
(2006 £381 million) compnse internal and external
Interest on borrowings, subordinated debt and
intra-group loans not allocated to local business
operations Net pension income is also included,
being the expected return on pension scheme assets
less the interest charge on pension scheme liabilities
Net income from the staff pension scheme fell to
£75 million (2006 £77 milion)

Interest costs In the period were lower at £438 millon
(2006 £458 million) reflecting a reduction in internal
interest following the restructuring of internal loan
agreements This was offset by an increase In the
interest on subordinated debt due to amounts raised
in December 2006 to repay locally held AmerUs debt
and on commercial paper raised to help fund the
Amerls acquisition

Interest on the £990 millon direct capital instrument
issued 1n 2004 1s not included within group debt costs as
It 1s Instead treated as an appropnation of profits retained
in the penod

Graph removed

Graph removed

Graph removed
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Profit before tax

The tables below set out our financial and operational
performance for the year ended 31 December 2007

Reconciiatton of group operating profit
to profit before tax

Restated
12 months 12 months
007 2006
£m fm
Operating profit before tax - IFRS basis 2228 2,609
Adjusted for the following
Investment return variances and economic
assumpton changes on long-term business 15 401
Short-term fluctuaton In return on INvestments
backing general insurance and health business {184) 14%

Imparrment of goodwall — non long-term
business subsidiaries {10) (84)

Amortisation and imparrment of intangibles {103) (64)

Profit on the disposal of subsdianes
and assoaiates 49 222

Integration and restructunng costs (153) (246)
Profrt before tax - IFRS basis 1,842 2,977
Tax (337) (s88)
Profit for the financial year 1505 2,389
Attributable to
Equnty shareholders 1,327 2,15
Minority interesis 178 174
Reconahation of group operating profit
to profit before tax - EEV basis

Restated

12 months 12 months

2007 2006

tm fm

Operating profit before tax — EEV basts 3,286 3,251
Adjusted for the following

Variation from longer term investment return on

long-term business {450} ER L]

Effect of econonmic assumption changes on

[ong-term business 517 671

Short-term fluctuation in return of iINvestments

backing general inswance and health business {184) 149

Impairment of goodwall {10) (94}

Amortisation and ipairment of intangibles {89) (46}

Profit on the disposal of subsidianes

and associates 20 161

Integration and restructunng costs {153) (246)
Profit before tax - EEV basis 2937 4165
Tax (a03) (1,286
Profit for the finanaal year 2,434 2,879

Profit before tax on an EEV basis was lower at
£2,937 million (2006 £4,165 multron), reflecting an
adverse vanance from longer term investment return
of £634 million (2006 £468 miffion favourable) and
a positive impact from economic assumption changes
of £517 milhon (2006 £671 milfion)

The vanance in longer term investment return
reflects long-term econormic assumptions which are
set with reference to bond yields

£153 million of integration and restructuring costs
have been included in the results to 31 December 2007
(2006 £246 mihon) These include £45 million relating
to the UK cost and efficency programme announced back
in 2006 This initiative has now been completed at a total
cost of £250 mithon The costs also iInclude £82 million
relating to the new savings targets announced in October
2007, further costs of this programme are expected to be
£248 milhon spread over the next two years The balance
of £26 million relates to the completion of integration
actvity on Ark Life in Ireland and the former AmerUs
business i the United States, which were both acquired
in 2006

On an IFRS basis, the negative short-term
fluctuations on the non-life business of £184 million
(2006 £149 million favourable) were due to lower market
returns compared to our longer term investment return
assumptions The group reduced therr exposure to equities
through an active sell-off of the equity book in the second
half of the year

The long-term business favourable investment
vanance {reflecting our new IFRS operating profit
defintion) of £15 milllon (2006 £401 mihon} comprises
favourable investment vaniances in Europe offset
by negative effects in the USA and UK In Europe,
the positive vanances relate mainly to the realisation of
capital gans on secunties in the Netherlands and France
In the USA, realised and unrealised losses on investments
were driven by the widening of credit spreads en
debt secunties, while in the UK there was a negative
investment vanance on surplus assets backing annurty
business due to interest rate changes

Profit on disposal of subsidiaries and associates
includes the sale of 50 3% of the Turkish life business as
part of the joint venture agreement with Aksigorta A'S
This produced a profit of £74 millien on an FRS basis
{£45 milhon on an EEV basis due to the additional value
of long-term in-force business) This was partly offset by
losses on a number of small disposals

Tax

The taxation charge was £803 millon (2006

£1,286 mifhion) on an EEV basis and includes a charge
of £992 millon (£2006 £1,028 million) on operating
profit, which 1s equivalent to an effective rate of 30 2%
(2006 31 6%) On an IFRS basis the effective rate of
tax on operating profit was 27 2% (2006 24 7%)

Dividend

The Board has recommended a 10% increase in the final
dwvidend to 21 10 pence per share (2006 19 18 pence),
payable on 16 May 2008 to shareholders on the register
at 28 March 2008 This equates to 10% growth in

the total dwidend for the year of 33 00 pence (2006

30 00 pence) Our IFRS operating profits cover this
dmdend 1 60 times (2006 restated 2 26 times) In

line with cur dividend cover target of 15 - 2 0 times

17
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Business review continued

Group performance continued

Financial highlights

12 months 12 months.

2007 2006
£m £fm
Wordwade sales* 49,152 41,464
Life and pensions new business contnbutron
betore required capital 1,174 892
Life and pensions new business contnbution
after required caputal 912 683
Life and pensions margin before required capital 37% 35%
Life and pensions margin after required capital 29% 26%
General insurance business combined
operating ratio 100% 94%
Return on equity shareholders' funds 113% 131%
Earnings per share
Basic ~ EEV operating profit after tax basis 765p 792p
Basic — IFRS toial profit after tax basis 492p 875p

* Based on worldwade long-term savings new business sales, pius general
insurance and health business net wntten premiums

Worldwide sales

In 2007 we achieved total waorldwide sales of

£49,152 million (2006 £41,464 mulion) reflecting strong
growth In long-term business sales offset by weaker
general insurance and health net written premiums

Long-term new business sales were up 25% to
£38,583 milkon (2006 £30,762 muffion), comprising a
22% increase In Ife and pension sales of £31,600 million
{2006 £25.852 miffion) and 41% growth In investment
sales of £6,983 milion (2006 £4,910 milhon)

Total UK sales were up 6% to £14,406 mullion
{2006 £13,601 mullion), wathin this, Iife and pension sales
were up 5% at £11,655 rmullion (2006 £11, 146 mifhon)
supported by significant increases in bonds and annuities
Investment sales of £2,751 millien (2006 £2,455 mihon)
were up 12% as we extended and diversified our fund
offenng and focused on iImproving the performance of
our UK equity funds Qur share of sales from the joint
venture with the Royal Bank of Scotland Group was up
36% to £1,587 million (2006 £1,169 milhon), benefiting
from the mpact of new products and an increase in the
number of sales adwisers

Life and penston sales In Aviva Europe grew 15%
to £14,914 millon {2006 £12,840 mifhon), reflecting the
success of our multi-distnbution strategy, broad product
offenings and our diversified portfolio Investment sales
were up 74% to £1,572 mition (2006 £891 millon)
driven by strong inflows in the Netherlands and Poland

Sales in our US Iife business were up 39% on a
pro forma basis to £3,602 millon (2006 £884 mullion),
representing growth across all product lines This was
mainly driven by new product launches and supported by
the impact of the recent AM Best rating upgrade to A+

Awviva Asia Pacific continued to achieve a high rate
of growth, with total sales 60% higher at £4,089 milion
(2006 £2,546 millron), driven primarnly by strong
Navigator {wrap administration platform) sales across
the region

Net wntten premiums from our general insurance
and health business were £10,569 milon (2006
£10, 702 rmidhon) reflecting price competition across
most reqions

Long-term new business contribution
and margin

Our new business contnbution before the effect of
required capitat increased by 30% to £1,174 millon
(2006 £892 rmiflion), generating an improved group
margin of 3 7% (2006 3 5%) The large increase in US
sales following the acquisition of AmerUs, 1n November
2006, has been a key driver i new business contribution
growth Margins have also improved in the UK and
Europe reflecting efficency savings and favourable
operating assumption changes

After the effect of required capital, our new business
contribution increased by 33% to £912 million {2006
£683 million) reflecting the factors above and lower cost
of capital, manly in the UK from changes to the annurty
business and in the US from implementation of an
efficient financing solution to free up capital previously
held to support redundant reserves

Earnings per share

Our IFRS earrings per share for 2007 was 49 2 pence
(2006 87 5 pence) This reflects the reduction in
operating profit, mainly due to lower results in the
general Insurance segment as a result of adverse weather
and increased competition, and net adverse short-term
fluctuations and economic assumption changes

Combined operating ratio

The worldwide general nsurance combined operating
ratio (COR} worsened to 100% (2006 94%) mainly
as a result of adverse weather in the UK and increased
competitive pressures In this business segment across most
regions Excluding the impact of weather, our COR would
have been 95%, within our meet or beat target of 98%

The COR in our Dutch operations improved to 85%
(2006 89%) following the favourable development of
pnor year claims and the retention of prermium rates
in key areas In freland the COR remained strong but
detenorated 10 80% (2006 77%) reflecting intensifying
competition and higher claims costs In Canada and
France, CORs were held at 2006 levels

The reserves i the group are set conservatively with
the aim 1o protect against adverse future claims expenence
and development Our business I1s predominantly short
tail in nature and loss development experience 1s generally
stable As a result of the prudence appled n setting the
reserves, there are releases of £832 million (net of
reinsurance} In 2007 which reflect releases across most
of our businesses from the 2006 accident year and pricr
We continue to apply our resening policy consistently
and our reserves remain at very strong levels Of the total
released this year, we would expect around £440 million
to repeat, with the balance being exceptional releases

Return on equity shareholders’ funds

Qur post-tax operating return on equity shareholders’
funds was 11 3% (2006 13 1%) The reduction against
2006 reflects higher opening shareholders’ funds, which
have increased by £2 6 billlion The return 1s below our
target of 12 5% due to the impact of the adverse weather
in the UK which has suppressed the return on our general
Insurance operations
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Balance sheet and cash flow

Summansed group consolidated balance sheet
As at 31 December 2007

Summary consohidated cash flow statement -
IFRS basis

IFRS baws EEV basts
Restated Restated
007 2006 007 2006
fm fm £m fm
Assets
Goodwll 3082 2910 3082 2910
Acquired value of in-force
business and intangible assets 3197 2728 3197 2728
Additional value of in-force
long-term business - - 7982 6,794
Investment properties properties
and equipment 16,019 16027 16,019 16027
Interests in and loans to joint ventures
and associates 3,782 3690 3,782 3,690
Fnancial investments 215,368 204,278 215,368 204,278
Other assets 62498 52107 62,488 52101
Cash and cash equivalents 15774 13117 15,774 13,117
Total assets 319,720 294,851 327,702 301,645
Equity
Capital and reserves 12,84% 11176 12559 10714
Additional retained profit on
an EEV basis - - 76%4 6817
Equity attnbutable to shareholders
of Aviva plc 12,849 11176 20,253 17,531
Prefererce shares and direct
capital instrument 1190 1190 1,180 1,190
Minonty interests 2553 1698 3131 2137
Total equity 16,592 14064 24,574 20858
Liabilities
Gross lability for insurance and
Investment contracts 251,284 232588 251,284 232588
Unallocated drasible surplus 6,785 9465 6,785 9465
Net asset value attnbutable
to urutholders 3980 3B1C 3980 3810
Bormowangs 12,657 12,137 12,657 12,137
Other Labilities 28,422 22787 28,422 22787
Total liabiliies 303,128 280787 303,128 280787
Total equity and liabilites 319,720 294851 327,702 301 645

Dunng 2007, the equity attnbutable to our ordinary
shareholders on an [FRS basis increased by 15% to
£12,849 millon (2006 £11,176 rmuffion) pnmarily
reflecting the growth in retained earmings On an EEV
basis, the equity attnbutable to our erdinary shareholders
was £20,253 milhon (2006 £17,531 milhon)

At 31 Decermmber 2007, our total assets on an IFRS
basis were £320 billion (restated 2006 £295 billion)
Under EEV principles, our tatal assets are £328 million
higher {restated 2006 £302 miflion), the difference relates
to the recogniton as an asset under EEV of internally
generated adduional value of in-force {(AVIF} long-term
business The growth in assets was substantially driven by
an increase in financial nvestment of £11 billion following
strong new business sales and effective management of
the active equity portfolio minimising the exposure to the
downturn in the equity markets

Increase n other assets of £10 billion to £62,498 millon
(restated 2006 £52,101 rmifion) was primarily dniven by
an increase n loans of £7 billon resulting from the
restatement of stock lending collateral

Non
Long- fong Restated
term term Total Total
business business Full year  Full year
operabons operations 2007 2006
fm im £m £m
Net cash from operaung
actvibies 2792 1,240 4,032 1879
Met cash from mwesting
admues @07y (228) (635) (1574)
Net cash flow from
financing actmties {536) (638) (1,174) 659
Met inease i cash and
cash equnalents 1,849 3714 2213 964
Cash and cash equivalents
at 1 January 9388 3,033 12421 11623
Effect of exchange rates 464 141 605 {166)
Cash and cash equnvalents
at 31 December 11,701 3548 15,249 12423

Cash flows from operating activities were £4,032 million

(2006 £1,879 milfion) Investing activities generated

a cash outflow of £635 milllon (2006 £1,574 milfion)
Financing activities generated a cash outflow of

£1,174 milion (2006 £659 miffion inflow) pnimarily
driven by interest paid on borrowings
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Business review continued

UK

Picture removed

Total sales

£20,302m

(2006 £19601m)

PVNBP £11,655m

Investment sales £2,751m

Net written premiums £5,886m
£20,302m

EEV operating profit

£1,330m

(2006 £1,936m)

Long-term savings £864m

Fund management £41m

Generat Insurance £433m

Other operations £{8)m

£1,330m

IFRS operating profit

£1,225m

(2006 £1853m)

Employees and locations

33,686

(2006 33,251}

Our Iife and general nsurance businesses are
based in York and Nonwich respectively, with
operations in over 35 UK locations We also
have overseas operations in India and

5n Lanka

Morley our fund management business is
based in the UK and has offices spread across
the globe

Major operating brands

Norwach Union 5 a market leader n the UK
long-term savings market

Norwach Union Insurance 1s the leading general
insurer i the UK and we also provide a wade
range of motonng services through the RAC

Morley 15 one of the UK largest actve fund
managers and the largest fund management
business in the Aviva group

Logo removed
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Our strategic priorities:

Market leadership

— Address legacy systems Issues
- Transform business model

- Explort UK synergies

— Generate capital

How will we achieve this?
Competitive advantage with brand, breadth of distribution and product range

UK hfe

- Winning combination of balanced distnbution and broad product mix
- Top three by market share across all product categories

- Legacy simplification with service, cost and retention improvements

UK general insurance
~ Managing through the cycle by
- Premium rating leadership
- Hattening the impact of claims inflation
- Expense management
- Re-engineering the business to leverage a single IT platform and simplify the product set
— Build on service excellence

Asset management
—  Combine our global asset management businesses to create a one Aviva global
investors capability

Progress in 2007:

Improved to a three star (out of five) Financial Adviser Service Awards rating
—  We improved our Financial Adviser Service Award for the second year running,
receving a three star rating in the Life & Penston and the Investment Provider categories

Delivered on our cost-saving targets
- Our operational review announced 1in September 2006 has delivered the targeted
£250 million of annualised savings at a cost of £250 milhon

Simplified our business model to reduce duplication and drive efficencies

- In March 2007, our life operation announced a partnership with Swiss Re to outsource
the administration of almost three million Iife and pensions policies, expected to
complete in early 2009, enabling us to reduce our 550 product systems to 220

Looking forward:

Our medium-term targets are to:

- Grow long-term savings new business sales at least as fast as the market,
while at least maintaining margins

— Deliver an additional £200 million of cost savings by 2008 in the general insurance
business and a further £100 million in the kfe business by the end of 2009

- Delwer insurance excellence, achieving a 98% combined operating ratio or better

~ Launch Awva Investors as the global asset management arm of Aviva, under unified
management
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progress towards reduang the complexity
of our life and pensions operations through
an innovative agreement with Swiss Re,
which 1s helping us become a much more
efficient organisation

We've grown sales and improved brand
value through joint advertising with Norwich
Union Insurance We continued to grow
our presence In the corporate market,
putting Norwich Union products directly
into customers’ workplaces, maintained
a strong presence in the financial adviser
market, and launched a distnbution deal
with the Post Office, offering innovative
products such as our simplified life insurance
product In 2008, we've continued to
Innovate and recently announced the
launch of a SIPP-hte product to enhance
our pensions product range

The UK market 1s challenging as the
credit crunch and stockmarket volatility
continue to iImpact the economy
Nevertheless, | am confident that our
scale, brand, strong distribution footprint
and broad product offenng puts us firmly
on track to realise our long term goal of
clear UK market leadership

Mark Hodges
UK Life, Chief executive

Signature removed

Picture removed

Annual Report and
Accounts 2007
Business review continued
UK - Long-term savings
Dear Shareholder, Long-term savings
[ 113 75 BV New New
Aviva UK Life has reported record sales mﬁ“ﬁ TR TR e m?m?"’%an "‘&,3
and“proﬂts for the second year,"dehvenng <557 A T3
on “one Aviva, twice the value” In doing 2006 915 629 744 11146 327 29
so we are beginning to realise the full * Exdludes iwestment sales Investment sales totalled £2 751 millon
potentlaI Of our Sca'e pOSlthﬂ g% g;gg;mﬂﬂ)gmng overall new business sales of £14,406 milkon
—_— In 2007 we've focused on improving ++ Stated before the effect of requred capitl
22 our customers’ expenience, and at the same
Business e created value from our existing business
revew through reducing costs We've made great
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Norwich Urion s a market leader in the long-term savings
market with an unparalleled combination of strong
brand, financal flexibility, product breadth and distnbution
reach We are based in York, with significant operations
in Norwich, Eastleigh and Sheffield in the UK and overseas
in India and 5n Lanka

Our ambition 15 to create value for our customers and
1o protect what Is important to them \We aim to be easy
to do business with and to keep the promises we make
to both our customers and shareholders Our goal Is to
be the clear market leader

In 2007 we took 1 3 million calls from customers,
2 milhon calls from distributors, received 7 million preces
of post, made 750,000 outbound calls, paid £1 bilion
to bond customers, £500 million to pension customers,
paid 11,000 protection cdlaims and raised £3 million
for chanty, all supported by the commitment of our
11,000 people

Qur business 1s becoming increasingly profitable
This year, we successfully grew our new business margin
and improved the profitability of our existing business
We also made significant progress in our contnbution
to the "one Aviva, twice the value” strategic prionties
of simplifying our legacy systems 1ssues, transforming
our business model, continuing to exploit UK synergies
and generating capital for the Aviva group

Returns to customers also improved and holders
of wath profits products saw the value of ther pohaes
increase between 5 4% and 5 8%, while holders of
unit-linked funds and collective investments benefited
from improved returns with 60% of funds in the first
and second quartie

We help and support our customers’ changing
needs through the pravision of an extensive product
range, accessible through a choice of distrbution
channels We hold top-three positions in each of
our key markets of savings, protection, annurties and
pensions, and leverage our scale and breadth to
manage our portfolio for long-term value creation

We continue to diversify our distnbution
footpnnt to provide ease of access to our customers
and maximise our ability to capitalise on emerging
market opportunities We are a leading provider in
the financial adwiser market, have a successful joint
venture with The Royal Bank of Scotland Group (RBSG),
strong relationships with a number of building societies,
a strategic alliance with the Co-operative Insurance
Soaety and growing corporate and direct channels
We continue to expand our distnbution model and
In August launched a partnership with the Post Office,
the largest retail and financial services chain in the UK
Our Ufetime platform has continued to perform strongly,
over 8,000 adwisers have signed terms of business
and funds under management reached £737 million
(2006 £341 miton} at the end of 2007

We are a market leading brand Qur “we just make

it easier” advertising campaign with our general insurance
business has helped to underpin existing high levels of
brand awareness

To support our "one Awiva, twice the value” strategic
objective of simplifying our legacy we are targeting a
position where 80% of our business by value 1s on five
care contract systems by the end of 2009 In March 2007,
we announced a partnership with Swiss Re to cutsource
the administration of almost three millon policies, which 23
will enable us to reduce our 550 product systems to 220
To support this we successfully transferred 1,000
employees to Swiss Re in October Policy migration is
now underway wath the first phase due for completion
in March 2008, and all policies migrated by early
2009 Thss intiative combined with other simplificaton
actity has already enabled us to decommission over
100 systems

Our pecple have continued to perform
with dedication throughout this period of change
The percentage of our people who are proud to work
for NU Ufe has nsen to 69%, whilst thase who are
personally committed to achieving our organisational
goals has increased to 86% The percentage of mdwiduals
who are satisfied with leadershuip within the company
has also improved to 83%

We have made significant service improvements
dunng the year, with senvice now supporting our ambition
to make it easier for customers We now offer service
promises across our full ife and pension product range
87% of customers believe that Norwach Union 1s easy
to do business with, an increase of 7% since 2006
The number of customers who believe that Norwach Union
cares about them and treats them faily has also tmproved
over the year, with customer service complaints falling
by 30% Maintaining service levels on our Lifetime
platform has proved challenging We temporanly restricted
access to the platform for new adwvisers to enable us to
carry out the required rectification work to invest in the
underlying wrap platform

In December we were fined £1 26 milkon by
the FSA following the investigation into a senes of frauds
committed dunng 2006 Due to some weakness 1n
internal controls, 74 poliaies were fraudulently surrendered
and 558 other customers’ policies were placed at nsk
We are sorry that this sttuation arose and apologised
to the affected customers when it happened We have
extensive procedures In place to protect our customers
but In this Instance weaknesses were exploited and we
were the target of organised fraud Our customers can
be assured that we have taken this matter extremely
senously and have thoroughly reviewed our systems and
controls as a result All of our seven million customers
are protected by our promise that they will be fully
reimbursed and will get help and support if they are
innocent victims of fraud
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UK - Long-term savings continued

Norwich Union launches
“Paying for It”

Picture removed

We have utihised our core

expertise in finance to develop an
educational programme to improve
the financial Iiteracy of 14-19 year
olds The nationwide programme,
launched with the Crtizenship
Foundation, includes in-school
pupil mentoring with cver 300 staff
volunteers working with small groups
of young people an economic
aitizenship topics such as money,
environment and public spending

The programme 15 alsc supported
by a website drawing on the
characteristics of social networking
sites and providing the opportunity
to use Lifescan, a unigue tool
which lets you measure the impact
your finanoial decisions have on
society as a whole

For more information wisit
PayingForit org uk

We remain committed to providing a broad product
offering to meet the needs of a wide range of customers
Dunng the year, we continued to focus on simpler
products, making two direct to consumer protection
offerings, an over 50s life cover and our nnovative
simphfied life Insurance product, available through our
new partnership agreement with the Post Office Within
the financial adviser market, we refreshed our enhanced
annuity preduct, which offers preferential rates to
customers who are expected to have a shorter than
average Ife In anticpation of the decline in appetite for
UK commercial property, we extended and diversified our
fund offenng and focused on improving the performance
of our UK equity funds In the corporate market, we used
our unique ability to combine life, general insurance and
healthcare products to provide a comprehensive package
of products directly into customers’ workplaces,
developing a foothold in this growth area

We have improved our Financial Adwiser Service
Awards rating for the second year running, receving a
three star rating in the Life & Pension and the Investment
Prownder categories We also won the Best Investment
Service award from Moneyfacts and were voted the best
pension provider by Bankhall, one of the largest financial
adviser networks Independent research shows that over
the year the percentage of advisers who rate our service
as excellent or good has increased from 52% to 66%
Adviser service complaints are down 33%, to therr fowest
level for four years

In 2007, despite the market becorming progressively
tougher with rises in interest rates, a slowdown in the
housing market and stock market volatility, Norwich Union
dehvered record sales for the second year In a row
Total sales, including investment sales, were up 6% to
£14,406 million 2006 £13,601 mifhion), dnven by significant
Increases in sales of indmdual annuities, bonds and
collective investments Our bancassurance joint venture
with RBSG also defivered a second consecutive year of
record results with sales in 2007 double those in 2005

Our new business contnbution rose 10% to
£360 million (2006 £327 million), the result of sales
growth and an improvernent in margin to 3 1% (2006
2 9%} This was dniven by a combination of the savings
from our ongoing effiaency review and our commitment
to maximising shareholder value through balancing
pnce, volume and mix

On a post cost of capital basis, our new business
contnbution was 16% higher at £305 million {2006
£263 milion} with a margin of 2 6% (2006 2 4%)

Life EEV operating return increased strongly by 15%
to £864 million (2006 £744 million) benefiting from higher
new business profitability and operational improvements in
the management of existing business supported by lower
costs and iproved retention in 2006 we committed to cuiting
costs at the same tme as 1mproving service We successfully
completed the effiaency review announced in 2006 and
have delivered the promised £125 mullion of annualised
savings, £108 million of which contnbuted to 2007 financia!
performance A further £100 million annuahsed savings
are targeted by the end of 2009 which will eliminate our
existing business expense overrun Improved customer
retention has been dnven through a wide programme of
inibatives including the creation of a dedicated adwice team,
improved customer communtcations and more active
management of distnbutor commisston terms For ssmilar
reasons, our IFRS life operating profit has increased by
15% to £723 million (2006 restated £62% million)
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We continue to review the appropnateness of the
operating assumptions that underpin the embedded
value of our business In 2007 we have revised the
assumption relating to the rate of improvement of life
expectancy, bnnging it in ine with latest industry studies
This change has adversely impacted profitability by
£153 millon We also revised our assumption about the
amount of nsk capital that we believe we should hold
for annuity business to reflect the outcome of our
latest nsk modelling, which has enhanced cur new
and existing business profitability by £14 million and
£132 million respectively

Dunng 2007 we have conttnued to work towards
the proposed reattnbution of the mhented estate
We are the first company to do so under new rules from
the FSA publshed in 2007, which require negotiation
through a policyholder advocate This 15 a complex process
and has taken longer than anticipated We have now
agreed the ehgibility cnitena for the reattnbution with
the policyholder advocate and established the parameters
for determining the surplus in the fund and obligations
to current investors Separately to this, we were delighted
to announce a special bonus of £2 1 bilhon for around
1 1 millon with-profits palicyholders who have invested
in CGNU Life and CULAC Life wath-profits funds
The distrnbution of this special bonus clears the way
to negotiate a far pnce for the balance of the inherited
estate, amounting to a further £2 6 billion

We are confident in our medium to long term
outlook for market growth at between 5-10% However,
given the uncertainty over the performance of the UK
economy, market growth in 2008 may be slightly slower
than in 2007 The UK is the fifth largest economy in the
waorld, yet within ths market there remain large numbers
of people who either do not save or who are under-
protected In 2008, our focus will remain on completing
our smplification programme, drving further operational
efficiencies and bullding on service improvements At the
same tirme we will remain engaged with the Government,
FSA, ABI and other stakeholders on the Retall Distribution
Review and NPSS in order to influence an outcome that
Is satisfactory for customers, distnbutors and the industry
as a whole

Our scale, brand, broad product offering and strong
distrbution footprint position us well to succeed in an
uncertain 2008 Our aim remains to iImprove profitability
and grow our new business sales at least in line with the
market, while maintaining or increasing our overall new
business margin from current levels

“Find the Fisherman”

campaign

Picture removed

We believe that all companies
should be taking steps to return
unclaimed assets to their nghtful
owners The “Find the Fisherman”
campaign was launched in January
2007, to track down fishermen
who worked on the fishing fleets
around the UK dunng the 60s

and 70s and had not claimed

therr pensions The campaign was
a resounding success, generating
around 10,000 telephone enquiries
from the public, enabling 6,000
policies to be traced and the return
of £2 8 miflion to customers or
their families

Customers can begin to trace

a policy by completing a form
avallable from erther 0800 152465
or

WWwW norwichunion cormyexisting-
customer/trace-policies/index
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leading service In returning customers
to their homes and property

To realise the potential in “one Aviva,
twice the value”, we are transforming our
UK general insurance business to improve
the underlying performance of the portfolio
and to be cost leaders in order to deliver
benefits of scale consistent with our market
leading position Our strategy I1s to focus on
insurance fundamentals to maximise returns
through the insurance cycle This means
disciplined underwriting and pricing,
controlling the iImpact of daims inflation
and providing excellent customer service

Looking to the future, | believe that we
have a strategy that will allow us to maintain
our market leading position through
simplifying our structure, maximising the
benefits of scale by ngorously managing
our expense base and re-engineering our
operations {o provide efficent and effective
service to customers To achieve these ams,
we have already taken market-leading
rating action across many segments of
our business, and have announced several
measures to bring our expense base in hne
with the industry ‘best of breed’ within the
United Kingdom

Igal Mayer
Chuef executve Nonasch Union Insurance

Signature removed
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UK - General insurance, health and related services
Dear Shareholder, UK - General insurance, health and related services
FRS RS Combwned
Our UK general insurance business has bl e °"°'?‘I§- mu:nmtm ”‘*’”‘"’a?
had a difficult year We saw the worst o G
; {214)
floods for 60 years, affecting 45,000 of our ﬁ 1?::» 1:?: 5 ;goo 394
home insurance customers and 6,000 small  + qo erat msurance business only
business customers Our priority has been
—=~ to provide first class service to them during
26 these difficult times and 1 am pleased
Business  tO report that we have provided industry-
review
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Norwich Union Insurance (NUI) 1s the leading general insurer
in the UK, wath a market share of 15% Our prncipal
goal 15 to deliver across the insurance cycle by producing
consistent earnings and creating long-term shareholder
value Our Norwich Union and RAC brands are both
strong and trusted, and we have an excellent reputation
for value and service to customers and distributors

We provide a range of insurance products focused
on personal and small business customers, together with
a range of motonng soluttons through RAC and assocated
brands We have a multi-distnbution strategy, selling our
full pertfolio of products through brokers, partners such
as banks and building societies, and direct to our
customers through our two leading brands, NUD and
RAC Qur headquarters are in Norwich and we operate
fram 35 locations (n the UK, india and Sn Lanka

We adhere to a clearly defined and communicated
underwriting strategy supported by strong finanaal disaplines,
and we aim to achieve continuous improvement 1n the
effiaency, effectiveness and simphaty of our processes
and structures

2007 was a tough year for our general insurance
business in the UK as we expenenced a combination of
higher weather clams and competitive conditions in most
lines of business In particular it was a year that will be
remembered for the summer flooding experienced in the
north and west of England Following the events in June
and July last year, NUI helped over 45,000 households and
6,000 businesses get back on their feet after the floods,
and has made intenim or full payments to 99% of those
affected Supporting our customers when they need
us most and to provide them with peace of mind s,
of course, what NUI 1s here for In response to these
events we ensured a network of loss adjusters, contractors
and daims teams were on site at the time (including
our mobile advice centre manned by claims and reparr
specialists) and call centre staff numbers were doubled
to deal with the extra calls we receved

The action we took dunng the summer floods 1s a
clear example that prowding excellent customer service to
our partners, brokers and policyholders 15 a top prionty for
NUI, a fact recogrised by a number of achievements in
2007 NUI has been voted General Insurer of the Year at
the Insurance Times Awards for the fifth successive year,
demonstrating the confidence and trust that independent
brokers have in NUI We were also voted General Insurer
of the Year at the Personal finance & Savings Readership
Awards NU Direct’s Retention team won Customer Service
Team of the Year at the National Customer Service
Awards RAC has been rated as number one for motorists
in the annual JD Power survey for the second consecutive
year and was also named as Breakdown and Recovery
Company 2007 by the Institute of Transport Management
recognising the efficent and reliable service offered

A key part of our ongotng corperate social
respensibility programme 1s our active engagement (n
addressing environmental issues RAC has been named
Breakdown/Recovery Company of the Year for the
second year running in the Greenfleet Awards, an award
recogmsing emvironmental best practice and innovation

Analysis of UK general insurance and health results
IFRS opesatng profit Net watiten premausms

2007 2006 a7 2006
Morvach Union insurance 380 1,081 5440 5583
Awwva Re 53 36 50 59
NU Healtheare - 1 406 358
Unrted Kingdom 433 1,118 5,896 6,000

27
Business
review

RAC in 2007

Picture removed

Qur RAC roadside assistance
business has grown dunng the past
year, with 9 milion customers now
on the books In France, RAC won
a contract to provide assistance

to 2 2 millon Aviva insurance
customers In addition, RAC now
manages Hyundar's customer
service operation In the UK,

and established a presence in the
banking sector with membership
provided to HEOS account holders

RAC was named breakdown and
recovery company of the year by
both the Institute of Transport
Management and the Greenfleet
Awards 2007 It was prased for
providing top-quality motonng
benefits and high levels of
customer service across Europe,
and was recognised for its efforts
towards environmental best
practice Motorists also voted RAC
top for roadside assistance for the
second consecutive year In a survey
conducted by consumer research
company JD Power and Associates

For more information visit
WIWW TS €O uk




Aviva plc
Annual Report and
Accounts 2007
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UK — General insurance, health and related services continued

In our core insurance markets, we have continued to use
our leading position to provide rating leadership in the
current very competitive marketplace in personal motor,
following the correction in the second half of 2006, rating
has been broadly in line waith claims inflation at 6%

{2006 average ingrease of 5%}, which has helped contnbute
to an improved combined operating ratio in this business
line of 102% (2006 104%;) In August we announced

average rating increases of 10% on household builldings
and contents policies followang almost a decade of flat
rates In the market This has contributed to an overall
homeowner rate increase of 7% in the year (2006 3%)

28 Floods ~ Service provided

Business
review

Picture removed

Norwich Union demonstrated its
commitment to those affected

by the flood cnsis earlier this year
As 15 the case with any significant
event, a major incident response
team was (nstigated to manage
the large increase 1n claims and

to work with our customers,
providing tips on restoration,
discussing concerns and arranging
accommodation We purchased
200 mobile caravans to provide
emergency accommaodation and
an NU-branded bus carried a team
to help in any way they could

For more information wisit
WWW aviva,.com

In commeraial ines, dunng the last quarter of
2007 we targeted increases at smaller nsks and
underperforming segments after experienaing four years
of market rate reductions across the board Overall these
Increases, commencing in November 2007, averaged
3 5% although rates still decreased by 2% across all
commercial lines in 2007 (2006 3% reduction)

Generally, the market 1s showing some sign of
hardening In private motor there 1s now a clear upward
trend particularly within the broker channel and we expect
this to continue in 2008 There are signs that household
15 beginning to move too as insurers react to several years
of flat rates and the summer floods In commeraal lines,
most large insurers are applying maodest rate increases
and this too s expected to continue in 2008 In both the
personal and commercial markets there are still elements
of severe pnce competition but the overall directron
15 upwards

In terms of our financial performance, NUI has
expenenced a very challenging year The tough market
conditions are reflected in net written premiums which
have fallen by 3% to £5,440 million (2006 £5,583 milhon)
and have also contnbuted to the decrease in operating
profit from its record level of £1,08% million in 2006 to
£380 milion in 2007 However, the weather had the most
significant impact on our 2007 results, wath the summer
flooding and storms in January 2007 adversely affecting
profit by £475 milhon (2006 £75 mifion benefit)

We continue to prudently manage our reserves to avoid
future adverse claims expenence Our 2007 operating
profit benefited from £430 million {2006 £385 mikon}

in respect of pnor years Of ths total, £215 mullion 1s non-
recurnng In nature (2006 £220 mifion} Our combined
operating ratio rose to 106% (2006 95%) Excluding the
adverse weather, the ratio would have been 97%

The cost and efficiency programme announced In
Septermnber 2006 will deliver its anticipated benefits of
£125 milhon from 2008 Despite the benefits accruing
from this programme in 2007, our expense ratic of 13 9%
15 1N hne with the 2006 ratio, reflecting the pressure on
business volumes and the fact that overall rating has been
behind cost inflation We are committed to operational
efficiency and, n October, we announced a programme
to leverage the investments we have already made
and deliver further cost savings The programme will be
introduced in three phases Phase one is already in tran
and 1s set to deliver £200 million of annuahsed savings by
the end of 2008 The remaining phases will concentrate
on simpifying our structure {(a process that 1s already well
underway) and re-engineenng service and processing
centres designed to deliver addittonal benefits in 2009
and beyond
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UK - Fund management
Dear Shareholder, UK - Fund management

Operating profit Operating profit
Morley is entering an exciting phase L S L
as It forms a key component in Aviva’s B o
glcbal asset management business e T s
In line with this strategic prionty, Morley The Royal Bank of Scotand 8 0 @ 0
will be combined with Aviva’s other asset Norwich Union investment funds 0] 1 M 1
managers worldwide to create Aviva Total L N
Investors, a global investor capability 29
We start this transformation from a Business
position of strength Morley 1s one of review

the UK's largest active fund managers
with more than £165 billion of funds
under management and a broad range
of specialist investment expertise,
experience and performance

We made good progress in 2007 in
expanding our global reach We opened
new offices in Spain and Germany,
agreed a joint venture in China and
established a property presence in the
Asia Pacific region All this was achieved
while maintaining our focus of operating
a cient-centric business based on a
suite of high quality products that are
differentiated by performance

Our challenge now 1s to move fast to
draw these strengths together with the

fantastic potential elsewhere in the group’s

asset management businesses and create
a truly global Aviva investment operation

Fund managers across the group
currently manage £316 billion n funds
across a broad range of asset dasses
Bringing the separate operations together
allows us to bring the best capabilities and
performance from around the world to all
our clients

Alam Dromer
CEOQ, Morley Fund Management and Awva Investors

Signature removed
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Business review continued

UK — Fund management continued

Our pnmary fund management business in the UK 1s
Moerley Fund Management Morley also has operations

In Europe and Asia Pacific regions which are reported in
the numbers above as they fall under the management
of Morley in the UK rather than the other regional offices

Morley

Morley 1s one of the UK's largest active fund managers
and the largest fund management business In the Aviva
group, with £165 billion (2006 £166 billion) of total
funds under management

Our aim at Morley 15 to build a chent-centnc business
that 1s among the best in our chosen asset dasses and
markets and in line with the One Aviva strategic priority
to build a global asset management operation

Morley’s strategy 15 to optimise client satisfaction
and service by offering a suite of high qualty products
differentiated by performance and focused on our core
areas of fixed income, pan-European equities, property
and asset allocation We continue to develop products
In specialist areas such as alternatives, strengthen our
infrastructure and maintain our focus on developing
the talent and skills of all our people

Our commitment to excellence was recognised
several times in 2007 Morley was named Best Property
Manager at the Financial News Excellence in Institutional
Management Awards and also Property Manager
of the Year at the 2007 UK Pensions Awards, the G7
Fixed Income Fund also retained its title as Fixed Income
Hedge Fund of the Year at the FuroHedge Awards
Our convertibles team was recognised with a AA / V4
rating by Standard & Poor’s for the Aviva Morley Global
Convertibles Fund The Fund, one of the largest global
convertibles SICAVs, continued to grow strongly
throughout the year, reaching the US$1 billon mark
in September

In July, Morley was ranked number one for the third
year running for its understanding of socially responsible
investing (SRI) and extra-financial 1ssues in the annual
Thomson Extel SRl and Extra-Financial survey Corporate
and social responsbility remains & key business driver
and the SRI team has done outstanding work in building
Morley's reputation as a responsible investor

The strength of our existing product range was
augmented throughout the year as Morley continued to
launch new products, responding to dermand from our

chents The Aviva Morley Emerging Markets Local Currency

Bond Fund, the Morley Private Equity Programme fund
of funds product and the Diversified Strategy Fund are all
testament to the innovation within the Morley group and
all have seen strong early fund flows

Qur property business performed well, desprte returns
from UK commeraal property falling dunng the year
from recent histonic highs Our Uime Property Fund
In particular experienced an increase in fund inflows,
rarsing £225 millon in the first eight months of the
year and signing 1ts 40th institutional cliert

Morley announcing an
asset management JV
with COFCO in October

Picture removed

Morley 1s working to form a fund
management joint venture in
China with COFCO We plan to
use this as a platform for developing
a substantial asset management
business in China and have already
opened an office n Shangha

The Chinese sector has grown
rapidly In recent years with
cUS3$440 billion of assets under
management and 1s expected

to Increase dramatically aver the
next decade This joint venture
strengthens the close relationship
the Aviva group has had with
COFCO since 2003 and marks

the next step in Morley's expansion
in the Asia Pacific region

for mare information visit

www aviva-cofco.com.cn or
WWW MO com
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Morley 1s cne of the largest managers in European
commercial property assets and in a move to try and
replicate that kind of success we announced in April
plans to expand Morley’s property investments across
Japan and the rest of Asia Morley will work with multiple
property partners throughout Asia to develop partnerships
in the same way 1t has done across Europe The first of
these joint ventures is wath Mitsutishi UF) Trust and
Banking Corperation (MUTB) of fapan

Our geographical expansion hasn't been confined
to our property business In February, we opened our
Frankfurt office to increase our presence in that part
of Europe Our ambytions in the fast-growing Chinese
market were boosted by the opening of Morley’s
Shanghai Representative Office iIn November when we
also announced that we had signed a memorandum
of understanding to form a fund management joint
venture with China National Oils, Foodstuffs and Cereals
Corporation {COFCQO} COFCO 1s also Aviva’s partner
in the Iife business in China and both the relationship
with COFCO and the new office should prowide us wath
an excellent platform to grow In this exciting market

Both n the UK and overseas, cur people remain
our core asset and we continue to invest In the talent
at Morley and to strive to attract the best talent from
elsewhere (n the industry We hired extensively throughout
the year, bnnging new expertise to all our teams and
deepening the pool of talent available for our clients

In September, Alain Dromer took on the leadership
of Morley Alain brings wath him the skills and expenence
of working in large international organisations and as such
he 15 also charged with bullding Aviva’s global asset
management business Previously global head of group
investment businesses at HSBC, and wath a seat on the
group executive committee, Alain 1s well placed to fast
develop Aviva's plans in the investment area

The Morley group overall performed strongly in 2007
agamnst a background of volatiity in finanaal markets and
concern about the collapse of the US sub-prnime mortgage
market, with operating profit increasing to £91 million
{2006 £79 milion) Operating profit from fund
management rose to £87 milion (2006 £76 mufhon),
with £70 millon bemng generated by our UK busmess
{2006 £62 milion) and £17 millon from Morley's overseas
units (2006 £14 miflion) Our pooled pensions business
contributed £4 million (2006 £3 miflon)} to operating
profit which 1s reported in the UK long-term savings
segment Our cost to Income ratio remained broadly
in line wath 1ts 2006 comparative at 73% (2006 72%)

Sales were strong to third-party distributors and we
won a number of institutional mandates across our key
asset classes

The strength of cur indvdual teams and our
Innovative new products are expected to sustain growth
into 2008 and we will continue to explore new ways
of adding value for our client base moving forward

UK fund management

In addition to sales under the Morley brand, we sell ISAs,
unit trusts, open-ended investment compantes {Oeics)
and structured products under the Norwich Union and
The Royal Bank of Scotland brands

UK - Other operations

Our UK other operations reported an operating loss of
£8 mulion (2006 £36 mihon profit due to lower results
from RAC non-insurance which included a contnbution
of £17 million in 2006 from disposed operations
(Manufacturning Support Services and Lex Vehicle Leasing),
and investment in the businesses of AutoWindscreens,
BSM and HPI Having completed the investment in 31
transforming these businesses, we are looking to leverage
maximum benefit from these operations
In 2007 we also incurred costs of £31 million
(2006 £29 miflon) through our continuing Investment
in Lfetime, our wrap platform business

Business
review
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Business review continued

Europe

Picture removed

Europe

Total sales

£19,719m

(2006 £17 018m)

PVINBP £14,914m

Investment sales £1,572m

Net written premiums £3,233m
£19,719m

EEV operating profit

£1,971m

(2006 £1581m)

Long-term savings £1,543m

Fund management £31m

General Insurance £442m

Other operations £(45)m

£1,971m

IFRS operating profit

£1,230m

{2006 £1,083m)

Employees and locations

16,059

{2006 16942}

Belgum™* Luxembourg*
Czech Republic Netherlands
France Poland
Germany* Romania
Hungary Russia

Itaty Spain

Ireland Turkey
Lthuania

* Belgmum Germany and Luxemnbourg are
reported as part of the Netherlands resuits

Major operating brands

Avtva has market leading presence across
Europe in long-term savngs and continues to
lead the general insurance market in reland
and the Netherdands In addition we have a
highty successful fund management business
supporting the results in the region

Logo removed

Region Europe
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Our strategic priorities:

Scale, growth and capital

- Leverage the scale of the organisation

— Seize the unique growth opportunities present in the region
- Generate capital for the group

How wiill we achieve this?

- Access to enormous potential customer base through bancassurance
- Expertise in product innovation driven by a deep understanding of individual markets
~ Low cost platforms in southern Europe provide opportunities for profitable growth

Progress in 2007:

Deliver on target integration benefits in Ireland

- We successfully integrated the Iife businesses of Ark Life and Hibernian and now,
from a single location, we are able to deliver new product offerings across
both distnbution channels

- We completed the launch of a single new business platform which further cements
our relationship with AIB and the integration of our two life businesses in Ireland

Continue to focus on higher-margin unit-linked products in France

- We expanded our unit-linked offering through the launch of a new AFER fund and
continued to encourage Fourgous** transfers which enable policyholders to diversify
therr fund

Generate increased sales in the Netherlands through focus on SME pension

contracts and developing “white label” products

— Our pensions strategy resulted in higher new pension premiums, including several
large group sales, most notably Iin the final quarter of the year

- We now offer a white-label health product through a leading pharmacy chain

Grow faster than the market in northern Europe where low growth was

expected in 2007

- Aviva‘'s growth in northern Europe in 2007 of 22% compared favourably to the overall
market growth which was negatve in France

Capture opportunities arising from increasing wealth in Russia and central

and eastern Europe by continuing to invest in our business

- The merger of our Turkish life and pensions business with AK Emeklilik, the Iife and
pensicns business of the Sabanci Holdings Group was completed on 31 October 2007

— The acquisition of Certinvest, a fund management company in Romania, will allow
Aviva Romania to provide high quality asset management services to Its pension,
investment and hfe insurance clients

Looking forward:

Our medium-term targets are to:

- Grow life new business premiums and new business contnbution by an average
10% pa to 2010

— Realise cost savings 1N our mature businesses of £50 million by end 2009

- Meet or beat a combined operating ratio of 98%

** The Fourgous amendment of 2005 enabled the tax eficient transfer of existing 100% Euro funds mio more batarnced Eurc and unit-inked portfclios

33
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Business review continued

Europe

Awviva Europe 1s commutted to delivering
the benefits of “one Aviva” by caprtalising
on our scale to achieve further growth and
generate capital With extensive resources
and knowledge In the region, we have
proved our ability to use regional experience
and capability to add value to our distributors
and partners through developing new
products and distnbution initiatives throughout
Europe to meet customers' needs

Qver the year our businesses In southern
Europe have grown strongly and further
increased market share The distnbution
landscape in Spain and Htaly 1s dominated
by bancassurance and we have made
significant steps in both markets,
strengthening existing partnerships and
signing new agreements with leading
banks in both countries

Across northern Europe, our joint
venture with Allied Insh Banks and the
enhancements to our broker channel have
led to an increase In market share in Ireland
We increased sales In France and the
Netherlands desprte difficult market conditions
In France, we successfully worked with
the AFER assoaation to modernise the
core savings product and sales responded
strongly in the Netherlands we have grown
sales through our success In the group
pensions market Our objective 15 to increase
market share in these countries through the
continued segmentation of our customer base,
the prowision of superior and targeted service
and adwice, cross-selling and the continued
enhancement of product offerings

In central and eastern Europe, sales have
grown significantly in Poland reflecting the
excellent pension sales and the development
of our bancassurance partnerships and
popular new products In Turkey, we have
transformed the business by merging our
life and penstons business with AK Emeklilik,
to create AvivaSA Elsewhere across the
region, our businesses continue to grow
strongly and are well positioned to continue
to capture the exating growth opportunities
In these emerging markets

Long-term savings

2007

RS IR EEV New New

profit operating business business

before tax profit prefit PNEPGntibution?  margm?

£m im {m fm im %

France 325 243 537 3,662 169 a6
Irefand 45 73 77 1,730 30 17
haly 79 78 137 2,924 82 28
Nethertands* 407 181 352 2,544 93 32
Poland** 17 110 206 844 35 41
Spain 106 119 239 2,392 189 79
Other Europe (27 (27} (%) 418 - -
Europe 1,052 77 1,543 14914 598 40
2006

FS IFRS EEV New New

pofit  cperabng  operabng busness busmess
before tax profit profit PNBPT contrbution® Fnangnd

fm {m fm tm fm %

France 259 224 402 3552 153 43
Iretand 52 49 @0y 1,273 15 12
ltaly 76 81 110 2,768 70 25
Netherlands* 453 102 329 2346 56 24
Poland** 108 95 162 534 28 52
Span 113 113 221 2,059 184 89
Cther Europe (16} {16} (13 308 4y {13
Europe 1,045 648 1171 12840 502 39

* Indudes Belgium, Luxernbourg and Gesmary

** Indudes Lithuania

t Exdudes investment sales Investment sales totalled £1,572 midlion
2006 £891 milion) grang overall new business sales of £16,486 million
2006 £13 731 million)

t Stated before the effact of required capital

General insurance, health and related services

2007

IS IFRS  Cornbwned Net Unider

profit  operatng  operating wiitten writng

before tax profit rauo™  premium result

£m £m % im £m

France 53 70 99 733 11

Ireland 151 162 80 474 101

Netherlands 105 169 85 1717 75

Other Europe 16 n 94 309 10

Europe 325 442 89 3,233 197

2006

FRS IFRS  Combined et

pofit  opetating  operatng written  Undenvnbng

before tax profit a0 preveum resull

im Im % im £m

France 77 63 99 735 6

Ireland 297 172 77 519 121

Netherlands 107 139 89 1,755 50

Other Europe 26 43 100 278 12

Europe 507 a7 920 3,287 189
= General nsurance business only

Fund management

Operating preiit Operaung profit

IFRS bass EEY haws

12months 1Zmonts 12months 12 monts

2007 2006 2007 2006

£m im £m im

France 32 33 10 10

Netherlands 23 37 17 33

Other Eurcpe 4 3 4 3

Europe &0 73 El] 46
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Aviva Europe continued to deliver profitable long term
savings {iIncluding investment sales) growth, with sales
volumes 19% higher at £16,486 million (2006
£13,731 mifhon) and EEV Iife operating profit 30%
higher at £1,543 milhion (2006 £1,171 muflion)
This performance reflects the benefits of our portfolio
of businesses at different stages of development

Our general and health insurance businesses
performed strongly In markets where competition is
intensifying Net wiitten premiumns decreased by 2% to
£3,233 million (2006 £3,287 miflion) Profitability remains
strong across the region, with a general insurance
combined operating ratio of 89% (2006 90%) and
operating profit of £442 million (2006 £417 million)
We continue to innovate and are making good progress
in developing our online propesition in Ireland

Our fund management operations in Europe are
continuing to delver strong investrent performance
for our customers and good operating results
Operating profits were lower than last year at £31 million
(2006 £46 nmifhon), reflecting reduced performance fees
in the Netherlands

France

ufe

Aviva France 15 one of the top-ten long-term savings
businesses in France with a market share of 5%
Our business focuses on the higher-margin unit-inked
segment n which our market share 18 7% We offer
a comprehensive range of Iife and savings products,
primanly for private chents This ndudes our partnership 35
with AFER, the largest retirement savings association in
France Our distribution 1s mult-channel, including a direct
sales force, brokers, the UFF network of financial adwisers,
a direct distnbution channel, Aviva Assurances, tied agents
and our bancassurance partnership with Crédit du Nord

QOur business partnership with AFER has progressed
with a successful update of the core product and the
addition cf a multi-manager fund This imitiative was
accompanied by marketing campaigns raising public
awareness of the product’s competitiveness, which
boosted sales volumes in the second half of the year
The other networks have implemented successful
product developments supported by marketing
campaigns, to encourage volumes, In what has been
a difficult period for the market We continue to be
committed to ensunng that our custamers receive best
adwvice throughout therr lifetimes

Volatiity in the financial markets and uncertainty
in the run-up to the May presidential elections led to a
decline in overall market premiums Even so, Aviva France
out-performed the market, achieving a 2% growth in
sales to £3,662 milon (2006 £3,552 mufion) This strong
sales performance, combined with a contmued focus on
profitability, resulted in a higher new business contribution
of £162 milton {2006 £153 mifhon), with an increased
margin of 4 6% (2006 4 3%) The operating profit on
an EEV basis of £537 milkon (2006 £402 million) was
boosted by the recognition of benefits from the ncreased
propartion of unit-inked assets within managed funds,
efficency gains and product development and continued
positive experience variances on lapses and mortality

The outlook for 2008 1s for stable market conditions,
although competition from nval banking preducts and
equity market uncertainty will affect the life market

Business
review

Fund management

Aviva Gestion d'Actifs (AGA) continues to be widely
recognised In the French market as a leading asset
manager, with 89% of our funds ranked in the top half
for performance over a five year penod AGA continues
to earn industry awards, for the fourth consecutive year
Aviva’s mulb-fund Ife policies receved a Gold Award

at the 2007 Life Insurance Trophies, held by the feading
financial weekly Le Revenu IFRS operating profit was
stable at £33 millton (2006 £33 mifon)
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Europe continued

General insurance and health

Qur French general insurance business has a 4% share
of the agent and broker market, seling predominantly
personal and small commercial insurance through our
875-strong agent network and our direct insurer, Eurofil,
the second-largest direct distnbutor

In 2007 we launched new household and mult-nsk
products, both of which were well supported by agents
We are collaborating with Generall to achieve supply
chain economies of scale In respect of motor repairs
and we are continuing to develop our internet portal for
agents In addition, since the year end we have transferred
our roadside assistance service to RAC

The general insurance combined operating ratio
remained stable at 99% (2006 99%) with the daims ratio
reflecting a continuation of favourable claims expenence
and strong contrel of costs The underwriting result was
£11 million {2006 £6 mithon) and total operating profit,
including longer term investment return, progressed to
£70 milion (2006 £63 mifiton)

Ireland

Life

Operating as Hibernian Ufe, we are a top three life and
pension provider in Ireland We distnbute our products
through a successful broker network and our
bancassurance partnership wath Allied Insh Banks {AIB),
which has the largest branch network in the country

The full integration of Ark Life with Hibernian 1s now
complete Sales from both companies are now processed
on a single new business platform, representing an
important step in terms of future operational efficiency

A number of new product intiatives were completed
during 2007 These included a re-taunch of our term
assurance protection products and the introduction of
severat new funds across both channels, including the
launch of the highly successful Secure Capital Fund

On an EEV basis, ife operating profit in 2007 increased
to £77 millon (2006 £40 mulfion loss) The loss reported
in 2006 reflected an exceptional level of operating
assumption changes Total life and pension sales increased
strongly, by 35%, to £1,730 million (2006 £7,273 million)
Growth in the bancassurance channel was 46%
while sales through the broker channel grew by 26%
New business contrbution has doubled from £15 million
to £30 milion reflecting growth in volumes, efficiency
gains and an increased focus on higher margin products
The new business margin increased to 1 7% 2006 1 2%)

The outlook for 2008 remains positive although a
slowsng n the rate of Insh economic growth and greater
uncertainty in the Insh property market 1s expected to
reduce the rate of market growth Hibernian 1s well placed
to capture the market opportunities through its leading
broker distnbution and by building on the current
momentum in the bank channel

General insurance

Hiberruan 1s the largest general insurer in Ireland, and
has maintained its market share against the backdrop of
Intense market competition The majonty of our business
s sourced through brokers with an increasing proportion
sourced from direct and corporate partners

In 2007 we launched Hibermian Rescue and Hibernian
Drving School and a number of innovative product
offerings, including a multi-vehicle policy called “All Drive”
We now sell direct motor insurance through AlB's website,
consolidating our position as distnbution leaders Dunng
2007, we teamed up with the Road Safety Authonty
as the sponsor of the new high-profite multmedia Insh
road safety campaign We also successfully retained the
Excellence Ireland Quality Association (EIQA) @ Mark
award n October 2007

We continue to develop our internet presence
and the number of policies sold directly 1s increasing
Further development s planned for 2008 to ensure our
internet capability remains market leading The changes
in the claims environment have enabled more efficient
settlement of daims, which has led to strong profits

The combined operating ratic was 80% (2006
77%) and our underwriting result was £101 millron (2006
£121 milion) reflecting competitive market conditions,
INCreasing pressure on premium rates and increasing clams
frequency Total operating profit, Including longer term
investment return, was £162 millhon (2006 £172 milhon)

Although market profitability 1s expected to decline
dunng 2008, reflecting continued pressure on premium
rates, Hbernian 1s well positioned to grow while mantaining
acceptable levels of profitability, due to its innovative
product lines, scale and strong distnbution capabibity

Hibernian going
the extra mile

Picture removed

In treland, staff looked at how
they could make a difference

to customer service by changing
behaviours and “geing the extra
mile” We focused on a different
theme each month, such as
improving the way we handle
phone calls and reducing the
armount of jargan in our
communications The programme
emphasised Hiberrian's commitment
to being a leader in customer
sepvice within the industry

For mare information visit
www.hibernian e
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Italy

Life

Aviva Italy 1s the country’s sixth-largest life insurer,

wath a market share of 5 4% Our distnbution 1s
principally through bancassurance and we have
significant partnership relationships wath UniCredit Group,
Banca delle Marche, Unione di Banche ltaliane {formerly
known as Banche Popolan Unite) and Banco Popolare
(formed from the merged Banca Popolare Italiana

and Banco Popolare di Verona e Novara businesses)

Qur focus in 2007 continued to be on custormer
penetration and expanding our distnbution reach whilst
maximising the advantage of our cost efficient platform
Sales growth 1In 2007 was also supported by the
implementation of 45 new products combined with
successful marketing campaigns

in 2007 Aviva has formed a joint venture with
Banco Popolare, which includes a new long-term
agreement to sell protection and non-life insurance
products which began on 1 January 2008 This replaces
our previous agreement with Banco Popolare Italiana
to distribute Iife and fong-term savings products

In September, Avwva ltaly further strengthened and
diversified 1ts distnbution by purchasing, together with
other investors, a stake in Banca Bipielle Network,

a 1,000-strong financial adviser network, from Banco
Popolare This network will further extend and diversify
our distnbution reach In the market

In January 2008 Awviva ltaly reached an agreement
with UBI Banca for acquisition of 50% plus 1 share in UBE
Assicuraziont Vita S p A, an ltalian life insurance company
currently wholly-owned by UBI Banca it distnbutes Iife
Insurance products through Banca Popolare di Ancona
and other channels The transaction, which remains
subject to certain conditions, Is expected to be completed
In the first half of 2008

EEV Cperating profit increased in line with the
arowth in the business, up 3% to £137 million (2006
£170 milhon} Total sales grew by 5% to £2,924 million
{2006 £2 768 rmiffion), contrasting favourably with the
itahan market which dechined by over 5% dunng 2007
This strong performance was generated through high
quality marketing campaigns and the continued
development of our relationships with our bank partners

New business profitability has increased in 2007,
with new business margin rising to 2 8% (2006 2 5%)
Growth 1in margin reflects an increased emphasis on
higher margin products, including stronger sales of unit
inked contracts The growth in volumes, and the changed
product mix, contnbuted to an overall new business
contribution of £82 million (2006 £70 millon)

The outlook for 2008 15 that the market wall
continue to remain challenging but the potential for Aviva
italy’s growth remains strong as It continues to develop
its bancassurance relationships

General insurance

Our generat insurance business n ltaly has continued
to develop and will be boosted by the new long-term
distribution agreement with Banco Popolare which
will provide a strong basis for future growth The IFRS
operating profit 1s reported within Other Europe

The Netherlands
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Life

Qur Netherlands life business, Delta Lloyd, 15 focusing
on achieving cperating efficiencies and product and
distnbution mnovation, while building the trust of our
customers through excelling at customer senvice and
strong financial disciplines Our pensions strategy focuses
on sales to the SME market, with expertise centralised
to best provide dedicated pensions and employee
benefits advice

In 2007 this approach resulted in higher new pension
premiums including large group penston sales, and
generated total sales growth of 25% to £2,944 million
{2006 £2,346 rmifion) Stronger annuity and pension sales
more than offset the fall n urit-inked sales affected by
industry concerns surrounding policy charges and a
decline In mortgage related business We continue to
support our relationship with ABN AMRO bank through
our Insurance venture, and sales through the Florius
brand owned by ABN AMRO commenced in Aprit 2007

New business contribution increased by 66% to
£93 million (2006 £56 mifhon), reflecting the sales growth
and a hugher margin of 3 2% (2006 2 4%/ The Increase
in new business profitability follows an increase in nterest
rates, In a market where competition and pncing remain
fierce EEV operating profit rose to £352 million
{2006 £329 milion), with the strong gains on new
business profitability and increased expected returns
on the n-force business being partially offset by an
allowance for worsening annuitant mortality

Operating profit on an IFRS basis was £181 milkon
(2006 £102 million) reflecting increased expected returns
due to higher interest rates and more favourable mortality
and other technical reserve movements

The acquisition of the Erasmus Groep was completed
at the end of March 2007, and these operations are now
integrated into the Delta Lloyd group

On 21 January 2008, Delta Lloyd anncunced its
agreement with SNS REAAL to buy Swiss Life Belgium for
€135 milion The transaction, which 1s conditional upon
completion of SNS REAAL's acquisition of the Dutch and
Belgian activities of Swiss Life Holding and subject to
approval from the relevant regulators and waorks counci,
Is expected to be completed i the second quarter of
2008 The acquisition will give Delta Lloyd a top-5 position
In the Belgian group life insurance market

The Dutch market 15 expected to remain highly
competitive in 2008 following legistative changes in
January enabling banks to compete for retirement savings
business Delta Lloyd continues its strategy of strengthening
its position through broadening its distnbution
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Europe continued

Direct motor insurance
launched in Poland using
group expertise

Picture removed

We are very exated by the potential
of the direct motor insurance
market in Poland We have a
proven track record In launching
and running successful direct

mator insurance businesses in other
European markets indluding the

UK, Ireland and the Metherlands,
and we used this expertise together
with our already sizeable customer
base in Poland and highly recognised
brands to give us a sigrificant
advantage in the market

For more information visit
www cu,pl or www aviva.com

Fund management

Delta Uloyd Asset Management manages investments
both for Delta Lloyd’s own insurance operations and
for third parties including indmdual and institutional
customers As well as managing equity and fixed interest
funds, our operations also include management of a
property portfolo The acquisition of Cyrte Investments
has brought new expertise in technology and media to
our fund offering, and prowides a platform for further
Innovative growth

IFRS operating profit was £23 million (2006 £37 mullon),
reflecting lower performance related fees following the
exceptional levels earmned in 2006 and included £2 milhon
In respect of Cyrte Investments since 1ts consolidation at
the end of September 2007

General insurance and health

Delta Lloyd 1s a top-five genera! and health insurance
provider in the Netherlands selling a range of products
Including personal motor, household and small commercial
polictes as well as healthcare palicies Distnbution 1s through
a vanety of routes, Including intermedianes, direct and
white-label business, and through our bancassurance joint
venture with ABN AMRO Bank

QOperating profit from general insurance and health
was £169 million (2006 £139 milfion) The general
insurance underwnting result was £122 millon (2006
£83 muflion) and the combined operating ratio improved
to 85% (2006 89%), following favourable development
of prior year claims and the maintenance of premium rates
in key areas The health underwnting result detenorated
to a loss of £47 million (2006 £33 million loss) as a result
of higher claims costs net of recoveries from the central
health fund and reorganisation costs

In December 2007, we agreed the sale of our health
operations to O WM CZ Groep Zorgverkeraar U A (C2)
wath effect from 1 January 2009, in a transaction that wall
give Delta Lloyd the opportunity to sefl Iife, pensions and
general insurance products to CZ's existing customer
base from January 2008

The Delta Lloyd growth and efficiency programme
1s expected to have a major impact in general Insurance
where centralising specialist areas such as IT and simplifying
the organisation, as well as inttiatives designed to grow
revenues, are expected to defiver benefits from 2008

Poland

ufe

Our life and pensions businesses both continued to
perform extremely well in 2007 Our Iife business 15
ranked number two in the market while we have retained
the market leading position in the pensions market since
1999 We are also the third largest life and pensions
provider in Lithuamia Our businesses, which currently
trade under the Commercial Union brand name,
launched a new logo and website which is more

dosely aigned wath the Aviva brand
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This year we have increased the productvity and size of
our direct sales force, while continuing to develop other
distnbution channels We recently announced the creation
of a joint venture with Bank Zachodni WBK {a subsidiary
of Alled Irsh Banks) to sell both Iife and general insurance
products through the bank’s network of 400 branches
This will significantly enhance our distribution network,
providing access to 1 4 millien customers

A new flagship hife insurance product “Nowa
Perspektywa” was launched during the final quarter,
offering indmdual unit-inked Iife insurance This has
been designed to offer a modern product that combines
protection with mvestment and the flexibility to vary the
contract as Ife crcumstances change

Our Iife EEV operating return grew strongly to
£206 million (2006 £162 million) with favourable lapse
and mortality expenience boosting profitability of the
in-force book Cur life and pension sales grew by 53%
to £844 milllon (2006 £534 million) with both Iife
and pensions business showing strong performances
New business contnbution was £35 million (2006
£28 miflion), with a margin of 4 1% (2006 5 2%)

The outloak far 2008 remains promising, despite
more unstable market conditions, and we expect
continued profitable growth Through our product
mitiatives and the development of distnbution channel
capabiliies we are very well positioned n this rapidly
growing market

General Insurance

Our general insurance business In Poland continues

to develop Late in 2007 we launched a direct motor
Insurance product to provide further potential for growth
in this dynamic market IFRS operating profit is reported
within Other Europe

Spain

Aviva Spamn i1s the country’s third-largest life insurer,

with a market share of 9 5% The Ife insurance market
15 dominated by bancassurance distnbution and Aviva
has partnerships with Bancaja, Caja Espania, Caxa Galiaa,
Unicaja, Caja de Granada and, more recently, Cajamurcia
We also distribute through an agency based network via
Aviva Vida y Pensiones (AVP}

In June 2007 we announced a new joint venture
with the Spanish savings bank Caja de Ahorros de Murcia
{Cajamuraia) to form a joint venture life company The new
Iife company waill distnbute life and pensions products via
Cajamuraa’s network of 413 branches

Earlier in the year we successfully launched a new
savings product (PIAS), which 1s optimised to the new
tax environment and in which Aviva Spain I1s the market
leader Sales of savings products, including PIAS,
were very strong, and offset lower sales of mortgage
linked protection business, which were affected by the
slow down in the Sparush housing market Pension sales
were boosted by the efficient transfer late in the year
of a portfolio of pension pohaes into the new jont
venture with Cajamuraia

Life EEV operating return increased to £239 million
{2006 £221 mifion) reflecting overall growth In new
business together with good returns on the in-force book
of business Total sales continued to show strong growth,
up 15% to £2,392 millon (2006 £2,059 milion}
Increased sales of savings products which offset the
decline in protection products, fed to an overall increase
In new business contribution 1o £189 million (2006

£184 milfron} with a new business margin of 7 9%

(2006 8 9%

The outlook for 2008 15 more cautious, with the
bancassurance market expected to continue to be impacted
by the slowdown in the mortgage market and the
Europe-wide credit squeeze Long-term growth potential,
however, remains strong in the market and Aviva Spain
continues to develop 1ts bancassurance relationships

Other Europe

ufe

Avva’s other European businesses are in Turkey,
the Czech Republic, Hungary, Romama and Russia

In 2007, our Turkssh life and pensions business
merged with AK Emeklilik, the life and pensions company
of Sabana Holdings, to form AvivaSA The new company
merged on 31 October 2007 to become the largest
pensions provider In the market, with a market share
of 25%, and the third largest life nsurer with a market
share of 11% Under the merger, AvivaSA has an
exclusive long-term bancassurance agreement with
Akbank, Turkey's second largest privately-owned bank

In the Czech Republic and Hungary, sales through
the broker and direct sales force channel have increased
during the year In Romania, we have established a new
company to sell newly created mandatory pensions
In all of these markets, pension reform continues to
offer a long term potential

Following the launch of operations in Russia dunng
the latter part of 2006, raptd sales growth has been
achieved in 2007, espeaally in corporate protection
business Agreements with ten leading retall banks have
been signed and hancassurance sales are growing raprdly

We generated an EEV operating loss of £5 million
(2006 £13 mulfion loss) reflecung the developing nature
of these businesses Total hife and pensions sales increased
strongly to £418 milhon (2006 £308 mullion) with notable
contributions from Hungary, which benefited from an
Increase In demand for savings products, and Turkey
where higher agent numbers generated larger case
sizes and strong sales

General insurance

Our other European general insurance businesses

are In ltaly, Poland and Turkey Our Turkish operation
continues to progress well through geographical
expansion {FRS operating profit for our other European
operations fell to £41 milllon (2006 £43 mullor}
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Business review continued

North America

Total sales

£5,014m

(2006 £2,273m)

PVNBP £3,602m

Net written premiums £1,412m
£5,014m

EEV operating profit

£408m

(2006 £183m}

Long-term savings £255m

Fund management £3m

General insurance £154m

Cther operations £{4m

£408m

Picture removed

North

America

IFRS operating profit

£256m

(2006 £164m)

Employees and lccations

4,717

{2006 4,659)

Canada
United States

Major operating brands

Awvva USA ranks first and second m
the indexed lfe and indexed annuity
markets respectively

Aviva Canada s ranked second in the
Canadian general mnsurance market

Logo removed

Reglon North America
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Our strategic priorities are:

Double scale

- Grow In new and existing markets and geographies
— Optimise our new regional business model

- Engage our people and customers

How will we achieve this?
Business

— Meet the retirement needs of the "baby boomer” generation review
~ Deliver competitive advantage through product innovation

~ Build upon the recent re-rating of our US life business to widen distribution

— Leverage group expertise to expand asset management capabilities in the region

— Streamline back-office processes, enhance nisk selection and pricing sophistication

— Build brand awareness across the region, including employee brand

— Instill customer centnicity

Progress in 2007:

Delivered on target integration benefits
— Qur Iife operations located in Boston were successfully combined with those of
the former AmerUs companies
— Exceeded our target of £23 million in cost savings within our cost target of £25 million

Implementing specific local initiatives to improve service to attract and retain

customers

—  QOur Canadian business is the only insurer in the world to have achieved accreditation
by the Commission on Accreditation of Rehabilitation Faclities, an independent,
non-profit accreditor of service providers tn many areas of healthcare, community
programme and medical rehabilitation

Capture opportunities presented by retirement of the "baby boomer” generation
— Launched innovative market leading products such as Wellness for Life
— Achieved ratings upgrade from AM Best which will help us be more competitive

Continuing to strengthen our relationship with key brokers and other partners
— Achieved exceptional satisfaction scores from our brokers in Canada, with 88%
responding that they would recommend Awviva to their customers

Exploiting and sharing our knowledge and skills in multi-channel distribution,

product development and service delivery

- Joined forces with colleagues in Asia Pacific on product design and industry trends

— Led discussions on the potential for equity indexed annuity products in other Aviva
businesses

Looking forward:

Our medium-term targets are to:

~ Double the volume of US life new business sales within three years of the acquisition
of AmerUs, while maintaining margins

~ Realise the benefits of our strategic investments in our general Insurance business
to accelerate growth and improve profitability

— Further expand distnbution and continue to deliver innovative products

~ Continue to meet or beat a 98% combined operating ratio
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Dear Shareholder, Long-term savings
RS 3% New New
Aviva North America 1s an exciting place Fn T pags m}"i"mg “;';“;;
fm £m
to be The Americas region Is of major 507 I ST 43
global importance being home to some of 7006 i3 32 84 20 23
the world’s largest and richest economies * Stated before the effect of requred captial
with almost half of world general insurance
———  premiums and a quarter of life premiums General insurance
42 Our focus on this Important geographical P oy Combend e Undenwning
Business  "€gioN provides us with significant e " % "tm i
review oOpportunities — to drive relentless profitable 2007 147 154 98 1412 18
2006 169 148 98 1389 27

growth in our Iife business through the

huge demand for retirement products from
the 'baby-boomer’ generation and deliver
improved and sustained profits from our
general Insurance business

The US 1s home to our rapidly growing
ife business and our general insurance
business 1s based in Canada These great
businesses currently serve therr home
markets and we are exploring possible
cross-border selling opportunities across
the North Amencan region

Strengthening the Aviva brand across
the North America region 1s a strategy
that will figure prominently in our growth
ambitions We will continue to deliver
high-value propositions for our customers
and, as a leader in our sector, will set
high standards We shall excel in product
innovation and be disciplined about
expense management

We're In the nght markets, with the
nght products, at the nght time We have
achieved ternfic growth in the last year
and | am confident that our growth
and profitability will continue to enhance
shareholder value into the future

Tom Godlasky
Chief executive, North Amenca

Signature removed

Picture removed

Graph removed
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Awviva’s presence in the North Amenca Region s
underpinned by two highly successful and diverse
businesses, the Aviva USA life business and the Aviva
Canada general insurance business The Aviva USA
operation ranks first and second in the indexed Iife and
indexed annuity markets respectively, having achieved
significant growth and market penetration during the
year Aviva Canada continues to perform strongly through
the insurance cycle and has maintained its number two
positian in the Canadian market and remains the leading
insurer in Canada’s largest province, Ontario

The outlook for the region 15 strong and we operate
In some of the largest and richest economies in the world
We will continue the rapid and profitable growth in our
life business and deliver sustainable profitable growth
In our general Insurance business We will achieve our
ambitions by leveragimg the strengths of our existing
businesses, exploiting cross-border opportunities and
through developing the Aviva brand across the region

In the fourth quarter of the year we opened
our regronal head office in Chicago This was an
important step, providing a focal point for our businesses
across the North Amencan region and a central hub
from which business development opportunities across
the Amernicas can be pursued

North Amenican Iife new business and general
Insurance premiums grew to £5,014 millien (2006
£2,273 mifhon) and regional EEV operating profit for
North Amertca was up 131% to £408 million (2006
£183 mufhon) accounting for 11% of the Aviva group

Graph removed

USA

Aviva USA has had a record year with sales of
£3,602 millon (pro forma 2006 £2,821 milhon) up
39% on a pro forma basis following the acquisition
of the former Amerls Group completed in late 2006
This excellent performance was achieved through
the introduction of new products and our expanding
distribution network We are on track to double
the size of the business within three years following
the acquisttion

Our annuity sales increased 47% on a pro forra basis
to £2,600 milhon (pro forma 2006 £1,921 millon) which
I5 a ternfic result This performance has been achieved
agamst a backdrop of an annuity market which has been
unsettled by equity volatiity and a low yield environment
The outlook remains compelling particularly as the
“baby boomer” generation reach and enter retirement
over the coming years

Other sales grew by 21% on a pro forma basis
to £1,002 millon (pro forrma 2006 £900 mullion),
including funding agreement sales of £429 million
(pro forma 2006 £330 rmuilion) which are large corporate
transactions The US Iife market has grown by 8%
in the year, fuelled by increasing consumer demand
for guaranteed benefits

Innovation in product design has been a key part
of our success We launched the second generation
of the Guaranteed Lifetime Withdrawal Benefit nder,
improving a product already recognised as market leading,
and introduced a new suite of products to our propretary
distnbution network

In additton we are now offenng a vanety of wellness
products and services through an exclusive relationship
wath Mayo Clinic Health Solutions These services are core
to our new "Wellness for Life” programme, an innovative
ndustry leading product expected to differentiate and
enhance the Aviva brand in the United States

We successfully launched a new national marketing
campaign to buitd Aviva brand awareness across the
United States through television, print media and trade
magazines Continuing to raise customer awareness
of Aviva In the eyes of both our existing and prospective
customers Is an important part of our plans for 2008

Rating upgrades were announced in October and
November 2007, with AM Best increasing our rating
to A+ “supenor”, and Standard & Poors and Fitch
to AA- These upgrades recognise Aviva USA as being
core to the Aviva group and reflect the strength of
our business in indexed markets, strong earnings
performance and strong capitahsation The upgrades
are very important to our customers and agents and
will help us continue to grow by being more competitive
In existing distnbution channels as well as through
accessing a broader product and distnbution platform

Business
review
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Business review continued

North America continued

Our success in 2007 has been achieved by remaining
focused on our customers, agents and employees
while going through a major transformation integrating
our businesses following the acquisition of AmertJs
in November 2006 The operations located in Boston
have now heen successfully combined with those of
the former AmerUs companies, with all of the goals
associated with the integration of those operations met,
including exceeding the key financial target of achieving
£23 mithion of annualised savings at a cost of £25 million

Our people are our greatest resource and remain at
the heart of what we do We successfully managed the
integration of our two businesses, mimmising job losses
while retaning our key people dunng this challenging
period of tme Being part of Aviva enabled us to benefit
from the talent pocl across the global crganisation through
the sharing of information, best practices and people

In addition, recruitment at our life headquarters
in Des Moines was at an all time high, reflecting the
significant growth n the business Over 245 new positions
have been created and we were successful in attracting
new talent locally, regionally and from across the US
This 15 an exciting time for our people In Aviva USA

The increase 1n EEV Ife operating profit to £255
million (2006 £32 rmufhon} reflects the benefit of the
AmerUs acquisition and improved new business profits
fallowing the excellent sales performance The acquistion
also contributed to the increase in IFRS operating profit
to £103 millon (2006 £13 mifion) Dunng the year,
our total assets grew by 10% to £20 billon

The future for the US business remains exciting
The attractiveness of our preducts, coupled with our
expanding distnbution and excellence n product innovation
when set In the context of a long-term growth market,
puts us In a great poesition going forward The strong
momentum upen which we finished 2007 will continue
to fuel our performance in the year ahead

Canada

Awva Canada provides innovative, market-leading
products to clients across Canada Supported by over
3,000 independent brokers, we operate through a
mulu-channel, mutti-distnbution network including
retall customers, groups, affinities, small to medium
commeraal and programme business

We achieved growth without compromising
profitability Net written premiums were £1,412 milion
(2006 £1,389 rfhon), an increase of 4%, reflecting
growth In both personal and commercial lines

Qur operating profit improved to £154 million
(2006 £148 mufron) which 1s a goed result in challenging
market conditions A reduction in underwnung profit
was offset by an increase in investment return, resulting
from higher fixed income yields and higher average
asset bafances

Product innovation -
Wellness for Life

Picture removed

An innovative new product s

our “Wellness for Life’ Programme
Thus first-of-its-kind Iife insurance
product has been developed with
the world-renowned Mayo Clinic,
rewarding consumers for leading
a healthy lifestyle

Customers have the opportunity
to reduce the cost of their life
insurance by meetng some
wellness-oriented critena,

such as having regular physical
examinatons by a doctor or by
maintaining ther body weight
within a range established at the
time they purchase the policy

Wellness for Life 1s consistent

with our commitrment to Improving
the lives of our customers and
providing them with the best
possible products and services

For more information wisit
WAWW BVIVBUSa COm
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In personal lines, our premiums increased by 3% In
a market with {lat rates in Ontano and auto reform
impacting several provinces Our warranty business
experienced organic growth of over 60% In the specialty
personal ines market we continued as the number one
provider of leisure and lifestyle insurance products

Commercial ines net written premiums increased by
6% In a softening market In particular, Fastrax, our broker
portal for small commercial business, achieved good
growth of 29% Utilising this technology and with further
growth, we expect to become the leader in this market

Management of claims costs is a core expertise
We proactively manage claims costs through our Premiere
Healthcare programme and have partnered with the
University Health Network to deliver ground-breaking
research on treatment for soft tissue ijunes Our daims
satisfaction Is exceptional and stands at an impressive 93%
We are the only insurer in the world to have achieved
accreditation by CARF {Commission on Accreditation of
Rehabilitation Facilities), an mdependent, non-profit
accredhtor of service providers In many areas of healthcare,
community programmes and medical rehabilitation

In 2007 we achieved exceptional satisfaction scores
from our brokers with 88% responding that they would
recommend Aviva to their customers We remain
committed to supporting the independent broker
channel in Canada and we have invested significantly
in helping brokers to protect their business and develop
new growth opportunities

We are making substantial investments in the
business to secure our future profitability and growth
Our investments will help us streamline back-office
processes, enhance msk selection and pniang sophistication
and improve the overall broker and consumer expenence

Through mvestment and engagement Aviva Canada
continues to be successful in attracting, bullding and
retaining the best talent in the ndustry Our approach
to training has won international acclaim with our
Core Insurance Skifls prograrmme recognised by Skilisoft
{a global provider of e-learning content)

Looking ahead, we expect that the Canadian general
insurance market will continue to expenence low growth
driven by a softerung of commercial lines rates and greater
stability for rates in personal lines Motor Insurance rate
increases In Ontario will positively impact the outlook for
premium and profit growth
In 2008 to 2009, we will start realising the benefits
of the strategic mvestments we have made over the
past few years This will allow management to accelerate
the growth of the business and improve underwnting 45
performance We are also making a strong investment
In communicating the Aviva brand The launch of
our brand campaign i 2008 will significantly raise
consumer awareness

Business
review

ThinkFirst and Aviva
Canada Insurance —
Safety for Canadian Kids

Picture removed

Awviva Canada launched a signature
partnership in 2007 wath ThinkFirst,
a chantable organisation devoted
to the prevention of injury in
chitdren and young people

We have committed to C$500,000
in sponsorship over the next two
years which will help to strengthen
existing local ThinkFirst chapters and
assist in the creation of new ones

The partnership will provide
opportunities for Aviva employees
to volunteer at special events and
with local chapters It will connect
Aviva and our employees with
the concept of protection in the
community at large

For more information visit
www thinkfirst ca or

www awvaggng_cja com
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Business review continued

Asia Pacific

Total sales

£4,117m

(2006 £2572m)

PVNBP £1,429m

Investrent sales £2,660m

Net written premiums £28m
£4,117m

EEV operating profit

£97m

(2006 £92m)

Long-term savings £91m

Fund management £15m

General Insurance fdm

QOther operations £(13)m

£97m

IFRS operating profit

£37m

(2006 £50m)

Picture removed
Employees and locations

2,052

(2006 1 784)

Australia Malaysia
China Singapoe
Hong Kong Sn Lanka
India Tawan
South Korea*

* Aviva announced on 31 January 2008 that
11 15 to enter the South Korean life insurance
market by forming a consortium wath
woor Finance Holdings Company Ltd

Major operating brands

In Singapove, we rank first in combined
sales of long-term savings products,
induding urut trusts

a Australia seventh in indmdual protection
market and sixth in the platform market
One of the fasted growing kfe insurers
in Hong Kang
P u I o Logo removed

Region Asia Pacific
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Our strategic priorities are:
Scale and growth through:
—  Priortised portfolio
- Regional operating model
— Investment required

: . - 47
How will we achieve this? .
usiness

- Take advantage of the huge and well understood demographic opportunities review
—  Dnve growth through the successful bancassurance model

— Share expertise such as the Australian wrap platform

— Expand further our geographical footprint in the region

— Realise cost savings and synergies through the regional operating model

Progress in 2007:

Continue to roli out our successful bancassurance distribution model,
tailored to the specific needs of our markets
— New bancassurance deals signed in Malaysia, India, Sn Lanka and Taiwan

Continue to strengthen our relationships with key brokers and other partners

— In Australia, we acquired a strategic stake in Mentus Financial Group which resulted
In Aviva having equity holdings in four Dealer Groups

- In Tawan, we entered into a JV partnership with First Financial Holdings Company
which will have an exclusive bancassurance agreement with its flagship subsidiary,
First Commercial Bank, Tawan's second largest bank network

— In Singapore, we acguired DollarDex which would enable us to bulld a direct
customer base and further diversify distribution via our entry in the B-2-C segment

— In Malaysia, we bought a strategic stake in two of CIMB Group's subsidianies which
will provide access to over four million customers as well as introducing takaful
{Islamic Insurance) to the Aviva Group

Exploit the scale of Aviva through knowledge sharing and skills in multi-channel

distribution, product development and service delivery

— Joined forces with Aviva USA and Spain to share knowledge on product design and
Industry trends Delegates from Asia Pacific included Australia, China, Hong Kong,
Singapore and Taiwan

Looking forward:

Our medium-term target is to:
- Grow long-term savings new business sales by an average of at least 20% a year

to 2010
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Asia Pacific continued

Dear Shareholder,

There are huge opportunities in the
Asia Pacific region to grow Aviva’s business
over the coming years

By continuing to expand our portfolio
of long-term savings, protection and takaful
insurance products across more countries
In the region, by continuing to offer better
service to customers and by continuing
to invest m our people, we plan to achieve
our targets and increase our share of the
group result

While we are exploring new markets
in the region, we are also focusing on
achreving our full potential in our existing
businesses, particularly those where we
have just begun operations

One of our main strengths lies in
the "one Aviva” operating model which
enables us to share skills and services
across the region and group For example,
we are investigating opportunities to
implement our very successful Navigator
preduct 1n more countries When entering
new markets we can use expertise from
elsewhere in the region, adapting tred
and tested distribution approaches to the
local market and establish ourselves quickly

We have already achieved rapid
growth in Asia Pacific The Aviva brand
15 becoming well known, our business
model 1s successful, and we are confident
that we can continue to build on this
strong base

Simon Machell
Chief executive, Asia Paafic

Signature removed

Picture removed

Long-term savings

2007
RS IRS EEV New New
pofit  operating  operating usiness  business

before tax profit profit PVNEP contbubon®  margin'*
£m im im £m £m %
Australia 47 37 48 439 26 59
Asia 4] (6) 43 990 36 36
Asia Paafic 40 3 91 1,429 62 43
2006
FRS [ 21\ EEV New New
poft  operasng  operatng busness busness

before 1ax profit profit PAEBP* contnbubon*®  margm*
im fm im £m £m %
Australia 59 37 49 297 17 57
Asia 9 7 37 685 26 38
Asia Pacrfic 68 44 86 982 43 44

*  Excludes rmvestment sales Investment sales totalled £2 660 milicn
{2006 £1,564 miffion) gang overall new business sales of £4 089 million
(2006 £2,546 milhon)

** Stated betore the effect of required capital

Fund management

IFRS operating profit EEV operating profit

007 2006 2007 2006

£m im £m m

Asia Pacific 15 9 15 9

General insurance, health and related services
[ 2:47 RS Combned Net

profit  operatng  operatng wntten Undeewn

before tax profit rabe”*  premum L
£m im % fm im
2007 4 4 97 28 3
2006 5 3 98 26 3

* General Insurance business anly
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Regional goals and objectives

We have continued to make great pragress towards our
ambition of establishing Aviva as a leading international
player in the Asia Pacific region We plan to grow the
business by at least 20% per year to 2010, aiming to
make Aviva Asia Pacific a more significant part of the
Aviva group

During 2007 we added two new businesses to our
Asia Pacific footprint, Taiwan and Malaysia In January
2008, we formed a partnership with Woon Finance
Holdings Company Ltd to enter the South Korean life
nsurance market by acquinng a stake in LIG Insurance
Co Ltd which 1s expected to take place in the first half
of 2008 subject to regulatory approval

We now have operations in nine markets
Our businesses are all at different stages of development
and in tandem with the economic outlook for Asia,
which predicts growth rates of between 4 1% in Tawan
to 8 6% in China for the next five years, our outlook 1s
very positive We currently have the opportunity to actively
grow our existing businesses in the region, in particular
in the high growth markets of India and China and at the
same time, we are assessing the potential of other markets
In the region In order to grow efficiently, we are also
focusing an maximising the use of shared services and
knowledge across the region

Strategic developments

Aviva has a strong agenda for growth 1n the region,
aiming to build scale and expand into new markets
A strong regional office, based in Singapore, has been
established to act as a hub of expertise and to provide
support to the region The regional operating model will
provide cost savings and synergies as well as faclitate
the sharing of product expertise and transfer of 1deas
between markets

We operate a multrdistnbution strategy, with
particular strength 1n bancassurance, and am to continue
to harness the benefits of mult-distnbution in all of our
markets nthatives to achieve this will see the growth
of channels heyond the dominant agency sales force,
which we expect to decline in the region aver coming
years due to increased deregulation

Graph removed
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Our brand in Asia Pacfic

Building our brand has become more important than ever
with commoditised products and increased competition

In 2007, our customer advocacy scores across most of

our markets improved, meeting key performance targets
Our focus to bulld brand awareness made further progress
as the operations In Singapore, Australia, Hong Kong

and India launched a shared brand campaign utilising

a common consumer theme, raising prompted brand
awareness scores across each of these markets

Business results

Aviva Asla Pacific continues to achieve a strong rate
of growth with total new business sales 60% higher
at £4,089 milion (2006 £2,546 milhon) driven pnmanly
by strong Navigator sales across the region

In Austraha, total sales grew by 46% to £2,400 mulfion
(2006 £1,600 milfion) following strategic investment in
key independent financial adwiser groups and favourable
changes to superannuation legislation Within this total,
Iife and pension sales Increased 44% to £439 millon
(2006 £297 miflion) reflecting growth in protection
business and a strongly performing retail Investrnent sector

Sales for the rest of Asia Pacific of £1,689 milion
{2006 £946 miflon) continued to grow as & result
of our expanding distribution and broadening
geographical presence

Life and pension sales were up 51% to £990 million
{2006 £685 milion) In Smgapore, sales grew through
our strong relationships with key brokers and those in
Hong Kong through the continued good performance of
our partnership with the banking group DBS In China we
have increased our presence in the country to eight provinces
and are now ranked second among foreign mnsurers
and in india, sales have increased through bancassurance
partnerships, ongoing expansion of the direct sales
farce and the addibion of new branches in the year

Cur performance to date demonstrates the
effectveness of multi-channel distnbution Leveraging
this core capability in 2007, we have established a
further two new joint ventures in Malaysia and Tawan,
giving Aviva access to mine million potential new
customers across these markets

Life EEV operating profit for the region increased
by 6% to £91 millon (2006 £86 rufion), with an
improvement in new business contribution to £62 milhon
(2006 £43 miion) reflecuing the strong sales performance
i the year New business margin remained strong
at 4 3% (2006 4 4%) Cperaung profit in fund
management was £15 milhon (2006 £3 mihon} mainly
due to higher funds under administration following the
Nawigator sales performance
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Asia Pacific continued

Australia — Riskfirst,
changing the way the life
insurance industry operates

Picture removed

Aviva’s new Riskfirst system,

the first signature-free online
underwnting platform in Australia,
15 changing the way the hfe
insurance ndustry cperates

The online process enables fasier
completion of Iife insurance polices
which has improved adwisers’
turnaround time by a third and
benefited relationships with

their dients

The Riskfirst applications accounted
for 25% of new business just
three months after launch -

a clear demonstration that this

i1s breakthrough technology that
sets Aviva apart Our ploneenng
technology was a contributory
factor as Aviva earned first place m
the prestigious Taytor Life insurance
Industry Survey in December 2007
The survey 1s based on the views
of more than 1,600 protection
adwisers across the industry

For more information visit
www avivagroup.com au

Australia

Our strategy 1s for continued growth of our existing
independent finanaal adwiser channel while diversifying
distnbution into new channels 2007 has been a year

of outstanding growth for our investment and
superannuation products provided through the Nawigator
platform and our protection business This growth was
based upon the continued strength of our product and
service offer and significant contnbutions from the key
adwiser groups in which Aviva holds strategic stakes
Favourable changes in superannuation legislation dunng
2007 have driven strang market growth for Navigator
and we have seized these opportunities to outperform
the market We are currently ranked seventh in the
indmdual protection market based on new business

and sixth in the platform market based on net

inflows and are increasing market share in both areas
Qur service excellence on protection resulted in Aviva
being recognised as the number one protection provider
in the Taylor Life Insurance Survey This survey 1s the
benchmark in the Life Insurance sector

Graph removed

China

Aviva-COFCO operates a multi-channel, multi-product
strategy which now indudes direct telemarketing

We have always been focused on our 10x10x10 strategy —
to achieve 10% new business market share across

10 provinces by 2010 - and 2007 was a significant year,
beng the jont venture's fifth annversary In the space

of those five years we already have eight branch licences
with operations in 25 cities We are ranked second largest
foreign Iife provider in terms of total prermium among

25 forergn insurers in China

Hong Kong

Hong Kong is a dynarmic financial market which plays

a leading role in the regional economy Cur business here
progressed sigrificantly In 2007 with over 80% growth
against 2006 Strong performance came from the rapid
development of our independent financial adviser (IFA)
channel, which now accounts for more than hall of our
sales, and our continued bancassurance success with the
Development Bank of Singapore {DBS), South East Asia’s
Jargest banking group As one of the fastest growing

Iife insurers in Hong Kong, we aim to continue o build
our market share through further development in the
growing bancassurance and IFA channels
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India

India’s young urban population base prowdes strong
growth potential in the long-term savings market

Our strategy 1s to acquire new customers through
distnbution relationships with banks as well as through
our 30,000 strong direct sales force (2006 14,000}

The guality of our direct sales force 1s key for incremental
growth and we are investing in capability and infrastructure
to improve the quality of sale and productmty per agent
We currently rank eighth among the private insurance
companies In the market

Malaysia

in July, we entered the Malaysian market through
the acquisition of a 49% stake in two of CIMB Group's
subsidianies, Commerce Life Assurance Berhad and
Commerce Takaful Berhad who have entered into
exclusive bancassurance agreerments with CIMB Group’s
subsidrary, CIMB Bank, giving Awiva access to over four
milion potentral new customers as well as introducing
takaful {Islamic insurance) to the Aviva group

In October, we obtamned regulatory approval from
Bank of Negara on establishment of the International
Currency Business Unit ICBU) This ICBU establishment
allows a window for companies to sell Takaful products
in multiple currencies with a ten year tax waiver for
the entity

China - Aviva-COFCO
recognised for foresight
with best channel
strategy award

Logo removed

In an industry-wide ceremony,
Awviva-COFCO, our joint venture
in China, was given the "Best
Channel Strategy” award by China
Insurance Marketing, a nationat
magazine for Chinese business
professionals This recogrises the
company’s foresight and initiative
In creating a centre for the
training and development of
brokers The training programme
includes product knowledge,
customer service, sales, business
adrministratton and management

For more information visit
www aviva-cofco com ¢n

Singapore

In Singapaore, we rank first in combined sales of

long-term savings products, induding urit trusts

We employ a mulh-channel distrbution strategy led by

a strong parinership with DBS Bank Our IFA channel

has been growing aggressively and we established a new

channel In 2007, wholesaling through Manulife and TM

Asta In the employee benefits and healthcare business,

we are the leading provider, providing insurance for 51
one out of every three insured employees in Singapore

Our Navigator business crossed 532 billion (£700 million)
funds under admirustratton 1n October 2007 We aim

to continue to build our market share through further
development in the various channels, increasing brand
awareness and Improving customer engagement

Business
review

Sn Lanka

In Sni Lanka, we own a 51% stake in Eagle Insurance
{Eagle) Eagle 15 ranked the third largest Irfe insurer and
fifth largest general insurer In the country During 2007,
Eagle entered into its third bancassurance agreement,
with Sampath Bank, gaining access to almost one million
additional potenttal new customers

Taiwan

In December, we received approval from Tamwan's
regulator to set up our life msurance joint venture,

First Aviva, with First Financial Holdings Company

(FFHC) First-Aviva, in which we have a 49% shareholding,
will distnibute long-term savings and pension products
through an exclusive bancassurance agreement with
FFHC's flagship subsidiary, First Commercial Bank,

Taiwan's second largest bank network First-Aviva
commenced operations on 2 January 2008
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Dear SharEhOIder, A“ocate caprta'
Durnng my first year as Group Finance We completed our work on the indwidual capital
Director there has been significant actmity assessment (ICA) of the group for 2006
across the Aviva finance community and - WE; aC?'eVed an /’;’\fﬂ BESLU(Pgradﬁ for ;h: (Lilg bustrllless
to A+ {"supenor”) from A (“excellent” itionally,

Ohur major achievements are set out on Standard & Poor’s have reaffirmed their rating of our
the r lght core subsidianes as AAVAA- (very strong) including 53

We have made significant progress upgrading the Aviva USA rating to AA-, alt with a
on the development of the global finance "stable” outlook Business
strategy this year This will enable us to review

lay firm foundations for future growth,
meet future regulatory requirements and
prepare for financial reporting change
In 2007 we focused on two areas
the creation of robust governance to
secure the timely and efficient delivery of
the strategy, and the development of the
policies, frameworks and guidelines that
we will use 1n 2008 to deliver and embed
the change group-wide

At the end of August, | chaired the first
finance directors’” forum since the creation
of our regional structure Its representatives
come from every business and region and
have a key role in defining our finance
agenda Our first meeting focused on
managing our considerable finance talent —
developing leaders for the future and
finance professionals with the skills and
experience to support our challenging plans

The global finance conference at
the beginning of October gave the finance
leadership team the chance to see the
benefits of working together to deliver
financial clanty and ssmplicity across the
group We are committed to creating
a "One Finance” team and to play our part
N achieving “one Aviva, twice the value”

Philip Scott
Group finance director

Signature removed

Picture removed

Manage risk

The nsk management framework and gutdance
was rolled out across the group during 2007

We apponted Marcelo Cruz as our new chief
nsk officer

Financial reporting

We introduced a new approach to reporting our

Iife operating profit on an IFRS basis, which enables
us to monitor underlying performance without the
distortions caused by market volatility

We continued to participate in development of

IFRS Phase Il and submitted our feedback on the
International Accounting Standard's Board preliminary
views in November

Looking forward

We will build on the progress made to date to
deliver and embed the Global Finance strategy
across the group

In hine wath other CFO forum members, we are
working to roll out market consistent embedded
value reporting for year end 2008

We will continue to embed ICA into our business

decision making process for investment assessment
and for caprtal allocation
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Capital management

Capital

Capital management objectives

Aviva's capital management philosophy 1s focused on
capital effiaency and effective nsk management to support
a progressive dvdend policy and earnings per share
growth Rigorous capital allocation is one of the Group’s
primary strategic priontes and s ulumately governed by
the Group Executve Commuttee

The Group’s overall capital nsk appetite 1s set
and managed wath reference to the requirements of a
range of different stakeholders including shareholders,
policyholders, regulators and rating agences In managing
capital we seek to

- mantan sufficent, but not excessive, financial
strength to support new business growth and satsfy
the requirernents of our stakeholders,

—  optimise our overall debt to equity structure to
enhance our returns to shareholders, subject to our
capital nsk appetite and balancing the requirements
of the range of stakeholders,

- retain financal flexibility by maintaining strong
hquidity, including significant unutiised committed
credit ines and access to a range of capital markets,

- allocate capital ngarously across the Group, to dnve
value adding growth in accordance with risk appetite,

~ Increase the divdend on a basis judged prudent, while
retaining capital to support future business growth,
using dmdend cover on an IFRS operating earnings
after tax basis in the 1 5 to 2 0 times range as a guide

Capital resources

The prnmary sources of capital used by the Group
are equity shareholders’ funds, preference shares,
subordinated debt and borrowings We also consider
and, where efficient to do so, utilise alternative sources
of captal such as remnsurance and secuntisation in addition
to the more traditional sources of funding Targets are
established n relation to regulatory solvency, ratings,
liquidity and dividend capacity and are a key toolin
managing capital in accordance with our nsk appetite
and the requirements of our vanous stakeholders
Overall, the Group has significant resources and
financial strength The ratings of the Group’s main
operating subsiciaries are AA/AA- ("very strong”) with a
stable outlook from Standard & Poor's, Aa3 (“excellent”)
with a stable autlook from Moody's and A+ (" Superior”)
with a stable outlook from AM Best These ratings reflect
the Group's strong liqutdity, competitive posttion,
capital base, Increasing underlying earnings and strategrc
and operational management The Group 15 subject to
a number of regulatory capital tests and alsc employs
economic capital measures to manage capital and nisk

Capital allocation

Caprtal allocation 1s undertaken based on a ngorous
analysis of a range of financial, strategic, nsk and capital
factors to ensure that capital is allocated efficently to
value adding business opporturities A clear management
deasion-making framework, Incorporating ongoing
operational and strategic performance review, periodic
longer term strategic and finanaial planning and robust
due diligence over capital allocation 15 1n place, governed
by the Group Executive Committee and Group Capital

Management Commuttee These processes incorporate
vanous capital profitability metncs, including an
assessment of return on capital employed and internal
rates of return in relation to hurdle rates to ensure caprtal
s allocated efficiently and that excess business unit capital
is repatnated where appropnate

Different measures of capital

In recognition of the requirements of different stakeholders,
the Group measures its capital on a number of different
bases, all of which are taken into account when managing
and allocating capital across the Group These include
measures which comply with the regulatory regmes within
which the Group cperates and those which the directors
consider appropriate for the management of the business
The primary measures which the Group uses are

(1} Accounting bases

The Group reports its results on both an IFRS and a
European Embedded Value basis The directors consider
that the European Embedded Value pnnciples provide a
more meaningful measure of the long term underlying
value of the capital employed in the Group’s hfe and
related businesses This basss allows for the impact of
ungertainty i the future investment returns more explicitly
and 1s consistent with the way the life business is priced
and managed Accordingly, in addition to IFRS, we analyse
and measure the net asset value and total capital
employed for the Group on this basis This 15 the basis on
which Group Return on Equity 1s measured and against
which the corresponding Group target 1s expressed

(1i) Regulatory bases

Individual reguiated subsichanies measure and report
solvency based on applicable local regulations, including in
the UK the regulations established by the Financial Services
Authonty (FSA) These measures are also consolidated
under the European Insurance Groups Directive (IGD) to
calculate regulatory capital adequacy at an aggregate
Group level The Group has fully complied with these
regulatory requirements dunng the year

(1) Rating agency bases

The Group’s ratings are an important indicater of finanaal
strength and maintenance of these ratings 13 one of the
key drivers of capital nsk appetite Certain rating agencies
have propnietary capital models which they use to assess
avallable capital resources against capital requirements,

as a component of their overall cntena for assigning ratings
In addition, rating agency measures and targets in respect
of geanng and fixed charge cover are also impartant in
evaluating the level of borrowings utilised by the Group
While not mandatory external requirements, in practice
rating agency capital measures tend to act as one of

the primary drivers of capital requirements, reflecting the
capital strength required in relation to our target ratings

(v} Economic bases

The Group also measures its capital using an economic
capital model that takes into account a more realistic set
of finanaal and non-finanaal assumptions This model has
been developed considerably over the past few years and s
Increasingly relevant in the nternal management and external
assessment of the Group’s capttal resaurces The economic
capital model 1s used 1o assess the Group's capital strength
in accordance with the Indwdual Capital Assessment (ICA)
requirements established by the FSA Further developments
are planned to meet the emeraing requirements of the
Solvency Il framework and other external agencies
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Further details regarding the use of economic capital Net internal debt represents the balance of the above
in nsk management are set out In the “Risk management”  amounts due from corporate and holding entities,
section on page 58 less the tangible net assets held by these entities
Financal leverage, the ratio of the Group's external senior
Accounting basis and capita| and 5L(1bord|nated)debt 50 EEV capital andhreserves was
17% (2006 20%) Fixed charge cover, which measures
employed by segment the extent to which external interest costs, including
The table below shows how our caprtal, on an EEV basis, subordmated debt interest and preference dividends,
15 deployed by segment and how that capital 15 funded are covered by EEV operating profit was 9 8 times
(2006 103 times)
™ 35
Long-term savings 23,272 20,094 Regulatory bases Business
General insurance and health 5,487 5,176 review
Other business induding fund management 1,056 3056 Regulatory basis - Group
Comporate* (31 (159 European Insurance Groups Directive (IGD)
Total capstal employed 29,784 26 310 31 December 31 December
Fnanced by 2007 2006
Equity shareholders funds 20,253 17,531 Insurance Groups Directive (KGD)
Minority Interests* * 3,131 2,137 excess solvency £31bn £35bn
Drrect capital instrument 990 gop  Cower {tmes) over EU mirimum 16 times 18 times
Preference shares 200 200
Subordinated debt 3054 3937 The Group has a regulatory obhgation to have positive
xternal debt 1757 1,258 solvency on a regulatory IGD basis at all imes The Group’s
Net miernal oebr 399 7557 sk management processes ensure adequate review of
29,784 76310 this measure At 31 December 2007, the estimated excess
Net asset value per share — EEV basis 773p ge3p  regulatory capital was £3 1 bullion 37 December 2006

* The “Corporate” net liabxlites represent the elament of the pension
scheme defiat beld centrally

** Minonty interests have inaeased ta £3,131 millon (2006 £2, 137 milfion)
due to foreign exchange movement, capital contnbutions from property
mnvestrnent vehides and acquired subsidianes  pnmanly Cajamurcia
and Avpop

At 31 December 2007 the Group had £29 8 billion
{Restated 31 December 2006 £26 3 billion) of total capital
employed, In its trading operations measured on an EEV
basis The significant increase in shareholders’ funds reflects
the strong operational performance in the penod and
foreign exchange impacts Net asset value per ordinary
share, based on equity shareholders’ funds, has grown

to 772 pence per share (2006 683 pence per share)

Total capital employed is financed by a combination
of equity shareholders’ funds, preference capital,
subordinated debt and borrowings In addition to
our external funding sources, we have certain internal
borrowing arrangements in place which allow some of
the assets that support technical llabilities to be invested
in a pool of central assets for use across the Group
These interna! debt halances allow for the capital allocated
to business cperations to exceed the externally sourced
caprtal resources of the Group Although intra-group in
nature, they are included as part of the capital base for
the purpose of capital management These arrangements
anse n relation to the followng

- Certain subsidianes, subject to continuing to satisfy
standalone capital and iquidity requirements, loan
funds to corporate and holding entities, these loans
satisfy arms length cntena and all interest payments
are made when due

—  Awwa International Insurance (All) Ltd acts as both
a UK general insurer and as the pnmary holding
company for the Group's foreign subsidianies Internal
capital management mechanisms in place allocate a
portion of the total capital of the company to the UK
general insurance operations These mechanisms also
allow for some of the assets backing technicat hablities
to be made avatlable for use across the Group Balances
in respect of these arrangements are also treated
as internal debt for capital management purposes

£3 5 billor) This measure represents the excess of
the aggregate value of regulatory capital employed
in our business over the aggregate minimum solvency
requirements imposed by local regulators, excluding the
surplus held in the Group’s UK Life funds

The mmimum solvency requirement for the Group’s
European businesses 1s based on the Solvency 1 Directive
In broad terms, for EU operations, this is set at 4% and
1% of non-linked and unit-linked life reserves respectively
and for Aviva's general insurance portfolio of business 1s
the higher of 18% of gross prermiums or 26% of gross
daims, 1n both cases adjusted to reflect the level of
rensurance recovenes For the Group's major non-
European businesses (the US, Austraha and Canada)
a nsk charge on assets and ligbilities approach is used
The IGD is a pure aggregation test with no credit given
for the considerable diversification benefits of Aviva

Our excess solvency of £3 1 billion reflects a net
decrease of £0 4 billien since 31 December 2006, drniven
by ncreased capital resource requirements due to changes
In regulatory rules and a strengthening of the Group's
approach to the calculation of the resource requirement
These additional requirements offset the growth
in resources due to strong operational performance

Regulatory basis — General insurance
and International

Our prncipal UK general insurance regulated subsidianes
are All and Nomwch Unon Insurance (NUI} Dunng 2007,
NUI was transferred to become a subsidiary of the

All Group, bringing all of the UK general insurance
operations under All The combined businesses of the
All Group have a strong solvency position as set out in
the table below On an aggregate basis the estimated
excess solvency margin {representing the regulatory value
of excess avallable assets over the required mimimum
margin) amounted to £3 7 billion 37 December 2006
£3 8 biffion) after covenng the minimum capital base

of £5 5 illion (31 December 2006 £4 5 bifhon)
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Capital management continued

31 Decermber 31 Decernber

31 December  December

2007 2006 2007 2006
Al Group

pro forma Estmated Estimated

All Group  induding NUI Estimated realistic nsk
realstic  Realstic nherted  capital Estmated Estrnated
Capital resources £9 2bn £83bn assets labilibes*  estate** margin'  excess  extess
Capntal resources requirement £5 Sbn £4 Sbn £bn £bn Ebn £bn £bn £bn
Sohvency surplus £3 7bn £3Bbn  CGNULfe 145 (13 1) 14 3 11 20
Caover 17 times 18tmes  CULAC 139 {(127) 12 (0.4) 08 20
NULEPt 261 (24 2) 14 (06) 13 12
Aggregate 545 (50 0) a5 (13) 32 52

Regulatory basis — Long-term businesses

For the Group's non-participating wordwade Iife assurance
businesses, our capital requirernents, expressed as a
percentage of the EU minimum, are set for internal
management and embedded value reporting purposes
as the higher of

—  Target levels set by reference to internal sk
assessment and internal objectves, taking account cf
the level of operational, demographic, market and
currency nsk

- Minmum capital level (ie level of solvency capital at
which local regulator 1s empowered to take action)

The required capital across the Group’s life businesses
vanes between 100% and 250% of EU mimimum or
equivalent Dunng the year, we reduced the required
capital for the UK annuity business from 150% to 100%
of required mmimum margin, bnrging it into hne with
the remainder of the non-profit portfolio The weighted
average level of required capital for the Group’s non-
participating life business, expressed as a percentage
of the EU mimimum (or equivalent) solvency margin has
decreased to 130% (31 Decernber 2006 134%) reflecting
the reduction in the level of required capatal for the UK
annuities business

These levels of required capital are used in the
calculation of the Group's embedded value to evaluate
the cost of locked in capital At 31 December 2007 the
aggregate regulatory reguirements based on the EU
minimum test amounted to £5 1 bilion (37 Decernber
2006 f£4 3 bilfion) At this date, the actual net worth
held in the Group's fong-term business was £10 5 billion
(31 December 2006 £8 9 billion) which represents
205% (31 December 2006 206%) of these minimum
requirements

Regulatory basis - UK Life with-profit funds

The available capital of the with-profit funds 1s represented
by the realistic iInherited estate The estate represents the
assets of the long-term with-profit funds less the realistic
labilites for non-profit pohaies within the funds, less asset
shares aggregated across the wath-profit policies and any
additional amounts expected at the valuation date to be
paid to in-force policyholders in the future in respect of
smoothing costs, guarantees and promises Realistic
balance sheet information 1s shown below for the three
main UK wath-profit funds, CGNU Life, Commercial Union
Life Assurance Company (CULAC) and Norwach Union Life
& Pensions (NUL&P) These reabstic habiliies have been
included wathin the long-term business provision and

the labilty for insurance and investment contracts on the
Group’s [FRS balance sheet at 31 December 2007 and

31 December 2006 Aviva recently announced a one off,
special bonus of £2 3 billion in respect of the CGNU Life
and CULAC with-profits funds, the impact of this special
bonus 15 reflected In the numbers presented below

* These realistic babilibes inchude the shareholders’ share of future boruses of
£1 2 billkon (31 Decernber 2006 £0 7 bifion) Realistic habilites adjusted
to eliminate the shareholders’ share of future bonuses are £48 8 bithon
(31 Decernber 2006 £48 6 bilkory)

These reabstic habilities make provision for guarantees options and
promises on a market consistent stochastic basis The value of the
provision included wathin realistic labilbes 15 £0 7 billon £0 8 bilion
and £3 0 billion for CGNU Life CULAC and NULEP respectively

{31 December 2006 £05 bilhon (0 7 billon and £3 O biffon for
CGNU bife CULAC and NULEP respectively)

** Estinated reakstic nherted estate at 31 Decernber 2006 was
£2 S hilion, £2 5 billon and £1 8 bithon for CGNU Life CULAC
and NUL&P respectively The distribution has resulted in a £2 3 billion
reduction i the estimated realistic inhented estate
t The nsk capital margin (RCM) s 3 S times covered by the inhented estate
31 Decemnber 2006 4 2 times) The RCM 15 lower a5 a result
of de-nsking the cost of guarantees
+ The NUL&P fund includes the Provident Mutual {PM) fund which
has realstic assets and liabirbies of £2 1 billion and therelore does
not impact the realistic inhented estate

Investment mix
The aggregate investment mex of the assets in the three
main with-profit funds at 31 December 2007 was

31 December 31 December

2007 2006

% %

Equity 37% 42%
Property 13% 16%
Fixed interest 37% 16%
Other 13% 6%
100% 100%

The equity backing ratios, induding property,
supporting with-profit asset shares are 75% in CGNU
Life, and CULAC and 70% i NUL&P New with-profit
business 1s mainly written through CGNU Life

A de-nsking strategy has been implemented in CGNU
Lrfe and CULAC to protect the estate from variations in
equity and property values While the asset mix for funds
backing policyholder habilities were unchanged by this,
the de-risking involved the reduction of the equity
proportion of the assets backing the cost of guarantees
and the inherited estate by approximately £2 billion

Potential reattribution of the inhented estate
Awiva's negotiations with the Policyholder Advocate,
Clare Spotuiswoode, regarding the potential reattnbution
of the remainder of the inhented estates of CGNU

Life and CULAC continue We are keen to bning this

to a conclusion soon so that we can put an offer to
policyholders as early as possible We wall only complete
this process If we are able to negotiate an arrangement
that 1s fair to pohcyholders and shareholders
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Regulatory basis - Solvency |l

Solvency 1l represents new legislation which proposes a
fundamental review of the capital adequacy regime for the
European insurance industry It ams to establish a revised
set of EU-wide capital requirements and nsk management
standards that will replace the current requirements
applicable to European insurance firms and Groups
Solvency 11 1s a unigue opportunity to modernise the
regulation of nsurance companies and groups Aviva 1s
fully committed to contributing to the success of Solvency
Il and continues to play an active role in its development
through partiapation in the consultation and quantitative
impact studies run by the European Commission and
European Regulatars, as well as working with industry
forums and working parties Solvency Il has the potential
to ahgn regulatory capital with internal nsk processes and
measures, provided the possible problems and pitfalls are
avaided While the proposed regime 1s still at an early
stage, the progress has been encouraging, the European
Commussion published its draft proposal for the high level
principles, “Level 1 Framework Directive” | in July 2007 and
it 1s erwisaged that the full suite of rules will be in place by
the end of 2010, with full implementation by 2012

Rating agency bases

Ratings are important in supporting access to debt capital
markets and in providing assurance to business partners
and policyholders over the finanaal strength of the
Group and 1ts ability to service contractual obligations

In recognition of this, the Group has solicited rating
relationships with a number of rating agencies

Rating agencies generally assign ratings based on an
assessrment of a range of financial (e 9 capital strength,
gearing and fixed charge cover ratios} and non financal
{e g competitive position and quality of management)
factors Managing our capital and liquidity position in
accordance with the Group’s target rating levels 15 a core
consideration in all matenal capital management and
capital allocation decisions

Economic bases

The Group uses a nsk based capital (RBC) model 1o assess
its economic capital requirements and to aid in rsk and
capital management across the Group This model is used
to support the Group's Indmdual Capital Assessments
(ICA) which are reported to the FSA for alt UK regulated
Insurance businesses

This modetl 15 based on a framework for identifying
the nsks that business units, and the Group as a whole,
are exposed to The FSA now uses the results of our ICA
process when setting target levels of capital for the UK
regulated businesses In ne with FSA requirements, the
ICA estimates the capital required to mitigate the misk of
insolvency to a 99 5% confidence level over a one year
time horizon (equivalent to events occurmng in one
out of 200 years) against finanaal and non-finanaal
tests Currently our ICA uses a mixture of scenano based
approaches and stochastic economic capital models

Tests covenng investment and Insurance scenaros are
speafied centrally to provide consistency across businesses
and to achieve a miimum standard Where appropnate,
businesses may also supplement these with tests specific
to thewr own situation In aggregating the vancus nsk tests
at business urut and Group level, we allow for correlation
effects between different nsks as well as dwersification
benefits This means that the aggregate sum cof the

nsks is less than the sum of all of the indimdual risks
Financial modelling technigues enhance our practice of
active nsk and capital management, ensunng sufficent
capital 1s avalable to protect against unforeseen events
and adverse scenarios Our aim continues to be the
optimal usage of capital through appropnate allocation

to our businesses Ve continue to develop our economic
capital modelling capability for all our businesses as

part of our development programme to Increase the
focus on economic capital management

Capital management actions

Duning the year, we have undertaken a number of
proactive actions In relation to capital management

- In the UK, Norwich Union generated operational
capital of £0 3bn through financial remsurance,
improving the returns for shareholders through the
use of leveraged capital Norwich Union also recently
completed a capital transaction transferrnng to
Swiss Re an economic interest In part of the UK Life
policy book to be adminsstered by them under the
qutsourang agreement made earlier in 2007,
which comes into effect as this business migrates
to Swiss Re over 2008 and 2009

— Inthe US, our Life business completed a transaction
to offsel the onerous capital requirements iImposed
by requlation AXXX The transaction relates to equrty
indexed life contracts including a no lapse guarantee
At the end of 2007, approximately £0 1bn of hability
was ceded to a captive reinsurance company
The amount ceded 15 expected to grow significantly
in future years

—  Consistent with a focus on EPS growth, we have
also announced the withdrawal of the current scnp
dmidend scheme and the introduction of a Dmdend
Reinvestment Plan, which avoids new share issuance,
from the 2008 internm dividend onwards

- We also continue to actively manage our exposure
to investment nsk and in the second half of 2007
we reduced our exposure to equity market volatility
by selling £2 6bn and £0 8bn of equrties in our
general insurance shareholder funds and the staff
pension schemes respectively These actions are
consistent wath our ongoing focus on efficient capital
management and enhancing returns to shareholders
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Risk management

The Group’s approach to risk
and capital management

As part of our overall corporate governance framework
described on pages 82 to 87 we operate a nsk
management structure, under the leadership of a
Group Chief Risk Officer whose prnimary objective 1s to
align the strategic deaisions of the group with shareholder
risk appetite Group Risk has a mission also to manage
risks by protecting the group from events that can
hinder the achievement of our objectives, our financial
performance, or cause us to fail to exploit opportunities
Risk management incorporates an integrated group-wide
approach to identify, assess, measure, manage,
and moenitor the risks to which our businesses are
exposed Group Risk 15 also responsible for regulatory
rsk and relationship with our regulators worldwide,
for managing the corporate governance and for
business continuity programmes

We have established a number of policies that
deal with the management of both finanoal and
non-financial nsks These policies define our nsk appetite
and set out nsk management and control and business
conduct standards for the group’s worldwide operations
They enable a broadly consistent appreach to the
management of risk by business units For each policy,
a member of senior management Is responsible for
overseeing compliance with that policy throughout
the group

Risk Committees Financal and Operating Risk

Risk management 1s coordinated by a central Group team,
led by the Group Chief Risk Officer Within our regional
structure, each regional support office 1s in the process of
appointing regional risk officers wall that work under the
leadership and coordination of Group Risk 1o ensure that the
nsk profile within the regions is under the limits established
and agreed by the Group centre The regional nsk officers
work with the business unit rsk officers to ensure that the
nsk management framework is embedded and working
appropriately i our businesses, and work with the Group
senior management to communicate and coordinate nsk
management decisions that are taken at a group level

Addtionally, we operate a number of oversight
committees to monitor aggregate nsk data, take nsk
management decisions, and to ensure the implementation
of the risk policies Our risk management committee
structure Is set out below

Group Risk also reports to the Charman of the
Risk & Regulatory Commuttee assuring independence of
the function Our governance structure and policies are
regularly reviewed to reflect the changing commercal and
regulatory ervironment, and our own organsational structure

In 2007 we have reviewed our group policy set
The policies have been refreshed, and set cut In consistent
language both the inherent nsks Aviva faces and the
minmum standards of control required to mitigate them
The policies clearly set out the roles and responsibilities of
businesses, regions, policy owners, and group oversight
committees, reflecting the change in crganisational structure
that has taken place in Aviva These polices became
effective on 1 January 2008, and wili become fully
embedded dunng 2008

Reinsurance
Secunty

Board
Risk &
CSR Audit
Regulatory
Commuittee Committea Commrttee
Executive
Committee
Mana:ea::elg Operational Risk
Committee Committee
Life insurance HH  Capital Management T I+ Compliance
Corporate Reputation
Business
General Insurance I Reserving Protection H & Stakeholder
Engagement
Investment HR H
Dervatives - Credit

Our governance structure and policies are regularly reviewed to reflect the changing commeraal and regulatory

environment, and our own organisational structure
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Risk and capital management

We believe that the measurement of economic capital
provides a clear and consistent way to monitor and
compare the nsks in our businesses

As previously explained, we have developed a capital
management framework using Indwidual Capital
Assessment (ICA) principles for identifying the risks that
business units, and the group as a whole are exposed
to, quantifying their impact on economic capital

ICA analysis 1s now incorperated into cur key decision
making processes Our ICA models infarm us about the
relative iImpact on economic capital from the nisks we face,
enabling us to formulate miigating strategies

We also use financial condtion reports which
cover the medium-term financial outlook of the business,
including forecasts of the overall financial position and
key performance indicators under a variety of economic
and operating scenanos, allowing for new business sales,
to inform our capital and nsk management decisions

We monitor specific risks on a regular basis through
our risk monrtoring framework Qur businesses are
required to disclose all matenal nsks along with
information on the hkelhood and seventy of these risks
and the mitigating actions taken or planned This process
enables us to assess the overall risk exposure of the
group, to develop a group-wide nsk map identifying
concentrations of nsk and to define the nsks that we
are prepared to accept This nisk map i1s continually
morutored and 15 refreshed quarterly

The risks facing Aviva

Awiva faces a wide varety of financial, insurance, and
other risks from our business’s operations, which we
have categorised in four groups These are shown in
the chart below

The types of nsks In our business and the way n
which we manage them are discussed In detail below

Market risk

We are exposed to potential adverse fimanaial impact
from variation in the values of our investments, caused by
changes in equity and praperty prices, credit risk,
interest rates, iquidity, and foreign exchange rates

Our business has market nsk from fluctuations in both
the values of assets held and the value of habilities
At a group level, we have market nsk from owning a
portfolio of International businesses whose values can
change, and from assets that support the habilties of
our staff pension scheme

We recognise that market nsk 1s part of the businesses
that we run, and that a certain level of market nisk 15
acceptable in order to deliver benedits to both policyholders
and shareholders For each type of market nsk, we have
developed dear policies and procedures on how that nisk
should be monitored and managed, esther within our
business units or at a group level Our group investment
committee (GIC) 15 responsible for overseeing market
risk For example, the GIC identifies the levels of market
maovement at which mitigating actions should be taken

Actions could include buying downside protection
against movements In equity prices or interest rates
The GIC also considers aggregation of market risk,
including indirect market risk exposure from our staff
pension schemes, and formulates nsk appetite decisions
for the amounts mvested in different types of asset,
and where approprnate reduces or Increases exposure
to asset classes

We manage market nsk and apply our market nsk
policy to all of the group’s finanaal assets, Including both
policyholder assets {those assets supporting the technical
habilities) and sharehclder assets (the surplus assets held
wathun the businesses and Aviva group centre not required
to meet policyholder benefits, and any addiional assets
held to cover regulatory margins) In practice assets can
move between these categories The total of policyholder
and shareholder assets will account for all the investments
of the business

Asset liability management 1s ultrmately overseen
by the Group Asset Liability Management Committee
in which all the members of the Executive Committee
are members

We also continually monitor the financial impact
of changes to market values through a number of
measurements of economic capttal or sensitvities
to key performance indicators

Several of our long term savings businesses sell
products where the majonty of the market risk 1s
borne by the policyholder Any market risk attnbutable
to pelicyholders 1s prudently managed to satisfy the
policyholders’ objectives for risk and reward

59
Business
review

Risk

[ | I ]
Insurance nsk Credit nsk Market risk Operational nsk
[ [ 1 1
Life General
Equity Interest Liqudity Property Foretgn
|nst:lrse‘1<r~ce |n5i.rllrs?(nce risk rate nsk nsk sk exchange




Aviva plc
Annual Report and
Accounts 2007

60
Business
review

Business review continued

Risk management continued

Our market nsk policy sets out the minimum principles
that business units are expected to follow in managing
the assets backing the technical insurance habilities

We have set standards for the way businesses should
match thewr habilities with appropnate assets, and have
a clear decision-making and monitonng process to be
followed when liabilities cannot be matched or a degree
of mismatching 15 desired We regularly monitor how
business units are performing asset hability management
(ALM) at both the group investment committee and group
asset hability management committee ALM 1ssues are
considered as part of our business risk reporting, and In
determining ICA and Risk Based Capital requirements

Equity price nsk

Qur largest market nisk exposure 1s to changes In equtty
prices However, recent equity market nses in the past
few years resulted in our equity nisk rising to a level
that was not optimal when compared to nsk appetite,
and 5o the equity holdings were reduced within a number
of our general insurance shareholder funds Equity nsk
was also reduced within the UK Staff Pension fund in the
third quarter of 2007 This reduced our equity exposure
by £3 5 billion

A 10% decrease In equity prices causes a
£775 milion pre-tax decrease In the level of shareholders’
funds on an IFRS basis and on an EEV basis would
reduce embedded value by £1,155 milion, net of tax

Qur GIC continually moritors exposure against
a nisk appetite set and agreed by the Board, and has
a process In place to manage the exposure in different
market condrtions, including extreme movements

We momtor concentrations of equity nsk,
for example from matenal shareholdings in our strategic
business partners, or fram equittes held in our staff pension
schemes We formulate our equity nsk management strategy
taking into account the full range of our equity holdings

Graph removed

Graph removed

Interest rate nsk

Interest rate nsk i1s the nsk that anses from both the
products we sefl and the value of our Investments due
to changes in the level of interest rates For example,
long-term debt and fixed income secunties are both
exposed to fluctuations in interest rates We are exposed
to reductions m interest rates on business carrying
investment return guarantees, and to interest rate
increases on business carrying surrender value guarantees
A 1% decrease in interest rates would increase
shareholders’ funds on an IFRS basis by £939 million
pre-tax and on an EEV basis would increase embedded
value by £685 million, net of tax Sensitivities to ncreases
m interest rates are shown In note 55 and the section
on EEV reporting

We manage our Interest rate nisk in a number of
ways In some categones of our long-term business,
we reduce interest rate nsk through the close matching
of assets and labilities On short-term business such as
general insurance business, we require a close matching
of assets and liabilities by duration to minimise this nisk

If we cannot entirely remove exposure through
matching, we also use a vanety of dervative Instruments
including futures, options, swaps, caps and floars In
order to hedge against unfavourable market moverments
n interest rates

Property price risk

We invest in physical property assets, in a variety of
locations worldwide that are exposed to fluctuation

in values We believe investing in these assets prowides
long-term benefits for our businesses and clients
Investment in property 1s managed locally by our business
units, subject to the rnisk appetite of that business unit,
and within any local regulations on asset admissibility

or liquidsty

Liquidity nsk

Maintaining sufficient available liquid assets to meet
our abligations as they fall due 1s an iImportant part
of our financial management practice Our businesses
must all operate controls to identify sources of hquidity
rsk, monitor potential exposures, and manage their
Iiquidity reguirements

At group level, we maintain a prudent level of
hquidity consistent with the expectations of the FSA
and the investment community We also maintain a
buffer of iquid assets to cover unforeseen contingencies
including the provision of temporary funds to any of
our business units that expenence temporary iquidity
shortfalls, and the group maintains significant committed
borrowing facilities from a range of highly rated banks
to further mitigate this nsk

Forergn currency exchange risk

We operate internationally and we are therefore
exposed to the financial impact arsing from changes

in the exchange rates of various currencies Over half
of our premium Income anses n currencies other than
stering and our net assets are denominated In a vanety
of currencies, but predominantly in sterling, euros and
US dollars
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We generally do not hedge foreign currency revenues,
as we prefer to retain revenue locally in each business
to support business growth, to meet local and regulatory
market requirements, and to maintain sufficient assets
in their local currency to match local currency habilibes
We are also exposed to some exchange risk from assets
held in staff pension schemes, as a part of the Investment
strategy agreed wath the scheme trustees, although this
has now been largely hedged

Movements in exchange rates may affect the value
of consclidated shareholders” equity, which 1s expressed in
sterling This aspect of foreign exchange nisk is monitored
centrally against imits that we have set to control the
extent to which capital deployment and capital requirements
are not aligned We use currency bormowings and dernvatives
when necessary to keep currency exposures within these
predetermined lirmits, and to hedge specific forergn
exchange nisks when we feel it 1s appropriate, for example,
In any acquisition or disposal activity

Derivatives risk

We use denvatives In a number of our businesses to enable
efficient investment management, to hedge investment risks,
or as part of structured retall savings products Denvatives
can involve complex financial transactions and to minimise
the nisks involved we have set mimimum standards we
expect our businesses to adopt when using dernvatves
and our group dervatives committee monitors exposures,
the control framework, and approves any proposed
transactions that fall outside the local business delegated
authonties A number of our investment management
businesses operate hedge funds, these are subject to

the same Aviva control framework for using dervatives

in addition to local regulatory supervision of such funds

Credit risk

We have a significant exposure to credrt nsk through our
mvestments in corporate bonds, commercial mortgages,
and other secunties We hold these investments for the
benefit of both our policyholders and shareholders

We monitor and manage two types of credit nsk
Firstly, we manage the exposure to indmdual
counterparties, by measunng exposure against centrally set
linits The aggregate exposure we are prepared to accept
takes account of credit ratings 1ssued by rating agencies
such as Standard & Poor's We also manage the level of
nsk we are prepared to take, and we are using increasingly
detalled analysis to define our optimal balance between
nsk and reward, monitoring the types of investrnent
available to us to achteve best our ams

We also consider the nisk of a fall in the value of fixed
interest securities from changes in the perceived credit
worthiness of the ssuer which is typically recogrised through
changes in the fixed interest secunties’ credit spreads

Our group credit committee (GCC) takes responsitlity
for monitoring credit exposures to Indivdual counterparties
and deternuning who we are prepared to work wath
Our GIC sets the credit risk appetite as part of our overall
management of market nsk In 2008 we wifl be enhancing
our capability to monitor and manage credit nsk through
the development of credit risk management systems

We are also exposed to credit nsk through our use
of reinsurance Our ransurance secunty committee, part
of our GCC, venfies that reinsurance arrangements are
only placed with providers who meet our counterparty
credit standards

Insurance risk

Our core business s insurance, and we carefully manage
the nsks ansing from the fe and general msurance business
that we write

Life insurance nsk

Our Ife insurance husinesses are exposed to the full range

of ife insurance nsks from the products that they have

written, typically longewity, mortality, and morbidity nisk, 61

as well as expenence on persistency and unforeseen expenses
Our policy on life nsurance nsk sets out the practice

standards we expect our business units to follow in

underwniting such risks, and our Iife insurance risk

committee regularly monitors s apphication,

and develops detalled guidance on managing the

major areas of nsk, and sponsors the sharing of best

practice between busingsses

Business
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Longevrty nsk

We have a significant exposure to annuity business and
our most significant Irfe insurance nsk 15 associated with
longevity Longewity statistics are monitored 1n detal,
compared with emerging industry trends, and the results
are used to inform both the reserving and pricing of
annuities Inevitably, there remains uncertainty about the
development of future longevity that cannot be removed
Should our annuitant mortality assumptions worsen

by 5% then shareholders’ equity would decrease by
£295 million pre-tax on an IFRS basis and decrease
embedded value by £210 million on an EEV bass,

net of tax

Mortality and morbidrty nsk

Our business units manage mortality and morbidity

nsk on protection business using reinsurance and while
they can select reinsurers locally, we review remnsurance
coverage across the group and our overall reinsurance
programme Is assessed centrally to manage group-wide
nsk exposures Sensitvity tests show that we are not
matenally affected by mortality nsk Our equity reduces by
only £20 million for a 5% warsening in assurance mortality
experience on an IFRS basis and decreases embedded
value by £145 milllon on an EEV basss, net of tax

Persistency risk

Persistency nsk affects all of our Iife insurance businesses
and 15 managed at a business unit level through frequent
monitoring of current expenence, benchmarked against
local market information Actual expenence agarmst

the expected level of lapses 15 also assessed within

the analysis of embedded value operating profit

Where possitile, the financal impact of lapses 1s reduced
through appropnate product design The group life
insurance nsk committee has developed guidelines

on persistency management, shanng best practice

on the setting of lapse assumptions, product design,
experience monitonng, and management action

Expense nisk

Expenses are managed at a business unit level, as part of
general day-to-day business management, and expense
management 1s a key part of a business” ability to meet
financial targets
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Risk management continued

General insurance risk

Our general insurance businesses are exposed to a
typical range of generat insurance nsks from the business
that they underwrite

Such nisks include

~  Fuctuation in the timing, frequency and seventy
of clams and claim settlements compared to that
expected when the business was wniten

- Unexpected claims ansing from a single source

- Inadequate reinsurance protection or other nisk
transfer technigues

- Inadequate reserves

Qur group general insurance nsk commuttee {GIRC}
oversees the risk management framework, within a
clearly communicated undenwriting strategy We have,
as a group, made a dear statement on the target for
the combined operating ratio (COR) To achieve this
goal, we operate technical management committees
focusing on each of our key general insurance nsks in
detall for example, underwriting, claims management,
and rensurance

Catastrophe Risk

Qur largest nsk 1s claims incurred from catastrophtc events
This nsk 1s controlled through monitoring nsk aggregations
and using catastrophe reinsurance cover

Remnsurance cover
We actively use rensurance to help reduce the financial
impact of a catastrophe and to manage the volatility of
our earmings Relnsurance purchases are reviewed annually
at both business urnt and group level to venfy that the
protection we have purchased matches the level of
exposure Reinsurance arrangements are only placed wath
providers who meet our counterparty security standards
We use extensive financial modelling and actuanal analysis
to optimise the cost and nsk management benefits from
Our reinsurance programme

We cede much of our worldwide catastrophe nisk to
third-party reinsurers, but retain a pooled element for our
own account, gaining dwersification benefits Our total
retained nisk increases as catastrophe events hecome more
remote, so that our total loss from our most concentrated
exposure (northern European wind storm) 1s approximately
£370 mullion for a one in ten year event, compared to
approximately £700 milhon for a one in 100 year event

Claims ratios

Anocther matenal nsk is the impact of worsening claims
ratios This nsk 1s actively managed through business
unit focus on underwriting discipline, control of claims
management, and finding innovative solfutions to the
way we measure and price the nsk we underwnte

For example, our UK business has developed digital
flood mapping to understand better the risk to household
insurance from flood damage, and has developed
“telernatics”, our Pay As You Drve™ technology to
provide a closer link between nisk and pricing

Emerging insurance risks

Both life and general insurance business are subject to
new types of nsk which may emerge By their very nature
these nisks are evolving, uncertain, and difficult to quantify

Recent developments relating to avian flu and other
pandemic nisks have raised considerable interest i the
Ife insurance market Our life insurance nsk committee
monitors developments In these nsks based on published
industry research, and makes assessments of the impact
on the group through stress and scenario testing

In general insurance potential risks include the impact
of cimate change Emerging claims types are considered
when setting latent claims reserves, and through the
underwnting and pricing process

Operational risk

We are also exposed to operational nsk ansing from
inadequately controlled mternal processes or systemns,
human error and from external events This includes

all risks that we are exposed to, other than the financial
nsks described above and strategic and group nsks
Operational nsks include risks relating to

- Regulation, information technology, financial crime,
business protection, human resources, outsourcing,
purchasing, communications, and legal

- Brand management, customer management,
products, sales management and distribution

- Financal processes incuding finanaal reporting
and taxation

- External developments

Qur businesses are primanly responsible for identifying,
managing and reporting these risks as part of our quarterly
nsk reporting processes Each operational nsk is assessed
by considering the potential impact and the probability of
the event occurmng Impact assessments are made against
finanaal, operational and reputational cntena

Business management teams must be satisfied that
all matenal nsks falling outside our rnisk appetite are being
mitigated, moriiored and reported at an appropnate
level Any nsks with a high impact level are continually
monitored centrally

Our operational nsk committee (ORC) determines
the nisk appetite that the group can work within for
these types of risk, assesses and monitors overall
operational nsk exposures, identifying any concentrations
of aperational nsk across the group, and in particular
venfies that miigating action plans are implemented
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Accounting basis of preparation

International Financial Reporting
Standards (IFRS)

Our consohdated finanaal statements are prepared
under IFRS, using standards 1ssued by the International
Accounting Standards Board {|ASB) and endorsed
by the EU In addition to fulfilling this legal obligation,
the group has also complied with IFRS as 1ssued by
the IASB and applicable at 31 December 2007

The financial data contained in the report and
accounts has been prepared using the group’s accounting
policies set out on pages 114 to 125 Where applicable,
the financial statements have alsc been prepared in
accordance with the Statement of Recommended Practice
(SORP} on accounting for nsurance business 1ssued by
the Association of British Insurers (ABI) in December 2005,
as amended i December 2006

Following a review of certain balance sheet items,
we have restated the 2006 comparative figures to
gross up for cash collateral items and to reclassify certain
certificates of deposit Detalls are given in note 2 to the
financial statements

European Embedded Value (EEV)
basis of reporting

We present the results and financial position of our
life and related businesses on an EEV basis, in addition
to the IFRS basis The directors consider that the EEV
methodology represents a more meaningful basis
of reporting the underlying value of the Group’s ife
and related businesses and the underlying dnvers of
performance than IFRS methodology This basis allows
for the rmpact of uncertainty in the future investment
returns more exphatly and s consistent with the way
the business is priced and managed

The EEV methodology adopted I1s In accordance
with the EEV Principles introduced by the CFO Forum
in May 2004, and updated in October 2005 Under the
EEV methodology, the total profit recognised over the
full lifetime of an Insurance policy 1s the same as under
the IFRS basis of reporting However, the EEV basis
gives a fairer indication of the profitability of business
on inception Additionally, sharehalders” funds on an
EEV basis incorporate internally generated additional
value of in-force business (AVIF), wiuch 13 excluded
for IFRS reporting Qur incentive schemes and internal
management reporting are largely aligned to the EEV
basis These financial statements include supplementary
nformation on EEV reporting in the “Alternative method
of reporting long-term business” section

Longer term investment return

The long-term nature of most of our operations means
that short-term realised and unrealised gans and losses
are shown as an adjustment to operating profit We focus
instead on operating profit Incorporating a longer term
investment return (LTIR) Our rates of return that we
use for equity and property In our LTIR methodolagy
are aligned wath the rates that we use under EEV
principles For fixed interest secunties, we include

the amortisation of premiums or discounts arising on
purchase, thereby producing an LTIR that 1s equivalent
to the gross redemption yeld

Previously this methodology has been applied to our
general insurance and health businesses but following the
adoption of a new operating profit definition in November
2007, this has been extended to our long-term savings
business Further details of this change are set out In note
2 to the finanaal statements on page 132

Critical accounting policies
and estimates

The preparation of financial statements requires the
Group to select accounting policies and make estmates
and assumpticns that affect items reported in the
conschdated 1income statement, balance sheet,

other primary statements and notes to the financial
statements These are set out on pages 114 to 125

Business
review

Cntical accounting policies

The major areas of jJudgement on pohcy application are
considered to be over whether Group entities should be
consclidated {set out in policy D), on product classification
{set out in policy F} and in the classification of financial
nvestments (set out in pohcy S

Use of estimates

All estimates are based on management’s knowledge
of current facts and circumstances, assumptions based
on that knowledge and their predictions of future events
and actions Actual results can always differ from those
estimates, possibly significantly

The table below sets out those ttems that we consider
particularly susceptible to changes in esumates and
assumptions, and the relevant accounting policy

ftem Accounting policy
Insurance and partcipating investment contract kabiities F&K
Goodwill, AVIF and other intangible assets
Imparrment of finanoal investments

Farr value of dervative finanaal instruments
Deferred acguisiton costs and other assets
Provisions and contingent habifities

Pension obhgations

Deferred tax

ggné—imz

Future accounting developments

We continue to take an active role in the development

of new accounting standards, wa industry forums and
working parties, and reviewang and providing comment
on proposals from the IASB Phase Il of the IASB's project
an Insurance contracts remains the most significant

area of development to us We fully support the

timely development of a global standard for nsurance
accounting that reflects the economics of our business

A discussion paper setting out the IASB's preliminary

view was published in May 2007 and we responded both
directly and through the CFO Forum of leading European
insurers, in which we play an active role This 1s the first
stage in the development of the IASB's standard and

it 1s unhkely to be finalised before the end of 2010 at the
earliest These developments are stil at a relatively early
stage 50 It Is too soon to assess the impact this change

in accounting will have While this standard 1s under
development, we will continue to focus on EEV as the best
measure of value for our long-term business We continue
to momitor other major 1ASB projects including financial
staternent presentation, fiabilities, revenue recognition
and farr value measurement
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Employees and responsibility
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Dear Shareholder,

2007 has been a year of great progress
N Aviva’s employee and responsibility
agenda In support of our “one Aviva,
twice the value” viston Progress included
the creation of a regional structure for
Aviva, international moves of senior
leaders, the effective implementation of
our people strategy and improved visibility
for corporate social responsibility (CSR)
All these activities have strengthened
Aviva and provide an excellent foundation
for further progress in 2008

We have improved our talent
management processes, the way we lead
our people, and are bullding Aviva as an
engaging place to work This was supported
by a 70% (2006 66%) participation rate in
the global employee survey, which showed
strong and improving results, and in which
70% of partiapants agreed that Aviva Is a
great place to work

Our CSR plans are key to our business
strategy and we made further progress
in 2007 Key initiatives included our
carbon offsetting and carbon reduction
programme, buillding employee awareness
and engagement In all aspects of CSR,
Including volunteenng

This review IS an update on our
progress and achievements to date
It represents a level of performance of
which we can be proud, and one on which
we can build further to meet our plans to
be an employer of choice and a responsible
corporate citizen

John Anley
Group human resources director

Signature removed

Picture removed

Talking Talent

Manage talent to maximise productmty and fulfilment
of objectives for Aviva and the indwidual

Leading People

Recruit and develop leaders who excite their people to
exceptional performance, bringing to Iife the relationship
between engaged employees and satisfied customers

Experiencing Aviva
Build Aviva as a strong ernployment brand by delivenng
a great employee expenence

Embedding our CSR vision

Act responsibly for the long term in how we do
business, to help meet our ambition of being the
world's most trusted savings, investment and Iinsurance
provider Managing and steering performance on
business ethics, values, environment and diversity I1s
central In our interactions with customers, our people,
community and suppliers

We report our progress on CSR fully in a separate CSR
report, which 1s avallable online at www.aviva com/csr
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Employees and responsibility continued

Employees and responsibility

Aviva's ambition 1s to be the world’s most trusted savings,
investment and insurance provider and we wall achieve this
In part by exating our people to exceptional performance
This, then, 15 our goal as we deliver on our employee and
responsibility agenda and strive to meet the expectations
of our stakeholders

- Qur shareholders, who wish to receive a return
on therr investment, but also to be assured that the
company 15 behaving responsibly in how 1t operates

—  Our customers, who nghtly expect Aviva to treat
them fairly and to be open and honest in the
products and services we offer them

-~ Our employees, whose engagement and
commitment to delivering a great service to our
customers 15 essential

- The communittes in which we operate, and the
suppliers and orgamisations with which we work,
who want Aviva to be a respongible employer and
partner, thinking about the way we do busingss and
acting responsibly to the benefit of all

Governance

Governance of our people and CSR agenda operates
at Board level through regular updates and reviews
and, n particular, through the actmity of the Board
Committees on CSR and Remuneration The reports
of both these committees can be found on pages 92
and 93 respectively

John Ainley, group human resources director,
Is responsible for implementing the employee and
responsibility strategy and 1s supported by strong teams
at the group, regional and business unit level who work
together to deliver our objectives Apart from regular
monthly meetings and global task forces, annual global
conferences are organised for this community to network,
exchange best practices, review progress and agree on
the collective agenda for the organisation

In 2007, substantial work was undertaken to identify
the risks in implementing the CSR, environment and

people poly In alignment with the group nsk management

process, we have established means to identify risks
and mitigating actions through a robust set of metnics
In 2008 we will continue to embed these new policies
as well as strengthening the nsk assessment process

People

We employ some 57,000 people worldwide In 2007 we
put in place a new regicnalised structure compnsed of the
UK, Europe, Asia Pacific and North Amenca Together with
our group centre function, the strategy to create a lean,
activist group centre and empowered regronaf teams 15
now operational, encouraging growth, the shanng of
best practices and the achievernent of regional business
objectives and synergies

To help set up the new structure, there were a
number of moves amongst our senior peaple in 2007
creating a better balance of talent across the group
In all crcumstances where we undertake major structural
change we seek to minimise the number of compulsory
redundancies through voluntary turnover and
redeployment Where unavoidable redundancies
take place we prowide support to affected employees
through outplacement services and job search assistance
Further details are provided on aviva comv/csr

In 2007, we conducted extensive research through
focus groups into our employees’ expenences of working
for Aviva to help us understand what Aviva meant to
them as an employer The findings from this exercise are
now being worked into an employment brand strategy,
enabling us to attract and retain talent i tughly competitive
markets We are also providing business units with practical
tools to bring the employment brand to hfe locally

The quality of people leadershup will be critical
in delivermg on our plans In 2007 we developed a
leadership feedback tool which we will roll out across
the group in 2008 and 2009 The tool i1s for use by
anyone with hne management responsibility, recognising
the importance of the line management relationship
In employee engagement, and has been successfully
plloted In 2007

Talent management

Picture removed

Managing our employee talent

15 fundamental to the success of
Avwva Our "Talking Talent” process
was piioted amongst the group’s
senior managers in 2007 and will
be rolled out globally across Aviva
n 2008 and 2009 Talking Talent 1s
underpinned by a shared belef that
all of our people have talent that
can be harnessed to the benefit

of our customers It 15 therefore

In our Itterest that we understand
those talents using a consistent
framework and then deploy our
employees in the nght jobs at the
nght time
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70% consider Aviva

a great place to work
{(Employee survey 2007)

Improvement aganst 2006 survey
Base points

Communication
Empowerment and mnovation
Talent management

Values

Engagement

Diversity index

Leadership

Customer focus

NEN] Bl RO~

Efficency and effectiveness

In a continued effort to create a
strong annual feedback mecharusm
for employees’, we camed cut our
global employee climate survey for
the third consecutive year We had
a streng overall participation rate
of 70% (2006 66%) with four
business units achieving a

100% particpation The results
showed improvement on all
survey categones and improved
performance against our external
benchmark of performance in
global financal services companies

Qur senior management pay 1s
linked to employee survey results
through clear targets on leadership
and engagement We alsa pay
special attention to action-planning
using the results the businesses,
regions and group draw up plans
to address employee 1ssues and

to build on our existing strengths
Progress on these plans is then
shared with employees befare

the next survey cycle

During the course of 2007, we conducted a major
redesign of the programmes offered through the Aviva
Leadership Acadermy which continues to support our
leaderstup work Working wath a range of the world’s
foremost institutions in the field of leadership
development, the programmes now provide a unique
opportunity for Aviva managers to gain deeper selfansight
and awareness of the impact of their leadership It strongly
supparts the concept of “One Aviva™ by encouraging
an internattonal network of colleagues to learn from
each other while gaining nsights and fresh perspectives
from the outside world

We measure our success In achieving our people
strategy in part through our globaf climate survey,
which s open to our workforce worldwide The survey
was completed by over 42,000 employees in 2007
and 1s a key performance management, governance
and communication tool Findings from this survey
are presented to lacal executive teams and the Board

Qur European Consultative Ferum and employee
forum in the UK {"Your Forum™) prowde an opportunity
for regular sharing of information and dialogue at a
more nformal level with representatives of the wider
employee population

We also participate i external surveys and
benchmark studies which allow us to compare ourselves
with best practice and to learn from what others do
In 2007 Aviva in the UK was induded in The Times
“Top 50 Places Where Women Want to Work™ list
for the second consecutive year, while our businesses
In Ireland, Australia and India were once again hsted
in national “Great Places to Work” surveys
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Diversity

Being a global organisation spread across 27 countres,
multple time zones and cultures bangs challenges
This 1s well understood and addressed through our
diversity programme which embodies the key principles
of respect, valuing differences and inclusion

To embed our diversity vision we created a
"Respect Dwersity Toolkit™ which 1s an online learning
and knowledae resource 1t includes tratming materials,
interactive games, presentations, DVDs, and best practice
and benchmarking information s success was recently
recognised Internally, with Nonach Union making its
content available to 30,300 emplayees, and externally,
with a City launch in London This “toclkit™ approach
has been replicated this year in other work streams for
HR and CSR since it 1s an excellent platform from which
to cascade and share knowledge across the group
Qur "Respect Diversity” imbiative and toolkit have
also been recognised as best practice by the Equal
Opportunities Commussion 10 the UK
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Bustness review continued

Employees and responsibility continued

The dwersity agenda has heen strengthened by employee
networks The Global Semior Women's Network event
in Madnd was well attended by 50 women In senior

management from across the group This network resulted

in the creation of local networks in London and Norwich
with over 200 members involved Since its launch our gay,
leshsan and bisexual network, Pride Aviva, has increased
its membership to 150 in the UK Pride Aviva was also
instrumental in securing Aviva's sponsorship and financial
support for the first gay and lesbian youth conference

in the UK to be organised by Stonewall* Aviva France
has also demonstrated its commitment to combating
discnmination at work by adding its signature to a new
diversity charter

Business ethics and values

We keep standards of business conduct at the front of
our minds In our day-to-day work and do this in part by
continuing to encourage our employees to live the Aviva
values of integnty, performance, progressiveness and
teamwork Programmes around the world continue to
reinforce these values The value ambassador programme
15 one which recognises employees and teams whose
actions exemplify the Aviva values Some countnes also
include induction on values for new joiners and refresh
the key principles in people processes and management
training All efforts are monitored through the employee
survey which captures feedback on whether managers
and employees are Imng the Aviva values

Integrity

Integrity I1s behaving in a way consistent with professional
and ethical standards It 1s being open, honest and
keeping commitments, taking personal responsibility

for what we say and do It 15 about earming trust and
respect through honesty and fairness

Performance

Being performance-dnven s having and achieving
clear goals through everyone working towards the
goals in an effective manner

Progressiveness

Being progressive is having a wision of the future,
encouraging iInnovation and improvement, and
champtoning continuous learning It 1s about leading
the industry by listening and responding to customers
and keeping ahead of the competition

Teamwork

Teamwork 1s the Iifeblood of Aviva It means comnmtrment
10 a common vision and objeciives, depending on

one another, pulling together and sharing knowledge
and learning It 1s creating a sense of community and
belonging In how we operate as a business it means
taking pride In Aviva's achievements

* Stonewall 15 3 campalgning organisation n the UK that works wath
the government cempanies and communibes for equality and justice
for tesbians, gaymen and bisexuals

UN Global Innovation
Award for diversity

Picture removed

Awviva was recognised for its
international diversity programmes
at the World Diversity Leadership
Summit, hosted by the United
Naticns Global Compact in

May 2007 The judging pane!

of World Diversity Leadership
Councii, a peer group of corporate
dwersity experts, selected Aviva

for 1ts Innovative approach In
embedding diversity within the
company Its Think Again campaign
and Respect Dhversity toolkit was
nated in this award

Our CSR policy ensures all employees are aware

of our commitment to responsible business The policy
continues to tackle the challenge posed by financial crime,
demonstrating the importance of transparent and honest
business practices In addition, each business unit 1s
required to provide assurance every six months that

they have complied with cur business ethics principles

Community

We recognise the responsibility we have to the
communities In which we operate and have taken steps
in 2007 to make our community effarts stronger and
more effective

We have developed a new global community
investment strategy which 1s aligned to our “One Aviva,
twice the value” vision The global strategy will help
us to channel financial and organisational support to
areas in which we have real expertise to offer The main
areas of focus will be “financal education and literacy”
and “coping with life trauma” These two areas he at
the heart of what we do as an organisation and we
believe we will be credible partners for other organisations
and imtratives m these areas
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Dunng 2007 we donated £6 8 million to chantable and
community activities worldwide, an 8% increase over
2006 (2006 £6 3 milion)

Awva was one of the first companies to sign up to
the Oxfam 365 Alhance in 2006 Qur funding ensures

that Oxfam can maintain a state of constant preparedness,

enabling them to respond immediately to emergencies
wherever they occur i the world This includes keeping
the UK's biggest emergencies warehouse full of supplies
During 2007, Oxfam responded to more than 30
emergencies worldwide, including hurncanes in Mexico,
Central Amenca and the Canbbean and severe flooding in
India, Nepal and Bangladesh Osxfam continues to provide
emergency supphes of clean, safe water and sanitation
facilities to hundreds of thousands of people in Darfur and
Chad, as well as to communities in Angola and Ethiopra
In the UK we supported Breakthrough Breast Cancer's
largest fund-raising event, the Aviva Walk Londen, for a
second consecutrve year In Canada, we launched a two
year partnership with Think First Canada, a national
non-profit chanty dedicated to injury prevention In India,
our Global Semvices business has established a significant
partnership wath the Akanksha Foundation which works
with underprivileged children in providing them with
education and training to earn a livellhood

As well as corporate support, we continue to
promote employee volunteenng as a means for our
people to become engaged with their local commurities

Aviva wins Community
Impact award

Picture removed

Aviva gained a Community
Impact award from BITC for our
“Better Together Day”, which was
held at our London, St Helen's
office The event saw the office
opened up to local schools,
enabling children to see what

a real aty establishment 1s ke -
from the baserment archives to
the hoardroom The leadership
team was highly supportive of
the day, offering some of its time
to meet the participants and
engage in a Q&A session

Environment

Our focus on emaronment intensified in 2007 with
progress being made on three strategic areas to combat
chimate change carbon reduction, carbon offsetting
and enhanced employee education and engagement
Businesses continued to work on reduction targets
for CO; emissions, electnaty, water and waste Aviva was
the first insurer to offset emissions on a glebal basis and
become carbor-neutral The projects chosen for offsetting
are in countries where we operate and in Africa
They are a goed balance of commergal and social projects,
allowing some "signature” Aviva projects — wholly funded
and branded by the group and incdlude ”green cement”
production in the Netherlands and Ireland, a biogas
project in Srt Lanka, providing more efficient wood-
burning stoves i Afnica, pumips for irngation in rural
India, and wind turbines in both India and China
Employee awareness was enhanced by engaging
staff in the environmental agenda and explaining the
many aspects of environmental management, including
an online carbon calculator, an “energy saving” week and
internal communications Qur efforts have resulted In
an improved response in the 2007 global cimate survey
on questions covering environmental responsibility,
up six paints from last year
Externally, we had great oppertunities this year to
progress work on batthng cimate change wath like-minded
companies, non-governmental organisations, acadenmics
and governments Andrew Moss joined fellow group chief
executives and chairmen to work on the cross-sectoral
CBI Climate Change Taskforce which called on government,
business and consumers to factor dimate change into day-
to-day Iife now to avoid larger economic costs going forward
We ce-authored, and were a founder signatory
to, the ClimateWise pnnciples — the first chmate change
pnnciples created to address the role that multi-line
nsurers can have in respect of risk analysis, business lines
and operations By signing up to the prinaples we have
agreed that we will report annually on the progress we
have made against them
Further, Aviva believes that institutional investors,
like Morley, have an interest In promoting and supporting
a strategic response by compames to the issue of cimate
change The best measure 15 via corporate disclosure
In response to this belief, earlier this year, Morley engaged
with 29 persistently non-responding comparves in 2007
to request carbon disclosure project adherence Over half
of the companies engaged with provided a full response
for the first tme
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Business review continued

Employees and responsibility continued

Aviva ‘Best in Class’
for carbon disclosure

Picture removed

In 2007, Aviva was honoured as
“Best in Class” for our approach
to dimate change disclosure

In a report released by the
Carbon Disclosure Project (CDPS),
a coaltion of over 315 glcbal
investors wath more than

$41 trllion {£20 trnllion) in assets
In the report, Aviva was included
In the *Climate Disclosure
Leadership Index” (CDLI,

a prestigious roll of honour for
global corperations addressing
the challenges of cimate change
The CDU comprises 68 FTSES00
cormpanies that show distinction
in their responses to the Carbon
Disclosure Project survey based
on their reporting of greenhouse
gas emisstons and assessment
of cimate change strategies

* Net Promoter is a registered tratdemark of Satmetrx Systems. Inc
Bain & Company and Fred Reichheld

Customers

With our core purpose to provide prosperity and peace
of mind to our customers, it 1s vital that our corporate
social responsibility agenda is at the heart of the way
we Interact with our customers — in our wvision and values,
our strategies, our products and our services In laying
a strong foundation, our group customer pelicy directs
uncompromising standards of commitment to customers
irom everyone

In 2007, we continued to focus on embedding
" customer-centriaity” In our culture, a common dashboard
of customer indicators, led by the Net Promoter Score®*
This was developed to provide a framework on which
all businesses will report to the executive committee and
Board their progress in improving the customer experience
Additronally, performance against customer targets help to
determine senior management bonuses across the group
We also launched the customer and employee centnarty
“wiki” - an online knowledge shanng and discussion tool
- as a forum for “agents of change” to share best practice
across the group In Apnl 2008 our ambition 1s 1o further
build on this by launching an orchestrated programme
of actvities focused on customer centricity

At a local level, our businesses continue to Innovate
for our customers We encourage you to read our CSR
report to be published m 2008, which highlights some
unique best practuce from around the world on this agenda

Suppliers

We understand that our suppliers play an important
role In ensuring that we continue to meet the needs of
our customers and the delivery of our services to them
The embedding of CSR in the Aviva global purchasing
policy means that we have identified our benchmarks
and expectations on each procurement activity and can
mfluence our large supplier base to deliver this Mare
importantly we can ensure that post contract award these
principles continue to be delivered and enhanced rather
than eroded
Externally, Aviva UK procurement is leading the
development of a standard financial services supply chain
approach This s being dnven through the Financial Services
Purchasing Forum CSR Sub-group of the Chartered
Institute of Purchasing and Supply, chaired by Awva
By employing a consistent approach and message
across finanaial services procurement we simplify the
achievernent of CSR objectives for ourselves and our
supphers and, through greater leverage and co-operation,
we should be able to effect positive change quickly with
30 finanaal services peer organisations working with
us on this inrtiative
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External Benchmarking

Our CSR achievements in 2007 were recognised by
our continued inclusion 1n some of the leading external

benchmarks, which provide a good measure of our progress

Sorme of the key achievements are highlighted below

Focusing on Aviva’s
carbon offset programme:
treadle pumps

—  The Dow Jones Sustainability World and STOXX

indices track the financaal performance of the leading

sustamnability-driven companies worldwide Aviva
continued to feature In these indices in 2007

- Avwva was awarded a bronze class distinction
in the SAM (Sustainable Asset Management)

Sustainability Yearbook 2008 Only the top-sconng

15% of the 2,500 largest companies in the world,

as reflected In the Dow Jones Global Index and assessed

by SAM, are included in the Sustainability Yearbook

— The FTSE4AGood Index Series measures the
performance of companies that meet globally
recognised standards on corporate soaal responsibility
It 15 a good benchmark as the critena evolve
over time, demanding continued improvement
Awviva continues to be induded in the index

~  We also continue to be included n both the E
Capital Partners Investment’s {ECPI) Ethical Index
Euro and Ethical Index Global indices We were
rated EE+ (where "E” stands for ethical) and were
considered to be the best-performing CSR company
In our sector

~  Awviva was ranked 35 out of 100 in the 2007
Accountability Rating of the world's largest
companies — a tool for measuring the extent to
which companies have built responsible practices
into the way they do business

Six Steps wins an award

Picture removed

Six-steps org was named as the
winner of the Best Corporate Social
Responsibility Programme at the
2007 IFS Financial Innovation awards
This 15 an accessible, engaging and
jargen-free web site, which provides
people with free, unbiased financial
information and ideas It 1 part

of our commmutment to play a
leading role in financial education,
and 1s initially amed at the UK

This Innovauon meets a currently
unfulfilled need across the population
n the UK and hopes to address
similar needs in other countries as
plans are afcot to launch in other
sites around the world
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As part of Awva's carbon offset
programme, we are involved with
a treadle pump project In Uttar
Pradesh, northern India where a
large percentage of the population
live below the poverty line
Irngation I1s vitally important to
crop production in the area but
fuel for diesel pumps 1s both
expensive and polluting

Treadle pumps are human-
powered, designed to Iift water
from a depth of seven metres or
less, they are cost effective and
nen-polluting They typically replace
rented diesel pumps which can
have a spectacular iIncome impact
for the farmer In the sample
surveyed, rural households mare
than doubled their income

IDE Indsa have been working in
15 major indian states, providing
more than 850,000 farmers with
green technology

Accounting for Sustainability

Working with the Accounting for Sustamnability project,
Aviva 1s helping define a new reporting standard for
sustainable business and a tool-kit to embed sustainable
decision making The table on pages 72 and 73 demonstrates
some of the measures In the sustainability model

We continue to work towards internalising the cost
of carbon and demonstrating how environmental impacts
of the business can be brought into our reporting and
accounting process
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Business review continued

Employees and responsibility continued

Accounting for Sustainability: Climate, waste and resource impact

Key indicators

Direct company impacts

Cash flow performance

Non-finanaal indicators

Greenhouse
gas emissions

CO; emissions

Other sgnificant emissions

COz emissions

Total cost of offsetuing 100%

of our global CO, emissions in
2007 15 approumately £909 000
We incur up 10 a 2% premium
for zero emissicn / renewable
electnaty compared to fossl fuels

Furthermore, while n 5 not pessible
to atinbute iIndmdual weather
events such as the June-july 2007
UK flooding event to dimate
change the ncreased Inadence

of such events has a significant
impact on the insurance claims
which we incur

Other significant emissions
Other than CQ; emissions our
operations do not generate
matenal quantties of any other
sigrificant greenhouse gases

Graph removed

Waste

Hazardous and non-hazardous
waste

Conservation investment

Hazardous and

non-hazardous waste

Total disposal cost for hazardous
and nan hazardous waste in

the UK was £464 000 m 2007
(2006 £585,000) which Indudes
UK landfill tax at carca £80 per tonne

Conservation inveéstment
Total capital expenditure for
storage and recyding in the
UK was £200,000

Graph removed

Resource usage

Water

Energy intensity

Paper usage

Emvaronmental nadents

Water

The operating cost of water
usage was £938 000 in 2007
(2006 £670,000)

Energy intensiy
Total cost of building related

energy in 2007 was £20 4 milhon
2006 £19 4 miton)

Paper usage
We currently do not track the
cost of paper usage

Environmental inadents
Dunng 2007 there were

no environmental incidents
as a result of our operations,
resulting in fines of £nil
2006 £rif)

Graph removed

Graph removed
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Indirect iImpacts

Industry

Commentary on our performance, strategy and targets

Preducts/Supphers/investments

Benchmark information

In 2007, our total CO; emissions Increased mainty due to the
indusion of emssions data from our new business In Aviva USA
Aviva Glabal Senices, Sn Lanka and Russia

From our exsting businesses emissions have shown an 1%
decrease by 13 555 tonnes reflecting sigrificant focus on energy
efficency and resourcng renewable energy Currently 61%
(2006 55%) of our electnaty worldwide 1s purchased from

zero emission sources We offset our remaining ernissions on 3
retrospective basis We began this process in 2006, compensaling
for the carbon output of our consumption of non-renewable
sourced electnaity, gas and ail from buildings and business travel,
induding arr, car and tran, across alf of cur global operatiors

Our top two areas {or reduang our carbon footprint in 2008

- We are installing Telepresence systems in six locations
worldwide to begin with to reduce the amount of business
travel We have set a reduction target of 10% for the routings

— We are working with our vehides senvice fleet (RAC)
to Investigate alternatve lower intensity fuels

Although we are growang organically and by acguisition
we will still strve te reduce our COz emissions per full-time
equivalent emnplayee over time

We are looking at ways 1n which to help our
customers reduce their own CO; emissions
through the provsion of innavatve products
such as Pay As You Drve™" and by offenng
reduced premium wnsurarce for drvers of
hybrid and flexi-fuel in the UK Canada and
the Netherlands Awiva France offers reduced
premium household insurance for energy
efficent housas Delta Lioyd has a motor
nsurance product which as part of the product
provides emission offsetting for the mieage
covered by the drver

The UK business has also pioneered digital
flood mapping to mare dosely match nsk to
premium and has showcased flood resistant
and reslient measures 10 assist customers with
cdimate change adapiation

I the Netherlands Delta Lloyd Asset
Management Business has two funds which
concentrate on dimate change rmitigation
(Environmental Technology Fund and New
Energy Fund), with funds under management
of €103 millon Morley Fund Management with
£165 bdlion funds under management engages
with companies they invest In to encourage
greater environmental reperting/disclosure

Carbon Disclasure Project
CDP5 “"Bestin dass”
Innovest ranking “AAA"

BREEAM mirumum ranking
"Good™ for new buitd and
refurbishement

In 2007, the total volume of waste decreased and the total
amount recycled increased

Plastic wrap from the Auto Windscreens operaion 15 now being
recycled — 70 tonnes per year with a value of £135 per tonne
Opportunities are being taken to reduce the amount of waste
coming nto the busmess through dauses in purchasing contracts
arourdd removal of packaging

In 2007 wath the propertion of waste recycled increasing

from 64% to 88%, recyckng costs (ncluding secure destruction
of all paper) and cleaming costs were lower as a resul§ of
segregation In the UK we have recycing in place for 14
different waste streams

We are working with our upstream pariners

to eliminate waste from the business through
take back and to switch to biodegradable
wrapping etc Environmental dauses are included
In contracts with suppliers Each new supplier
has to sign up to Aviva’s CSR Supplier Code of
Conduct - focusing on environmental iImpact

as well as human nghts and sooal 1ssues

We follow all bulding regulations (nsulation
proper dispasal of waste matenal induding
bulding waste and white goods)

We have a responsible moter repair network
which dispases of waste and spare parts responsibly

200 kgs of waste per
employee per year

Recycing rate of 60-70%
(BRE Office toolkit)

There 15 Imited scope for the retro-fitting of latest technologres
in water usage reduction in washrooms However, where possible
we take advantage of such technologies Consideration of the
use of greywater 15 induded in requirements for new buildings

Owur energy strategy ts to rwvest in new energy saving technology
and to reduce our energy dependency on fossid fuels We are
prepared to pay up to 2% premium for purchasing electricity
from renewable/zero emission sources

Energy conservation investment 1s now starting to be measured
Caprtal expenditure work on energy conservation 1s proceeding
wath a payback penod of less than three years

Our strategy 1s to Increase the use of recycled content paper
while reducing averall paper use Cost and quality of recycled
papers are now comparable with virgin conient paper

We have introduced self selection options which enable
policyholders to receve and save policy documentation online
thus reducing paper usage pnntng and postage costs

Work 15 conunuing with marketing departments
and suppliers to provide marketing matenals
with recycled content and remanufactured
stationery products

Shareholders have been asked to switch o
electronic transfer of dmdends and recemng
communications over electronic mediums

7 7m3 per employee per

year (National Water Demand

Management Centre)
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Hong Kong Aviva advertising

In 2007 Honhg Kong launched therr new brand
campaign The new strapiine s ‘Focus on
Today Partner wath us for a better tomorrow
which 15 ighlighted in the adverusements
by a binpaular wisual to symbolise a wision to
the future The campargn was featured on TV
press outdoor (including subway statians),
radic and cnline

Region Asia Pacific
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" Andrew Moss

? Mary Francis cBe

Group chief executive

Independent non-executive director

Age 49

Age 59

Appaintad to the Board in May 2004 Joined as group finance
director in May 2004 and became group chief executve n July 2007
Previously director ~ finance nsk management and operations in
Uoyd's (insurance) and formerly held a number of senior management
positions at HSBC plc (banking)

Member of the nomination and corporate soaal responsibihity committees

2 Philip Scott ra

Group finance director

Age 54

Appointed to the Board in May 2000 and became group finance
director in Julty 2007 Joined Norwich Union in 1973 and held a number
of senior positions before joining the Norwich Urien board in 1993
Formerly responsible for the group’s insurance businesses outside
Europe and Morley, the group s UK fund management operations
Currently a non-executive director of Diageo plc {drrks)

3 Lord Sharman of Redlynch ose

Chairman

Age 65

Appointed 1o the Board in January 2005 and became chairman in
January 2006 Currently charman of Aegis Group plc {medha services)
an independent non-executive direcior of BG Group plc (utifity) and

an Independent non executve director of Reed Elsevier ple (publishing)
Former charman of KPMG International {auditors), former deputy
chairman of Group 4 Secunicor plc (security senvices), former member
of the supenasory board ABN AMRO NV (banking) and a former
ndependent non-executive director of Young & Co 's Brewery PLC
{dnnks) and AEA Technology ple (commercralftechnoiogy)

Chairman of the Board and normination comrmittee and member
of the corporate socal responaibility commitice

4 Nikesh Arora

Independent non-executive director

Age 40

Appointed to the Board in July 2007 Currently President, Europe,
Middle East and Afnca Operations at Google (consumer services)
Farmerly chief marketing officer and a member of the management
board at Fvobile (communications) and held serior management
positions at Deutsche Telekom Fidelity Investments (financial sericas)
and Putnam Investments {financral senaces}

Member of the nisk and regulatory committee
* Guillermo de la Dehesa

Independent non-executive director

Age 66

Appointed to the Board in May 2000 Joined the board of Norwich Union
as a non-executive director in 1999 Currently non-executive chairman

of Aviva's operations in Spain, a director of Campotno {consumer) and

of Banco Santander (banking) and also Internatonal Adwsor of Goldman
Sachs Chairman for the Centre of Economic Policy Research (CEPR)

and of the Instrtute de Empresa Business School and a member of

the Group of Thirty {consuitative group on intemational economic

and monetary affaws} A former deputy general manager of the

Bank of Spamn and former Secretary of State of Finance in Spain

Member of the nomination and corpotate soaal responsibility commuttees

5 Wim Dik

Semior independent non-executive director

Age 69

Apponted to the Board in December 1999 Currently charman of the
supervisory board of Zesko Holding B V (tefecornmunications} and Tele
Allas NV (nformation systems) a non-executive director of Unulever NV
and Unilever plc {consurner) and of LogcaCMG plc {computer services)
Former Munister for Foreign Trade in the Netherlands Former charman of
Nederlandse Undtever Bednven B V {consumer) and former chairman and
chiel executve officer of KPN Royal Dutch Telecom (tefecommunications)
Former chawrman of the supervisory board of Holland Casino (gamung)
and a former member of the supenisary boards of TNT Post Group

(rnad services) and ABN AMRO NV (Bankmng)

Charman of the corporate socal respansibiity committee and member
of the nisk and regulatory and nomination comsmittees

Appointed to the Board in October 2005 Currently senior independent
director of Centnea plc (utilities) a non-executive director of Alliance &
Lewcester plc {banking), a non-executive director of 5t Modwen Properues
plc {property development) and a director of Almeida Theatre Company
Limited A member of the advisory board of the National Consumer
Counal and Governer of the Pensions Policy Institute Formerty Director
General of the Association of British Insurers non-executive director of the
Bank of England and Fund Dristnbution Lmited and a senior awvil servant

Chairman of the nsk and regulatory committee and a member of the
remuneration and audit committees

% Richard Karl Goeltz

Independent non-executive director
Age 65

Appointed 1o the Board in May 2004 Currently a non-executive director
of the Warnaco Group Inc (clothung), De'ta Air Lines, Inc {transport)
Federal Home Loan Mortgage Corporation (Freddie Mac) {financial
services), New Germany Fund (investment trust) and a director of

The Landon School of Economics and Pohtical Science Former chief
financial officer of American Express Company (financial services),
NatWest Group plc (banking) and The Seagram Company Lid {(dhinks)
and a former member of the Accounting Standards Board (UK}

Chairman of the remuneration committee and member of the

audit commitiee 77

# Carole Piwnica
Independent non-executive director
Age 50

Appointed to the Board in May 2003 A member of the New York

and Pans bars practsing law in Europe and the Urited States speoalising
in private equity and EU regulatory matters Currently a non-executive
director of Toepfer Internatonal Gmb {trading), Dairy Crest Group plc
{darry foods) and a member of the brotech adwisory board of Monsanto
{bretechnology) Former non-executive wice-chairman of governmenta!
affairs for Tate & tyle pk (agncuituralfindustnal) and S A Spadel NV
{food and beverages) and former chairman of Armylum Group
{agriculturalindustnal)

Member of the audit, remuneration and corporate soaal
responsibility committees

0 Russell Walls

Independent non-executive director
Age 64

Appointed to the Board 1in May 2004 Currently a non-executive director
of Signet Group ple {retai) and chairman of its audit comnuttee Chairman
of Delphic Diagnostics Limited {medicad) and treasurer and trustee of

The Brtish Red Cross Former group finance director of BAA ple {transport)
Wellcome plc {pharmaceuticals) and Coats Viyella plc {texties) Former
sentor Independent non-executve director of Stagecoach Group plc
{transport) and Hiton International Group plc (fessure) and a fermer non-
executive director of the Mersey Docks and Harbour Company (transport)

Chairman of the audit commuttee and a member of the nsk and regutatory
and nomination committees

" Scott Wheway
Independent non-executive director
Age 4i

Appainted 1o the Board in December 2007 Former director of

The Boois Cormpany plc (now known as The Boots Company Limited)
(pharmacy) and managing director of Boots the Chermist at Allance
Boots plc Formerly held a number of semor management positions
al Tesco ple (retadl senvices)

Member of the remuneration and corporate sodal responsibility commiitees

Graham Jones
Group Company Secretary

Governance
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Executive management

Andrew Moss

Anupam Sahay

Group chief executive

Group strategy and development director

Age 49

Age 38

See page 77

Philip Scott FIA

Group finance director

Age 54

See page 77

Mark Hodges

Chief executive, Norwich Union Life

Age 42

Joined the Group in 1991 Formerly managing director of Norwich
Union General Insurance, finance director of Norwich Union Insurance
and finance director of Awva general Insurance international

A chartered certifred accountant (FCCA) and holds an MBA from
Cranfield Business School

Simon Machell

Chief executive, Aviva Asia Paafic

Age 44

Joined the Group in 1994 Formery chief executrve of Nonwach Union
Insurance in the UK Managing Director of RAC and auditer and
managerment caonsuftant at Ernst & Young Holds an Feonomics
degree and 1s a Fellow of the Institute of Chartered Accountants

Alain Dromer

Chief executive, Aviva Investors and Morley

Age 53

Joined the Group in September 2007 Formerly global head of group
Investment businesses at HSBC, senior executive wee president and

head of asset management and insurance at Credit Commercial de France
and dwrector of capital markets at La Compagnie Financiére Edmond de
Rothschild Previcusly at the French Treasury in the Miristry of Fnance
and the French Institute for Statistics and Economic Studies Educated

at I'Ecole Polytechnique Pans and I'Ecole Nauonale de 1a Statistique

t Administration Economique

Thomas Godlasky

Chief executive, Aviva North Amenca

Age 52

Joined the Group in 2006 Formerdy chaimman, president and chief
executive officer of AmerUs Group and chief investment officer of
AmerUs Capital Previously with Providian Corporation, Federated
Investors Inc and Mellon Bank Holds a Bachelor of Saence degree in
urban and regional planning from indiana University of Pennsylvania and
a master's degree in public administration from the Unnversity of Pittsburgh
A graduate of Harvard Business School% Advanced Management Program
and 1s a8 Chartered Financaial Analyst

Igal Mayer

Chief executive, Norwich Union Insurance

Age 46

Joined the Group in 1989 Formerly chuef executive officer of Aviva
Canada chief financial officer and executive vice-president Previously
finance director Norwich Urion and managing director for CGU Insuranice
in London Holds a BA Honours in Commerce and Economics from the
Unwersity of Toronto 15 a chartered accountarit and has received an
honorary Chartered Insurance Professional designation from Insurance
Institute of Canada

Joined the Group in 2007 Formerly a partner wath the global {inancial
senaces group at McKinsey & Company, adwising leading insurers and
banks in Europe, USA, Asia and Australia Holds an undergraduate degree
n Engineenng and an MBA from the Indian Institute of Management

John Ainley

Group HR director

Age 51

Joined the Group In 1999 Formerty held senior HR posibons with

WH Smith pl, ICL plc, Priory Hosputals Group and General Electnic plc
Prevaously also Group HR Drrector for Norwach Union plc and HR Director
for Norwach Unien Insurance and Nerwich Union Life Holds a law degree
and 15 a companion of the Chartered Institute of Personnel Development
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Directors’ report

The directors subrmit their report and accounts for Aviva
ple, together with the consolidated accounts of the Aviva
Group of companies, for the year ended 31 December
2007 The Business review for the Company 15 contained
on pages 10 to 73 and includes a review of the Group’s
operations, current position and future prospects together
with a description of the pnncipal activities of the Group
and other information required to be induded Details of
matenal acquisitions and disposals made by the Group
during the year are contained in note 3 to the accounts

Results
The Group results for the year are shown in the
consolidated income statement on page 126

Dividends

The directors are recommending a final dwdend

of 21 10 pence per share (2006 19 18 pence), which
together with the interm dividend of 11 9 pence pad

on 16 November 2007 (2006 10 82 pence), produces

a total dividend for the year of 33 00 pence per share
{2006 30 00 pence) The total cost of ordinary dividends
paid in 2007, was £801 millon (2006 £693 millon),
leaving £472 million to be transferred to reserves (2006
£1,468 million to reserves) after tax, minonty investments,
preference dividends and payments in respect of the direct
capital mstrument The final divdend for 2007 will be
paid on 16 May 2008 to all holders of ordinary shares

on the Register of Members at the close of business on
28 March 2008 The Company’s Scrip Dvidend Scheme
will be avallable to shareholders in respect of the payment
of the final dwvidend In addition, a local currency payment
service will be avallable to shareholders residing in certain
participating countries outside the UK Further details of
these arrangements can be found in the shareholder
services section on pages 270 to 272

Share capital

The issued ordinary share capital of the Company was
increased by 56 million ordinary shares during the year
56,039,397 shares were allotted under the Group's
employee share and incentive plans and the Aviva Scnp
Dradend Scheme At 31 December 2007 the 1ssued
ordinary share capital totalled 2,622 million shares of
25 pence each and the 1ssued preference share capital
totalled 200 million shares of £1 each Accordingly,

the 1ssued ordinary share capital constituted 76 6% of
the Company’s total 1ssued share capital and the issued
preference share capital constituted 23 4% of the
Company’s total 1ssued share capital at 31 December
2007 All the Company’s shares are fully paid up and
quoted on the London Stock Exchange Detalls of the
Company's share capital and shares under option at

31 December 2007 and shares issued during the year
are given in notes 28 to 31 to the finanaal statements

The rights and obligations attaching to the Company's
ordinary shares and preference shares as well as the
powers of the Company’s directors, are set out in the
Company’s articles of association, copies of which can
be obtained from Companies House or by writing to the
Company Secretary With the exception of restrictions on
transfer of shares under the Company’s share incentive
plan while the shares are subject to the plan, there are
no restrictions on the voting rights attaching to the
Company's ordinary shares or the transfer of securnties

in the Company

Where, under an emnployee share plan operated by the
Company, participants are the beneficial owners of shares,
but not the registered owners, the voting nghts are
normally exercised at the discretion of the particpants

No person holds secunties in the Company carrying
special rights with regard to control of the Company

The Company 1s not aware of any agreements between
holders of secunties that may result in restrictions In the
transfer of secunties or voting nghts Unless expressly
specified to the contrary (n the articles of association

of the Company, the Company’ articles of assoaation
may be amended by special resolution of the Company’s
shareholders There are a number of agreements that take
effect, alter or terminate upon a change of control of the
Company, such as commercial contracts and joint venture
agreements None 1s considered to be significant in terms
of therr potential iImpact on the business of the Group

as a whole All of the Company’s share plans contain
provisions relating to a change of control Qutstanding
awards and options would normally vest and become
exercisable on a change of contral, subject to the
satisfaction of any performance conditions

Authority to purchase own shares 79
At the Company’s Annual General Meeting held

on 26 Apnl 2007, shareholders renewed the Company’s
authorities to make market purchases of up to

256 million ordinary shares, up to 100 million 8%4%
preference shares and up to 100 millon 8%% preference
shares These authortties were not used dunng the

year and, at the forthcoming Annual General Meeting,
shareholders wll be asked to renew thern for another
year Detalls are contaned n the Notice of Meeting

The Company held no Treasury shares dunng the year

Governance

Post balance sheet events

On 5 February 2008, the Groups UK long-term business
operation Norwich Union Life, announced a one—off,
special bonus worth £2 3 billion Further details can

be found in Note 59 on page 235

Directors
The following persons served as directors of the Company
dunng the year

Nikesh Arora {appointed 1 July 2007)
Guiflermo de la Dehesa

wWim Dik

Mary Francis

Richard Karl Goeltz

Richard Harvey (retired on 11 July 2007)
Andrew Moss

Carole Pwnica

Phulip Scott

Lord Sharman of Redlynch

Patrick Snowball (resigned 8 May 2007)
Tidjane Thiam {appointed 1 May 2007, resigned
21 September 2007)

Russell Walls

Scott Wheway (appointed 5 December 2007}

The biographical details of the persons currently serving as
directors appear on page 77
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Directors’ report continued

The Company’s articles of assoaation require one-third

of the directors to retire by rotation each year and also
require each director to retire at intervals of not more than
three years At the forthcoming Annual General Meeting
Lord Sharman, chairman and non-executive director, and
Andrew Moss and Philip Scott, both executive directors,
will retire and, being eligible, vall offer themsetves for
re-elecion Guillermo de fa Dehesa and Wim Dik who
were re-elected by shareholders at last year's Annual
General Meeting will retire on 31 December 2008,

In ine with the Board’s plans to renew and refresh its
compesition Andrew Moss and Philip Scott are executive
directors and each has a service contract with the
Company, details of which can be found in the Directors’
renumeration report Nikesh Arora and Scott Wheway will
offer themselves for election by the shareholders at the
forthcoming Annual General Meeting being the first such
meeting after therr appointrment

Directors’ interests and

indemnity arrangements

At no time during the year did any director hold a matenal
interest i any contract of significance with the Company
or any of its subsidiary undertakings other than an
indemnity provision between each director and the
Cornpany and service contracts between each executive
drrector and a Group company The Company has
purchased and maintained throughout the year directors’
and officers’ liability insurance in respect of itself and its
directors The directors also have the benefit of the
indemnity provision contained in the Company’s articles
of association The Company has executed deeds of
indemnity for the benefit of each director of the Company,
and each person who was a director of the Company
during the year, in respect of liabilities that may attach to
them in therr capacity as directors of the Company or of
associated comparies These indernrities were granted at
different times according to the law I place at the time
and where relevant are qualifying third-party indemnity
provisions as defined by Section 3098 of the Companies
Act 1985 These indemnities were In force throughout
the year and are currently in force Details of directors’
remuneration, service contracts and interests In the
shares of the Company are set out in the Directors’
remuneration report

Substantial shareholdings

Dunng 2007 the Company maintained a register of
substantial shareholdings in accordance wath the provisions
of the Disclosure and Transparency Rules of the Financal
Services Authonty As at 27 February 2008 the Company
had received notifications that the holdings exceeding the
3% notification threshold were those of Barclays plc
which held directly 133,026,405 voting nghts
{representing 5 08% of the total voting nghts attaching
to the 1ssued ordinary share capital of the Company),
Legal & General Group plc which held directly
104,107,838 voting nghts {4 01%) and Axa S A and

its Group companies which held a total of 259,452,649
voting nghts (9 99%) of which 28,520,097 {1 10%)
were held directly and 230,932,552 (8 89%) were

held indirectly

Financial instruments

Aviva Group companies use financial instruments to
manage certamn types of nsks including those relating

to crecht, foreign currency exchange, cash flow, iquidity,
Interest rates, and equity and property prices Details of
the objectives and management of these instruments
are contained in the Business review and an indication
of the exposure of the Group companies to such risks

15 contained In note 55 to the accounts

Health and safety

The health and safety of the Group's employees 15 a
pricnty and 1s reviewed at regular Intervals Each business
within the Group has an appointed health and safety
representative, whaose role is to bring to the attention

of senior management any areas of concern that should
be addressed within the health and safety programme
Information on health and safety matters 1s communicated
to staff through the normal communication channels
Under the Group's Business Protection Policy the Group
Chief Executive 15 accountable for health and safety

Charitable donations

Aviva has continued to support community initiatives

and chantable causes worldwide and the total Group
commitment dunng the year, as measured in accordance
with Business in The Community’s Community Investment
Survey, was £6 8 milkon {2006 £6 3 million)

In 2007, the Group’s communty investment in the United
Kingdom totalled £4 million (2006 £3 7 mufion} of which
£1 4 millon (2006 £7 4 milhon) was given in the form

of donations to chantable organisations The Company
allocates a part of its budget to matching contributions
raised by staff and to providing financial support to
chanities and communities where members of staff give

a personal commitment in terms of their time  In addition,
the Company provides a significant level of support to a
number of national charities During 2007, the Company
continued s commitment to Breakthrough Breast Cancer,
Wheelpower (the British wheelchair sports association),
The Princess Royal Trust for Carers and NCH (the children's
chanty) In support of its “Forward Thinking” initiative

the Company has continued with the partnership

of the Oxfam 365 Alliance which provides mmediate
humanitarian aid to disasters occurmng throughout

the world The Company has committed to support

the Oxfam 365 Alliance for three years from 2006

In addition, the Group’s businesses are committed

to supporting their Jocal communities For example,

Avwva Canada has launched a two year partnership with
ThinkFirst Canada, a national non-profit chanty dedicated
to Injury prevention, partricularly those associated with the
brain and spinal cord and Aviva Global Services, together
with the Akanksha Foundation, has apened the first of
four " Awiva Akanksha” schools in Pune, India

Political donations

At the Annual General Meeting held 1n 2004,
shareholders passed a resolution, on a precauiionary
basis, to authonse the Company to make donations

1o EU potitical organisations and to incur €U pohtical
expenditure (as such terms are defined in Section 347A
of the Compartes Act 1985) not exceeding £100,000
Dunng the year the Company made no donations to FU
pohtical organisations and incurred no political expenditure
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It 1s the Company’s policy not o make political donations
of the type caught by the Comparues Acts (although
overseas subsidianes do make other donations such

as those made through Political Action Commuittees),

and the Company does nat intend to change this policy
However, at the forthcoming Annual General Meeting

of the Company the shareholders’ approval will again be
sought to authonse the Group to make pelitical donations
and/or incur political expenditure (as such terms are
defined in Sections 362 to 379 of the Companies Act
2006 which superseded Section 347A of the Companies
Act 1985} in amounts not exceeding £100,000

The definitions used in the Compantes Act 2006 are
broad in nature and this authority 1s being sought to
ensure that any activities undertaken throughout the
Group’s businesses which could otherwise be construed
to fall within these provisions can be undertaken without
inadvertently infringing them Further detalls of this are
contained in the Notice of Meeting

Group employees
The Group’s statement on its employees is set out In
the Business review

In summary, the Group'’s commitment to communication
and dialogue with employees continues A strong
emphasis 1s placed on the provision of news through a
vanety of media, induding intranets (both a Group-wide
intranet, Arena, and local bustness unit intranets),

Awvwa radio, which can be accessed via mobile phone

or computer, and poster campaigns Employees have
opportunities to voice their opinions and ask questions
through intranet sites, opinion surveys and the Group's
climate survey which s open to all employees Face-to-face
brefings and team meetings are actively encouraged

and are held in all business units across the Group

The Group's businesses in the United Kingdom have
established employee consultative forums and a Eurcpean
Consuftative Forum convenes annually to discuss matters
impacting the business across Europe

Employee practice

Aviva Group companies are committed to providing equal
opporturities to all employees, irrespective of their gender,
sexual orientation, mantal status, race, nationality, ethnic
ongin, disability, age, religion or union membership status
Aviva 15 an inclusive employer and values diversity in 1ts
employees These commitments extend to recruitment
and selection, training, career development, flexible working
arrangements, promotion and perfarmance appraisal

In the event of employees becoming disabled, every effort
15 made to ensure that thetr employment with the Group
continues and to provide specialised training where this

1S appropnate

Creditor payment policy and practice

It 15 the Group's policy to pay creditors when they fall

due for payment Terms of payment are agreed with
supphers when negotiating each transaction and the
policy 1s to abide by those terms, prowded that the supphers
also comply with all relevant terms and conditions

The Company has no trade creditors In respect of Group
activitres In the UK, the amounts due to trade creditors at
31 December 2007 represented approximately 23 days of
average dally purchases through the year (2006 22 days)

Reappointment of the auditor and

disclosure of information to the auditor
In accordance with Section 385 of the Companies Act
1985, a resolution 15 10 be proposed at the Annual
General Meeting to reappoint Ernst & Young LLP

as auditor of the Company A resolution will also be
proposed authonsing the directors to determine the
auditor's remuneration The Audit Committee reviews

the appointment of the auditer, the auditor’s effectiveness
and relationship with the Group, including the level of
audit and non-audit fees paid Further detalls on the
work of the auditor and the Audit Commuttee are set

out below in the Audit Committee report

The directors in offtce at the date of this report confirm
that, so far as they are each aware, there 15 no relevant
audit information of which Ernst & Young LLP are
unaware and each director has taken all steps that
ought to have been taken as a director to be aware

of any relevant audit Information and to establish that
Ernst & Young are aware of that information

Annual General Meeting

The 2008 Annual General Meeting of the Company

will be held on 1 May 2008 at The Barbican Centre,

Silk Street, London EC2Y 8DS at 11am A separate
document accompanying the Annual Report and Accounts
contans the Notice convening the Meeting and a
descniption of the business to be conducted thereat
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By order of the Board

[y
Graham Jones -
Group Company Secretary
27 Febnuary 2008
Regsiered Office St Helen's

1 Undershaft London EC3P 3DQ Registered in England No 2468686
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Corporate governance report

The Combined Code on

Corporate Governance

The Combined Code on Corporate Governance sets out
guidance in the form of principles and provisions on how
companies should be directed and controlled to follow
good governance practice The Financial Services Authonty
requires companies listed in the UK to disclose, in relation
to Section 1 of the Combined Code, how they have
apphed its pnnciples and whether they have complied with
Its provisions throughout the accounting year Where the
provisions have not been complied with companies must
provide an explanation for this

It 1s the Board's view that the Company has been fully
corpliant throughout the accounting period with the
provisions set down In Sectton 1 of the Combined Code,
apart from a penod of 23 days in January 2007 During
this penod the majonty of the members of the Nomination
Committee were not independent non-execirtive directors
The Comimittee did not meet duning this period This
report sets out details of how the Company has applied
the principtes and complied with the provisions of the
Combined Code dunng 2007 Further information on the
Combined Code can be found on the Financial Reporting
Council’s website, www.irc.org uk

The Board

The directors are responsible to shareholders for ensunng
that the Company 15 appropriately managed and that it
achieves 1ts objectives It meets regularly to determine the
Companyss strategic direction, to review the Company’s
operating and finanaial performance and to oversee that
the Company 1s adequately resourced and effectively
controlled Fhe specific duties of the Board are dlearly set
out i its terms of reference that address a wide range of
corparate governance issues and list those items that are
specifically reserved far decision by the Board Matters
requinng Board approval include

— Group strategy and business plans,

- Acquisitions, disposals and other transactions outside
delegated hrts,

- Financal reporting and controls,

- Capital structure,

- Dividend policy,

- Shareholder documentation,

— The constitution of Board committees, and

— Key business policies, including the remuneration policy

The full terms of reference for the Board can be found on
the Company’s website www aviva com and are avallable
from the Group Company Secretary Matters that are not
specifically reserved for the Board and its commuttees
under 1ts terms of reference, or for shareholders in general
meeting, are delegated to the Group Chief Executwe

The Board’s terms of reference also set out those matters
that must be reported to the Board, such as significant
Itigation or matenal regulatory breaches, and cover how
matters requinng consideration by the Board that arise
between scheduled meetings should be dealt with

The Board and its commuttees operate in Iine wath work
plans agreed pror to the start of each year At Board

and comnuttee meetings, directors receive regular reports
on the Group's financial position, nsk management,

regulatory compliarce, key business operations and

other maternial 1ssues Directors are fully briefed in advance
of Board and committee meetings on all matters to be
discussed The Group Company Secretary 15 responsible
for following Board procedures and adwising the Board,
through the Chairman, on governance matters

All directors have access 1o his advice and services

The Board has adopted a procedure whereby directors
may, n the performance of their duties, seek independent
professional advice at the Company’s expense if
considered appropriate No director obtained any such
independent professional advice duning 2007

The directors

The Board currently comprises the Chairman, eight
independent non-executive directors and two executive
directors Each non-executive director serves for a fixed
term not exceeding three years that may be renewed by
mutual agreement Subject to the Board being satisfied
with a director’s performance, independence and
commitment, there 1s no specfied limit regarding the
number of terms a director may serve Each director 1s
required to be elected by shareholders at the Annual
General Meeting following hisher appontment by the
Board and to be re-elected at least once every three years
Any non-executive director who has served on the Board
for nine years or more is required to submit himself/herself
for re-election annually The Board's policy 1s to appoint
and retain non-executive directors who can apply their
wider knowledge and expenences to their understanding
of the Aviva Group, and to review and refresh regularly
the skills and expenence the board requires through

a programme of rotational retrement In addition to the
strengths of expenence, diversity and an international
perspective, the Board also seeks to comply with the
requirements of the Combined Code on the independence
of directors The process for appointing new directors 1s
conducted by the Nomination Committee whose report,
including a description of its duties, I1s set out on page 90

The Combined Code requires that at least half the Board,
excluding the Charman, should compnse independent
non-executive directors as determined by the Board

The Nomination Commuttee performs an annual review
of directors’ interests in which all potential or perceived
conflicts, including time commitments, length of service
and other i1ssues relevant to therr ndependence, are
considered It 1s the Board's view that an independent
non-executive director also needs to be able to present
an objective, ngorous and constructive challenge to
management, drawing on hivher wider experiences to
guestion assumptions and viewpoints and where necessary
defend therr beliefs To be effective, an independent
drrector needs to acquire a sound understanding of the
industry and the Company s¢ as to be able to evaluate
property the mformation prowided Having considered
the matter carefully the Board is of the opinion that all of
the current non-executive directors are mdependent and
free from any relationship or arcumstances that could
affect, or appear to affect, therr independent judgement
Accordingly, over half of the directors, excluding the
Chairman, are Independent non-executive directors

Fach of the directors being proposed for re-election at
the 2008 Annual General Meeting has been subject to

a formal performance evaluation and tock part In a peer
evaluation review during 2007 Biographical details of all
the directors are set out on page 77
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The Chairman

The respective roles of the Chairman and Group Chief
Executive are set out in the Board's terms of reference
The Chairman’s prionty 15 the management of the
Board and the Group Chief Executive’s prionty 1s

the management of the Company The Chairman'’s
commitment to the Company 15 two to three days
per week and his main interests outside the Company
are set out In his biographical details on page 77
During the year the Chairman ceased to be a Supenasory
Board member of ABN Amro NV

Senior Independent Director

Under the Combined Code the Board appoints one of
the non-executive directors to act as Senior Independent
Director The mamn responsibility of the Senior Independent
Director 1s to be available to shareholders should they
have concerns that they have been unable to resolve
through normal channels, or when such channels would
be inapproprate The Senior Independent Director 15
also responsible for leading the Board's discussion on
the Chatrman's performance and the appointment of

a new chairman, when appropniate Wim Dik served

as the Senior Independent Director throughout 2007

Board effectiveness

The effectiveness of the Board 1s vital to the success

of the Group The Company undertakes a ngorous
evaluation each year In order to assess how well the
Board, 1ts committees, the directors and the Chairman
are performing The process s led by the Chairman and
supported by the Group Company Secretary All directors
complete a questicnnaire evaluating the Board and
commuttees’ processes, thetr effectiveness and where
improvements may be considered The process also
includes a peer review in which directors assess therr fellow
directors’ performance against set cntena, including the
skills that they bring to the Company and the contnbution
they make This process 1s complemented by separate
meetings between each director and the Chairman
where feedback Is discussed In 2007, following the
process introduced In 2006, the directors completed

& comprehensive questionnaire which was returned

to an iIndependent third-party who had helped with

the preparation of the questions, and who then collated
comments, drew the conclusions and presented the
findings to the Board

The performance of the Chairman 1s also included Iin
the above process and takes into account the views
of both the executive and non-executive directors
The Charman’s evaluation 15 managed by the Senior
Independent Director who provides feedback to the
Charman As part of the Chairman’s evaluation the
non-executive directors meet separately under the
charrmanship of the Senior independent Director

Following this comprehensve review, the directors have
concluded that the Board and its committees operate
effectively Additionally, the Chawman has concluded that
each director contnbutes effectively and demonstrates
full commitment to hisher duties

The Board evaluation process assesses the executive
directors in their capacities as directors of the Company
They are evaluated n respect of ther executive duties
through a separate process whereby the Charrman

and the non-executive directors assess the Group Chief
Executive and the Group Chief Executive assesses the
executive directors

Training and development

The Board believes strongly In the development of all its
employees and directors and it 1s a requirement of each
director’s appointment that they commit to continue
therr development The form that this development
takes 15 subject to individual director’s requirements

and the quality and relevance of the training avatlable

During the year, directors attended a number of courses
ranging from external seminars for members of the Audit
and Remuneration Commuttees to internal seminars on
directors” duties and Iife assurance In addition, members
of the Audit and Risk and Regulatary Committees received
two tarlored training sessions  Training sessions have been
built into the Board’s and committees’ work plans for
2008 The Board made visits to the Group’s businesses
located in the United Kingdom and North Amenca dunng
the year to gain a closer understanding of their operations

The Board has a comprehensive induction programme
consisting of several separate sessions which take

place over a number of manths at times convenient

for the director The sesstons include presertations

from key membaers of senior management, visits to

the Group’s main operating businesses, meetings with
the external auditor, and one of the Company’s corporate
brokers Further or follow-up meetings are arranged
where a director requires a deeper understanding on

a particular item
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Corporate governance report continued

Directors’ attendance

The Company requires directors to attend all meetings of
the Board and the committees on which they serve and to
devote sufficent time to the Company in order to perform
their duties The attendance of the directors at the Board
and committee meetings held in 2007 was as follows

Board and Board committee attendance 2007

Corporate
Rtk and Soaa  Remuner
Audt  Nomnabon  Regulatory Resporsibeity abon
Board Commiiee Committee Commtice Committee  Commitiee

Nurnber of

meetings held 12 6 5 7 4 8
Mikesh Arora

{appointed

1 july 2007) S/6 - - U3 - _
Guillermo de la

Dehesa 12 - 5 - 4

wWim Dik 112 - 45 7 4 _
Mary Francis 1012 6 - 7 - 8
Richard Goeltz 12 6 - - - 8
Andrew Moss  11/12 - 171 - 33 -
Carole Pwnica 12 6 - - 4 8
Philip Scott 1112 - - = - —
Lord Sharman 12 - 5 4 -
Russell Walls 12 6 4/4 7 - -
Scott Wheway

(appointed

5 Decermber 2007) &0 -~ - - - 1%
Former directors

Richard Harvey

(retired

11 July 2007) 7 - 4/4 - 1N -
Patnck Snowball

(resigned

8 May 2007) a4 - - - - -
Tidiane Thiam

(appointed

1 May 2007,

resigned

21 September

2007) a4 - - - - -

- Indicates not a member of that committee

During 2007 the Chairman and the non-gxecutive
directors met on one occasion in the absence of the
executive directors and there was one meeting of the
non-executive directors chaired by the Sentor Independent
Director at which the Charman was not present in order
to apprasse the Chairman’s performance

Board committees

The Board has established the following standing
committees to oversee and debate important 1ssues of
policy and oversight cutside the mair Board meetings

— Audit Committee,

- Corporate Social Responsthiity Committes,
- Nomination Committee,

- Risk and Regulatory Commuttee, and

— Remuneration Committee

Throughout the year the chairman of each commitiee
provided the Board with a summary of the key 1ssues
considered at the meetings of the committees and the
minutes of the meetings were circulated to the Board
The committees operate within defined terms of reference,
copies of which are published on the Company’s website
www.aviva.com and are avallable from the Group
Company Secretary upon request Board committees

are authorised to engage the services of external adwisers
as they deem necessary in the furtherance of therr duties
at the Company's expense

Reports of the comnttee chawrmen are set out below

Internal controls

The Combined Code requires directors to review and
report annually to shareholders on the effectiveness of
the Company’s systems of internal control which include
financial, operational and comphance controls, and nsk
management The Board has the overall responsibility
for maintaining the systems of internal control of the
Company and for monitoring therr effectiveness,

while the Implementation of internal control systems 15
the responsibility of management The Group's systems
of internal control are designed to manage rather than
elminate the nsk of failure to achieve business objectives
and can provide only reasonable and not absolute assurance
against matertal finanaal misstatement or loss

The systems are designed to

~ Safeguard assets,

— Maintain proper accounting records,
— Provide reliable financia! information,
~ Identify and manage business risks,

— Maintain compliance wiath appropniate legislation
and regulation, and

— Identify and adopt best practice

The pnnapal features of the control framework and
the methods by which the Board satisies itseff that
It 1s operating effectively are detalled overleaf
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Control environment
The Group has an established governance framework,
the key features of which include

~ Terms of reference for the Board and each of
1ts commitiees,

- A clear organisational structure, with documented
delegation of authorrty from the Board to
executive management,

- A Group policy framework, which sets out risk
management and control standards for the Group’s
operations worldwide,

~ Deftned procedures for the approval of major
transactions and capitat allocation, and

- Committees of senior executives responsible for
reviewing the Group’s financial risks (Asset and Liability
Management Committee) and non-financial 1 e
operational nsks (Group Operaticnal Risk Committee)

The Group's nsk and governance framework has been
structured in accordance with the Financial Services
Authonity’s nsk-based framework for integrating

and embedding nsk and capital management
(Prudential Sourceboaok)

Risk identification, assessment and management
There 15 In place an ongoing process for Identifying,
evaluating and managing the significant nisks faced by

the Group which has operated throughout 2007 and

up to the date of signing this report The Group’s nisk
management and control framework 13 designed to
support the identification, assessment, monitoring,
management and control of risks that are significant to the
achieverment of the Group’s business objectives The Group
has a set of formal poliaes which govern the management
and control of both financial and nen-finanaal risks

The adoption of these policies throughout the Group
enables a broadly consistent approach to the management
of nsk at business unit level At Group level, policy owners
are responsible for the Group-wide aggregation and
oversight of therr speafic nsks Dunng 2007 the Group
policy set has been revised and refreshed and the rsk
management framework has been reviewed and a

Group Chief Risk Officer appointed

The Asset and Liability Management Committee Is
responsible for reviewing and menitonng the financiat
nsks to the Group and, with the assistance of its
sub-committees, considers the nisks relating to ife
assurance, general nsurance, reserving, capital
management, credit and mvestment Similarly, a Group
Operaticnal Risk Committee monitors nsks associated
with information technology, business protection,
human resource management, business standards

and regulatory comphance

Management monitors the completeness of the Group's
nisk profile on a regular basis through a Group nisk
monitening framework Each quarter, businesses report
residual nsk profiles and the adequacy of the miigating
action programmes, based on local matenality levels
These impact assessments are based on financial,
reputational and operational cntena This enabtes the
Group nsk, function to assess the overall nsk exposure
and to develop a Group-wide nisk profile that is refreshed
quarterly Matenal items in the Group nsk report are
reported to the committee of the Group's senior
executives (Executive Committee), the Risk and Regulatory
Committee and in respect of social, environmental and
ethical risks, the Board’s Corporate Social Responsihility
Committee The Executve Committee considers whether
the residual nsks are within the Group’s nsk appetite,

and the adequacy of the mitigating actions

The Boards, audit committees and management of the
operational businesses also consider local risk reports in

a similar way Regular reports are supported by escalation
procedures for new or deterorating risks that are classified
at the highest impact levels In addition, business unit
heads and Group functional heads provide, in relation

to their own areas of responsibility, a certificate every

six months to confirm compliance with the Group's
governance and nsk management framework, and the
terms of their delegated authority Any nsk or control
Issues not already reported through the regular nisk
manageiment processes must be specifically highlighted
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Control procedures and monitoning systems

The Group has a well-developed system of planning,
incorporating Board approval of a relling three-year
Group plan Performance against the plan 1s subsequently
monitored and reported to the Board each time it meets
This report also includes updates on relevant measures

of solvency and liquidity Performance is reported through
the half-yearly publicatton of the Company’s results

based on accounting policies that are applied consistently
throughout the Group Operational management reports
quarterly to the Executive Committee on a wide range

of key performance and other signficant matters

and the Board recewes reqular representations from

the senior executives responsible for each principal
business operation

Whilst the Audit Committee has the overall responsibility
of monitoring the Group's Internal control process

on behalf of the Board, 1t 1s assisted by the Risk and
Regulatory Committee, which oversees the regulatory
compliance and non-financal control processes and
reports to the Board In additton, the Audit Committee
performs an annual review of the effectiveness of the
internal audit function and the framework for the Group's
systerns of internal control Throughout 2007, the Audit
Committee and the Risk and Regulatory Committee
recewved quarterly reparts from the Group Audit Director
on Issues ansing, and updates on previously reported
items More detalled reports on the work of these
comnuttees dunng 2007 are set out overleaf
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Corporate governance report continued

The Board has conducted a review of the effectiveness of
the Group's systems of internal control Where weaknesses
were identrfted as part of the control review, mitigating
actions have been taken or plans put in place These are
monitored by the appropriate committee on behalf of

the Board The Board 1s not aware of any significant
weaknesses that do not have mitigating actions in place

Internal audit

The Group’s internal audit function advises management
on the effectiveness of rts internal control systems,

the adequacy of these systems to manage business

risk and to safeguard the Group’s assets and resources
Through the Group Audit Director, the internal audht
function provides objective assurance on nisk and controt
to both the Audit Committee and Risk and Regulatory
Committee The effectiveness of the Group's internal audit
function 1s reviewed each year by the Audit Committee

Communication with shareholders
The Company places considerable mportance on
communication with shareholders and engages with
them on a wide range of issues

The Group has an ongoing programme of dialogue
and meetings between the executive directors and

instiutional investors, fund managers and analysts

At these meetings, a wide range of relevant issues

including strategy, performance, management and

governance are discussed within the constraints of

the information already made public

The Company’s Investor Relations Department 1s dedicated
to faaltating communication with institutional investors
The directors consider it important to understand the
views of shareholders and, in particular, any 1ssues which
concern them The Board receives reports on matters

that have been raised with management at the regular
meetings held with the large investors Dunng the year
the Chairman held a meeting with the major institutional
investors and attended investor meetings with
management In addition, the Sentor Independent Director
15 avallable to meet with major shareholders to discuss any
areas of concern that cannot be resolved through nermal
channels of investor communication and arrangements
can be made to meet with the Senior Independent
Drrector through the Group Company Secretary Similarty,
arrangements can be made for major shareholders

to meet with newly appointed directors In addition,

the Board consults with shareholders in cannection

with spearfic 1ssues where 1t considers appropriate

The Board 15 equally interested n the concerns of private
shareholders and, on its behalf, the Group Company
Secretary oversees communication with these investors
It 1s the practice of the Company to 1ssue a postage

paid reply form with its Annual General Meeting
documentation to enable shareholders to put relevant
questions to the directors This 1s considered to be
particularly helpful for those shareholders who are unable
to attend the meeting Wnitten responses are provided
through a brochure containing answers to the maost
frequently asked questions that 1s also placed on the
Company’s website All matenal nformation reported to
the regulatory news services 1s simultaneously published
on the Company's website affording all shareholders full
access to Company announcements

The Company has taken full advantage of the provisions
within the Companies Act 2006 allowing communications
to be made electronically to shareholders where they have
not requested hard copy documentation As a result the
Company's website has become the primary method

of communication for the majonty of its shareholders
Details of the information available for shareholders on
the website can be found on the Shareholder information
pages 270 t0 272

The Company’s Annual General Meeting provides a
valuable opportunity for the Board to communicate with
private investors At the meeting, the Company complies
with the Combined Code as 1t relates to voting, the
separation of resolutions and the attendance of committee
chairmen Whenever possible, all directors attend the
Annual General Meeting and shareholders are inwted

to ask questions dunng the meeting and have an
opportunity to meet with the directors following the
conclusion of the formal part of the meeting In line wath
the revised Combined Code, detalls of proxy voting by
shareholders, including votes withheld, are made availlable
on request and are placed on the Company’s website
following the meeting

The Company’s annual report and accounts and annual
review, together with the Company’s intenm reports,
trading statements and other public announcements are
designed to present a balanced and understandable view
of the Group’s actvities and prospects The Charrman’s
statement, Group Chief Executive's review, and Business
review provide an assessment of the Group's affairs and
they will be supported by a presentation to be made at
the Annual General Meeting

Institutional investor

Morley Fund Management Limited (Morley), the Group’s
largest asset management company, believes that good
governance contrnbutes to better performance and
practices Therefore, as a major investor, the Group
monitors the governance of the cornparues in which it
invests To this end, Morley holds regular meetings with
the senior management of companies where it will raise
matters which may affect the future performance of
those companies
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Morley maintains a detatled Corporate Governance and
Vioting Policy as part of its investrment strategy, which
underpins 1ts approach to engaging and voting at
company general meetings The policy also extends to
cover social, environmental and ethical issues ts policy

is appled pragmatically, after careful consideration of

all relevant information In addition, Marley makes detalled
voting reports avallable to clients and publishes statistics
on its website

Directors’ responsibilities

The directors are required to prepare accounts for each
accounting peniod that comply with the relevant provisions
of the Companies Act 1985, the Companies Act 2006
{where applicable) and International Financial Reporting
Standards (FRS} as adopted by the European Union,
and which present farrly the finanaal position, financial
performance and cash flows of the Company and

the Group at the end of the accounting penod A farr
presentation of the financial statements in accordance
with IFRS requires the directors to

- select suitable accounting pohcies and venfy that
they are applied consistently in preparing the accounts,
on a going concern basis unless it 1s nappropriate
to presume that the Company and the Group will
continue In business,

- present information, induding accounting policies, In a
manner that provides relevant, reliable, comparable and
understandable information,

- provide additional disclosures when complhance with
the specrfic requirements m IFRS 15 insufficient to enable
users to understand the impact of particular transactions,
other events and conditions on the Company and the
Group’s financial position and financial performance, and

- state that the Company and the Group have complied
with applicable [FRS, subject to any material departures
disclosed and explained in the accounts

The directors are responsible for mantaining proper
accounting records which are intended to disclose with
reascnable accuracy, at any time, the financial position

of the Company and the Group They are also ultmately
responsible for the systemns of internal control mamntained
by the Group for safeguarding the assets of the Company
and the Group and for the prevention and detection of
fraud and other rregulanties Further details of the systems
of internal controls maintained by the Group are more
fully descnibed above

Going concern

After making enquiries, the directors have a reasonable
expectation that the Company and the Group as a

whote have adequate resources to continue in operational
existence for the foreseeable future For this reason,

they continue to adopt the going concern basis in
prepanng the accounts
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Audit Committee report

This report provides details of the role of the Audit
Committee and the work it has undertaken dunng the
year The purpose of the Committee is to assist the Board
In discharging its responsibilities for the integnty of the
Company's financial statements, the assessment of the
effectiveness of the systems of internal financial controls
and monitonng the effectiveness and objectmty of the
internal and external auditors The full terms of reference
for the Committee can be found on the Company’s
website, wwwy aviva com, and are avallable from the
Group Company Secretary

The following iIndependent non-executive directors,
served on the Commuttee during the year

Penod
Mermber From T
Russell Wells
(Chairman from 1 January 2007) 1 July 2004 To date
Mary Francs 1 January 2007 To date
Richard Karl Goelz 1 July 2004 To date
Carole Pvauca 24 September 2003 To date

The Committee met on six occasions in 2007 and each
member attended every meeting In addrtion, the
Commuttee held separate meetings with members of
sentor management for the purpose of induction and
traning The Group Company Secretary acts as the
secretary to the Committee Russell Walls, a Fellow
Chartered Certified Accountant, is a former Group Finance
Director of BAA plc, Wellcome plc and Coats Viyella plc
Richard Karl Goeltz 1s a former Chief Financial Officer of
Amencan Express Company, NatWest Group ple and The
Seagram Company Ltd The Board is satisfied that these
directors have recent and relevant financial expenence

The Group Chref Executive, Group Finance Director,
Group Audit Director, Group Chief Accountant and

the external auditor normally attend, by invitation,

all meetings of the Committee Other members of serior
management are also invited to attend as appropnate
to present reports It 1s the Committee’s practice at
each meeting to meet separately with the Group Audit
Director and the external auditor wathout any members
of management being present In performing its duties,
the Commuttee has access to the services of the Group
Audit Director, the Group Company Secretary and
external professional advice

The Commuttee follows an agreed annual work plan

it reviews, with members of management and the
nternal and external auditors, the Company’s financial
announcements (ncluding the annual report and accounts
to shareholders and associated documentation It places
particular emphasis on therr fair presentation and the
reasonableness of the judgemental factors and
appropnateness of significant accounting policies used
In their preparation At each meeting, the Committee
receves a report from the Group Audit Director
concerning the Company’s systerms of internal financal
control, induding any significant new 1ssues and actions
taken on previously reported issues Twice each year,
the Committee receives reports on the adequacy of the
Group’s life assurance and general Insurance reserves
The Committee also reviews the annual work plan for
the Groug's internal audit function The Committee
reports to the Board regarding the effectiveness of the
Group’s overall systems of internal control The Commuttee
tself reviews the financial controls and works dlosely
with the Risk and Regulatory Committee, which reviews
the non-financial controls

During the Board's visit to the Group’s North American
operations in September 2007, the Committee held joint
meetings with the Risk and Regulatory Committee and
members of the local business unit audit commuttees
The meetings allowed the Committee to gain a deeper
understanding of the relevant local 1ssues and assess the
effectiveness of the systems of internal financal controls
and the effectiveness and objectiwty of the internal and
external auditors

In addition, the Committee reviewed the Group’s capital
and nsk frameworks against the regulatory reforms
incorporated in the Financial Services Authority's Prudential
Sourcebook (PSB) concerning the Group's indiidual

capital assessments (ICA) The Committee endorsed the
proposed assumptions, methodology and process followed
In determining the amount of capital required to support
the Group's business plans and reccmmended the ICA

to the Board for approval

Each of the Group’s major business units has an

audit committee that provides an oversight role for its
business All such committees include members who are
independent of the relevant business The Group Audit
Director reviews the papers and mnutes from these
committees and bnngs all significant matters to the
Committee’s attention In 2007 the Committee made
contact with the chairmen of the ocal audit committees
and some members attended local committee meetings

The Committee receves reports from the external
auditor and regularly holds discussions wath both

the internal and external auditors In the absence

of management The chairman of the Committee
reports 1o the subsequent meeting of the Board on
the Commuttee’s work and the Board recewves a copy
of the mmutes of each meeting of the Committee
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Internal audit

The Group’s internal audit function reports to
management on the effectiveness of the Company’s
systems of internal contrals, the adequacy of these systems
to manage business sk and to safeguard the Group's
assets and resources Through the Group Audit Director,
the internal audit function provides abjective assurance on
risks and controls to the Committee The plans, the level
of resources and the budget of the internal audit function
are reviewed at least annually by the Committee, which
also undertakes an annual review of the effectiveness

of the Group’s nternal audit function against guidance
critena provided by the Institute of Chartered Accountants
in England and Wales In addition, the Group Audit
Commuttee 1s consulted in determining the remuneration
of the Group Audtt Director This review Is complemented
with a questionnaire to assess the effectiveness of Group
Audit and completed by a sample of the major Business
Units, audit committee mermbers and Executive members
As of 1 Aprl 2007, the Group internal audit structure was
medified and the reporting line of all iInternal audit
resources from each business unit have been centralised
s0 that they report to the Group Audit Director, rather than
to the business unit head

External auditor

Ernst & Young LLP (Ernst & Young) was appointed
auditor of the Company in 2001 having previously been
the auditor of Norwich Union plc Following the annual
external audit effectiveness review the Commitiee
concluded that the audit was fit for purpose and
recommended that a re-tender process should not

be undertaken in 2007 but that the relationship and
the effectiveness of the auditor be kept under review
The audrt signing partner changed as part of a rotation
process In 2002 and in ine with that process there has
been a further rotation in audit partner following the
sign-off of the statements for the 2006 financial year
Ernst & Young audits all significant subsidianies of the
Group other than Delta Lloyd (the Group’s subsidiary
operating in the Netherlands, Belgium, Luxembourg and
Germany), which 15 audited by PricewaterhouseCoopers
LLP {PwC) To fulfi} its Group reporting responsibiliies
Ernst & Young reviews the work of PwC in accordance
with standard auditing practices

The Company has policies aimed at safeguarding and
supporting the independence and objectity of the
external auditors The policies regulate the appointment
of former audit employees to senior finance positions

in the Group and set out the approach to be taken

by the Group when using the services of the auditor

it distinguishes between those matters where an
independent view 15 required, such as audit and assurance
work, and other advisory services In addition to statutory
audits, audit and assurance work mdudes reviewing
statutary returns, actuanal assurance, regulatory advice
requinng audor reporting, due dilgence on acquisitions
and disposals, fraud mvestigations and control reviews
and audit reviews As a general principle the auditor
cannot be engaged by the Company for any other
purpose, although the policy recogrises that there may
be areas of minor significance where, for pragmatic
reasons, It may be i the Group’s interests to use the
external auditor for this work

Annually, the Committee reviews a formal letter provided
by the external auditor confirming its iIndependence and
objectvity wittun the context of apphicable regulatory
requirements and professional standards

As part of the Committee's continual drive for
improvement, the policy in respect of external auditors
underwent a detalled review this year The policy was
updated to reflect current global best practice on auditor
independence, which i1s considered to be full comphance
with all UK, US and International Federation of
Accountants (IFAC) rules The revised polcy aims to be
simpler to interpret, providing greater clanty on what
services may and may not be provided by the Group's
auditors This revised policy became operational from

1 January 2008

The Group paid £10 2 milhon to Emst & Young LLP for
audit services In 2007, relating to the statutory audit of
the Group and Company financial statements and the
audit of Group subsidianes and associates pursuant to
legislation (2006 £9 2 mifiony The fees for other services
which included adwvice on accounting and regulatory
matters, reporting on internal controls, corporate
governance matters, and due diligence work were

£8 9 millon gving a total fee to Emst & Young of

£19 1 milhon (2006 £15 8 milion) Further detalls

are provided In note 12 to the accounts In addition,
the Group engaged the SMART Company in relation
to certain assurance work including venfication of its
Corporate Social Responsibility Report

During the year, the Commuittee performed its annual
review of the independence, effectiveness and objectivity
of the external auditor, assessing the audit firm, the audit
partner and audit teams The process was conducted

by means of a questionnaire, completed Group-wide

by members of sentor management and members of the
Group’s finance community The questionnaire sought
opinions on the importance of certain criteria and

the performance of the auditor against those critena

The guestionnaires were collated by the Group Company
Secretary Based on this review, the Committee concluded
that the audit service of Ernst & Young was fit for purpose
and prowided a robust overall examination of the Group’s
business and the risks involved

In fine with the Combined Code requirement the
Board undertook a revtew of the effectiveness of

all its commuttees dunng the year, including the Audit
Committee In addition, the Committee also carnied
out a self-evaluation of its effectiveness

This report was reviewed and approved by the Board
on 27 February 2008

Russell Walls
Chairman, Audit Commmuttee

89

Governance




Aviva plc
Annual Report and
Accounts 2007

90

Governance

Nomination Committee report

This report prowides detaik of the role of the Nomination
Committee and the work it has undertaken dunng
the year

The mamn purpose of the Commuttee 15 to assist the Board
by keeping the composition of the Board under review
and conducting a ngorous and transparent process when
making or renewing appointments of directors to the
Board i also adwises the Board on ssues of directors’
conflicts of interest and independence The full terms

of reference for the Commuttee can be found on the
Company's website, wwwi,aviva.com, and are avallable
from the Group Company Secretary

The following directors served on the Committee during
the year

Penod
Member From To
Lord Shaman (Chairman) 25 January 2006 To date
Gutltermo de la Dehesa 21 June 2000 o date
Wwim Dik 26 Apnl 2004 To date
Richard Harvey 21 June 2000 11 July 2007
Andrew Moss 12 July 2007 To date
Russall Walls 23 January 2007 To date

The Committee met on five occasions in 2007 and the
members’ attendance record Is set out in the Corporate
governance report above The Group Company Secretary
acts as the secretary to the Commitiee Russell Walls was
appomted a member of the Committee on 23 January
2007 and Andrew Moss was appointed a member of
the Commuttee on 12 tuly 2007

The Committee keeps under review the skill requirements
of the Board and the knowledge, expenence, length of
service and performance of the directors It also reviews
their external interests with a view to identifying any
actual, perceived or potential conflicts of interests,
including the time available to commt to their duties

to the Company The Committee also monitors the
iIndependence of each non-executive director and

makes recommendations concerning such to the Board
The results of these reviews are important when the Board
considers succession planning and the re-election and
reappointment of directors Members of the Committee
take no part in any discussions concerning their

own arcumstances

As a result of the restructunng of the senior management
team dunng 2007 there has been a reduction in

the number of executive directors on the Board

The Commuttee wall review the position during 2008

As part of the ongoing planning process for the

smooth replacement of current non-executive directars,
including refreshing the skill set wath a view to the
future, the Committee tdentified a number of candidates
During the year the Board accepted the Committee’s
recommendations that Nikesh Arora and Scott Wheway
Join the Board In respect of both appointments the
Committee engaged a search agency to help it identify
suitable candidates and assist with the preparation of

an interviewy list

The appointment of two new non-executive directors
duning the year also helps to maintain the balance of
the Board In the context of the intended retirement

of Guillermao de la Dehesa and Wim Dik during 2008

In ine wath the Combined Code requirement

the Board undertook a review of the effectiveness
of all ts committees durning the year, iIncluding the
Nomnation Committee

This report was reviewed and approved by the Board
on 27 February 2008

Lord Sharman of Redlynch
Charman Nomination Committee
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Risk and Regulatory Committee report

This report provides details of the role of the Risk and
Regulatory Committee and the work it has undertaken
dunng the year, and should be read in conjunction with
the report on the Group’s approach to nsk and capital
management on pages 54 to 62

The purpose of the Commuttee 15 to assist the Board In
praviding leadership, direction and oversight with regard
to the Group’s sk and regulatory policies and procedures,
including those related to compliance, nsk management,
financial malpractice and internal controls The full terms
of reference for the Committee can be found on the
Company’s website, www aviva com, and are avallable
from the Group Company Secretary

The following independent non-executive directors served
on the Committee dunng the year

Fenod
Member From To
Mary Franas
{Charman from 1 January 2007) 14 January 2006 To date
Nikesh Arora 1 My 2007 To date
Wim Erk 14 january 2006 To date
Russell Walls 14 January 2006 To date

Nikesh Arora joined the Commuttee on his appointment

to the Board on 1 July 2007 There were no other changes
in the membership of the Commuittee during the year

The Group Company Secretary acts as the secretary to

the Committee The Comrmittee met on seven 0Ccasions

In 2007 and the members’ attendance recard s set out

in the Corporate governance report above In addition

the Committee held separate meetings with members

of senior management and Ernst & Young for the
purposes of induction and training

The Group Chief Executive, Group Finance Director,
Group Audit Director, the Chief Risk Officer, the Director
of Group Compliance and the external auditor normally
attend, by inwitation, all meetings of the Commuittee
Other members of senior management are also invited
to attend as appropnate to present reports It is the
Committee’s practice at each meeting to meet separately
with the Group Audit Director and the external auditor
without any members of managemeni being present

In performing its duties, the Committee has access to the
services of the Group Audit Director, the Chief Risk Officer,
the Director of Group Compliance, the Group Company
Secretary and external professional advisors

The work of the Committee falls into the following
broad areas

Risk management

A particular focus of the Committee’s work in 2007 was
on improvements to the framework for nsk and contral
across the Group The Committee was involved in a review
of the nsk policy (including nsk appetite) statements for
each of the main categories of nsk faced by the Group,
and In a review of the processes for identifying, controling
and reporting nsks in the business units, regions and
Group centre A new Chief Risk Officer has been
appointed The Commuttee has also received regular
oversight reports on the Group's key risks and the
measures being taken by managernent to contain them

It has increased its focus on market and other financial
nsks and will continue to do so In the year ahead

Regulation and compliance

The Commuttee has reviewed the Group's regulatory
operating plan and has receved regular reports on its
relationships with its external regulators In particular,
the Commuttee monitors the actions being taken by
management in relation to the Risk Mitigation Programme
agreed with the Finanaal Services Authonty (FSA) and
the overall relationship with the FSA as the Group's tead
regulator Reports on any matenal compliance 1ssues are
received by the Committee, including any reputational
issues which may anse and the lessons learned

In addition, the Committee receives reports on tegislative
and regulatory developments which may impact the
Group, such as the FSA's Treating Customers Fairly
intiative and the Furopean Union’s Directive on Markets
in Financial Instruments

Group Internal Audit

The Group Internal Audit function provides the Committee
with independent and cbjective assurance over the
approprateness, effectiveness and sustamnabilty of the
Company’s system of internal cantrols In place to mitigate
significant risks The Group Internal Audit plan 15 based
on a robust and structured planning process using a nisk
based methodology that allows for quarterly updates to
reflect changes to the Company’s nsk profile Key control
1ssues reported by Group Internal Audit to management
and to the Commuttee members are morntored on a
quarterly basts until the nsk exposure has been properly
mitigated Reports on fimangial malpractice are also
presented to the Committee including incidence of

fraud, anti-money laundenng procedures and, at least

on an annual basis, arrangements whereby persons

can report in confidence any concerns about lack of
probity (whistleblowng)

Business protection

The Commuttee has reviewed plans for maintaining
and further enhancing the Group's business continuity
management, systems for information secunty and
management of IT risks

During the Board's visit to the Group's North Amencan
operations In September 2007, the Committee held

jont meetings with the Audit Commuittee and members
of the local business unit audit committees The meetings
allowed the Committee to gain a deeper understanding
of the relevant local 1ssues and assess how the Group's
nsk, and regulatory polictes and procedures were being
embedded in the business

The chairman of the Committee repons at the subsequent
meeting of the Board on the Commuttee’s work and the
Board recerves a copy of the mmutes of each meeting of
the Committee

In line with the Combined Code requirement the
Board undertook a review of the effectiveness of all
its committees dunng the year, including the Risk and
Regulatory Committee

This report was reviewed and approved by the Board
on 27 February 2008

Mary Francis
Chaiman Risk and Regulatory Commiitee
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Corporate Social Responsibility Committee report

This report provides details of the role of the Corporate
Social Responsibility Committee and the work 1t has
undertaken during the year

The purpose of the Commuttee 1s to provide guidance

and direction to the Group’s corporate socral responsibility
(CSR) programme, review the risks and opportunities
relating to the seven individual elements tin the programme
{namely standards of business conduct, environment,
human nghts and diversity, community, customers,
suppliers and employees) and to monitor progress

The full terms of reference for the Committee can be
found on the Company’s website, www aviva com

and are available from the Group Company Secretary

The following directors served on the Commuttee during
the year

Penod
Member from To
Wim Dik {Charrman) 14 January 2006 To date
Guillermo de la Dehesa 14 January 2006 Ta date
Richard Harvey 14 January 2006 11 July 2007
Andrew Moss 12 july 2007 To date
Carole Prwhica 14 January 2006 To date
Lord Sharman 14 January 2006 To date

The Committee met on four occasions (n 2007 and the
members' attendance record s set out in the Corporate
governance report above The Group Company Secretary
acts as the secretary to the Committee

Cunng the year the Comrmuttee met to consider the
conclusions of the Group’s CSR Annual Conference that
tock place in June 2007, and which was addressed by
both the Chairman of the Committee and a non-executive
director committee member The Committee reviewed and
approved the content and scope of the Company’s 2007
CSR Repart, monitored the management of the CSR risks
affecting the Group and helped establish a process by
which C5R related targets and objectives within the
Group's iIndividual businesses are set, monitored and
embedded in the businesses New policies on CSR and
Environment were established as a result of this process
Members of the Commuttee are interviewed as part of

the external assurance process of the CSR programme

and the subsequent management report 1s reviewed by
the Committee to assist the strengthening and future
direction of the programme going forward

The Commuttee reviewed each business unit's performance
and progress dunng the year Dunng the Board's visit to
the Group’s North Amencan operations in September
2007, the Committee held a meeting with the senior
managers responsible for CSR in the Group’s businesses

in the United States, while the Chairman of the
Commuttee visited the general insurance business in
Canada The meetings allowed the Committee to gain

a deeper understanding of the relevant local 1ssues and
assess how CSR was being embedded in the business

Together with the Board, the Commuttee participated in

a knowledge learning session on climate change n April
2007 addressed by a leading chmate change scientist

The Committee also reviewed the Group’s carbon offset
projects as part of Management's commitment to become
carbon neutral on a global basis

In line wath the Combined Code requirement the
Board undertook a review of the effectiveness of all

its committees during the year, Including the Corporate
Social Responsibility Committee

This report was reviewed and approved by the Board '
on 27 February 2008 i

Wim Dik
Charrman Coerporate Soaal Responsthiity Commuttee
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Directors’ remuneration report

Thus report sets out the remuneration palicy for the Company's directors, deseribes its implementation and discloses the
amounts paid in 2007 In addiron to meeting statutory requirements, partcularly the Companies Act 1985, Schedule 7A,
the Remuneration Committee (the "Committee”) has aimed to comply with best practice guidelines, mduding guidance
produced by the Association of Bntish Insurers (ABI) and the National Association of Pension Funds, in producing this
report

The Remuneration Committee
The Committee is a committee of the Board The terms of reference for the Committee are avatlable from the Group
Company Secretary and can be found on the Company's website The Committee’s key objectives are to

~ Establish a competitive remuneration package to attract, retain and motivate scarce, high quality leaders,

- Promote the achievement of both our annual plans and our strategic objectives and ambitions by providing a
remuneration package that contains appropnately motivating targets, and

— Align senior executives' remuneration with the interests of shareholders and other stakeholders, induding customers
and employees

Within the context of these objectives, the Committee’s main responsibilies are to

- Recommend to the Board the Group’s remuneration policy for the executive directors and members of senior
management, covering basic salary, bonus, long term Incentives, retirement provision, long term wealth creation
and other benefits,

— Strike an appropriate balance between (1} the fixed and variable and (1) the cash, equity and equity related components
of the total remuneration package,

— Ensure the remuneration package ts congruent with and provides the incentives to realise short and long term goals, 93

- Review and determine the terms of employment and remuneration of the individual executive directors, including any Governance
specific recruitment or severance terms,

- Review and, within the broad policy from time to time approved by the Board, determine the remuneration terms of
the Charman of the Board,

- Recommend to the Board the establishment of any employee share plans and exercse all the Board's powers in relation
to the operation of all share and incentive plans, Including the granting of awards, the setting and testing of
performance conditiens (where appropriate), and any discretion on behalf of the Board regarding any material
amendments to the plans' rules not requinng the approval of shareholders, and

— Select, appoint and determine terms of reference for iIndependent remuneration consultants to advise the Committee
on remuneration pelicy and levels of remuneration

Remuneration Committee membership
The following independent non-executive directors served on the committee dunng the year

Pencd
Members From To
Richard Karl Goeltz (Chairman from January 2006} 3 May 2004 To date
Mary Francis 25 January 2006 To date
Carole Pravnica 25 January 2006 To date
Scott Wheway 5 December 2007 To date

The Commuttee meetings are attended by Andrew Moss, Group Chief Executive (other than when his own remuneration
1s being discussed) and John Ainley, Group Human Resources Director The Group Company Secretary acts as secretary to
the Committee The Chairman attends when discussing the remuneration of the Group Chief Executive

The Commuttee i1s advised by Dawvid Hope, Group Human Resources Strategy Director, on market practice and the
alignment of reward arrangements to business strateqy and by Tim Harrs, Group Chief Accountant, on matters

relating to the performance measures and targets for the Group's iIncentive plans In addition, the Committee appotnted
New Bridge Street Consultants (NBSC) to advise on a review of sentor executive remuneration (see below) NBSC
provided no other material assistance to the Company in 2007 Deloittes LLP, which provided other services to the Group
iy 2007, advised the Committee on the calculation of Total Shareholder Return (TSR} in respect of the Long Term
Incentive Plan (LTIP) vesting The Group Company Secretary and Linklaters LLP (Linklaters) advised the Committee i
relation 1o the operation of the Company's share plans Linklaters provided other legal services to the Company

dunng 2007

in ine with Combined Code requirements, the Board undertook a review of the effectiveness of the Committee during
the year Additionally the Committee reviewed its own performance and agreed steps to enhance 11s effectiveness
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Remuneration Committee activity

The Committee 1s required by its Terms of Reference to meet at least three times per year and has a standing calendar of
1tems wathin its remit In addition to these standing items, the Committee discusses matters relating to the operation of
the remuneration policy and emeraing market practices In 2007 the Committee met eight ttmes and discussed,
amongst athers, the following key 1ssues

Meatings Standing agenda rtems Other agenda items
February — The annual review of executive directors’ basic salanes  ~ An instial review of the potental !
and benefits in kund retirement terms of Group Chiet
— Decisions on executive directors’ awards and approval Executive, Richard Harvey If he
of grants of share awards under the Annual Bonus were to retire from the Company
Flan (ABP) — A review of a new LTIP proposed
- Decisions on LTIP grants and associated performance for Mortey Fund Management

conditions for the 2007 granis and performance
testing of subsisting grants

- A deaision on the award to be made under the UK's
All Employee Share Ownership Plan to UK employees
and on the operation of Hbernians All Employee
Share Scheme

- A review of dilution imits

— Approval of recommendations on contributions into
the Aviva Capital Accumulation Plan

— Approval of the 2006 Directors’ remuneration report

April (twice) - A deasion on revised fees for the Charrman of the Board — Approval of departure terms
for Aviva executive director,
Patnck Snowhball
— Approval of the appointment
terms for Aviva executive directar,

Tidiane Thiam
May - A review of the use of comparator/market data — Approval of appointment terms
and constderation of market trends in executive for Group CEQ, Andrew Moss
director pay — Approval of the performance
- A market based review of total remuneration for conditons of Aviva USA's LTIP
senior management below executive director level — A review of currency exchange
- A review of Remuneration Committee effectiveness Issues In calculating relative TSR
for the Aviva LTIP
June - None — Approval of Group Chief

Executive Richard Harvey's
retirerment terms

August - A review of revised executive directors’ bonus — Consideration of a rewised process
targets following internal restructunng for setting and assessing executive
— A review of corporate governance and comphance directors’ personal objectives
with ABI guidelines on executive pay — Approval of the Terms of
- Approval of an invitation to UK employees Reference for a review of
to partiipate (n a Save As You Earn scheme executive directors’ remuneration

— Consideration of the impact of
foreign exchange movements on

target setting
December {twice) ~ Approval of 2008 performance targets for the - A review of executive directors’
operation of the ABP total remuneration
— Approval of executive directors’ personal — Consideration of a proposal to
objectives for 2008 introduce a matching element to
— Inibial consideration of the 2007 Directors’ ABP deferrals
remuneration report — A review of the remuneration
of the Chief Executive, Aviva
Investors

— Agreemeni on internal assurance
on non-financial performance for
the ABP

~ A review of Aviva‘’s current policy
on dividends on LTIP shares
which vest

- Approval of amendments to UK
all employee share ownership plans
In response to legistative changes
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Remuneration policy

Ahgnment with Group Strategy

The Committee considers alignment between Group Strategy and the remuneration of its senior executives to be cntical
It beleves that senior executives should be highly rewarded (on a market competitive basis) for the delivery of stretching
goals but also should receve reduced rewards when the business performs poarly To achieve this ahgnment Aviva's
remuneration package Is leveraged, with a high percentage of pay “at nsk” against the achievement of stretching goals
Furthermore two-thirds of any bonus and any LTIP grant are defivered 1n the form of Aviva shares The requirement to
defer bonus and participation in the LTIP closely ties the fong term value of executive remuneration to Aviva's share price
performance

Executives thus have high exposure to the same benefits and drawbacks of share price movement as other shareholders
The behef that our Executives should be shareholders 1s reinforced through formal guidelines requinng executive directors
to build up and retain a significant holding of Aviva shares

The Group's strategic prionties and targets are set out elsewhere in this report Those prionties are reflected closely in our
remuneration package

- Basic Salary Delivering our business plans requires talented senior executives focused on business performance
Overall remuneration 1s heavily influenced by basic salary Internal and external equity in basic salary positioning 1s an
important contributor to a motivational remuneration package and hence to delivering our business plan A range of
market data s used to inform decision making taking into account our policy with regard to the FTSE 30 and FTSE 50
data We wish to win, keep and focus talented individuals on delivering sustaned group performance

- Bonuses Bonus structures are effective only if they drive, through the targets chosen, sustained profitable growth
for shareholders In choosing targets careful thought also needs to be given to the unhelpful behaviours they might
inadvertently promote These considerations are regularly debated by the Committee Management is asked to explain 95
and justify the targets recommended for adoption The Committee must assure rtself that the final targets are, furstly,
the correct ones 1o provide Incentives and, secondly, are set at an appropriately challenging level This debate has
resulted in significant developments 1N Aviva’s target setting in recent years In brief, the moves have been towards
a smaller number of finanaal targets, with emphasis given through geanng to operating profit and new business
contribution — two measures of particular relevance to a large life Insurance business The emphasis in 2007 has been
to reduce and focus the number of financial measures further for 2008 These financial targets sit alongside targets
on customer advocacy and employee engagement introduced in 2005 that the Committee believes are cnitical to
long-term organisational health The personal objectives of executive directors and executive committee members are
also reviewed by the Committee to ensure they adequately reflect the strategik ams of the Group, good governance
and best practice

Governance

- The LTIP encourages a longer-term management focus on Return on Capital Employed (ROCE) and relative TSR These
metrics measure how the Company I1s performing in both relative and absolute terms It also ensures direct lime of sight
for executives between, on the one hand, the actual experience of shareholders investing in the insurance sector and
Aviva in particular and, on the other, their own financial interests and wealth creatron opportunities

The Committee considers all these elements, plus pension and other benefits, as a whole They look to ensure that an
appropriate balance 15 maintained between them so that the need for both short-term success and long-term sustainable
growth 1s recognised The Committee also ensures that the non-financtal business measures and individual objectives
reflect adequately Aviva's environmental, social and governance responsiiilities and send the right messages to
management about the positive behaviours required to meet those responsibilities

Constituent elements of reward as a percentage of total remuneration
The bar charts below show how the Group's remuneration policy translates in practice into the Chief Executive’s
remuneration package They show outcomes at both “target” and “stretch” levels of performance

Graph removed
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The first bar chart shows the breakdown of the package into its main constituent elements The second bar chart shows

a breakdown which highlights the proportion in the package of fixed cash, vanable cash and shares For the purposes of

the second table, fixed cash indudes basic salary and the discretionary Aviva Capital Accumulation Plan (ACAP) payment
Variable cash is the one-third of bonus paid in cash annually The share element indludes both the two-thirds of bonus
deferred into shares and the LTIP

- “Target” performance means a target bonus cutcome (75% of basic salary) and mirimum LTIP vesting on both the
TSR and ROCE elements (30% of an LTIP award)

- "Stretch” performance means a stretch bonus outcome (150% of basic salary) and full LTIP vesting (100% of an
NP award}

The breakdown does not include any share price growth, the dvidends on the (ABP) deferred shares or other benefits
(cash car allowance, value of Private Medical Insurance (PMI) and all-employee share ownership plans)

Remuneration policy in practice

Policy How delvered
Total remuneration
— Total remuneration package levels are informed by relevant pay data, — Basic salary
in particular the lower quartile to median range of the FTSE 30 ~ Annual Bonus Plan
and the median to upper quartile range of the FTSE 50 -{p
— These reference points are chosen to reflect Aviva’s market capitalisation — Long-term savings
and comparability to other large, sophisticated muli-national comparies ~ Pension
and the positioning that is appropnate to Aviva in those different — Benefits
comparator groups — All-employee share schemes
Basic salary
— Benchmarked as for total remuneration but wath positioning and progression — Monthily in cash
taking account of Indmdual and business performance and the levels of ncrease - Reviewed annually in February,
provded for the broader UK employee population (basic salaries of the UK staff with changes taking effect
increased by 3 5% on average in 2007) from 1 April

~ The Committee takes senously mstitutional snvestors’ concerns on the
“ratcheting” of basic salanes and does not unquestionably accept a particular market
pasition or salary

Discrettonary Annual Bonus Plan (ABP)

— The ABP 1s intended to motivate directors to achieve the annual business plan, — Annually, one-third is paid
based on a senes of key finanaial, employee and customer performance in cash and two-thirds in
indicators (KPls), which make up 70% of the bonus opportunity, and deferred shares

personal objectives (30%)

— 75% of basic salary 1s payable for “on target™ performance and up to 150%
15 for "stretch” performance

— Deferred shares vest on the third anniversary of the date of grant, subject to the
reapient remaining In service On resignation durng the three year deferral
period all or part of the grant is forfetted (100% in year of grant,
50% in followng year and 25% m year after that)

Long Term Incentive Plan (LTIP)

- The LTIP 1s mtended to promote achievement of the Company’s longer-term — Annual awards in restricted
objectives, to aid the retention of key personnel and to align executive shares that vest, subject to
interests to those of shareholders performance conditions being

— The Group Chief Executive I1s eligible to receive an annual award of shares met at the end of a three year
equal to 175% of basic salary Other executive directors are eligible to performance period
recerve an annual award of shares equal to 150% of basic salary — Awards that do not vest lapse

-~ Awards to other senicr staff vary based on performance over time and potential
and are normally up to 150% of basic salary
~ No award may exceed 200% of basic salary

Long term savings

—The ACAP 15 a lona-term savings vehicle which aids retention whilst recognising — Discretionary payments intc a
a need for flexbility in long-term wealth planring trust where they are held for a
— Company contributions are discretionary and vary year-on-year, but would not minimum of five years

nommally exceed 50% of basic salary Contnbutions for the executive directors
are shown In the table on page 97

— No one who participates in the ACAP 15 accruing benefits In the Aviva Staff Pension
Scheme A resignation or departure for breach of contract generally results in
forfeiture of contnbution for the refevant year
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Policy How delvered
Aviva Staff Pension Scheme (ASPS)
The UK ASPS provides a competitive post-retirement package No executive director - Deferred cash payable on
Is currently accruing service based benefits in the ASPS retirement in the form of
The scheme provides accrual at /3, Vas or Veo of annual basic salary depending on a lump sumvmonthly payment
senionty and the date of joining the scheme
Lump sum death in service benefit of four times basic salary 15 provided, as 1s a spouse/
partner’s pension equal to two-thirds of actual or, on death in service and In certan
other crcumstances, prospective pension Post-retirement increases are equivalent to
Retail Price Index (RPI) up to a maximum of 10% Retirement benefits can be accessed
from age 60
Other benefits
Cther benefits are provided on a market competitve basis — Cash car allowance
— Private medical insurance
- All-employee share ownership plans

Overview of the effect on current executive directors
The effect of these polices in 2007 for current executive directors is as follows (details on pension benefits are contained
later in this report)
Andrew Moss, Group Chief Executive
Elernent Amount Comrrentary
Basic salary £790,000 during the year Mr Moss was appointed Group Chief Executive from 1 July with a

As at 1 January £700,000 commensurate Increase I basic salary He was previously Group 7

As at 31 December £880,000 Finance Director

Governance

Annual Bonus Plan £853,336 Bonus 15 a function of the degree of achievement of 2007 targets

(97 0% of basic salary} as follows

Finanaal 22 5% (maximum 50%)
Employee 7 7% (maximum 10%)
Customer 7 8% {maximum 10%)
Personal 26 7% {maximum 30%)

LTIP — face value £1,050,000 The face value of the grant represented 150% of Mr Moss's basic
of grant salary on 28 February 2007 Thus reflected his role as Group Finance
Director at the date of grant
Aviva Capital £398,750 The Trustee of the Plan accepted Aviva's recommendation and
Accumulation Plan made an award into the plan taking account of Mr Moss's then
current and pending roles
Other benefits £16,120 cash car allowance  Mr Moss receives 2% of basic salary as a non-pensionable cash
2% basic salary supplement  supplement provided in consideration of his surrendenng his
Private medical insurance Unapproved Unfunded Retrement Benefit (UURB) promise at the

cash supplement when accrual in the ASPS ceased

Philip Scott, Group Finance Director

Elernent Amount Commentary

Basic salary £565,000 duning the year Mr Scott received a basic salary increase from 1 Apnl of £20,000
As at 1 January £550,000 (3 6%)
As at 31 December £570,000

Annual Bonus Plan £641,250 Bonus s a function of the degree of achievement of 2007 targets
(112 5% of basic salary} as follows
Financial 29 7% {maximum 50%)
Employee 6 8% (maximum 10%}
Customer 8 4% (maximum 10%)
Personal 30 0% {maximum 30%)

LTIP — face value £825,000 The face value of the grant represented 150% of Mr Scott’s basic
of grant salary on 28 February 2007
Other benefits £16,120 cash car allowance

Private medical insurance
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Overview of the effect on former executive directors
For those executve directors who left employment with the Company in 2007 or as at 31 December 2007 were under
notice, the overview Is as follows

Richard Harvey, former Group Chief Executive
(Retired from the Company on 31 July 2007)

Element

Amount

Commentary

Basic salary

£525,000 during the year
As at 1 January £900,000
As at 31 July £900,000

— Mr Harvey received no increase in basic salary during the year

Annual Bonus Plan

£523,950 (99 8% of basic
salary prorated for the seven
months of the year worked)

— Mr Harvey received a bonus based on unaudited half year
financial resulis and personal performance Given his retirernent,
the award was paid wholly n cash in August 2007

LTIP - face value
of grant

na

— Mr Harvey receved no LTIP award in 2007 His 2005 and 2006
LTIP awards will vest in March 2008 and March 2009 to the extent
that the Commuttee detenmines the performance conditions have
been met Any vested award wall be subject to pro-rating for
Mr Harvey's service duning the performance penod

Aviva Capital £600,000 - The Trustee of the Plan accepted Aviva's recommendation and
Accumulation Plan made an award to the benefit of Mr Harvey into the plan
Other benefits £11,083 cash car allowance
Private medical insurance
Patrick Snowball
(Left the Company by mutual agreement on 30 June 2007)
Element Amount Commentary
Bask: salary £280,000 during the year ~ Mr Snowball received a basic salary increase from 1 April of

As at 1 January £550,000
As at 30 June £570,000

£20,000 (3 6%)

Annual Bonus Plan

No payment was made to
Mr Snowball In respect of
2007 performance

- Mr Snowhball received those ABP shares from the 2006 and 2007
deferrals that vested by nght under the scheme rules and,
additionally, at the Remuneration Committee's discretion, the
halance of those deferrals

- Mr Snowball also receved those shares from the 2005 Deferred
Bonus Plan (DBP) award that were his by nght under the scheme
rules The Remuneration Committee determined that the 2005
DBP matching shares should be forfeited

LTIP - face value

£825,000

— The face value of the grant represented 150% of Mr Snowball’s

of grant {forfeited on departure) basic salary on 28 February 2007
- In accordance wath the rules of the Plan, on his departure,
the Remuneration Commuttee determmed that his 2007 award
and the unvested 2005 and 2006 awards should be forfeited
Other benefits £8,060 cash car allowance

Private medrcal insurance
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Tidjane Thiam

(Resigned in September 2007 and 1s serving a contractual notice period on “garden leave” untl 20 March 2008
Mr Thiam 1s bound by a non-compete covenant that runs concurrent wath this penod of garden leave)

Element Amount

Basic salary £467,833 dunng the year
As at 1 January £400,000
As at 31 December £500,000

- Mr Thiam receved a basic salary increase of £14,000(3 5%)
from 1 Apnl and a further increase in May when appointed an
executive director

of 2007 performance

— Given his voluntary resignation, Mr Thiam recewved no bonus in
respect of 2007

- On his final departure Mr Thiam wall recewe those shares from
the 2005 DBP award that are his by nght under the scheme rules
The matching shares provided by the Company will lapse He will
forfeit his total 2007 ABP deferral and will receive that portion
from the 2006 ABRP deferral (50%) to which he ts entitled under
the scheme rules, whilst the remaining 50% balance will be

Annual Benus No payment was made
Plan (ABP) to Mr Thiam in respect
LTIP — face value £600,000

of grant (forfeited on resignation)

- The face value of the grant represented 150% of Mr Thiam’s
basic salary on 28 February 2007

- On his resignation his 2007 award and the unvested 2005 and
2006 awards were forferited

Other benafits £13,300 cash car allowance
Private medical insurance

Annual Bonus Plan {ABP) - target setting

The finanaial targets which underpin the ABP (accounting for 50% of annual bonus) are derived from Aviva's return,
growth and capital efficency/capital generation goals Two of the financial targets {(operating profit and new business

contrnibution) are “stretched” due to their importance in achieving these aspirations

Employee and customer targets {each accounting for up to 10% of annual bonus) are set taking into account
performance to date and aspirations for the future The employee targets on leadership and engagement are dernved
from the Group's glebal dimate survey in which all business units participate and which over 42,000 staff completed in
2007 This survey i1s delivered through an independent third party able to provide extensive external benchmark data
Our current aim 1s to reach the relevant global and nationat norms on leadership and engagement Our aspiration Is to

be at the upper quartile positions over time

The ABP replaced the Awviva Deferred Bonus Plan (DBP), which was approved by shareholders in 2001 and prowided for a
cne-for-one match on deferred awards Vesting of awards 1s not subject to any further performance conditions and takes
place on the third anniversary from grant Final awards were made under the DBP in respect of the 2004 financial year n

March 2005 and will vest in 2008

Our customer metncs do not yet have the same degree of consistency and external comparability in all business units
as our employee climate survey Different methodologies and measures are used in different parts of the business
We already denve suitable performance targets from avallable data and are working to establish greater consistency

and external comparability

Internal assurance that the cutcomes on employee and customer targets were accurately calculated and reported was

provided to the Committee by Group Audit

Personal objectives based on delivery of key strategic prionties, personal leadership and operating performance of the

relevant portion of the business account for up to 30% of annual bonus

The Group's performance against 1ts financial, employee and customer KPls in 2007, as they affected the bonus of the

Chief Executive, 1s shown in the table below

Weighing (% of total bonus opportunity)

ey performance indicators On target (%} Stretch (%) DawﬂE:tc:I;Z)I
ROCE {external} 3 3 15
Operating profit (EEVAFRS) b 20 -
Operating profit (IFRS) 3 3 -
PVINBP 3 3 30
New business coniribution 4 15 150
IRR 3 3 30
COR - Gl and health 3 3 -
Customer 5 10 78
Employee 5 10 77
Personal — ndmidual strategic 15 30 267
Total 50 100 647

929
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Long Term Incentive Plan - target setting
The Aviva LTIP vests subject to the achievement of two equally wetghted performance measures chosen to reflect
shareholders’ long-term interest in absclute (ROCE) and relatve (TSR} performance

ROCE targets are set annually within the context of Aviva’s three year business plan Vesting depends upon performance
over the three year penod against a target return Aviva's external auditor prowides a formal opinion on the ROCE vesting
calculation The 2007 LTIP award has the following three year ROCE targets

ROCE over the three year performance penod Percentage of shares in overall LTIP award that vests based on achievement of ROCE targets
Less than 31 5% 0%

315% 159,

Between 31 5% and 37 5% Prorata between 15% and 50% on a straight-line basis

37 5% and above 50%

Relative TSR determines the vesting of the ather 50% of any Aviva LTIP award The comparator group for the assessment
of relative TSR performance under the 2007 grant comprses Aegon, Allanz, Axa, Fortis, Frends Provident, Generali,
HBOS, ING, Legal and General, Lloyds TSB, Prudential, Royal Bank of Scotland, Royal and Sun Allance, Standard Life and
Zunch The 2005 and 2006 LTIP grants are based on the same comparator group but without Standard Life

TSR vesting operates as follows

TSR position over the three year performance period Percentage of shares in overall LTIP award that vests based on achieverent of TSR targets
Below median 0%

Median 15%

Between median and upper quintle Prorata between 15% and 50% on a straight-hne basis
Upper quintile and above 50%

Detalls of unvested LTIP awards are provided on page 175
As at 31 December 2007, vesting projections (non-audited) of subsisting LTIP awards were as follows

LTIP award 31 December 2007 vesting projection {% of awand)
Aviva LTIP 2007 43%

Aviva LTIP 2006 46 5%

Aviva LTIP 2005 50%

Details of the assumptions used in valuing the LTIP for accounting purposes can be found on page 176 of this report
The vesting assumption made In respect of the 2007 grant for accounting purposes ts 50%

The following table has been drawn up to assist In understanding the potential value of the LTIP grants made to
executve directors in 2007

Lnp Andrew Moss Philip Scott
Face value of grant £1,050,000 £825,000
Minimum vesting £315,000 £247,500
Expected value £607,750 £477,500
Maximum vesting £1,397,500 £1,098,000

Assumptions are as follows

~ Minimum vesting assumes TSR and ROCE elements vest at the mmimum level, producing a 30% vesting of the total
award No share price growth 1s assumed,

— Expected value, based on the vesting assumption made for accounting purposes, assumes TSR and ROCE elements
vest at a combined rate of 50% of the total award Share price growth of 5% per annum is assumed over the three
year performance penod,

~ Maximumn vesting assumes both TSR and ROCE elements vest in full, producang a 100% vesting,
- Share price growth of 10% per annum 1s assumed over the three year performance period

The current LTIP succeeds a previous long term incentive plan, the last awards under which were made in 2004 and
vested in 2007 For the 2007 LTIP refease, at the end of the performance period, on TSR the Company was ranked
eighth out of the 20 companies In the comparator group (34 9% vesting) and ROCE was 32 4% (30% vesting)
The total vesting was therefore 64 9% The 35 1% of the award which did not vest lapsed
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The vesting history under the previous long term incentive plan 1s as follows
Percentage of award vesting
‘ear of grant Performance penod ROCE TSR Total
2002 January 2002 to December 2004 233 230 463
2003 January 2003 to December 2005 300 349 649
2004 January 2004 to December 2006 300 348 649
Avva does not award additional shares for the dividends that were pard duning the three year performance period on
those shares that vest
Deferred/Annual Bonus Plan and Long Term Incentive Plan Awards
Market Market
At Awards Awards Awards At price at price at
1 January granted vesting lapsing 31December dale awards  date awards
20071 dunngyear? durng year? dunng year? 20072 granted vested
Number Number Numbet Number Nurmber Pence Pence Vesung date
Richard Harvey3
Aviva Long Term incenitive Plan
- 2004 139,059 - 90,249 48810 - 5275 7635 March 2007
Awnva Long Term incentive Plan 2005
- 2005 207,437 - - - 207,437 6335 - March 2008
- 2006 170,731 - - - 170,731 8140 - March 2009
Aviva Deferred Bonus Plan
- 2004 118,478 - 118,478 - - 5275 7635 March 2007 101
- 2005 109,764 - - - 109,764 6335 7055 August 2007
Aviva Annual Bonus Plan Governance
- 2006 83,317 - - - 83,317 8140 7055 August 2007
Andrew Moss
Aviva Long Term incentive Plan
- 2004 83,650 - 54288 29,362 - 5350 7050 August 2007
Aviva Long Term Incentive Plan 2005
— 2005 102,803 - - - 102,803 6335 -~ March 2008
- 2006 87,804 - - - 87,804 8140 - March 2009
- 2007 — 136,540 - - 136,540 7785 - March 2010
Aviva Deferred Bonus Plan
~ 2005 61,408 - - - 61,408 6335 - March 2008
Awiva Annual Bonus Plan
- 2006 47,648 - - - 47,648 8140 - March 2003
- 2007 - 64,273 - - 64,273 7785 - March 2010




Aviva plc
Annual Report and
Accounts 2007

102

Governance

Directors’ remuneration report continued

Market Market
At Awards Awards Awards At price at pnce at
1 January granted vesting lapsing  310ecember  date awards  date awards
20077 dunngyear? during year2  during year2 20072 granted vested
Number Number Number Nurnber Number Pence Pence Vestng date
Philip Scott
Awnva long Term Incentive Plan
- 2004 88,867 - 57674 31,193 - 5275 7635 March 2007
Aviva Long Term Incentive Plan 2005
- 2005 116,822 - - - 116,822 6335 - March 2008
- 2006 95,121 - - - 95,121 8140 —  March 2009
- 2Q07 - 107,282 - - 107,282 7785 - March 2010
Aviva Deferred Bonus Flan
- 2004 68,960 - 68960 - - 5275 7635 March 2007
- 2005 68,690 - - - 68,650 6335 — March 2008
Aviva Annual Bonus Plan
- 2006 47,138 - - - 47,138 814 0 - March 2009
- 2007 - 58,647 - - 58,647 7785 - March 2010
Patrick Snowhball4
Awviva Long Term incentive Plan
-2004 84,452 - 54809 29,643 - 5275 7635 March 2007
Awva Long Term incentive Plan 2005
- 2005 107,943 - - - 107,943 6335 - -
- 2006 95,121 - - - 95,121 8140 - -
- 2007 - 107,282 - - 107,282 7785 - -
Avwva Deferred Bonus Plan
- 2004 70,802 - 70,802 - - 5275 7635 March 2007
- 2005 67,068 - - - 67,068 6335 7410 July 2007
Aviva Annual Bonus Plan
- 2006 56,100 - - - 56,100 8140 7410 July 2007
- 2007 - 65,847 - - 65,847 7785 741 0 July 2007
Tidjane Thiam5
Aviva Long Term Incentive Plan 2005
- 2005 53,457 - - - 53,457 6335 - -
- 2006 78,048 — - - 78,048 8140 - -
- 2007 78,023 - - - 78,023 7785 - -
Aviva Deferred Bonus Plan
- 2005 39,814 - - - 39914 6335 — March 2008
Aviva Annual Bonus Plan
- 2006 30,885 - - 15,493 15,492 8140 — March 2009
- 2007 45,866 - - 45866 - 7785 - -
Notes

1 For the director appointed in 2007, the amounits disdosed relate to their awards at the date of appontment
2 For former directors the amounts disdosed relate to their awards held dunng thesr penad of service as director Where awards have lapsed or are due to

lapse mo vesting date 15 given

3

Richard Harvey resigned from the Board wath effect from 11 July 2007

4 Patnck Snowball resigned from the Board wath effect from 8 May 2007

Tidiane Thiam was appointed to the Board on 1 May 2007 and resigned from the Board wath effect from 21 September 2007
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Planned Future Changes

The Commuttee reviewed in 2007 the remuneration package of Aviva's senior executives This was against a background
of the Chief Executive, Andrew Moss’ clear strategic imperatwve for the Group to deliver “one Aviva, twice the value”
“Twice the value” will be measured i terms of growth in the Company’s Earnings Per Share (EPS) with a target of
doubling EPS in five years Management also has an mcentive to achieve the goal more quickly No current element of
executive remuneration 1s focused on EPS growth The use of this measure will achieve direct alignment between a
portion of executive remuneration and the additional finanaal goals of the new strategy

The remuneration review also showed that the potential rewards represented by Aviva’s long-term incentives fall short of
benchmark figures in the comparator groups for our executive directors

As a result of the review, and subject to the outcome of consultation wath nstitutional investors, we therefore to intend
to put to shareholders at the 2008 Annual General Meeting a proposal to introduce a matchung element to a proportion
of the shares deferred under the ABF, with the followang key features

— The proportion of the deferred shares eligible for the matching award wall be 100% for the CEO and 75% for the
Finance Dwrector and Executive Committee The matching element will be extended to the top 400 executives within
the Company with a reducing proportion of the deferred element matched depending on senonty

- The maximum match wall be two shares for each share eligible for matching Vesting of the matching shares will
depend upon the Company's EPS performance over a three year period as follows -

Performance Level Annualised EPS Growth Matching Ratio
Below threshold Less than 10% pa Nil
Threshold 10% pa 01for1
Stretch 26% pa 2 for1

- Matching will be on a straight-line basis for performance between threshold and stretch

- Subject to shareholder approval, the first award of matching shares will be made 1n 2008, matching a proportion of
deferrals made under ABP in respect of 2007 performance

The Committee has satisfied rtself that following the introduction of the matching share element the total remuneration
of the CEO and Finance Director would be positioned consistent with our policy on FTSE 30 and FTSE 50 benchmarking
Further details on the proposals are included in the notice of meeting for the 2008 Annual General Meeting

Other than this proposal, we do not anticipate any further significant changes in remuneration in 2008

Performance graph

The following graph compares the TSR performance of the Company over the past five years with the TSR of the
FTSE 100 Return Index This index has been chasen because it 1s a recognised equity market index, of which Avva
15 @ member

The companies which compose the current LTIP comparator group for TSR purposes were chosen on the basis of product
and geographic match to Aviva and are listed above The TSR graph for the comparator group has been plotted using
both the 19 companies (excluding Aviva) In the comparator group for pre-2005 grants and the 15 companies {excluding
Awviva) in the group for grants in 2005 to date

Aviva plc five-year TSR performance against the FTSE 100 Index and median of the two comparator groups
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Directors’ remuneration report continued

Executive directors’ service contracts

Service contracts agreed with each executive director incorporate their terms and condrions of employment Contracts
were reviewed dunng 2006 and new contracts issued, bringing them into line with good market practice, particularly
n respect of mitigatton and phased payments The aim 1s to stnke a fair balance between the Company’s and the
employee's Interests taking INto account good market practice The key terms are as follows

Frovision Policy
Notice penod
By the director — Six months
By the Company - 12 months, roling No notice or payment in lieu to be paid where the Company
terminates for cause

Termmnation payment

— Pay 1n hieu of notice up to a maximum of 12 months’ basic salary This may be increased
by a discretronary redundancy payment (where approprnate} but any such further
termination payrment 1s capped at 12 months' basic salary

— Any amount 1s subject to phased payments and mitigation requirements

Remuneration and benefits

— As described in this report The detailed operation of the annual bonus and LTIP plans
15 at the Cormpany’s discretion and in the case of the long-term savings plans at the
trustees” discretion

Expenses

- Reimbursernent reasonably incurred in accordance with therr duties

Holiday entitlement

- 30 working days plus public holidays

Sickness = In line wath senior management terms, 1e 100% basic salary for 52 weeks,
and 75% thereafter
Nen-compete — Dunng employment and for six months after leaving
Contract dates Director Date cumrent contract commenced
Andrew Moss 1 January 2007
Philip Scott 15 November 2006
Tidjane Thiam 3 Aprit 2006
Patnick Snowball 15 November 2006
Richard Harvey 15 November 2006

Share ownership requirements

A requirement was introduced in 2005 that the Group Chief Executive and any executive directors should build, over

a five year penod, a shareholding in the Company equivalent to 175% of basic salary and 150% of bastc salary

respectively Shares held in compulsory bonus deferrals and performance shares held in unvested LTIPs are not taken \
Into account in applying this test

As at 31 December 2007, based on that day's closing share price of 673p, Mr Moss's shareholding of 73,208 shares
represented 56% of his basic salary of £880,000 (his holding of 43,377 shares at 1 January 2007 representing 33 2%)
and Mr Scott’s shareholding of 291,106 shares represented 344% of his basic salary of £570,000 (his holding of
274,896 shares at 1 January 2007 representing 325%]}

External Board appointments

Awviva recognises Its senior executves can benefit from serving in a personal capacity as a non-executive director of
non-Aviva Group companies Aviva therefore has a policy of allowing senior executives 1o serve as a non-executive
director of one external company, subject to approval by the Board, and to retain any board fees Exceptionally,

a second non-executive directorship might be approved

The only Executive Director who held such an appointment during 2007 was Philip Scott who was appointed to the
Board of Diageo plc on 17 October 2007

All-employee share plans

Executive directors are eligible to participate in a number of HM Revenue & Customs (HMRC) approved all-employee
share plans on the same basis as other eligible employees

These plans indude a share element of the Aviva All-Employee Share Ownership Plan (AESOP) Under this plan, eligible
employees can receive up to a maximum of £3,000 per annum in shares based upon the profits of the Company’s UK
business The shares are free of tax subject to a retention peried In addition, the partnership element of the AESOP,
which the Company also operates, allows participants to mvest up to £125 per month out of their gross salary in the
Company's shares There is no matching to this investment by the Company

The Aviva Savings Related Share Option Scherne aflows eligible employees to acquire options over the Company’s shares
at a discount of up to 20% of their market value at the date of grant in order to exerase these options, participants
must have saved through a three, five or seven-year HMRC approved savings coniract, subject to a mawmum savings

hrwt of £250 per month

Details of holdings under these plans can be found on page 110
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Dilution
Awards granted under the Aviva ABP and the Aviva LTIP are met by the 1ssue of new shares when awards vest
The Comrmuttee montors the number of shares issued under 1ts vanous share plans and their impact on dilution hmits
The relevant dilution imits established by the Assoaation of British insurers in respect of all share plans {(10% n any
rolling ten year penod) and executive share plans {5% in any rolling ten year penod) were, based on the Company’s
issued share capital at 31 December 2007, 2 6% and 0 90% respectively
Between March 1998 and March 2003, the Company met its hability for shares awarded under the incentive plans by
funding an employee trust that acquired shares in the market at the tme of grant Details of the shares currently held in
the employee trusts are set out in note 30 to the accounts
In December 2007 a loan of £10 millon was made to the Employee Benefit Trust to ensure suffiaent shares were
avallable to meet its ongoing liabilities
Non-executive directors {NEDs)
The NEDs, ncluding the Charman, have letters of appaintment which set out their duties and responsibilities
The key terms of the appointments are as follows
Prowsion Policy
Period — Three year term which can be extended by mutual consent
Termination — By the director or the Company givng the other one month's wntten notice
without compensation
Fees — As described below
Expenses ~ Rembursement of travel and other expenses reasonably incurred in the performance - @@
of therr duties 105
Time commitment ~ Between 25 and 50 days per annum depending upeon Board and Committee Governan
requirements and corperate activity overnance
Non-compete — Dunng term of directorship and for six months after leaving
Appointrment dates Director Date of last appointment Date appomtment ends
Nikesh Arora 1 July 2007 AGM 2010
Gutllermo de la Dehesa 30 May 2006 30 May 2009
Wim Dik 7 December 2005 7 December 2008
Mary Francis 1 October 2005 1 Octcber 2008
Richard Karl Goeltz 3 May 2007 31 May 2010
Carole Prmica 8 May 2006 31 May 2009
Lord Sharman 15 January 2008 AGM 2008
Russell Walls 3 May 2007 31 May 2010
Scott Wheway 5 December 2007 AGM 2010

it 15 the Company’s policy to set the fees paid to its Chairman and NEDs taking account of the median market payments
in international companies of similar size and complexity NEDs receive & basic annual fee in respect of thewr Board duties
A further fee 1s paid to NEDs {other than the Chairman) in respect of membership and, where appropriate, charmanship
of Board Commuttees

From 2007 fees will be reviewed annually and are set by the Board to attract indmiduals with the required range of skills and
expenence |n determining the level of fees paid to the NEDs the Board receves recommendations from the executve
directors, who consider the NEDs duties and responsitities, together with the time commitment required in prepanng for and
attending meetings, and the amounts paid by competitors and similar-sized companies

The Chairman and NEDs receve no benefits in addition to therr fees nor do they participate in any incentive or
performance plans or pension arrangements

The Company's Articles of Association provide that the total aggregate remuneration pard to the Chairman and NEDs
will be determined by the Board within the limets set by shareholders The current aggregate it of £1 5 million was
approved by shareholders at the Company’s 2005 Annual General Meeting The amount paid in 2007 was £1 04 million
Executive directars are remunerated under their service contracts and receive no additional fee for serving as directors
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NED fees payable from 1 Apnl 2007 are as follows
Chairman £475,000
Board membership fee £60,000

Additional fees are paid as follows

Senior independent director £20,000
Committee Chairman — Audit £35,000 (indusive of commitiee membership fee)
— Remuneration £20,000 (ndusive of commitiee membership fee)
— Risk and Regulatory £15,000 (inclusive of commuttee membership fee)
Committee membership — Audit £10,000
— Remuneration £10,000
— Nomination £5,000
— Risk and regulatory £5,000

- Corporate Social Responsibility  £5,000

Directors’ service contracts and letters of appointment are available for inspection at the Company’s registered office
during normal hours of business

Directors’ remuneration in 2007

This section of the report sets out the remuneration paid or payable to the directors in respect of the year to
31 December 2007 The following sections headed “Directors’ remuneration”, “Executive directors’ pension
arrangements” and “Share incentive plans” along with their associated foctnotes have been subject to audit

Basic salaryffees Boruses ACAP Benefits Total
2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
£000 £000 £000 £ 000 £000 £000 £000 £'000 £000 £000
Chairman
Lord Sharman 450 375 - - - - - - 450 375
Executive directors
Richard Harvey 525 875 524 1,296 600 450 a5 61 1,695 2,682
Andrew Moss 790 533 853 744 398 275 56 36 2,097 1,588
Philp Scott 565 543 641 680 - - 55 63 1,261 1,286
Patnick Snowball 280 543 - 763 - - 16 39 296 1,345
Tidiane Thiam 196 - - - - - 6 - 202 -
Non-executive directors
Nikesh Arora 32 - - - - - - - 32 -
Guillermo de |a Dehesa 95 86 - - - - - - 95 86
Wim Dik 2 69 - - - - - - 90 69
Mary Francs 90 64 - - - - - - g0 64
Richard Karl Goeltz 87 78 - - - - - - 87 78
Carole Pnvnica 82 74 - - - - - - 82 74
Russell wWalls 102 64 - - - - - - 102 64
Scott Wheway s - - - - - - - 5 -
Former directors
Derek Stevens* - 99 - - - - - - - 99
André Villeneuve* - 65 - - - - - - - 65

Total emoluments of directors 3,389 3,468 2,018 3,483 998 725 179 199 6,584 7,875

* Retired on 31 December 2006
Notes

1 “Bonuses™ indude the value of shares granted under the Avva All-Employee Share Ownership Plan {maximum £3,000) and the total amounts earned
I respect of 2006 performance under the Annual Bonus Plan (ie the cash bonus paid plus the amount deferred and granted in the form of shares)

2 Benefits" All the executive directors receved life assurance benefits dunng the year that retate to the cost incurred by the Company of insunng the
directors’ hfe assurance and spouses benefits which had they died during the year could not have been wholly paid by the pension scheme and would
therefore have been met by the Company The disclosure also indudes the cost of private medrcal insurance, and where appropnate, accompanied travel
accommadation and car benefits All the numbers disdosed indude the tax charged on the benefits No directors recerved an expense allowance dunng
the year

3 Paymenyts to former directors Since his rerement as a director in 2003 Anthony Wyand has served as a consultant and as a director on the Boards of
some of the Group's European operations Under this arrangement, a fee of £120 000 was paid to him mn 2007 Derek Stevens a former non-executive
director who retrred from the Board on 31 Decernber 2006 recerved a fee of £25 000 i 2007 for continuing to serve as chairman of the Aviva 5tafi
Pension Scheme

4 Dunng the year, shares granted to certain former executive directors under the Company’s Incentive plans vested Details of these awards were fully
disclosed 1 the year of grant

5 For the purposes of the disclosure required by Schedule 6 to the Camparues Act 1985 the total aggregate emoluments of the directors in respect of 2007
was £6 6 million {2006 £7 9 mifion)

6 No compensation payment for koss of office was made to any director or former director dunng the year
7 Amounts paid to Tidlane Thiam relate only to the period for which he served as an executve director
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8 Fees earned in 2007 by the non-executive directors are set out below
Fees as
ngnh-;:c;cau':l\; Committee Chairman / Membership
Board Senior the Group’s Corporate
membership  independent operations Social Risk and
fees director InSpain  Remuneration Audit  Nomunatien  Responsiblity  Regulatory Total fees
Lord Sharman,
Charrman £450,000 - - - - - - - £450,000
Nikesh Arora £30,000 - - - - - -  £2500 £32,500
Guillermo de la
Dehesa £57,500 - £27,397 - - £5,000 £5,000 - £94,897
Wirn Dik £57,500  £17,500 - - - £5,000 £5,000 £5,000 £850,000
Mary Francis £57.,500 - - £10,000 £10,000 - - £12,500 £90,000
Richard Goeltz £57.500 - - £20,000 £10,000 - - - £8/,500
Carole Prwnica £57,500 - - £10,000 £10,000 - £5,000 - £82,500
Russell Walls £57.500 - - - £35000 £4,704 - £5,000 £102,204
Scott Wheway £4,384 - - £731 - - £365 - £5,480
81 Followang a full review n March 2007 of Avivas fees against market benchmarks (the first full review for two years) the following changes in NEDs
emoluments were macle with effect from 1 Apnl 2007
- The Chairmans fee was increased from £375 000 pa to £475 000 pa
~ Board membership fees were increased from £50 000 pa to £60,000 pa
- The addinonal fee payable to the Senior Independent Director was increased from £10,000 pa to £20 000 pa
- A fee of £15 000 pa was introduced for chainng the Risk and Regulatory Commuttee (inclusive of membership feg) Mary Francis had previously
recevved a membership fee of £5,000 pa 1 07
82 Nikesh Arora joined the board and the Risk and Regulatory Commuttee wath effect from 1 July 2007
83 Scott Wheway joined the board the Remuneration Committee and the Corporate Soaal Responsibility Committee with effect from 5 December 2007 Governance

Senior executives’ remuneration

The total compensation paid dunng the year to key management personnel, being those having authonty and
responsibility for planning, directing and controlling the activiies of the Company, including the Cormpany’s directors and
NEDs (as required to be disclosed by International Accounting Standard 24) was £50 million (2006 £53 milion) and s set
out below in note 58 to the Accounts
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Executive directors’ penston arrangements
Dunng 2007 executive directors, with the exception of Mr Harvey and Mr Moss, accumulated pension benefits under the
defined benefits section of the Pension Scheme as detailed below

Richard Harvey!  Andrew Moss? Phesip Soott3 Patmck Snowbal  Ticdkane Thiam5
1000 £000 £ 000 £'000 £000

Accrued annual pension at 1 January 2007 75 20 361 289 49
Increase in accrued annual pension during the year

Augmentation of benefits - - - _

as a result of inflation - - 14 6 2

Adjustment to accrued annual pension as a result

of satary increase relative to inflation - - 1 1 15

Increase in accrued annual pension as a result

of additional service - - - 9 9
Reduction due to lump sum settlement and early retirement (25) - - - -
Accrued annual pension at 31 December 20076 50 20 376 305 75
Employee contnbutions dunng the year? - - 28 14 12
Transter value of accrued pension at

31 December 2006 1,252 231 5,236 4,833 452
Transfer value of accrued pension at

31 December 2007 1,153 248 5,609 5,283 720
Change m transfer value during the penod

less employee contnbutions (99} 17 345 436 256
Age at 31 Decernber 2007 (years) 57 49 53 57 45

Notes

]

W

[V

0~

Mr Harvey ceased to accrue pension benefits in the Pension Scheme wath effect from Apnt 2006 Instead contnbutions have been paid iInta his ACAP
Mr Harvey's Pension Scherne Benefit at March 2006 was £75 000 pa This increased in ine with defemed pension increases {the lower of the increase In
the RPl or 5%} Mr Harvey subsequently took early retirement wath effect from 31 July 2007 As part of Mr Harveys agreed early retirement terms the
Company agreed 1o base the calculation of his pension on it being paid two years earlier than a retrement of age 60 rather than three Conseguently,

his eatly retirement pension payable from 1 August 2007 amounted to £69 153 pa rather than £65,237 pa Te provide this additional £3 916 pa pension,
a cost was Incurred to the Company of £101,857 Mr Harvey then surrendered £19 014 pa of his pension for a cash sum, reduang his pension payable
from 1 August 2007 ta £50,139 pa This will increase annually in payment in line with RPY, subject to a maximum of 10%

Mr Moss ceased accrual in the Pension Scheme wath effect from 31 March 2006, and as a result, his post-March 2006 pension benefit was £19 556 pa
Thus wall increase in ine with deferred pensions {the lower of the increase in RPY or 5%) subject to the LTA At 31 December 2007 it increased to
£20,260 pa The amounts shown above are rounded 1o the nearest thousand, thus showng ne inaease in pensien for Mr Moss

Mr Scott has been acaruing benefits in the Pension Scheme since before June 1989, so was not therefore subject to the HMRC Earmirggs Cap  Following
persions’ smphfication Mr Scott registered wath HMRC for enhanced protection He remains a mernber of the scheme and continues to acaue benefits as
a result of salary increases and inflation However, he 1s not accruing benefits as a result of addibonal serce Mr Scott’s pension wall be based upon his
final pensionable salary and years of serace at retirement subject to an ovemding it of two-thirds of final pensionable salary

Mr Snowball had been accruing benefits in the pension scheme since befare June 1989, so was not therefore subject to HMRC' Earrings Cap
He continued to accrue benefits in the Pension Scheme unitil he left the Company on 30 June 2007 His deferred pension at that date is that
shown above at 31 December 2007, which will increase until his retrement in ine wath R subgect to a maximum of 5%

Mr Thiam was appointed as Group Executive Director with effect from 1 May 2007 The above shows his benefits induding pensionabile sernce prior 10
hum beng apponted an executive director He ceased to be Group Executive Director wath effect from 21 September 2007 The abave only allows for
benefiis up to that date

The “acaued pension” 15 the amount of annual pension to which the directors would have been entitled at age 60 had they left serice at 31 December
2007 The amount shown m respect of Mr Harvey 1s his annual pension mn payment at 31 Decernber 2007 See note 1 above

Members of the Defined Benefit section of the Persion Schene made a contnbution of 5% of thew pensionable salary

The change in transfer values over the year includes the effect of changes made by the Trustee of the Pension Scherne to the assurnptions used in respect
of changes to market values and expected future investment returns  Transfer values represent the esimated hablity on the Scheme to pay the stated level
of benefits They are not sums paid or due to a directar, and do not represent the true cost of prowding the pension benefit

No former directors received any Increase In retirement benefits in excess of the amount to which they were entitled on the later of the date when the
benefits first became payable or 31 March 1997
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Share incentive plans

Details of the directors who held executive office for any part of the financial year, and hold or held options to subscribe
for ordinary shares of the Company or hold or held awards over shares in the Company, pursuant to the Company's
share-based incentive plans, are set out below

Savings related share options
These are options granted under the HMRC approved Aviva Savings Related Share Option Scheme Options are normally
exercisable durning the six month penod following the end of the relevant (three, five or seven year) savings contract

At Options Options Oplions At
1 January granted exarcsed lapsing 31 December
2007 dunng year  dunngyear  during year 2007  Exerase prce Exerase
Number! Number Number Number Number 2 Pence Period
Richard Harvey3
Savings related options 2002 4,426 - - - 4,426 4010 August 2007
— January 2008
Andrew Moss
Savings related options 2005 3,279 - - - 3219 4910  December 2010
- May 2011
Philip Scott
Savings refated options 2002 4,096 - 4,056 - - 4010  December 2007
- May 2008
Tidjane Thiam?
Savings related options 2006 1,593 - - - 1,593 5930 Options lapse
March 2008 109
Notes

Governance
1 For the directors appointed in 2007, the amounits disclosed relate to their awards at the date of appointment

2 For former directors, the amounts disclosed relate to their awards held at the date of resignation from the Board
3 Richard Harvey resigned from the Board wath effect from 11 July 2007
4 Tidjane Thiam was appointed to the Board on 1 May 2007 and resigned from the Board with effect from 21 September 2007

The mid-market price of an ardinary share in the Company on 31 December 2007, being the last business day of the
year, was 673 pence, and the mid-market prices during the year ranged from 625 pence to 854 pence During the year,
directors made an aggregate gan of £10,957 upon the exercise of share options

Accounting changes

Major changes to accounting policies and practices in 2005, mcluding adopting International Financial Reporting
Standards and European Embedded Value pnnciples for supplementary reporting, affected a number of the key
performance indicators and performance measures used In connection with the Company's long term incentive plans
Duning the transition period the Commuttee recetved reports showing the effects of these changes on the performance
measures and satisfied itself that the evaluation of actual performance against the performance conditions which were
originally set using prior accounting practices Is appropriate having made allowance for the accounting changes

The Interests held by each person who was a director at the end of the financial year in the ordinary shares of 25 pence
each In the Company are shown below All the disclosed interests are beneficial The table also summarses the interests
i shares held through the Company’s vanous all-employee and executive share schemes Detalls of the options and long
term incentive awards are shown on pages 101 to 102 and the Aviva Share Plan 1s described on page 110
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Shares! Bonus Plan Awards?  Long Term Incentive Awards? Options*
1lJanuary 31 December 1January 31 December 1 January 31 Decemnber 1January 31 December
2007 2007 2007 2007 2007 2007 2007 2007+
Nikesh Arora - - - - _ - _ _
Guillermo de la Dehesa 144 144 - - - - - -
Wim Dik 200 200 - - - - - -
Mary Francis 1,000 1,800 - - - - - -
Richard Karl Goeltz 2,500 2,500 - - - - ~ -
Andrew Moss 43,337 73208 109,056 173,329 274257 327,147 3,279 3,279
Carole Pramica 2,500 2,500 - - - - - -
Philip Scott 274896 291,106 184,788 174475 300,810 319,225 4,096 -
Lord Sharrman 2,000 5.000 - - - - - -
Russell Wialls 1,500 4,000 - - - - - -
Scott Wheway - - - - - - - -
Former directors
Tidiane Thiam* 2,079 2,144 116,765 55406 209,528 209,528 1,593 1,593
Patrick Snowball** 22,815 23,270 193,970 189,015 287,516 310,346 - -
Richard Harveyt 198,758 278,760 311,559 193,081 517,227 378,168 4,426 4,426

1 For the directors appointed in 2007 the amounts disdosed relate to ther awards at the date of appointment

w For former directors the amounts disclosid refate 1o therr awards held at the date of resignation from the Board

* Tidjane Thiam was appeointed to the board on 1 May 2007 and resigned from the board with effect from 21 September 2007
** Patnck Snowball resgned frorm the Board with effect from 8 May 2007

1 Richard Harvey resigred from the board wath effect frorm 11 July 2007

Notes

1 “Shares” are the drrectors’ beneficial holdings in the ordinary shares of the Company and in respect of the executive directors indude shares held in trust
under the Compary's All-Employee Share Ownershup Plan (AESOP) being shares purchased by them under the partnership element and shares granted
under the free share element of the AESOP

2 "Bonus Plan Awards” relates 1o entifernents 1o shares ansing through the qurrent, of former, Aviva Bonus Plans Under these plans some of the eamed
bonuses are paid in the form of shares and deferred for three years The transfer of the shares 1o the director at the end of the penod 15 not subject to the
attanment of performance conditons but a proportion of the shares can be forferited if the executive feaves serace before the end of the penod

3 "Long Term incentive Awards™ are awards granted under the Aviva Long Term incentive Plans which vest only if the performance conditions are achieved
4 "Optons” are options over shares granted under the Aviva Savings Related Share Option Scheme

The following changes 1o directors’ Interests which relate o shares acquired each month under the partnership element
of the AESOP during the penod 1 January 2008 to 29 February 2008 have been reported to the Company

Number of shares

Philip Scott 45

Thus report was reviewed and approved by the Board on 27 February 2008

Richard Karl Goettz
Charman Rermuneration Cominittee

R A Cons
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Independent auditor’s report‘to the

shareholders of Aviva plc

We have audited the Group and parent company financial
statements {the “financial statements”) of Aviva plc for the
year ended 31 December 2007 which compnse the
Accounting Policies, the Consolidated and Parent Company
Income Staterments, the pro forma reconciiation of Group
operating profit to profit before tax, the Consolidated and
Parent Company balance sheets, the Consolidated and
Parent Company statement of recognised income and
expense, the Consolidated and Parent Company
reconciliation of movements in shareholders’ equity, the
Consolidated and Parent Company cash flow statements
and the related notes 1 to 5% and A to | We have also
audited the information in the Directors’ remuneration
Report that 15 described as having been audited

This repart Is made solely to the Company’s members,

as a body, In accordance with Section 235 of the
Companies Act 1985 Our audit work has been
undertaken so that we right state to the Company’s
members those matters we are required to state to them
In an auditors” report and for no other purpose To the
fullest extent permitted by law, we do not accept or
assume respansibility to anyone other than the Company
and the Company’s members as a body, for our audit
work, for this report, or for the opinions we have formed

Respective responsibilities of directors

and auditors

The directors’ responsibilities for prepanng the Annual
Report, the Directors’ remuneration report and the financial
statements in accordance with applicable United Kingdom
law and International Financial Reporting Standards (IFRSs)
as adopted by the European Union are set out in the
Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements and the
part of the Directors” remuneration report to be audited In
accordance with relevant legal and regulatory requirements
and International Standards on Auditing (UK and Ireland)

We report to you our opinton as to whether the finanaal
statements give a true and fair view and whether the
financial statements and the part of the Directors’
remuneration report to be audited have been properly
prepared In accordance with the Campanies Act 1985
and, as regards the Group finanaal statements, Article 4 of
the 1AS Regulation We also report to you whether in our
opirten the information given in the Directors’ Report 1s
consistent with the financial statements The mformation
given in the Directors' Report includes that specific
information presented In the Business review that 15 ¢ross
referred from the Directors' report

In addition we report to you If, in our opinion, the Company
has not kept proper accounting records, If we have not
recewed all the iInformation and explanations we require for
our audtt, or if information specified by law regarding directors’
remuneration and other transactions s not disclosed

We review whether the Corporate Governance Statement
reflects the Company’s compliance with the nine
provisions of the 2006 Combined Code specified for aur
review by the Listing Rules of the Finanaial Services
Authority, and we report If it does not We are not
required to consider whether the Board's statements on
nternal control cover all nsks and controls, or form an
opinion on the effectiveness of the Group’s corporate
governance procedures or its nsk and control procedures

We read other information contained in the Annual Report
and consider whether 1t 15 consistent with the audited

financat statements The other information campnses only
the Qverview, the Business review, the Board of Directors,
the Directors' report, the Corporate Governance report,
the Audit Committee report, the Nomination Committee
report, the Risk and Regulatory committee report, the
Corporate Social Responsibility committee and the
unaudited part of the Directors’ remuneration report

We cansider the implications far our report If we become
aware of any apparent misstatements or matenal
inconsistencies with the financial statements Our
responsibilities do not extend to any other information

Basis of audit opinion

We conducted our audit In accordance with International
Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit includes examination,
on a test bagis, of evidence relevant to the amounts and
disclosures in the financial statements and the part of the
Directors' Remuneration Report to be audited It also
includes an assessment of the significant estimates and
judgements made by the directors in the preparation of the
financial statements, and of whether the accounting policies
are appropriate to the Group’s and Company’s arcumstances,
consistently applied and adequately disclosed
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We planned and performed our audit so as to obtain alt the
information and explanations which we considered necessary
in order to provide us with sufficient evidence to give
reasonable assurance that the financial statements and the
part of the Dwrectors’ remuneration report to be audited are
free from matenal misstatement, whether caused by fraud
or other rrequlanity or error In forming our opinion we
also evaluated the overall adequacy of the presentation of
nformation in the financial statements and the part of the
Directors’ remuneration report to be audited

Opinion
In our cpinion

— The financial statements give a true and fair view, In
accordance with IFRSs as adopted by the European
Union, of the state of the Group’s and the parent
cormpany's affairs as at 31 December 2007 and of the
Group's profit and the parent company’s loss for the year
then ended,

— The financial statements and the part of the Directors’
remuneration report to be audited have been properly
prepared in accordance with the Companies Act 1985
and, as regards the Group financial statements, Article 4
of the 1AS Regulation, and

— The information given in the Directors’ report 1s
consistent with the financial statements

Separate opinion in relation to IFRSs

As explained in the Accounting Palicies to the Group
financial statements, the Group, in addition to complying
with its legal obligation to comply with {FRSs as adopted
by the European Union, has also complied with the IFRSs
as ssued by the International Accounting Standards Board

In our opimion the Group financtal statements give a true
and far view, n accordance with IFRSs, of the state of the
Group’s affairs as at 31 December 2007 and of its profit
for the year then ended

Ernst & Youn;!LLP 5 L_Lf

Registered Audiior
London
27 February 2008
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US Aviva advertising

In 2007 the US launched the 'bnght future
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that Aviva 1s an innovative life insurance

and annuity company that wall help 1o

ensure our customer will have a baght

future The ads featured n mamstream
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Accounting policies

Avva plc (the "Company”}, a public imited company
incorporated and dormicled in the United Kingdom (UK},
together with its subsidianes (collectively, the “Group” or
“Aviva"} transacts life assurance and long-term savings
business, fund management, and most classes of general
inslrance and health business through its subsidianes,
associates and branches in the UK, Ireland, continental
Europe, United States (US), Canada, Asia, Australia and
other countries throughout the world The Group also
invests In secunties, properties, mortgages and loans and
carmes on the business of trading in property

The Group 1s managed using reportable segments based
on the above actvties These are long-term business, fund
management, general Insurance and health, further details
of which are given in note 4

The principal accounting policies adopted in the preparation
of these financial statements are set cut below

(A) Basis of presentation

Since 2005, all European Union listed companies have
been required to prepare consolidated financial statements
using International Financial Reparting Standards (IFRS)
1ssued by the International Accounting Standards Board
(IASB) and endorsed by the European Union (EU) The date
of transition to IFRS was 1 January 2004 In addition o
fulfiling therr legal obligation to comply with IFRS as
adopted by the European Union, the Group and Company
have also complied with IFRS as issued by the International
Accounting Standards Board and applicable at

31 December 2007

In Novermnber 2006, the IASB i1ssued IFRS 8, Operating
Segments, the requirerments of which are applicable for
accounting penods beginning on or after 1 January 2009
On adoption, 1t will result in amendments to the disclosure
of aur segmental results but will have no Impact on the
results overall The |ASB also issued IAS 1, Presentation of
Financial Statements A Revised Presentation, and an
amendment to 1AS 23, Bormrowing Costs, during 2007,
netther of which has yet been endorsed by the EU

These are not applcable for the current accounting penod
and, on adoption, they wall not have any material impact
on the Group's financial reporting

Since the year end, the IASB has 1ssued a revised version of
IFRS 3, Business Combtnations, and an amendment to IAS
27, Consohdated and Separate Financial Statements,
which are applicable to accounting penods begnning on
or after 1 July 2009, and amendments to IAS 1,
Presentation of Financal Instruments, 1AS 32, Financral
Instruments Presentation, and IFRS 2, Share-Based
Payments Vesting Conditions and Cancellations, which are
applicable to accounting penods beginning on or after

1 January 2009 None of these has yet been endorsed by
the EU and, on adoption, will not have any matenal
impact on the Group's financial reporting

IFRIC tnterpretation 11, IFRS 2 — Group and Treasury Share
Transactions, and interpretation 12, Service Concession
Agreements, were issued dunng 2006 but neither of them
15 applicable for the current accounting penod In addition,
IFRIC interpretation 13, Customer Loyalty Programmes and
IFRIC interpretation 14, 1AS 19 — The Limit on a Defined
Benefit Asset, Mirnmum Funding Requirements and their
Interaction, have been issued dunng 2007 They have not
yet been endorsed by the EU but neither of them s
applicable for the current accounting period On adoption,
none of these mnterpretations will have any impact on the
Group’s financial reporting

In accordance with Phase | [FRS 4, Insurance Contracts,
the Group has applied existing accounting practices for
insurance and participating investment contracts, modified
as appropriate to comply with the IFRS framework and
apphcable standards Further details are given in policy F
below

ltems included in the financral statements of each of
the Group's entities are measured 1in the currency of the
pamary economic environment in which that entity
operates (the functional currency) The consohidated
financial staternents are stated in sterling, which 1s the
Company’s functional and presentation currency Unless
otherwise noted, the amounts shown in these financial
statements are in millions of pounds sterling (£Em)

As supplementary information, consolidated financial
nformation is also presented in euros

The separate financial statements of the Company are on
pages 236 to 243

FRS 27

Financial Reporting Standard 27, Life Assurance, {FRS 27)
was I1ssued by the UK's Accounting Standards Board (ASB)
on 13 December 2004, following the Penrose inquiry
Aviva, along with other major insurance companies and
the Association of British Insurers (ABI), signed a
Memorandum of Understanding (MoU} wath the ASB
relating to FRS 27 Under this Mo, Aviva voluntarrly
agreed to adopt in full the standard from 2005 in the
Group's IFRS financial statements

{B) Operating profit

The long-term nature of much of the Group’s operations
means that, for management’s decsion-making and
internal performance management, short-term realised
and unrealised investment gains and losses are treated as
non-operating items The Group focuses instead on an
operating profit measure that incorporates an expected
feturn on (nvestments supporting its long-term business,
general nsurance and health business Operating profit
for lang-term business 1s based on expected investment
returns on financial investments backing shareholder and
policyholder funds over the reporting penod, with
allowance for the corresponding expected movements

in habilities Variances between actual and expected
investment returns, and the impact of changes in
ecanomic assumptions on habilities, are disclosed
separately outside operating profit For general insurance
and health business, the total Investment income,
including reabised and unreahsed gains, 15 analysed
between that calculated using a longer term return and
short-term fluctuations from this Further detalls of this
analysis and the assumptions used are given in notes 8
and 9
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(C) Critical accounting policies and the

use of estimates

The preparation of financal statements requires the Group
to select accounting policies and make estimates and
assumptions that affect items reported in the consolidated
income staterment, balance sheet, other pnmary
statements and notes to the financial statements

Cntical accounting polices

The major areas of judgement on policy application are
considered to be over whether Group entities should be
consolidated {set out in policy D), on product classification
(set out in policy F) and In the dlassefication of financial
Investrnents (set out In policy S)

Use of estimates

All estimates are based on management’s knowledge of
current facts and crcumstances, assumptions based on
that knowledge and therr predictions of future events and
actions Actual results can always differ from those
estimates, possibly significantly

The table below sets out those items we consider
particularly susceptible to changes in estimates and
assumptions, and the relevant accounting policy

ftem Accountng poly

Insurance and participating
investment contract habilitres

Goodwill, AVIF and other intangible assets
Impairment of financial investments

Fair value of denvative financial instruments
Deferred acquisition costs and other assets
Provisions and contingent liabilities

Pension cbhigatons

Deferred tax

F&K

ggr\lé—!mz

Further details on the estimation of amounts for insurance
and participating investment contract liabilities are given in
notes 38, 38 and 50 to these financal statements

(D) Consolidation principles

Subsidianes

Substdiaries are those entities {including Special Purpose
Entities) in which the Group, directly or indirectly, has
power to exercise control over financial and operating
policies In order to gain economic benefits Subsidianes are
consolidated from the date on which effective control 1s
transferred to the Group and are excluded from
cansohdation from the date of disposal Al Inter-company
transactions, balances and unrealised surpluses and deficits
on transactions between Group comparies have been
eliminated

From 1 January 2004, the date of first time adoption of
IFRS, the Group 1s required to use the purchase method of
accounting to account for the acquisiion of subsidianes
Under this method, the cost of an acquisition 1s measured
as the far value of assets given up, shares issued or
liabilites undertaken at the date of acquisition, plus costs
directly attnbutable to the acquisition The excess of the
cost of acquisiion over the fair value of the net assets of
the subsidiary acquired 1s recorded as goodwill {see policy
N below) Any surplus of the acquirers interest m the
subsidiary’s net assets over the cost of acquisition 15
credited to the income statement

Merger accounting and the merger reserve

Prior to 1 January 2004, certain significant business
combinations were accounted for using the “pooling of
interests method” {or merger accounting), which treats
the merged groups as if they had been combined
throughout the current and comparative accounting
penods Merger accounting principles for these
combinations gave nse 10 a merger reserve in the
consolidated balance sheet, being the difference between
the nominal value of new shares issued by the parent
company for the acquisition of the shares of the subsidiary
and the subsidiary’s own share capital and share premium
account These transactions have not been restated, as
permitted by the IFRS 1 transitional arrangements

The merger reserve 1s also used where more than 90% of
the shares in a subsidiary are acquired and the
consideration includes the 1ssue of new shares by the
Company, thereby attracting merger relief under the
Companies Act 1985

Investment vehicles

in several countnies, the Group has invested in a number
of specialised investment vehicles such as Open-ended
Investment Companies (OEICs) and unit trusts These
invest mainly in equites, bonds, cash and cash equivalents,
and properties, and distnbute most of therr income

The Group's percentage ownership in these vehicles can
fluctuate from day-to-day according to the Group's and
thurd party participation in them Where Group companies
are deemed to control such vehicles, with control
determined based on an analysis of the guidance in 1AS 27
and SIC 12, they are consohdated, with the interests of
parties other than Aviva being classified as habilities These
appear as "Net asset value attnbutable to unitholders” in
the consolidated balance sheet Where the Group does
not control such vehicles, and these investments are held
by 1ts insurance or investment funds, they do not meet the
defintion of associates and are, instead, carned at far
value through profit and ioss within finanaal investments
in the consohidated balance sheet, in accordance with 1AS
39, Anancial Instruments  Recognition and Measurement
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As part of therr investment strategy, the UK and certain

European long-term business policyholder funds have

invested m a number of property imited partnerships

(PLPs}, erther directly or via property unit trusts (PUTs),

through a mix of capital and loans The PLPs are managed

by general partners (GPs), in which the long-term business

shareholder companies hold equity stakes and which

themselves hold nominal stakes in the PLPs The PUTs are

managed by a Group subsidiary

Accounting for the PUTs and PLPs as subsidharies, joint
ventures or other finanoal investments depends on the
shareholdings in the GPs and the terms of each
partnership agreement Where the Group exerts control
over a PLP. it has been treated as a subsidiary and #ts
results, assets and abiittes have been consolidated Where
the partnership is managed by a contractual agreement
such that no party exerts control, notwithstanding that the
Group’s partnership share in the PLP (including its indirect
stake via the relevant PUT and GP) may be greater than
50%, such PUTs and PLPs have been dlassified as joint
ventures Where the Group holds minornity stakes in PLPs,
with no disproportionate mfluence, the relevant
investments are carned at farr value through profit and
loss within financial investments
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Accounting pohicies continued

Associates and joint ventures

Assoclates are entities over which the Group has
significant influence, but which it does not control
Generally, it s presumed that the Group has significant
influence if 1t has between 20% and 50% of voting nghts
Joint ventures are entities whereby the Group and other
parties undertake an economic activity which is subject to
Jjoint control ansing from a contractual agreement Ina
number of these, the Group’s share of the undertying
assets and liabilities may be greater than 50% but the
terms of the relevant agreements make It dear that control
Is not exercised Such jointly-controlled entities are referred
to as joint ventures in these financial statements

Gains on transactions between the Group and its
associates and joint ventures are eliminated to the extent
of the Group's Interest In the associates and joint ventures
Losses are also eliminated, unless the transaction provides
evidence of an impairment of the asset transferred
between entities

Investments in assoclates and joint ventures are accounted
for using the equity method of accounting Under this
method, the cost of the investment in a given assoaiate or
[oint venture, together with the Group's share of that
entity's post-acquisition changes to shareholders’ funds,

15 Included as an asset In the consolidated balance sheet
As explained In policy N, the cost Includes goodwill
identified on acquisition The Group’s share of therr
post-acquisition profits or losses 1s recognised in the
mcome statement and its share of post-acquisiiion
movements in reserves Is recognised In reserves Equity
accounting 1s discontinued when the Group no longer has
significant influence over the investment

If the Group’s share of losses in an associate or joint
venture equals or exceeds Its interest in the undertaking,
the Group does not recognise further tosses unless it has
incurred obligations or made payments on behalf of the
entity

The Company’s Investments

In the Company balance sheet, subsidiaries and jomnt
ventures are stated at their farr values, estimated using
applicable valuation models underpinned by the
Company’s market capitalisation These investments are
dassified as available for sale {AFS) financial assets, with
changes in their fair value being recorded 1n a separate
Investment valuation reserve within equity

(E) Foreign currency translation

income statements and cash flows of foreign entities

are translated into the Group's presentation currency at
average exchange rates for the year while therr balance
sheets are translated at the year end exchange rates
Exchange differences ansing from the translation of the
net mvestment In foreign subsichanes, associates and
joint ventures, and of borrowings and other currency
instruments designated as hedges of such investments,
are taken to the currency translation reserve within equity
On disposal of a foreign entity, such exchange differences
are transferred out of this reserve and are recognsed in
the Income statement as part of the gain or loss on sale
The cumulative translation differences were deermed to
be zero at the transition date to IFRS

Foreign currency transactions are accounted for at the
exchange rates prevalling at the date of the transactions
Gains and losses resufting from the settlement of such
transactions, and from the translatton of monetary assets
and habilities denominated in foreign currencies, are
recognised in the income statement

Translation differences on debt secunties and other
monetary financiat assets measured at fair value and
designated as held at fair value through profit or loss (FV)
{see policy S} are included in foreign exchange gains and
losses in the ingome statement For monetary finanaial
assets designated as AFS, translation differences are
calculated as if they were carned at amortised cost and so
are recognised In the income statement, whilst foreign
exchange differences ansing from fair value gans and
losses are included in the nvestrment valuation reserve
within equity Translation differences on non-monetary
items, such as equities which are designated as FV, are
reported as part of the farr value gan or loss, whereas
such differences on AFS equities are included in the
investment valuation reserve

(F) Product classification

Insurance contracts are defined as those contaning
significant insurance nisk if, and only If, an insured event
could cause an insurer to make significant additional
payments In any scenario, excluding scenarios that lack
commercial substance, at the inception of the contract
Such contracts remain insurance contracts untl all nghts
and obligations are extinguished or expire Contracts can
be reclassified as insurance contracts after inception if
insurance risk becomes significant  Any contracts not
considered 1o be insurance contracts under IFRS are
dassified as investment contracts

Some Insurance and investment contracts contain a
discretionary participating feature, which 1s a contractual
nght to receive additional benefits as a supplement to
guaranteed benefits These are referred to as participating
contracts

As noted in policy A above, insurance contracts and
participating investment contracts in general contnue to
be measured and accounted for under existing accounting '
practices at the later of the date of transiion to {FRS or

the date of the acquisition of the entity Accounting for
insurance contracts 1s determined n accordance with the
Statement of Recommended Practice 1ssued by the
Association of British Insurers in December 2005, as
amended in December 2006 However, In certain
businesses, the accounting policies or accounting estimates
have been changed, as permitted by IFRS 4 and IAS 8
respectively, to remeasure designated insurance habihities

to reflect current market interest rates and changes to
regulatery capital requirements
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(G) Premiums earned

Premiums on long-term insurance contracts and
partictpating investment contracts are recognised as
income when recevable, except for Investment-linked
premiums which are accounted for when the
corresponding habilities are recogrused For single premium
business, this 15 the date from which the policy 1s effective
For regular premium contracts, recevables are taken at the
date when payments are due Premiums are shown before
deduction of commission and before any sales-based taxes
ar duties Where policies lapse due to non-receipt of
premiums, then all the related prermium mncome accrued
but not receved from the date they are deermed to have
lapsed 1s offset against premiums

General insurance and health premiums written reflect
business incepted dunng the year, and exclude any
sales-based taxes or duties Unearned premiums are
those proportions of the premiums written 1n a year that
relate to periods of nsk after the balance sheet date
Unearned premiums are calculated on either a daily

or monthly pro rata basis Premiums collected by
intermedharies, but not yet received, are assessed based
on estimates from underwriting or past experience,

and are included in premiums written

Deposits collected under investment contracts without

a discretionary participating feature (non-participating
contracts) are not accounted for through the mcome
statemment, except for the fee income (covered In policy H)
and the investment income attnbutable to those contracts,
but are accounted for directly through the balance sheet
as an adjustment to the investment contract habihity

(H) Other investment contract

fee revenue

Investment contract policyholders are charged fees for
policy admunistration, investment management, surrenders
or other contract services The fees may be for fixed
amounts or vary with the amounts being managed, and
will generally be charged as an adjustment to the
policyholders balance The fees are recognised as revenue
in the peniod In which they are collected unless they relate
to services to be prowided in future periads, in which case
they are deferred and recognised as the service 1s provided

Imtiation and other “front-end” fees (fees that are
assessed against the policyholder balance as consideration
for ongination of the contract) are charged on some
non-participating investment and investment fund
management contracts Where the investment contract

1s recorded at amortised cost, these fees are deferred and
recognised over the expected term of the policy by an
adjustment to the effective yield Where the investment
contract 1s measured at fair value, the front-end fees that
relate to the provision of investment management services
are deferred and recognised as the services are provided

() Other fee and commission income
Other fee and commuission Income consists primanly

of fund management fees, income from the RAC’
nor-insurance activities, distnbution fees from mutual
funds, commissions on reinsurance ceded, commission
revenue from the sale of mutual fund shares, and transfer
agent fees for shareholder record keeping Reinsurance
commissions receivable are deferred in the same way

as acquisition costs, as descnbed in policy W Al other
fee and commussion Income 1s recognised as the services
are provided

(J) Net investment income

fnvestment income consists of dividends, Interest and rents
recevable for the year, movements in amortised cost on
debt securtties, realised gains and losses, and unrealised
gains and losses on FV investments {as defined in pohcy S}
Dmidends on equity securities are recorded as revenue on
the ex-dividend date Interest income 15 recognised as 1t
accrues, taking into account the effective yield on the
investment It indludes the interest rate differential on
forward foreign exchange contracts Rental income 15
recognised on an accruals basis

The realised gain or loss on disposal of an investment

Is the difference between the proceeds receved, net of
transaction costs, and its enginal cost or amortised cost
as appropriate Unrealised gains and losses represent the
difference between the carrying value at the year end and
the carrying value at the previous year end or purchase
value dunng the year, less the reversal of previously
recognised unrealised gains and losses in respect of
disposals made duning the year

(K) Insurance and particapating
investment contract liabilities

Claims

Long-term business dlaims reflect the cost of all claims
ansing during the year, ncfuding claims handling costs,
as well as policyholder bonuses accrued 1n antiapation
of bonus declarations
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General insurance and health claims incurred include all
losses occumng during the year, whether reported or not,
related handhng costs, a reduction for the value of salvage
and other recoveries, and any adjustments to claims
outstanding from previous years

Claims handling costs include internal and external costs
incurred in connection with the negotiation and
settlement of claims Internal costs Indude all direct
expenses of the claims department and any part of the
general administrative costs drectly attributable to the
claims function
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Accounting pohaes continued

Long-term business provistons

Under current IFRS requirements, insurance and
particpating investment contract habilities are measured
using accounting policies consistent with those adopted
previously under existing accounting practices, with the
exception of labilites remeasured to reflect current market
interest rates and those relating to UK wath-profit and
non-profit contracts, to be consistent with the value of the
backing assets In the United States, shadow adjustments
are made to the liabilities or related deferred acquisition
costs and are recognised directly in equity This means that
the measurement of these rtems 1s adjusted for unrealised
gains or losses on the backing assets such as AFS financial
investments (see palicy S), that are recognised directly in
equity, in the same way as If those gains or losses had
been realised The Group has adopted FRS 27, Life
Assurance, for labilities relatng to such contracts, which
adds to the requirements of IFRS but does not vary them
i any way Further details are given i policy A above

The long-term business provisions are calculated separately
far each ife operation, based either on focal regulatory
requirements or existing local GAAP at the later of the date
of transition to IFRS or the date of the acquisiion of the
entity, and actuanial prinaples consistent with those appled
In the UK Each calculation represents a determination
within a range of possible cutcomes, where the
assumptions used in the calculations depend on the
arcumstances prevailing in each life operation The pnincipal
assumptions are disclosed in note 38(b) For liabilities of
the UK wath-profit fund, FRS 27 requires liabilities to be
calculated as the realistic basis labilities as set out by the
UK's Financia! Services Authority, adjusted to remove the
shareholders’ share of future bonuses For UK non-profit
Insurance contracts, the Group applies the realistic
requlatory basis as set out in the FSA Policy Statement
06/14 Prudential Changes for insurers where applicable

Present value of future profits (PVFP) on non-
partiapating business wnitten 1n a with-profit fund
For with-profit Iife funds falling within the scope of the
FSA realistic capital regime, and hence FRS 27, an amount
may be recogrised for the present value of future profits
on non-participating business written in a with-profit fund
where the determination of the realistic value of habilities
in that with-profit fund takes account, directly or indirectly,
of this value This amount 1s recognised as a reduction i
the liabihty rather than as an asset on the balance sheet,
and 1s then apportioned between the amounts that have
been taken into account In the measurement of labiliies
and other amounts which are shown as an adjustment to
the unallocated dwisible surplus

Unallocated divisible surplus

In certain participating long-term insurance and investment
business, the nature of the policy benefits 1s such that the
diision between shareholder reserves and pelicyholder
habilities 1s uncertain Amounts whose allocation to either
palicyholders or shareholders has not been determined by
the end of the financial year are held within liabilities as an
unallocated divisible surplus

Liability adequacy

At each reporting date, an assessment 15 made of whether
the recognised long-term business provisions are adequate,
using current estimates of future cash flows If that
assessment shows that the carrying amount of the labilities
(less related assets) 1s msufficient in the ight of the
estimated future cash flows, the deficiency 1s recognised

In the income statement by seting up an additonal
proviston In the balance sheet

General insurance and health provisions

(1) Outstanding claims provisions

General Insurance and health outstanding claims
provisions are based on the estimated ultimate cost of all
claims incurred but not settled at the balance sheet date,
whether reported or not, together with related clams
handling costs Significant delays are experenced in the
notfication and settlement of certain types of general
nsurance claims, particularly in respect of hiabihty business,
including environmental and pollution exposures, the
ultimate cost of which cannot be known with certainty

at the balance sheet date Provisions for certain claims

are discounted, using rates having regard to the returns
generated by the assets supporting the habilities Any
gstimate represents a determination wathin a range of
possible outcomes Further details of estimation techriques
are given In note 38(c)

Qutstanding claims provisions are valued net of an
allowance for expected future recoveries Recoveries
nclude non-insurance assets that have heen acquired
by exercising nghts to salvage and subrogation under
the terms of insurance contracts

{11) Provision for unearned premiums

The proportion of wntten premiums, gross of commission
payable to intermediaries, attnbutable to subsequent
penods s deferred as a provision for unearned premiums
The change In this provision 1s taken to the income
statement In order that revenue is recognised over the
penod of nisk

{inr) Liability adequacy

At each reporting date, the Group reviews its unexpired
nsks and carnes out a hability adequacy test for any overall
excess of expected claims and deferred acquisition costs
over unearned premiums, using the current estimates of
future cash flows under its contracts after taking account
of the investment return expected to anse on assets
relating to the relevant general business provisions 1f these
estimates show that the carmying amount of its insurance
habyihities (less refated deferred acquisition costs) 1s
mnsufficient 10 hight of the estmated future cash flows,

the deficiency 1s recognised in the income statement by
setting up a proviston n the balance sheet

Other assessments and levies

The Group 1s subject to vanous periodic Insurance-related
assessments or guarantee fund levies Related prowisions
are established where there s a present obligation (lega! or
constructive) as a result of a past event Such amounts are
not included n insurance habilities but are ncluded under
“Provisions” 1n the balance sheet
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(L) Non-participating investment
contract liabilities

Claims

For non-partiapating iInvestment contracts with an
account balance, claims reflect the excess of amounts
paid over the account balance released

Contract habilities

Deposits collected under non-particpating nvestment
contracts are not accounted for through the income
statement, except for the investment income attnbutable
to those contracts, but are accounted for directly through
the balance sheet as an adjustment to the investment
contract liability

The majority of the Group’s contracts dassified as non-
participating investment contracts are unit-inked contracts
and are measured at farr value, to be consistent with the
value of the backing assets Certain liabilities for non-
linked non-participating contracts are measured at
amortised cost

The fair value liability 15 in principle established through
the use of prospective discounted cash-flow techniques
For unit-inked contracts, the fair vatue liability s equal

to the current unit fund value, plus additional non-unit
reserves if required on a fair value basis For non-linked
contracts, the fair value hability 1s equal to the present
value of expected cash flows on a market-consistent basis

Amortised cost 15 calculated as the fair value of
cansideration recerved at the date of initiat recognition,
less the net effect of principal payments such as
transaction costs and front-end fees, plus or minus the
cumulative amortisation (using the effective interest rate
method) of any difference between that nittal amount
and the matunty value, and less any write-down for
surrender payments The effective interest rate I1s the one
that equates the discounted cash payments to the initial
amount At each reporting date, the amortised cost
liability 15 determined as the value of future best estimate
cash flows discounted at the effective interest rate

(M) Reinsurance

The Group accepts and cedes remsurance in the normal
course of business, wath retention hmits varying by line of
business Premiums on reinsurance assumed are recognlsed
as revenue in the same manner as they would be if the
reinsurance were considered direct business, taking into
account the product classification of the reinsured business
The cost of reinsurance related to long-duration contracts is
accounted for over the life of the undertying reinsured
policies, using assumptions consistent with those used to
account for these policies

Gains ar losses on buying retroactive reinsurance are
recognised in the income statement immedately at the
date of purchase and are not amortised Premiums ceded
and claims reimbursed are presented on a gross basis in
the consohdated income statement and balance sheet

as appropnate

Reinsurance assets primanly include balances due from
both insurance and reinsurance companies for ceded
insurance habiities Amounts recoverable from reinsurers
are estimated 1n a manner consistent with the outstanding
claims provistons or settled daims associated wath the
reinsured policies and In accordance with the relevant
reinsurance contract

Reinsurance contracts that pnnapally transfer financial
nsk are accounted for directly through the balance sheet
and are not included In reinsurance assets or liabilities

A deposit asset or lability is recognised, based on the
consideration paid or received less any exphatly identified
premiums or fees to be retained by the rensured

If a reinsurance asset 1s impaired, the Group reduces the
carrying amaunt accordingly and recognises that
impairment loss In the Income statement A reinsurance
asset 1s impaired If there 1s objective ewidence, as a result
of an event that occurred after nitial recognition of the
relnsurance asset, that the Group may not receve all
amounts due to 1t under the terms of the contract, and
the event has a rehably measurable impact on the
amounts that the Group wilt recewe from the reinsurer

(N} Goodwill, AVIF and intangible assets

Goodwall

Goodwill represents the excess of the cost of an
acquisition over the fair value of the Group's share of the
net assets of the acquired subsidiary, associate or joint
venture at the date of acquisiion Goodwill on acquisitions
prior to 1 lanuary 2004 (the date of transition to IFRS) 1s
carned at its book value (onginal cost less cumulative
amortisation) on that date, less any impairment
subsequently incurred Goodwaill ansing before 1 January
1998 was eliminated against reserves and has not been
reinstated Goodwill anising on the Group's investments

in subsidianies since that date 1s shown as a separate asset,
whilst that on associates and joint ventures is included

within the carrying value of those investments
Finanaial

Acquired value of in-force business (AVIF) statements

The present value of future profits on a portfolio of
long-term insurance and investment contracts, acquired
erther directly or through the purchase of a subsidiary, 1s
recognised as an asset In most cases, this 1s dassified

as AVIF but, for non-participating investment contracts,

it 5 included within intangibles If this results from the
acquisition of an investment In a jont venture or an
assoclate, the AVIF is held wathin the carrying amount

of that investment In all cases, the AVIF 1s amortised over
the useful lifetime of the related contracts in the portiolio
on a systematic basis The rate of amortisation is chosen
by considenng the profile of the additional value of
in-force business acquired and the expected depletion

in its value The value of the acquired in-force long-term
busimess 15 reviewed annually for any impairment in

value and any reductions are charged as expenses in the
income statement

The full embedded value of the long-term business and
further detarls of the methodology and assumptions are
included as supplementary information on pages 247
to 267
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Intangible assets

Intangibles consist pnmanly of brands, certan of which
have been assessed as having indefinite useful lives, and
contractual relationships such as access to distrnbution
networks and customer lists The economic lives of the
latter are determined by considenng relevant factors such
as usage of the asset, typical product life cycles, potential
obsolescence, maintenance costs, the stability of the
industry, competitive position, and the period of contro!
over the assets These intangibles are amortised over their
useful hves, which range from five to 22 years, using the
straight-line method

The amortisation charge for the year is included in the
mcome statement under “Other operating expenses”

For intangibles with finite lives, a provision for iImpairment
will be charged where ewidence of such impairment 1s
observed Intangibles with indefinite lives are subject to
regular Impawrment testing, as descnbed below

Impairment testing

For impairment testing, goodwill and intangibles with
Indefinite useful ives have been allocated to cash-
generating units by geographical reporting urit and
business segment The carrying amount of goodwill and
intangible assets with indefinite useful lives 1s reviewed at
least annually or when arcurmstances or events indicate
there may be uncertainty over this value Goodwill and
indefinite life intangibles are written down for impairment
where the recoverable amount is insufficient to support Its
carrying value Further detalls on goodwill allocation and
imparrment testing are given in note 16(b)

(O) Property and equipment
Owner-occupied properties are carned at their revalued
amounts, which are supported by market evidence, and
movements are taken to a separate reserve within equity
When such properties are sold, the accumulated
revaluation surpluses are transferred from this reserve to
retained earnings These properties are depreciated down
to their estimated residual values over their useful lives
All other tems classed as property and equipment within
the balance sheet are carned at histoncal cost less
accumulated depreciation

Investment properties under construction are included
wathin property and equipment until completion, and

are stated at cost less any provision for impairment in therr
values

Depreciation s calculated on the straight-ine method to
write down the cost of other assets to therr residual values
over therr estimated useful lives as follows

— Land No depreciation
— Properties under construction No depreciation
— Owner-occupied properties 25 years

— Motor vehicles Three years,

or lease term 1f longer
Three to five years
Three to five years

— Computer eguipment
- Other assets

The assets’ restdual values, usefut lives and method of
depreciation are reviewed regularly, and at least at each
financial year end, and adjusted If appropnate Where the
carrying amount of an asset 15 greater than its estimated
recoverable amount, 1t s written down immediately to its
recoverable amount Gains and losses on disposal of
property and equipment are determined by reference to
therr carrying amount

All borrowang costs and repairs and mamtenance costs

are charged to the income statement dunng the financial
period 1in which they are incurred The cost of major
renovations 1s Indluded in the carrying amount of the asset
when it 15 probable that future economic benefits In excess
of the most recently assessed standard of performance of
the existing asset will flow to the Group and the
renovation replaces an identrfiable part of the asset Major
renovations are depreciated over the remaining useful Iife
of the related asset

(P) Investment property

Investrment property I1s held for long-term rental yields
and 1s not occupied by the Group Completed investment
property Is stated at its fair value, which 1s supported by
market evidence, as assessed by qualfied external valuers
or by local qualified staff of the Group In overseas
operations Changes in fair values are recorded in the
mncome statement in net investment income

(Q) Impairment of non-financial assets
Property and equipment and other non-financial assets
are reviewed for imparment losses whenever events or
changes In crcumstances indicate that the carrying
amount may not be recoverable An imparrment loss 15
recognised for the amount by which the carrying amount
of the asset exceeds its recoverable amount, which 1s the
higher of an asset’s net selling pnce and value In use

For the purposes of assessing impatrment, assets are
grouped at the lowest level for which there are separately
identifiable cash flows

(R) Derecognition and offset of

financial assets and financial liabilities
A financial asset (or, where applicable, a part of a financal
asset or part of a group of similar financial assets) 1s
derecognised where

— The nights to receve cash flows from the asset
have expired,

- The Group retains the nght to receve cash flows from
the asset, but has assumed an obligation to pay them
in full wathout matenal delay to a third-party under a
"pass-through™ arrangement, or

— The Group has transferred its nghts to receive cash
flows from the asset and has either transferred
substantially all the nsks and rewards of the asset, or has
neither transferred nor retained substantally all the nisks
and rewards of the asset, but has transferred control of
the asset

A financial hability 1s derecognised when the obligation
under the habity 1s discharged or cancelled or expires
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Financial assets and habilities are offset and the net
amount reported in the balance sheet when there 1s a
legally enforceable nght to set off the recognised amounts
and there 1s an Intentton to settle on a net basis, or realise
the asset and settle the liability simultaneously

(S) Financial investments

The Group classifles its investments as either financial
assets at fair value through profit or loss (FV) or financial
assets avallable for sale (AFS) The classification depends
on the purpose for which the investments were acquired,
and 15 determined by local management at initial
recognition The FV category has two subcategories -
those that meet the defintien as being held for trading
and those the Group chooses to designate as FV (referred
to In this accounting policy as “other than trading”)

In general, the FV category I1s used as, in most cases, the
Group's investment or nsk management strategy is to
manage its financial investments on a farr value basis

Debt secunties and equity secunties, which the Group buys
with the intention to resell in the short term, are dassified
as trading, as are non-hedge dervatives (see policy T
below) All other secunties in the FV category are classified
as other than trading The AFS category 1s used where the
relevant long-term business hability (including shareholders’
funds} I1s passively managed

Purchases and sales of investments are recognised

on the trade date, which I1s the date that the Group
commits to purchase or sell the assets, at their fair values
Debt secunties are initially recorded at therr fair value,
which 1s taken to be amortised cost, with amortisation
credited or charged to the income statement Investments
classified as trading, other than trading and AFS are
subsequently carned at farr value Changes in the farr value
of trading and other than trading investments are included
in the income statement in the penod in which they anse
Changes in the fair value of secunties classified as AFS,
except for impairment losses and relevant foreign
exchange gains and losses, are recorded in a separate
Investment valuation reserve within equity

The farr values of investments are based on quoted bid
prices or amounts derived from cash flow models Farr
values for unlisted equity secunties are estimated using
applicable pricefearnings or pnce/cash flow ratios refined
to reflect the speafic circumstances of the 1ssuer
Secunties, for which fair values cannot be measured
rehably, are recogrised at cost less tmpawment When
secunties classified as AFS are sold or impaired, the
accumulated farr value adjustments are transferred out of
the investment valuation reserve to the iIncome statement

Finanoial guarantees are recognised initially at their fair

value They are subsequently measured at the higher of
the expected receivable or liabiity under the guarantee
and the amount inihially recognised less any cumulative
amortisation

Impairment

The Group reviews the carrying value of its investments
on a regular basis If the carrying value of an investment
is greater than the recoverable amount, the carrying value
15 reduced through a charge to the income statement in
the period of impairment The following policies are used
to determine the level of any impament

Listed AFS securittes The Group performs an objective
review of the current financial position and prospects of
the I1ssuer on a regular basis, to identify whether any
imparment provision 1s required This review takes into
account the fikelihood of the current market price
recovenng to former levels

Unlisted AFS securrties The Group considers the current
financial position of the issuer and the future prospects in
identifying the requirement for an Impairment provision

For both listed and unlisted AFS securities identified as
being imparred, the cumulative unrealised net loss
previously recognised within the AFS reserve is transferred
to realised losses for the year

Mortgages, investment property and securitised
loans impairment 1s measured based on the present value
of expected future cash flows discounted at the effective
rate of Interest of the loan, subject to the fair value of the
underlying collateral When a loan 15 considerad to be
imparred, the Income statement is charged with the
difference between the carning value and the estmated
recoverable amount Interest income on impaired loans 15
recognised based on the estimated recoverable amount

Reversals of impairments are only recogrised where the
decrease In the impairment can be obyectively related to
an event occurring after the wite-down (such as an
imprevement In the debtors credit rating), and are not
recognised in respect of equity Instruments

(T) Derivative financial instruments

and hedging

Derwvative finanaal instruments indlude foreign exchange
contracts, interest rate futures, currency and interest rate
swaps, currency and interest rate options (both wntten
and purchased) and other financal instruments that derve
their value manly from underlying interest rates, foreign
exchange rates, commodity values or equity mstrurments
All denvatives are inibally recognised in the balance sheet
at therr fair value, which usually represents their cost They
are subsequently rermeasured at their fair value, with the
method of recognising movements i this value depending
on whether they are designated as hedging mnstruments
and, if so, the nature of the item being hedged Farr values
are obtained from guoted market prices or, if these are not
avatlable, by using valuation technigues such as discounted
cash flow models or option pricing models All denvatives
are carried as assets when the fair values are positive and
as hiabilies when the farr values are negative Premiums
paid for dervates are recorded as an asset on the
balance sheet at the date of purchase, representing their
fair value at that date

Dervative contracts may be traded on an exchange or
over-the-counter {OTC) Exchange-traded dervatives

are standardised and indude certain futures and option
contracts OTC denvative contracts are indmdually
negotiated between contracting parties and include
forwards, swaps, caps and floors Denvatives are subject to
vanous nsks including market, iquidity and credit

nsk, similar to those related to the underlying financiat
nstruments

The notional or contractual amounts associated with
denvative financial iInstruments are not recorded as assets
or iabilities on the balance sheet as they do not represent
the fair value of these transactions These amounts are
disclosed in note 56
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Interest rate and currency swaps

Interest rate swaps are contractual agreements between
two-parties to exchange penodic paymenis in the same
currency, each of which is computed on a different interest
rate basis, on a specfied notional amount Most interest
rate swaps involve the net exchange of payments
calculated as the difference between the fixed and floating
rate Interest payments Currency swaps, in their smplest
form, are contractual agreements that involve the exchange
of both penodic and final amounts in two different
currencies Exposure to gain or loss on both types of swap
contracts will increase or decrease over their respective lives
as a function of matunty dates, interest and foreign
exchange rates, and the timing of payments

Interest rate futures, forwards and options contracts
Interest rate futures are exchange-traded nstruments and
represent commitments to purchase or sell a designated
secunty or money market instrument at a specified future
date and price Interest rate forward agreements are OTC
where two-partres agree on an interest rate and other
terms that will become a reference point in determining,
tn concert with an agreed notional prinaipal amount, a net
payment to be made by one-party to the other, depending
what rate in fact prevails at a future point in time Interest
rate options, which consist pnmaniy of caps and floors,

are interest rate protection instruments that involve the
potential obhgation of the seller to pay the buyer an
interest rate differential in exchange for a premium paid
by the buyer This differential represents the difference
between current rate and an agreed rate applied to a
notional amount Exposure to gain or loss on all interest
rate contracts will increase or decrease over ther respective
lives as interest rates fluctuate

Foreign exchange contracts

Foretgn exchange contracts, which include spot, forward
and futures contracts, represent agreements to exchange
the currency of ene country for the currency of another
country at an agreed prce and settlement date Foreign
exchange option contracts are similar to interest rate
option contracts, except that they are based on currencies,
rather than interest rates

Exposure to gain or loss on these contracts wall increase
or decrease over their respective lives as currency exchange
and interest rates fluctuate

Derivative instruments for hedging

On the date a dervative contract 1s entered into, the
Group designates certain denvatives as either

(1} a hedge of the far value of a recognised asset or hability
(far value hedge),

(1) a hedge of a future cash flow attributable to a
recognised asset or liabiity, a highly probable forecast
transaction or a firm commmtment (cash flow hedge), or
(m) a hedge of a net investment n a foreign operation {net
investment hedge)

Hedge accounting 15 used for dervatives designated i

this way, provided certain cntena are met At the inception
of the transaction, the Group documents the relationship
between the hedging instrument and the hedged itern,

as welf as the nsk management olyective and the strategy
for undertaking the hedge transaction The Group also
documents 1ts assessment of whether the hedge 15
expected to be, and has been, highly effective In offsetting
the nisk 1n the hedged item, both at inception and on an
ongoing basis

Changes in the fair value of dervatives that are designated
and qualify as net investment or cash flow hedges, and
that prove to be ighty effective in relation to the hedged
nsk, are recognised In a separate reserve within equity
Gains and losses accumulated in this reserve are Included
In the Income statement on disposal of the relevant
investment or occurrence of the cash flow as appropriate

For a vanety of reasons, certain denvative transactions,
while providing effective ecanomic hedges under the
Group's nsk management positions, do not qualify for
hedge accounting under the specific IFRS rules and are
therefore treated as denvatives held for trading Their farr
value gains and losses are recognised immediately in other
trading Income

(U) Loans

Loans with fixed matunties, including policyholder loans,
mortgage loans on investment property, secuntised
mortgages and collateral loans, are recogrised when cash
Is advanced to borrowers The majonty of these loans are
carried at their unpaid principal balances and adjusted for
amortisation of premium or discount, non-refundable loan
fees and related direct costs These amounts are deferred
and amortised over the Iife of the loan as an adjustrment
to loan yeld using the effective Interest rate methed
Loans with indefinite future lives are carned at unpad
pnincipal balances or cost

For certain mortgage loans, the Group has taken
advantage of the rewised fair value option under 1AS 39 to
present the mortgages, associated borrowings, other
liabilities and derwative financial nstruments at fair value,
since they are managed together on a fair value basis This
presentation provides more relevant information and
elimmnates any accounting mismatch that would otherwise
anse from using different measurement bases for these
items The fair values of mortgages classified as FV are
estimated using discounted cash flow forecasts, based on
a nsk-adjusted discount rate which reflects the nsks
associated with these products They are revalued at each
peniod end, with movements in their fair values being
taken to the income statement

To the extent that a loan 15 uncollectible, 1t s written-off
as imparred Subseguent recoveries are credited to the
Income statement

(V) Collateral

The Group receives and pledges collateral in the form

of cash or non-cash assets In respect of stock lending
transactions, certain dernvative contracts and loans in order
to reduce the credit sk of these transactions The amount
and type of collateral required depends on an assessment
of the credit nsk of the counterparty

Collateral received in the form of cash, which 1s not legally
segregated from the Group, 15 recognised as an asset on
the balance sheet with a corresponding hability for the
repayment Non-cash collateral received 1s not recognised
on the balance sheet unless the Group either sells or
repledges these assets in the absence of default, at which
point the obligation to return this collateral 15 recogrused
as a hability
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Collateral pledged in the form of cash, which 1s legally
segregated from the Group, is derecogmised from the
balance sheet with a corresponding recewvable for its
return Non-cash collateral pledged 15 not derecognised
from the balance sheet unless the Group defaults on its
obligations under the relevant agreement, and therefore
continues to be recognised on the balance sheet within
the appropriate asset classification

(W) Deferred acquisition costs

and other assets

The costs directly attributable to the acquisition of new
business for insurance and participating investment
contracts {excluding those wntten n the UK} are deferred
to the extent that they are expected to be recoverable
out of future margins In revenues on these contracts For
partiapating contracts written in the UK, acquisiion costs
are generally not deferred as the liability for these
contracts are calculated in accordance with the FSAS
realstic capital regime and FRS 27 For non-partiapating
nvestment and investment fund management contracts,
incremental acquisition costs and sales enhancements that
are drrectly attnbutable to securing an investment
management service are also deferred

Where such business Is reinsured, an appropriate
proportion of the deferred acquisition costs 1s attnbuted to
the reinsurer, and is treated as a separate liability

Lang-term business deferred acquistion costs are
amortised systernatically over a period no longer than that
in which they are expected to be recoverable out of these
margms Deferrable acquisition costs for non-participating
Investment and investment fund management contracts
are amortised over the period in which the service 1s
provided General nsurance and health deferred
acquisition costs are amortised over the period in which
the related revenues are earned The reinsurers’ share of
deferred acquisition costs 1s amortised in the same manner
as the underlying asset

Deferred acquisition costs are reviewed by category of
business at the end of each reporting penod and are
written-off where they are no longer considered to be
recoverable

Other assets include vehicles which are subject to
repurchase agreements and inventories of vehicle parts
The former are carned at the lower of their agreed
repurchase price or net realisable value, whilst the latter
are carned at the lower of cost and net realisable value,
where cost 13 arrived at on the weighted average cost
formula or “first in first out” {FIFO) basis Prowision is made
aganst inventones which are obsolete or surplus to
requirements

(X) Cash flow statement

Cash and cash equivalents

Cash and cash equivalents consist of cash at banks and in
hand, deposits held at call with banks, treasury bills and
other short-term highly hquid investments that are readily
convertible to known amounts of cash and which are
subject to an insignificant nisk of change in value Such
Investments are normally those with less than three
months’ matunty from the date of acquisition, and include
certrficates of deposit

For the purposes of the cash flow statement, cash and
cash equwvalents also include bank overdrafts, which are
included in payables and other financial kabilities on the
balance sheet

Operating cash flows

Purchases and sales of investrment property, loans and
financial investments are included within operating cash
flows as the purchases are funded from cash flows
associated with the ongination of insurance and
investment contracts, net of payments of related benefits
and claims

(Y) Leases

Leases, where a significant portion of the nisks and
rewards of ownership 1s retained by the lessor, are
classified as operating leases Assets held for use in such
leases are included n property and equipment, and are
depreciated to ther residual values over therr estimated
useful Iives Rentals from such leases are credited to the
Income statement on a straight-line basis over the pencd
of the relevant leases Payments made as lessees under
operating leases (net of any ncentives recewed from the
lessor) are charged to the mcome statement on a straight-
line basis over the perod of the relevant leases

(Z) Provisions and contingent liabilities
Provisions are recognised when the Group has a present
legal or constructive obligation as a result of past events,
it 15 probable that an outflow of resources embodying
economic benefits will be required to settle the obligation,
and a rehable estmate of the amount of the obligation
can be made Where the Group expects a provision to be
reimbursed, for example under an insurance contract, the
rembursement 1s recogrised as a separate asset but only
when the reimbursement is more prabable than not

The Group recognises a provision for onerous contracts
when the expected benefits to be derived from a contract
are less than the unavoidable costs of meeting the
cbligations under the contract
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Contingent labilities are disclosed If there I1s a possible statements

future obligation as a result of a past event, or if there s a
present obligation as a result of a past event but either a
payment 15 not probable or the amount cannot be reliably
estmated

(AA) Employee benefits

Annual leave and long service leave

Employee entitlements to annual leave and long service
leave are recognised when they accrue to employees

A prowision 1s made for the estimated liability for annual
leave and long service leave as a result of services rendered
by employees up to the balance sheet date

Pension obligations

The Group operates a large number of pension schemes
around the world, whose members recerve benefits on
erther a defined benefit basis (generally related to a
member's final salary and length of service)} or a defined
contribution basis (generally related to the amount
invested, Investment return and annuity rates), the assets of
which are generally held In separate trustee-administered
funds The pension plans are generally funded by payments
from employees and the relevant Group companies, taking
account of the recommendations of qualified actuanes
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For defined berefit plans, the pension costs are assessed
using the projected unit credit method Under this
method, the cost of providing pensions i1s charged to the
Income statement so as to spread the regular cost over the
service lives of employees, In accordance with the advice
of qualified actuares The pension obligation 1s measured
as the present value of the estimated future cash outflows,
using a discount rate based on market ytelds for high
guality corporate bonds that are denominated in the
currency In which the benefits will be paid and that have
terms to maturity approximating to the terms of the
related penston hability The resulting pension scheme
surplus or deficit appears as an asset or hability in the
consolidated balance sheet

Costs charged to the income statement comprise the
current service cost (the increase in pension obligation
resulting from employees’ service In the current penod,
together with the schemes’ administration expenses), past
service cost (resulting from changes to benefits with
respect to previous years’ service), and gains or losses on
curtaiment (for example, when employees leave the
scherne) or on settlements (for example, when a scheme’s
obligations are transferred outside the Group} In addition,
the difference between the expected return on scheme
assets, less Investment expenses, and the interest cost of
unwinding the discount on the scheme labilities {to reflect
the benefits being one pericd closer to being paid out) is
credited to investment income  All actuarial gains and
losses, being the difference between the actual and
expected returns on scheme assets, changes in
assumptions underlying the liabihty calculations and
experience gains or losses on the assumptions made at the
beginning of the period, are recognised immediately in
equity through the Statement of recognised income and
expense

For defined contribution plans, the Group pays
contributions to publidy or privately administered pension
plans Once the contributions have been paid, the Group,
as employer, has no further payment obligations The
Group's contributions are charged to the income
statement in the year to which they relate and are
inchuded in staff costs

Other post-employment obligattons

Some Group companies provide post-employment
healthcare or other benefits to their retirees The
entitlernent to these benefits 15 usually based on the
employee remaining In service up to retirement age and
the completion of a minimum service period Unlike the
pension schemes, no assets are set aside In separate funds
to prowide for the future hability but none of these
schemes is matenal to the Group The costs of the
Canadian scheme are included within those for the
defined benefit penston schemes in that country For such
schemes In other countries, provisions are calculated in ine
with local regulations, with movernents being charged to
the income staternent within staff costs

Equity compensation plans

The Group offers share award and option plans over the
Company’s ordinary shares for certain employees,
including a Save As You Earn plan (SAYE plan), details of
which are given in the Directors’ remuneration report and
N note 29

The Group accounts for options and awards under equity
compensation plans, which were granted after

7 Novernber 2002, until such time as they are fufly vested,
using the fair value based method of accounting (the “fair
value method™} Under this method, the cost of providing
equity compensation plans s based on the farr value of the
share awards or option plans at date of grant, which s
recognised In the income statement over the expected
vesting perod of the related employees and credited to the
equity compensation reserve, part of shareholders’ funds

Shares purchased by employee share trusts to fund these
awards are shown as a deduction from shareholders’
funds at their oniginal cost

When the options are exercised and new shares are
1ssued, the proceeds recewved, net of any transaction costs,
are credited to share capital {par value) and the balance to
share premium Where the shares are already held by
employee trusts, the net proceeds are credited against the
cost of these shares, with the difference between cost and
proceeds being taken to retained earnings In both cases,
the relevant amount in the eguity compensation reserve is
then credited to retained earnings

(AB) Income taxes

The current tax expense 1s based on the taxable profits for
the year, after any adjustments 1n respect of prior years
Tax, Including tax relief for losses f applicable, 15 allocated
over profits before taxation and amounts charged or
credited to reserves as appropriate

Provision 1s made for deferred tax liabilities, or credit taken
for deferred tax assets, using the lability methed, on all
material temporary differences between the tax bases of
assets and habilities and therr carrying amounts in the
consolidated financial statements

The principal temporary drfferences anse from depreciation
of property and equipment, revaluation of certain finanaal
assets and habilities induding dervative contracts, provisions
for pensions and other post-retirement benefits and tax
losses carried forward, and, in relation to acquisitions, on
the difference between the far values of the net assets
acquired and their tax base The rates enacted or
substantively enacted at the balance sheet date are used

to determine the deferred tax

Deferred tax assets are recogmised to the extent that

it 1s probable that future taxable profit will be available
agamnst which the temporary differences can be utthsed

In countries where there Is a history of tax losses, deferred
tax assets are only recognised In excess of deferred tax
liabilites if there s convinaing evidence that future profits
will be avallable

Deferred tax ts provided on temporary differences arising
from nvestments In subsidiares, associates and joint
ventures, except where the tming of the reversal of the
ternporary difference can be controlled and 1t 1s probable
that the difference will not reverse in the foreseeable
future

Deferred taxes are not provided In respect of temporary
differences arising from the intal recognrtion of goodwill,
or from goodwilt for which amortisation 15 not deductible
for tax purposes, or from the nitial recognition of an asset
or hability in a transaction which 1s not a business
combination and affects neither accounting profit nor
taxable profit or loss at the time of the transaction
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Deferred tax related to fair value re-measurement of
avallable for sale investments, owner-accupied properties
and other amounts taken directly to equity 1s recognised in
the balance sheet as a deferred tax asset or liability In
addition to paying tax on shareholders’ profits, the Group’s
life businesses i the UK, treland and Australia pay tax on
policyholders' investment returns (*policyholder tax”) on
certain products at policyholder tax rates Policyholder tax
15 accounted for as an mcome tax and 1s included In the
total tax expense

The Group has deaded to show separately the amounts of
policyholder tax to provide a more meaningful measure of
the tax the Group pays on its profits In the pro forma
reconalations, operating profit has been calculated after
charging policyholder tax

(AC) Borrowings

Borrowings are recognised initially at their 1ssue proceeds
less transaction costs incurred Subsequently, most
borrowings are stated at amortised cost, and any difference
between net proceeds and the redemption value 1s
recognised In the Income statement over the perod of

the borrowings using the effective interest rate method

All borrowing costs are expensed as they are incurred

Where loan notes have been 1ssued in connection with
certain securitised mortgage loans, the Group has taken
advantage of the revised fair value option under 1AS 39 to
present the mortgages, associated liabilities and dervative
financial instruments at farr value, since they are managed
as a portfolio on a fair value basis This presentation
provides more relevant information and eliminates any
accounting mismatch which would othermse anse from
using different measurerment bases for these three items

(AD) Share capital and treasury shares

Equity instruments

An equity instrument 1s a contract that evidences a residual
interest in the assets of an entity after deducting all 1ts
liabilites Accordingly, a financial instrument 15 treated as
equity if

(1} there 1s no contractual obligation to deliver cash or
other financial assets or to exchange financial assets or
liabihities on terms that may be unfavourable, and

() the instrument 1s a non-denvative that contains no
contractual obligation to deliver a vanable number of
shares or I1s a denvative that will be settled only by the
Group exchanging a fixed amount of cash or other assets
for a fixed number of the Group’s own equity Instruments

Share 1ssue costs

Incremental external costs directly attributable to the issue
of new shares are shown In equity as a deduction, net of
tax, from the proceeds of the issue

Dividends

Interim dividends on ordinary shares are recognised in
equity In the period in which they are paid Final dwidends
on these shares are recognised when they have been
approved by shareholders Dwvidends on preference shares
are recognised in the penod in which they are declared
and approprnately approved

Treasury shares

Where the Company or rts subsidianes purchase the
Company’s share caprtal or obtain nghts to purchase its
share capital, the consideration paid (including any
attributable transaction costs net of income taxes) 1s
shown as a deduction from total shareholders’ equity
Gains and losses on sales of own shares are charged

or credited to the treasury share account 1n equity

(AE) Fiduciary activities

Assets and iIncome ansing from fiduciary activities,
together with related undertakings to return such assets
to customers, are excluded from these financial statements
where the Group has no contractual nights in the assets
and acts in a fiduciary capacity such as nominee, trustee
or agent

(AF) Earnings per share

Basic earnings per share is calculated by dviding net
income avallable to ordinary shareholders by the wetghted
average number of ordinary shares in issue durng the
year, excluding the average number of ordinary shares
purchased by the Group and held as treasury shares

Earmings per share has also been calculated on the
operating profit before impairment of goodwill and other
adjusting items, after tax, attnbutable to ordinary
sharehalders, as the directors believe this figure provides
a better indication of operating performance Detalls are
given n note 14

For the diluted earnings per share, the weighted average
number of erdinary shares in issue 1s adjusted to assume
conversion of all dilutive potential ordinary shares, such as
convertible debt and share options granted to employees

Potential or contingent share 1ssuances are treated as
dilutive when thewr conversion to shares would decrease
net earnings per share
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(AG) Operations held for sale

Assets and liabilities held for disposal as part of operations
which are held for sale are shown separately in the
consolidated balance sheet The relevant assets are
recorded at the lower of their carrying amount and their
fair value, less the estimated selling costs
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Consolidated income statement
For the year ended 31 December 2007
Restated
2007 2007 2006
&m Note fm frn
Income 5
45,575  Gross written premiums 30,99 28,735
(2438) Premiums ceded 1o reinsurers {1.658) (1,501}
43,137  Premiums wntten net of reinsurance 29,333 27,234
(31) Net change in provision for unearned premiums 21) a3
43,106  Net earned premiums G 29312 27327
2,588  Fee and commission income H &I 1,760 1,870
14,453  Net investment income J 9,828 15,490
(447)  Share of (lossyprofit after tax of joint ventures and associates (304) 485
72 Profit on the disposal of subsidianes and associates 49 222
59,772 40,645 45,394
Expenses 6
(39,884) Claims and benefits paid, net of recoveries from reinsurers (27,121) (23.444)
{5.157) Change in insurance liabites, net of reinsurance (3,507) (2,620
(2,968) Change in investment contract provisions {2,018) (6.002)
4,297  Change i unallocated divisible surplus 2922 (558)
(6,446) Fee and commission expense (4383) (5043
(5,107)  Other expenses (3.473y  (3,557)
(1.776) Finance costs 7 (1,208) (847)
(57.041) (38,788} (42,071)
2,731 Profit before tax 1,857 3,323
{22) Tax attributable to policyholders' returns 13 {15) (346)
2,709  Profit before tax attnbutable to sharehclders’ profits 1,842 2,977
(518)| Tax expense AB& 13 (352) (934}
22 | Less tax attnbutable to polioyholders’ returns 13 15 346
{496) Tax attributable to sharehclders’ profits (337) (588)
2,213 Profit for the year 1,505 2,389
Attributable to
1,951  Equity shareholders of Aviva plc 1,327 2,215
_— 262  Minority interests 36b 178 174
1 26 2213 1,505 2,389
Financial Earnings per share AF& 14
statements 72 4c¢  Basic {pence per share) 49 2p 87 5p
716¢c Diluted (pence per share) 48 7p g6 6p

The accounting policies fidentified alphabetically) on pages 114 16125 and notes (idenyfied numerically) on pages 132 10 235 are anintegral part of these financal statements
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Pro forma reconciliation of Group operating profit
to profit before tax
For the year ended 31 December 2007

Restated
2007 2007 2006
€m Note £m £m
Operating profit before tax attnbutable to shareholders’ profits
2,403  Long-term business 1,634 1,334
228  Fund management 155 155
1,519  General insurance and health 1,033 1,686
Other
(109) Cther operations and regional costs (74) (25)
(231) Corporate centre (157) {160)
{534) Group debt costs and other interest (363) 381
IFRS operating profit before adjusting items and tax attnbutable
3,276 to shareholders’ profits 2,228 2,609
Adjusted for the following
Investment return variances and economic assumption changes on
22 long-term business 8 15 401
{15)  Impairment of goodwill 16 (10) (94)
(151) Amortisation and impairment of ntangiles 17 (103) (64)
Short-term fluctuation in return on investments backing general
271) nsurance and health business 9k (184) 149
73  Profit on the disposal of subsidianes and associates 3b 49 222
{225) Integration and restructunng costs 3c (153) (246)
2,709  Profit before tax attnbutable to shareholders’ profits 1,842 2,917
Tax attnbutable to shareholders’ profits
(893)[ Operating profit 14ad) {607) (p45
397 | Other activities 14a() 270 57
(496) (337) (588)
2,213 Profit for the year 1,505 2,383

2006 has been restated to reflect the change in the definition of group operating profit on an International Finanaal
Reporting Standards (IFRS} basis See note on page 132

The accounting policies {identified alphabetically) on pages 114 to 125 and notes (identified numencally) on pages 132 to 235 are an integral part of these finanaal statements
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Pro forma reconciliation of Group operating profit

to profit before tax continued

For the year ended 31 December 2007

Operating profit can be further analysed into the following geographical segments

General
Long-term Fund nsurance Other

business management  and health  operations Total

Year ended 31 Decermber 2007 £m £m Em £m £m
UK 723 77 433 (8) 1,225
Eurape 777 60 442 (a9) 1,230
North America 103 3 154 ) 256
Asia Pacrific £ 15 4 (13) 37
1,634 155 1,033 {74) 2,748
Corporate centre (157}
Group debt costs and other interest (363)
2,228

General

Long-tarm fund nsurance Other Restated

business  rnanagement and health operations Totai

Year ended 31 December 2006 £m Em Em fm £m
UK 629 70 1,118 36 1,853
Europe 648 73 417 {55) 1,083
North America 13 3 148 - 164
Asia Pacific 44 9 3 (6) 50
1,334 155 1,686 (25) 3,150

Corporate centre {160}
Group debt costs and other interest (381}
2,609

The accounting poliaes (identified alphabetically) on pages 114 to 125 and notes (identified numencally} on pages 132 to 235 are anintegral part of these financial statements
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Consolidated statement of recognised income and expense

For the year ended 31 December 2007

2007

2007

2006

€m Note £m fm
Fair value gains on AFS secunties,
253 owner-occupied properties and hedging instruments 34 & 36b 172 374
{575} Far value gains transferred to profit 34 (391) {162}
- Imparrment losses on revalued assets 34 - {2}
Share of farr value changes in
13 Jjoint ventures and associates taken to equity 34 9 -
953  Actuanal gainsf{losses) on pension schemes 46¢e(v) 648 7
Actuanal {gainsyosses on pension schemes transferred
{90) to unallocated divisible surplus and other movements 46c() (61} 3
1,087  Foreign exchange rate movements 34 & 36b 739 (346}
(263) Aggregate tax effect — shareholder tax 13b (179) (5)
1,378  Net income recognised directly in equity 937 (255)
2,213 Profit for the year 1,505 2,389
3,591 Total recognised income and expense for the year 2,442 2,134
Attrbutable to
3,156  Equity shareholders of Aviva plc 2,145 1,978
435  Minonty interests 36b 297 156
3,591 2442 2,134
Reconciliation of movements in
n ’ .
consolidated shareholders’ equity
For the year ended 31 December 2007
2007 2007 2006
€m Note £m £m
19,266 Balance at 1 January 14,064 11,092
3345 Total recognised income and expense for the year 2442 2,134
(1,193) Dmdends and appropnations 15 (871) (762}
Issue of share capital for the acquisition of AmerUs in 2006,
- net of transaction costs - 892
66  Other issues of share capital, net of transaction costs 28 48 a3
412 Shares issued in heu of dividends 35 301 203
421  Capital contibutions from rinority shareholders 36k 307 397
(90) Minonty share of dividends dedlared in the year 36b (66) {75)
434  Minonty interest in acquiredAdisposed) subsidianes 36b 317 92
68  Reserves credit for equity compensation plans 34 50 48
22,729  Balance at 31 December 16,592 14,064

The accouning poliaes (identfied alphabeucally} on pages 114 to 125 and nates (identfied aumencally) on pages 132 o 235 are an integrat part of these finanoal statements
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Consolidated balance sheet
As at 31 December 2007
Restated
2007 2007 2006
€m Note £m £m
Assets
4222  Goodwill N& 16 3,082 2,910
4379  Acquired value of in-force business and intangible assets N&17 3,197 2,728
3,529 Interests in, and loans to, joint ventures C&18 2,576 2,795
1,652  Interests In, and loans to, associates C&19 1,206 835
1.290  Property and equipment 0&20 942 804
20,653  Investment property P&2t 15,077 15,123
49,579  Loans U& 22 36,193 28,574
Financial Investments R S&24
162,928 Debt secunities 118,937 114,466
76,737 Equity secunties 56,018 56,762
55,360 Other investments 40,413 33,050
295,025 215,368 204,278
11,108  Reinsurance assets M& 41 8,109 7.825
808 Deferred tax assets AB & 44b 590 1,199
515  Current tax assets 44a 376 344
11,823  Recevables and other financial assets 25 8,629 8,098
6,147  Deferred acquisiion costs and other assets V&26 4,A87 3,470
4,000 Prepayments and accrued income 26d 2,986 2,585
21,608 Cash and cash equivalents X & 52d 15,774 13,117
1,545  Assets of operations dlassified as held for sale AG & 3d 1,128 -
437,973 Total assets 319,720 294,851
Equity
Caprtal AD
897 Ordinary share capital 28 655 641
274 Preference share capital 31 200 200
1,171 855 841
Capital reserves
1,675 Share premium 28 1,223 1,189
4,481 Merger reserve C&33 3,271 3,271
6,156 4,494 4,460
2,010 Other reserves 34 1467 ga3
8,538  Retamned earnings 35 6,233 5,082
[ —— 17,875 Equity attnbutable to shareholders of Aviva plc 13,089 11,376
1 30 1,356  Direct capital instrument 32 990 990
3498  Minonty interests 36 2,553 1,698
Financial
statements 22,729 Total equity 16,592 14,064
Liabilities
209,644  Gross insurance habilities K&38 153,040 144,230
134,581  Gross habilities for investment contracts L&39 98244 88,358
9,295  Unallocated dvisible surplus K&43 6,785 9,465
5452  Net asset value atinbutable to unitholders C 3,980 3,810
2,653  Provisions Z, AA & 45 1,937 2,850
3464  Deferred tax habilities AB & 44b 2,529 3,077
1,629  Current tax liabilities 443 1,189 1,262
17,338 Borrowings AC & 47 12,657 12,137
24,740  Payables and other financial liabrities R & 48 18,060 11,364
5,158  Other labiliies 49 3,765 4,234
1,290  Liabiities of operations classified as held for sale AG & 3d 942 -
415,244 Total habilities 303,128 280,787
437,973  Total equity and habihities 319,720 294,851
Approved by the Bogrd on 27 February 2008
Py L
Philip Scott
Drector
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Consolidated cash flow statement
For the year ended 31 December 2007

The cash flows presented in this statement cover all the Group’s actiwties and include flows from both policyholder
and shareholder activities

Non-

Long-term long-term Restated
business business Total Total
operations  operations 2007 2006
Note £m £m £m fm

Cash flows from operating activities
Cash generated from operations S2a 3,215 1,618 4,833 2,474
Tax pad (423) {378) (801) (595)
Net cash from operating activities 2,792 1,240 4,032 1,879
Cash flows from investing actwities
Acquisitions of subsidianes, joint ventures and associates,

net of cash acquired 52b (661) (108} {769) (1,889)
Disposals of subsidiaries, jont ventures and assocates,

net of cash transferred 52¢ 256 27 283 616
Loans to joint ventures and assoaates 182 & 19a 33 - 33 (104
Purchases of property and equipment 20 (46) (181) {227) {295)
Proceeds on sale of property and equipment 28 65 93 156
Purchases of intangible assets 17 (4F)] 31} (48) (58)
Net cash used in investing activities (407) (228} (635) (1574)
Cash flows from financng actwities
Proceeds from issue of ordinary shares, net of transaction costs 28b - 48 48 935
New borrowings drawn down, net of expenses 734 5,538 6,322 6,119
Repayment of borrowings (498) (5,502) (6,000) (5218
Net drawdown of borrowings 47e 286 36 322 901
Interest paid on borrowings (608) (600) (1,208) {825)
Preference divdends paid - (17 {17) 7
Ordinary dividends paid - (500) {500) {(490)
Coupon payments on direct capital nstrument - (53) {53) {52)
Finance lease payments - )] @) (22)
Capital contributions from minonty shareholders 278 29 307 304
Dwidends paid to minority interests of subsidianes (48) {18) {66) {75)
Non-trading cash flows between operations (444) 444 - -
Net cash from financaing actvities (536) (638) (1,174) 658
Net increase in cash and cash equivalents 1,849 374 2,223 964
Cash and cash equivalents at 1 January s2d 9388 3033 12421 11623 131
Effect of exchange rate changes on cash and cash equivalents 464 141 605 (166) Financial
Cash and cash equivalents at 31 December 52d 11,701 3,548 15,249 12,421 statements

Of the total cash and cash equivalents, £96 million (2006 £nif) was classified as held for sale (see note 3(d))

Cash and cash equivalents in long-term busmess operations are prisnanly held for the benefit of policyholders and so are
generally not avallable for use by the Group

The accounting pokices (identfied alphabetically} on pages 114 10 125 and notes iidentfied rumerically) on pages 132 to 235 are an integral part of these financial statements




Aviva plc
Annual Report and
Accounts 2007

132

Financal
statements

Notes to the consolidated financial statements

1 - Exchange rates

The Group's principal overseas operations during the year were focated within the Eurozone and the United States
The results and cash flows of these operations have been translated into sterling at an average rate for the year of
€1=1f068 (2006 €1 = f068) and £1 =1S$2 00 (2006 £1=US$1 84) Assets and liabilities have been translated
at the year end rate of €1 = £0 73 (2006 €1 = £067)and £1 =US31 99 (2006 £i= U551 96)

Total foreign currency movements during 2007 resulted in a gain recognised in the income statement of £45 mullion
(2006 £99 million gamy)

2 - Presentation changes

(a) Change to definition of operating profit

IFRS operating profit is one of the key indicators of performance for the Group and we have changed its definition to
provide greater clanty and insight into the factors drving our results, in particular the impact of economic volatility from
the underlying business performance

The new definition uses “expected rates of investment return” to report the operating profit of our long-term savings
business, thus bringing this business into ine with the way we report our general insurance and health operating profit
It also brings the methodology used for the IFRS basis into closer alignment with that used for the European Embedded
Value (EEV) basis, which 1s the industry’s alternative performance measure

The change in definition does not affect the underlying performance, the economics of cur business, the profit before tax
attributable to sharehclders or the profit for the year being restated It only changes the allocaion of profit between
operating and non-operating elements

The key changes to our definition of IFRS operating profit are

{) Cperating profit is now based on the investment returns that the Group expects ta make on the financal nvestments
that back the shareholder and policyholder funds of its long-term business over the reporting penod, rather than the
actual returns on these investments The difference between the expected return and the actual return on investments,
and the corresponding Impact on habilities, 15 shown below the operating profit ine

{I The amortisation of acquired value of in-force business (AVIF) on both insurance and investment contracts 1s now
indluded within operating profit This change matches the emergence of benefit from the acquired book with the
assoclated amortisation expense

{} The critena for treating an item as an adjustment, outside operating profit, have been refined to imit these to sigmvficant
items only The Finanaal Services Compensation Scheme and other levies are now included in operating profit

{v) The result for Norach Urion Life Services has been redassified as long-term business instead of other operations, te
match its treatment under EEV

The table below sets out the effect of the above changes to IFRS operating profit for the year ended 31 December 2006

Effect of
restating the
As  definition of
reported IFRS operatng Restated
2006 profit 2006
fm fm fm
Operating profit before tax attnbutable to shareholders’ profits
Long-term business 1,896 (562) 1,334
Fund management 155 - 155
General Insurance and health 1,680 6 1,686
Other
Other operations and regional costs (80) 55 (25)
Corporate centre (160) - {160}
Group debt costs and other interest (381) - (381)

Operating profit before adjusting tems and tax attnbutable to sharcholders’ profits 3,110 (501} 2,609
Adjusted for the following

Investment return variances and economic assumption changes on long-term business - 401 401
tmpairment of goodwill (94) - (84
Amortisation and impairment of acquired value of in-force business (100) 100 -
Amortisation and impairment of intangibles (70) 6 (64)
Short-term fluctuation in return on mvestments backing general Insurance and health business 149 - 149
Profit on the disposal of subsidianes and associates 222 - 222
Integration and restructuring costs (246) - (246)
Financial Services Compensation Scheme and other levies 6 (6) -
Profit before tax attnbutable to shareholders’' profits 2977 - 2,977
Tax attnbutable to shareholders’ profits
Cperating profit (725) 80 (645)
Other activities 137 {80} 57
(588) - (588)

Profit for the year 2,389 - 2,389
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2 - Presentation changes continued

{b) Restatement of prior year figures

{1) Gross up for cash collateral received

The Group enters into stock lending transactions and receives cash or non-cash collateral to reduce the Group's exposure
to counterparty credit nsk Collateral receved in the form of cash 1s then lent out at market rates of interest Dunng 2007,
we identified that certan cash collateral transactions shoutd have been historically recognised on the balance sheet, with a
coresponding obligation to return this collateral, instead of showing a net nil position

As a result, the figures for loan assets and payables and other financial habilities as at 31 December 2006 have been
restated by increasing thern both by £2,129 million The eguivalent adjustment at 1 January 2006, the start of the
comparative pertod, would have been to increase bath loan assets and payables and other finanaial hiabilries by
£120 million

In addiion, we identified that the interest paid on cash collateral receved and the interest earned from onlending this cash
had previously been offset and reported as net interest income The 2006 comparative figures have therefore been
restated in order to report this Interest expense and interest income separately, by increasing both by £17 million

Neither of these adjustments has any impact on profit for the year, operating profit or earnings per share in 2006, nor on
retaned earnings, net assets or total equity at either 1 January 2006 or 31 December 2006

(1) Restatement of cash equivalents

As described in accounting policy X, cash equivalents include short-term tughly iquid investments which normally have
maturity dates of less than three months from the date of acquisition Duning the year, we have reviewed the application
of this policy to all such Investments, as a result of which we have determined that certain nvestments, previously classified
as cash equivalents, would be more appropnately classified as financial investments

The application of this review to prior year balances has led to a reduction of the cash equivalents balance at 31 Decemnber
2006 by £1,425 million, with a corresponding increase n the debt secunties total of the same amount This restatement
has no 1mpact on net assets or total equity The effect on the opening balances in the prior year 1s to reduce cash
equivalents and increase debt secunities by £1,444 million The effect on the cash flow staternent 1s therefore to reduke the
prior year cash flows from operating activities by £19 million

3 — Subsidiaries

This note provides details of the acquisthions and disposals of subsidiartes that the Group has made during the year,
together with details of businesses heid for sale at the year end The prncipal Group subsiciaries are listed on
page 268 to 269

(a} Acquisitions

(1) Erasmus Group

On 26 March 2007, the Group’s Dutch subsidiary, Delta Lloyd, acquired 100% of the shares in Erasmus Groep BV
{"Erasmus”) In the Netherlands Erasmus wnites both general insurance and long-term business, and the acquisition has
further strengthened Delta Lioyd’s position in the Dutch insurance market

The Erasmus acqursition has not given nise to any goodwill on acqursiion The relevant calculation s as follows

Purchase cost

£fm
Cash pad 53
Attnbutable costs 1

Total consideration 54
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Notes to the consolidated financial statements continued

3 - Subsidhanes continued
The assets and labilities at the date of acquisition were

Fair value ard
accounting
policy
Book value  adjustments Fair value
im fm fm
Assets
Acquired value of in-force business on insurance contracts - 6 6
Intangible assets 2 18 20
Investments 411 5 416
Loans 204 16 220
Remnsurance assets 33 - 33
Recewvables and other financial assets 22 - 22
Prepayments and accrued income 13 - 13
Cash and cash equivalents 35 - 35
Other assets 3 1 32
Total assets 751 46 797
Liabilities
Gross Insurance habilities (674) (20} {694)
Borrowings (15} - (15)
Provisions (4) (3] (10)
Tax habfites )] (3) {4)
Other liabilities (20) - (20)
Total habilities {714) {29) (743)
Total net assets acquired 37 17 54

Goodwill ansing on acguisition -

The value of Erasmus’s distribution channels has been identified as a separate intangible asset and valued by an
independent third party at £8 million, using estimated post-tax cash flows and discount rates It has been assessed as
having a Iife of 20 years and 1s being amortised on a straight-ine basis over that penod As permitted by IFRS 4, Insurance
Contracts, an intangible asset of £12 million has also been recogrised for the impact of discounting the nen-Iife insurance
liabihties, to bring them to fair value This intangible asset will be amortised aver the Iife of the relevant non-life insurance
contracts

The assets and labilities as at the acquisition date in the table above are stated at ther provisional values, and may be
amended in 2008, n accordance with paragraph 62 of IFRS 3, Business Combinations

The results of Erasmus have been mcluded in the consolidated finanaal statements of the Group with effect from
26 March 2007, and have contnbuted £5 miflion to the consolidated profit before tax

(1) Bancassurance partnership with Cajamurcia

On 6 June 2007, the Group announced that it had entered into a long-term bancassurance agreement with Sparish
savings bank Caja de Ahorros de Murcia (Cajamuraia) that will enhance the Group’s leading position in the Spanish life
market Cajamurcia will provide exclusive access o its network of branches to Caja Murcia Vida y Pensiones, de Sequros y
Reaseguros SA (Cajamuraa Vida), the newly-created Ife insurance company jointly-owned by the Group and

Cajamurcia, to sell insurance and pension products Regulatory approval to write new business was received on

21 November 2007 and the new company began trading on 30 November 2007

On signing the agreement, the Group acquired 5% of the share capital of Cajamurcia Vida and Cajamurcia granted the
Group a call option over a further 45% of the shares in this company which may be exercised in the two month penod
following the first annversary of the agreement being signed Further consideration of £69 milion would be payable on
exercising the option, with additional amounts of up to £187 million payable, dependant on the performance of the new
company If it does not exerase this option duning this period, the Group has granted a call option over its 5% holding to
Cajamurcia

The Group paid £8 milfion for the witial 5% holding on completion on & June 2007 The Group has the power to cantrol
the financial and operating pohcies of Cajamurcia Vida through having the majonty vote at meetings of the company’s
board of directors We have therefore consolidated its results and balance sheet since that date
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The acquisition of the Inttial 5% shareholding has given nse to goodwill en acquisition of £2 milion, calculated as follows
Purchase cost

f£m
Cash pad 8
Attributable costs !
Total consideration 9
The hook and fair values of the assets and labilities at the date of acquisiion were

tm
Assets
Intangible assets 202
Other assets -
Total assets 202
Liabilrties
Deferred tax on acquired assets (60)
Total llabilities (60)
Total net assets 142
Net assets acquired (intial 5% share) 7
Goodwill ansing on acquisition of this holding 2
The value of the agreement to distnbute through Cajamurcia’s branch network has been identified as a separate
intangible asset with a value of £202 million, using estimated post-tax cash flows and discount rates
As noted above, the results of Cajamurcia Vida have been included in the consalidated finanaal statements of the
Group and have contributed £nil to the consolidated profit before tax since 1t began trading on 30 November 2007
(i) ltahan transactions with Banco Popolare
Dunng the year, the Group’ Italian holding company has entered into three sets of transactions with an Italian bank,
Banco Popolare Societa Cooperativa (Banco Popolare) Details of these transactions are as follows
(a) Petunia and Banca Network
On 18 September 2007, the Group made a capttal contribution of £19 millon to Peturua SpA (Peturwa), an investment
holding company, previously held as a financiat nvestment The Group’s holding in Petunia has increased to 40 62% but,
as the Group has 51% of voting nghts and management control, the Group has consoldated this company as a
subsidiary The total capitalisation of the company at this date was £47 miflion, which was used to purchase a 49 75% 135
stake in Banca Bipielle Network SpA, an Italian distnbution network, from Banco Popolare on 26 Septerber 2007 The
acquired company has since been renamed Banca Network Investiments SpA (Banca Network) F{gta""d ts

statemen

The Group does not have managemnent control of Banca Network and so accounts for it as an investment in an assodate
The total consideration was £49 million, compnsing cash consideration of £46 million and contingent consideration of
£3 million (representing the present value of future expected performance-related consideration) The fair value of the
Group’s share of Banca Network’s identifiable net assets at the date of acquisition was £27 millon The residual goodwill
of £22 milllon has been included n the cammying value of the investment in associate (see note 19)

This residual goodwill has been calculated based on the provisional fair values of the net assets and habifities of Banca
Network, and may be restated in 2008, in accordance with paragraph 62 of IFRS 3, Business Cormnbinations

{b) Area Life
On 26 September 2007, the Group acquired a 55% stake in Area Life International Assurance Limited (Area Life), a ife
assurance company based In Ireland, selling exclusively to Italian residents, from Banco Popolare for £7 million

This acquisttion has not given rise to any goodwill on acquisition  The relevant calculation 1s as follows

Purchase cost

fm

Cash paid 7




Avtva plc
Annual Report and
Accounts 2007

136

Finanaal
statements

Notes to the consolidated financal statements continued

3 - Subsidianes continued
The assets and habilities at the date of acquisition were

Farr value and

accounting policy
Book value  adustments Fair value
£m fm £m

Assets
Acquired value of in-force business on Insurance contracts - 20 20
Investments 284 - 284
Rensurance assets 20 - 20
Cash and cash equivalents 12 - 12
Other assets 4 - 4
Total assets 320 20 340
babilities
Gross insurance labilities (278) (14) (292)
Deferred tax hability {5 (1) (6)
Payables and other finanaal liabilities (26) - (26}
Other habilibes 3) - (3)
Total habilities (312) {(15) (327)
Total net assets 8 5 13
Net assets acquired (55%} 4 3 7

Goodwill ansing on acquisition -

The assets and liabilities above have been stated at thewr prowisional far values and may be amended in 2008, In
accordance with paragraph 62 of IFRS 3, Business Combinations

The results of Petunia, Banca Network and Area Life have been included in the consolidated financial statements of the
Group with effect from 26 September 2007, and have contnbuted £nil to the consolidated profit before tax

(c) Bancassurance agreement via Avipop Assicuraziont

On 14 December 2007, the Group entered a long-term bancassurance partnership in protection and non-life insurance
with Banco Popolare that wall further strengthen the Group's bancassurance presence In Italy and creates a new
opportunity in the fast-growing protection sector

The Group pard £184 million to secure the long-term bancassurance agreement with Banco Popolare and to acquire

50% plus one share of Avipop Assicurazion SpA {(Avipop Assicurazioni), a non-ife subsidiary of the bank Life protection
business will be written In a subsiciary of Avipop Assicuraziont, which will begin trading later in 2008, subject to regulatory
approval The Group has the majority of the voting nghts and management contral of Avipop Assicuraziont and has
therefore fully consolidated it as a subsidiary

The acquisition of Avipop Assicurazioni has given nse to goodwill on acquisition of £52 million, calculated as follows
Purchase cost

£fm
Cash pad 184
Attributable costs 4
Total consyderation 188
The assets and habiliies of the company at the date of acquisiion were
Fair vatue and
accounting policy
Book value  adjustments Fair value
frm fm fm
Assets
Intangible assets - 386 386
nvestments g - 9
Other assets 3 - 3
Total assets 12 386 398
Liabilities
Gross insurance habilities (1 - (1)
Deferred tax habilty - (125) (125)
Other liabibities (1) i 1)
Total hiabilities 2) (125) {(127)
Total net assets 10 261 271
Net assets acquired (50%) 136

Goodwill arising on acquisition 52
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The value of the agreement to distnbute through Banco Popolare’s branch network has been identfied as a separate
intangible asset and has been valued by an iIndependent third party at £386 million {100% share}, using estmated
post-tax cash flows and discount rates The intangible asset has been assessed as having an indefinite useful iife, subject to
annual tests for imparrment The distnbution agreement 1s initially for ten years, with five year automatic renewal penods

It 1s expected to be renewed ndefinitely, due to the unfavourable terms of the put option for failure to renew

The residual goodwll represents the impact of recognising a deferred tax liability on the intangible asset

The assets and habilities as at the acquisition date in the table opposite are stated at their provisional values, and may be
amended in 2008, in accordance with paragraph 62 of IFRS 3, Business Combinations

The results of Avipop Assicurazion have been included in the consolidated financial statements of the Group with effect
from 14 December 2007, and have contributed £nil 1o the conschdated profit before tax

{iv) Cyrte Investments

On 27 September 2007, the Group acquired an 85% stake in Cyrte Investments BY (Cyrte Investments), a Dutch fund
management company, for £37 milllon The net assets of Cyrte Investments at the date of acquisition were £nil, giving nise
to residual goodwill of £37 millon

The residual goodwill represents the value of the company’s workforce and a premium paid for the investment concepts
developed in the company, based on Cyrte’s expertise In the telecommuniations, media and technology sectors No material
intangible assets were identified

The net assets as at the acquistion date are stated at their prowisional values, and may be amended 1n 2008, in accordance
with paragraph 62 of IFRS 3, Business Combinations

The results of Cyrte Investments have been included in the consolidated financial statements of the Group with effect from
27 September 2007, and have contributed £2 millon to the consolidated profit before tax

The Group has also invested £209 million in three funds, managed by Cyrte Investments, gvng 1t an ownership mterest in
the three funds of between 13% and 18% These funds have been accounted for as investments in associates, as Cyrte
Investments 1s the general partner of the funds and the Group's holding gives 1t significant influence on the investment
committee, the management board of the funds The Group’s investment of £209 million has been included in interests I
associates in note 19

{v) Hamufton Insurance Company Limited and Hamilton Life Assurance Company Limited

On 1 November 2007, the Group completed the acquisition of Hamilton Insurance Company Limited and Hamilton Life
Assurance Company Limited {the Hamitton companies) from HFC Bank Limited, a subsidiary of HSBC Finance Corporation
In addiion, the Group's UK general insurance businesses signed a number of five-year agreements to underwrite credstor
business far HFC Bank and some of its subsidiaries, and to prowde home, protection and travel insurance products to

10 2 milhon of HSBC Bank's UK customers

The acquisition of Harmilton Insurance Cormpany Limited has given rise to goodwill on acquisition of £2 rillion, calculated
as follows 1 37

Purchase cost Financial
T statements

Cash paid 55

Attributable costs 2

Total consideration 57

The book and fair values of the assets and habilities at the date of acquisition were

fm
Assets
Investments 68
Reinsurance assets 24
Cash and cash equivalents 25
Other assets 24
Total assets 141
Liabilities
Gross insurance liabiities 67)
Other habihities (19)
Total habilities (86)
Total net assets acquired 55

Goodwill ansing on acquisition 2
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3 - Subsidianes continued
The acquisition of Hamlton Life Assurance Company Limited (Hamitton Life) has given nse to goodwill on acquisiion of
£21 million, calculated as follows

Purchase cost
fm
Cash pad a4
Attnbutable costs 1
Total consideration 45
The assets and fiabilities at the date of acquisiion were
Fair value and
accouniing
pohicy
Bock value  adjustments Fair value
Em fm £m
Assets
Acquired value of in-force business on investment contracts - 3 3
Investments 122 - 122
Other assets 5 - 5
Total assets 127 3 130
Liabilities
Gross insurance habilites (34) - (34)
Investrment contract liabilities (68) - 68)
Cther liabilities (@) - @
Total habilities (106) - {(106)
Total net assets acquired 21 3 24
Goodwill ansing on acquisition 21

Included in the consideration paid and goodwill ansing on the Hamikton Life acquistion 1s £20 mullion in respect of
unrecogrised deferred tax assets, which the Group may be able to utilise In future years but cannot recognise now

The assets and habilities as at the acquisition date in both the tables above are stated at their provisional values, and may
be amended in 2008, in accordance with paragraph 62 of IFRS 3, Business Combinattons

The results of the Hamilton companies have been mcluded in the consolidated financial statements of the Group with
effect from 1 November 2007, and have contnbuted £1 mullion to the consolidated profit before tax

(vi} Material acquisitions summary

2007
£m
Total net assets 283
Less Minonty interests -
Net assets acquired 283
Goodwill ansing on acquisition 114
Total consideration 397
The total consideration compnsed
Cash paid 388
Attnbutable costs 9
397

{vii) Other
In addition to the goodwill ansing on the above acquisitions, the Group also made a number of smaller acquisitions,
gmng nse to additional goodwall of £1 million Total goodwall ansing in the year was £115 million (see note 16(a))
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{vin} Unaudrted pro forma combined revenues and profit
Shown below are unaudited pro forma figures for combined revenues and profit as though the acquisition date for all
business combinations effected dunng the year had been 1 fanuary 2007, after gvng effect to purchase accounting
adjustments and the elimination of intercompany transactions The pro forma financial information 1s not necessarily
indicative of the combined results that would have been attaned had the acquisitions taken place at 1 January 2007,
nor Is It necessarnly Indicative of future results

2007

im
Revenues {net earned premiums and fee income) 31,3290
Profit before tax attnbutable to shareholders 1.862
Of the above pre-tax profit, £17 millon has ansen since acquisition
(ix) Non-adjusting post-balance sheet events
{a) Acquisttion of UBI Assicuraziont Vita
On 17 January 2008, the Group announced that it had reached an agreement with Unione di Banche Italiane Scpa (UBI
Banca} for the acquisition of 50% plus one share in UBI Assicurazioni Vita SpA , an Itahan Ife nsurance company wholly-
owned by UBI Banca, for a consideration of £49 milllon Completion of the transaction 1s subject to certain conditions and
the approval of the relevant regulatory authonties, and 1s expected to take place in the first half of 2008
(b) Acquisition of Swass Life Belgiun
On 21 January 2008, the Group anncunced that it had signed a memorandum of understanding with SNS REAAL to
buy Swiss Life Belgium, a multi-ine insurer, for €135 milllon By combining Swass Life Belgium with its Belgian insurance
operation, managed through its Duich subsidhary Delta Lioyd, the Group would further strengthen its position in the
Belgian group Iife insurance market
The transaction 15 conditronal upon completion of SNS REAALS acquisition of the Dutch and Belgian actvities of Swiss Life
Holding, which was announced on 19 November 2007 The completion of Defta Lloyd's acguisition of Swass Life Belgium
will be subject to approval from the relevant regulators and works counail, and 1s expected to take place in the second
quarter of 2008
{c} Investment in LIG Life Insurance Co Ltd
On 31 January 2008, the Group announced that it would be entenng the South Korea Iife nsurance market by agreeing
to acquire jointly with Woon Finance Holdings Company Ltd {"Woort”} a 91 65% stake in LIG Life Insurance Co Ltd (UG
Life”}, a South Korean Ife insurance company, for KRW 137 2 billion (£73 milion) After completion, the Group will hold
40 65% of LIG Life Aviva and Woon plan to develop UG Life's business distnbution, predominantly through bancassurance
via Woorr's banking network and independent financial advisors
(b) Disposal of subsidiaries, Joint ventures and assocates
The profit on the disposal of subsidianes, joint ventures and assocaates comprises 1 39
2007 2006 Fg?nC|al «
statemen

United Kingdom (see note 19(b)) N 69
Turkey {see note 18(c)) Al -
treland - 86
France - 79
Other small operations (15) (12)
Profit on disposal before tax 49 222
Tax on profit on disposal 3 13
Profit on disposal after tax 52 235

{c) Integration and restructuring costs

£153 milhon of integration and restructuring costs have been included in the results to 31 December 2007 (2006

£246 milton) These include £45 million relating to the UK cost and efiicency programme announced in 2006

This intiative has now been completed at a total cost of £250 million The costs also include £82 million relating to

the new savings targets announced In October 2007 Further costs of this programme are expected to be £248 millon,
spread over the next two years The balance of £26 million relates to the completion of Integration activity on Ark Life 1n
Ireland and the former AmerUs business in the United States, which were both acqured in 2006
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3 - Subsicdhanes continued
(d) Operations dassified as held for sale

(i) Assets and habilrties of operations dassified as held for sale
The assets and hiabilties of operations classified as held for sale as at 31 Decerber 2007 relate to our Dutch health
insurance businesses, and were as follows

2007 2006

£fm £m

Financial investments 316 -
Recewables and other financial assets 554 -
Prepayments and accrued income 146 -
Tax assets 16 -
Cash and cash equivalents 96 -
Total assets 1,128 -
Gross insurance labilities (627) -
Borrowings (12} -
Payables and financial liabilities (72) -
Other liabtlities (220) -
Tax habiities and other provisions (1) -
Total habilities (942) -
Net assets 186 -

(i) Dutch health insurance business

On 16 July 2007, the Group announced that its Dutch subsidiary, Delta Lioyd Group (DL), had reached an agreement to sell
its health nsurance business to OWM CZ Groep Zorgverkeraar UA (CZ), a mutual health insurer, and create a long-term
alhiance for the cross-selling of insurance products Under the terms of the agreement, CZ will purchase the DL health
Insurance business and take on its undenwriting nsk and policy administration DL will continue to market and distrbute
health insurance products from €2 to its existing custorers, and to provide asset management for the transferred business
DL will also have exclusive nghts to market life, general Insurance and income protection products to CZ's customers The
transaction 1s expected to take effect on 1 January 2009, subject to regulatory, competition and other relevant approvals

The relevant assets and liabilities of the DL health insurance business have been classified as held for sale, at therr carrying
values, in the consohdated balance sheet as at 31 December 2007

(e} Other information
Principal subsidianes at 31 December 2007 are histed on pages 268 to 269

One of the Group’s wholly-owned subsidianes, Delta Lioyd NV, 1s subject to the prowisions of Dutch corporate law and
particularly the Dutch “structure company” regime Under this regime, Delta Lloyd operates under a Supervisory Board
which has a duty to have regard to the interests of a wide vanety of stakeholders The Supervisory Board includes two
Aviva Group representatives and 1s responsible for advising and supervising Delta Lioyd’s Executive Board The shareholder
is one of the most Important stakeholders to whom the Supervisory Board has a duty

Dutch Law changed in October 2004 to ensure that Supervisory Board directors in Dutch companies were henceforth to
be elected by a company’s sharehalders voting on nominations made by its Supervisory Board and the Works Counall
Under the previous system, Supervisory Board directors appointed their own successors. In 2006, Delta Lioyd commenced
proceedings against Avva plc to try to compel the Company to adhere to the system that existed pnor to the change

in the law, on the basis of agreements they say were entered into in 1973 when the Group acquired Delta Lioyd

The Company disputes these claims and does not expect the litigation, whatever its outcome, to have any adverse

effect on the financal or operational performance of Delta Loyd or the Group We expect a Judgement from the court on
this 1ssue sormetime In 2008, which either party will then have the abiity to appeal

4 - Segmental information

The Group’s results can be segmented, erther by actwvity or by geography Qur primary reporting format is by busmess
actiaty, whifst our secondary segmentation is by geographical area This note provides segmental information on the
consolidated income staternent and balance sheet

(a) Pnmary reporting format - business segments

{1) Reporting segments
The pnncipal actvity of the Group s financial services, which 1s managed using the following reportable segments long-
term business, fund management, general insurance and health

Long-term business

Our long-term business comprises life insurance, long-term health and acadent nsurance, savings, pensions and annuity
business written by our life insurance subsidiaries, ncluding managed pension fund business and our share of the other life
and related business witten i our associates and jont ventures, as well as the Lifetime mortgage business wtten in the UK
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Fund management activities

Our fund management business invests policyholders’ and shareholders’ funds, provides investment management services
for institutional pension fund mandates and manages a range of retal nvestrent products, tncluding investment funds,
unit trusts, OEICs and ISAs Clients include Aviva Group businesses and third-party financial insttutions, pension funds,
public sector organisations, investment professionals and private investors

General insurance and health

Our general insurance and health business provides insurance cover to Indmiduals and to small- and medium-sized
businesses, for nsks associated manly with motor vetucles, property and hability, such as employers’ lability and
professional indemnity hability, and medical expenses

Other

Other actvities not related to the core business segments or which are not reportable segments due to their iImmatenality,
such as the RAC non-insurance operations, our banking businesses and service companes, are included as “Other” in the
following tables

Head office expenses, such as Group treasury and finance functions are also reported as “Other”, together with
eliminations and any other reconciling items Certain finanaing costs and taxes are not allocated across the segments
The accounting policies of the segments are the same as those for the Group as a whole Any transactions between
the business segments are on normal commercial terms and market condrtions

Segment assets and liabilities compnise operating assets and llabilibes, being the majonty of the balance sheet but
excluding terns such as tax and certain borrowings

(1) Segmental results by business segment

General
Long-term Fund Insurance
business management  and health Other Total
For the year ended 31 December 2007 fm £m £m £m £m
Gross written premiums 19,622 - 11,389 - 30,991
Premiums ceded to reinsurers (858) - {800) - {1,658)
Net wntten premiums 18,764 - 10,569 - 29333
Net change In provision for unearned prermiums - - (21) - (21)
Net earned premums 18,764 - 10,548 - 29,312
Fee and commission Income 698 488 179 395 1,760
19,462 488 10,727 395 31,072

Net investrment income 8,529 45 827 427 9,828
Inter-segment revenue - 152 - - 152
Profit ALoss) on the disposal of subsidianes and associates - - V) 56 49
Segment income 27,991 685 11,547 878 41,101
Claims and benefits paid, net of recoveries from reinsurers (19,640} - (7.481) - (27,121)
Change in insurance habilties, net of rensurance (3.900) - 393 - (3.507)
Change in nvestment contract provisions (2,018} - - - (2.018)
Change in unallocated dwisible surplus 2,922 - - - 2,922
Fee and commission expenses {1,281) (135) (2,907) (60) {4,383)
Other operating expenses

Deprecation (31 {2) @ (89 {129)

Amortisation of acquired value of in-force business {160) - - - {160)

Net Impairment of acquired value of in-force business - - - - -

Amortisation and net impairment of intangible assets {62) {6) (25) (17} (110)

Impairment of goodwill 4] {9) - - (10)

Other impairment losses recognised in the income statement {45) - (10) {2) (57)

Inter-segment expense {140) - (11) {1 (152)

Other expenses {1.230) {361} {788) (628) (3.007)
Finance costs {537} (24} 3 {391) (949)
Segment expenses (26,123} (537 (10,833) (1,188) (38,681)
Segmenit result before share of profitdloss) of joint ventures

and assoclates 1,868 148 714 (310) 2,420
Share of profit/{loss) of joint ventures and associates (297) 9 3 (1) (304)
Segment result before tax 1,571 139 717 311) 2,116
Unallocated costs

Finance costs on central barrowings (see overleaf) (259)

Tax attrbutable to policyholders’ returns {15)

Tax attributable to shareholders’ proiits (337}

Profit for the year 1,505
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4 - Segmental infermation continued

Finance costs on central borrowing compnse interest payable on borrowings by holding companies within the Group

which are not allocated to operating companies

Impatrment losses, and reversal of such losses, recognised directly in equity were £(1) million and £nit respectively in long-

term business

Pro forma reconaliation to operating profit before tax attributable to shareholders’ profits

General
Long-term Fund tnsurance
business management  and health Other Total
For the year ended 31 December 2007 £m £m £m £m £m
Segment result before tax 1,571 139 717 (311) 2,116
Finance costs on central barrowings - - - (259) (259}
Adjusted for the following
Investment return vanances and economic assumption
changes on long-term business (15) - - - (15)
impairment of goodwilt 1 9 - - 10
Arnortisation and impairment of intangbles 55 6 25 17 103
Short-term fluctuation in return on investments backing
general nsurance and health business - - 184 - 184
{Profit¥loss on the disposal of subsidianes and assocates - - 7 (56) (49)
Integration and restructunng costs 37 1 100 15 153
1,649 155 1,033 {594) 2,243
Less
Tax attributable to potcyholders’ retuins (15) - - - (15)
Operating profit before tax attnbutable to
shareholders’ profits 1,634 155 1,033 {594} 2,228
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Generat

{ong-term Fund Irsurance Restated
business  management and health Other Total
For the year ended 31 December 2006 fm fm im fm fm
Gross written premiums 17,308 - 11,427 - 28,735
Premiumns ceded to reinsurers (776) - {725 - {1,501)
Net wntten premiums 16,532 - 10,702 - 27,234
Net change in provision for unearned premiums - - 93 - 93
Net earned premiums 16,532 - 10,795 - 27,327
Fee and commisston Income 704 452 172 542 1,870
17,236 452 10,967 542 29,197
Net investment income 13,947 17 1,299 227 15,490
Inter-segment revenue - 199 - - 199
Profit on the disposal of subsidianes and associates 11 - 88 123 222
Segment income 31,194 668 12,354 892 45,108
Claims and benefits paid, net of recovenes from reinsurers {16,523) - (6,921) - (23,444)
Change in msurance habilies, net of reinsurance {2,594) - (26) - (2,620)
Change in investrment contract provisions {6,002} - - - (6,002)
Change in unallocated dvisible surplus (558) - - - (558)
Fee and commission expenses (2,125) (111) (2.742) {65) {5.043)}
Other operating expenses
Depreciation (22) (3) (19 (79) (123)
Amortisation of acquired value of in-force business (S8) - - - (58)
Net Impairment of acquired value of in-force business (28) - - - (28}
Amortisation and net imparment of intangible assets (32) 4] (18) (19) {70}
Impairment of goodwill - - - (94) {94)
Other iImparment losses recognised in the income statement 6 - &) (1) -
Inter-segment expense (191) - 8 - {199)
Other expenses (1,109} (392) (806} 877) (3.184)
Finance costs (384) - 3} (230 ©17)
Segment expenses {29,620) (507) (10,548)  (1,365) (42,040)
Segment result before share of profit/{loss) of joint ventures
and associates 1,574 161 1,806 {473) 3,068
Share of profitAloss) of joint ventures and associates 471 7} 5 16 485
Segment result before tax 2,045 154 1,811 (457) 3,553
Unallocated costs
Finance costs on central borrawings (see below) (230
Tax attributable to policyholders’ returns (346}
Tax attributable to shareholders’ profits (588)
Profit for the year 2,389

Finance costs on central botrowings comprise interest payable on borrowings by holding companies within the Group

which 15 not allocated to operating companies

Imparment losses, and reversal of such losses, recognised directly in equity were £ril and £2 miflion respectively in long-

term business
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4 - Segmental information continued
Pro forma reconaliation to operating profit before tax attnbutable to shareholders’ profits
General
Long-term Fund nsurance Restated
busness  management and health Other Total
For the year ended 31 December 2006 £m fm fm £m Em
Segmental result before tax 2,045 154 1811 (457) 3,553
Finance costs on central borrowings - - (2) (228} (230)
Adjusted for the followng items
Investment return vanances and economic assumption
changes on long-term business {407) - - - (401)
Impairment of goodwill - - - 94 94
Amortisatron and impairment of intangibles 26 1 18 19 64
Short-term fluctuation in return on investments backing
general nsurance and health business - - (149) - (149)
Profit on the disposal of subsichanes and associates (12) - (88) {122) (222)
Integration and restructunng costs 21 - 95 130 246
Other interest and cost reallocation 1 - 1 #))] -
1,680 155 1,686 (566) 2,955
Less
Tax attnbutable to policyholders’ returns (346) - - - (346)
Operating profit before tax attnbutable to
shareholders’ profits 1,334 155 1,686 (566} 2,609
(111) Segmental balance sheet by business segment
General
Long-term Fund Insurance
business management  and health Other Total
As at 31 December 2007 £m £m fm £m £m
Goodwill 1414 3 418 1,247 3,082
Acquired value of in-force business and intangible assets 2,628 12 424 133 3,197
Interests in, and loans to, joint ventures and assoaates 3,509 a7 4 222 3,782
Property and equipment 435 g 70 428 942
Investment property 14,701 - 360 16 15,077
Loans 26,600 - 960 8633 36,193
Financial investments 201,455 32 10420 3461 215,368
Qther assets 28,202 630 11,688 593 41,113
144 segmentassets 278,944 733 24344 14733 318,754
Financial Unallocated assets — tax assets 966
statements  Total assets 319,720
Insurance latalities 135,014 - 18,026 - 153,040
Liability for investment cantracts 98,244 - - - 98,244
Unallocated diwisible surplus 6,785 - - - 6,785
Net asset value attnbutable to urutholders 3,934 - 46 - 3,980
External borrowings 3,947 - - 4,399 8,346
Other labilittes, including inter-segment hiabilities 13,714 348 212 10,430 24,704
Segment habilries 261,638 348 18,284 14,829 295,099
Unallocated habilities
Central borrowings (see opposite) 4,311
Tax labiities 3,718
Total labilities 303,128
Total equity 16,592
Total equity and hiabihties 319,720
Capital expenditure (excduding business combinations)
Intangible assets 47 3 {340} 371 81
Property and equipment 46 5 13 163 227

93 8 (327} 534 308
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4 - Segmental information continued

General

Long-term Fund insurance Restated
business management and heaith Other Total
As at 31 Decernber 2006 fm fm £m im fm
Goodwall 1,317 9 390 1,194 2.910
Acquired value of in-force business and intangible assets 2,301 18 287 122 2,728
Interests in, and loans to, joint ventures and associates 3,526 a4 39 81 3,690
Property and equipment 460 4 94 346 904
investment property 14,714 - 384 25 15,123
Loans 20,934 - 735 6,905 28,574
Financial investments 189,082 30 11,400 3,766 204,278
Other assets 23,558 534 9,603 1,406 35,101
Segment assets 255,892 639 22,932 13,845 293,308
Unallocated assets — tax assets 1,543
Total assets 294,851
Insurance habilities 126,224 - 18,006 - 144,230
Liability for investment contracts 88,358 - - - 887358
Unallocated divisible surplus 9,465 - - - 9,465
Net asset value attnbutable to unitholders 3,786 1 23 - 3,810
External borrowings 3,894 - 1" 4,037 7,942
Other labilities, ncluding inter-segment liabilities 8,904 313 (712 9,943 18,448
Segment habilities 240,631 314 17,328 13980 272,253
Unallocated liabilities
Central borrowings (see below) 4,195
Tax labilities 4,339
Total habilities 280,787
Total equity 14,064
Total equity and habilities 294,851
Capital expenditure (excluding business combinaticns})
Intangible assets 29 14 15 32 90
Property and equipment 55 3 13 224 295
84 17 28 256 385

Central borrowings are borrowangs by holding cornparies within the Group which are not allocated to operating comparues

(b) Secondary reporting format - geographical segments

{7} Reporting segments

The Group’s business 1s managed on a regional basis in four main geographical areas These are United Kingdom (UK),

Europe, North Amenca and Asia Paafic

Revenue by destination does not differ matenally from revenue by geographical ongin, as most nsks are located in the

countnes where the contracts were written
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Notes to the consolidated finanaal statements continued

4 — Segmental information continued
(i) Segmental resufts and balance sheets — geographical segment

United North

Kingdom Europe Amenca  Asia Pacfic Total

Year ended 31 Decernber 2007 £m £m £m £m £m
Gross written premiums 12,166 13,539 4,628 658 30,991
Premiums ceded to rensurers (1.021) (389} {194) (54) (1,658)
Internal reinsurance revenue 28 (19} 1)) 2 -
Net written premiums 11,173 13,131 4427 602 29,333
Net change In provision for unearned premiums 42 (22} (40) ()] (21)
Net earned premiums 11,215 13,109 4,387 601 29,212
Fee and commission Income 789 766 37 168 1,760
12,004 13,875 4424 769 31,072

Other mcome 6,211 2,661 875 282 10,029
Segment income 18,215 16,536 5,299 1,051 41,101
Segmental result before tax 866 1,216 (13) 47 2,116
Segment assets 150,363 139,684 23,957 4,750 318,754
Unallocated assets — tax assets 966
Total assets 319,720
Segrnent habilities 140,289 129,399 21,314 4,097 295,099
Unallocated habilities — central borrowings and tax liabilities 8,029
Total abilities 303,128
Capital expenditure (excluding business combinations) 180 12 9 7 308
United North Restated

Kingdom Europe America Asia Pacrfic Total

Year ended 31 December 2006 fm fm fm fm fm
Gross written premiums 12,280 13,449 2,424 582 28,735
Premiums ceded to reinsurers (1,012) (354) 91) (44) (1,501
Internal reinsurance revenue 32 (20) (12) - -
Net wnitten premiums 11,300 13,075 2,321 538 27,234
Net change in provision for unearned premiums 126 22) (@ (2) 93
Net earned premiums 11,426 13,053 2,312 536 27,327
Fee and commisston income 9395 721 21 133 1,870
12,421 13,774 2,333 669 29,197

Other Income 9,986 5,031 520 374 15,911
Segment income 22,407 18,805 2,853 1,043 45,108
Segmental result before tax 1,749 1,540 188 76 3,553
Segment assets 144,285 123,087 21,816 4120 293,308
Unallocated assets — tax assets 1,543
Total assets 294,851
Segment habilities 135,639 114,342 18,818 3,454 272,253
Unallocated lakilites — central borrowangs and tax liabilities 8,534
Total labilities 280,787
Capital expenditure {excluding business combinations) 287 €6 28 4 385
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5 — Details of income

This note gives further detarl on the itemms appeanng in the first section of the consolidated income statement

147

Restated
2007 2006
£m fm
Gross written premiums {note 4a)
Long-term
Insurance contracts 15,589 13,188
Partiapating investment contracts 4,033 4,120
General insurance and health 11,369 11,427
30,991 28,735
Less premiums ceded to rensurers (note 4a) (1,658) (1,501)
Gross change In provision for unearned premiums (note 38e) (29) 89
Reinsurers' share of change in provision for unearned premiums (note 41c(u} 3 4
Net change in provision for unearned premiums 21} a3
Net earned premiums 29,312 27327
Fee and commission iIncome
Fee mcome from investment contract business 416 410
Fund management fee income 576 395
Other fee income 481 779
Reinsurance commissions recenvable 223 204
Other commission income 110 98
Net change in deferred revenue {46) (16)
1,760 1,870
Total revenue 31,072 29,197
Net investment income
Interest and similar income
From financial instruments designated as trading and other than trading 6,427 5,444
From AFS investments and financial instruments at amortsed cost 1,485 968
7,912 6,412
Dwidend income 2,095 2,115
Other income from Investments designated as trading
Realised gains and losses 49 124
Unrealised gamns and losses (see policy J) 65 208
114 332
Other income from investrments designated as other than trading
Realised gains and losses 5,017 4,989
Unrealised gamns and losses {see policy J) {5.968) (998
(951) 3,991
Realised gains on AFS mvestments 391 162
Net income from investment properties
Rent 844 757
Expenses relating to these properies 27) (27
Realised gains on disposal 105 46
Fair value (lossesygains cn investment properties (745) 1,507
177 2,283
Realised gamns on loans 7 59
fForeign exchange gains and losses on investments other than trading 1" 128
Other mvestment income 72 8
Net investment income 9,828 15,490
Share of {lossyprofit after tax of joint ventures (note 18a) (339) 462
Share of profit after tax of associates (note 19a) 35 23
Share of {lossyprofit after tax of joint ventures and associates (304) 485
Profit on disposal of subsidiaries and associates (note 3b} 49 222
Total income 40,645 45,394
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6 — Details of expenses

This note gives further detail on the items appeanng in the second section of the consolidated income statement

Restated
2007 2006
£m fm
Claims and benefits paid

Claims and benefits paid to policyholders en long-term business
Insurance contracts 14,743 12,460
Participating tnvestment contracts 5,604 4,350
Non-participating investment contracts 64 428
Clatms and benefits paid to policyholders on general insurance and health business 7779 7,232

28,190 24,470
Less Claim recovenes from rensurers

Insurance contracts (1,056) (1,009)
Particpating investment contracts (13} an
Clarms and benefits paid, net of recoveries from reinsurers 27121 23,444
Change in insurance habilities
Change in Insurance habilities 3,360 1,649
Change n reinsurance asset for insurance provisions 147 971
Change i insurance habilities, net of reinsurance 3,507 2,620
Change n Investment contract provisions
Investment income allocated to nvestment contracts 885 3,122
Other changes In provisions
Participating investment contracts 1,025 2,683
Non-particpating investment contracts 90 198
Change in reinsurance asset for investment contract provisions 18 (1
Change in investment contract provisions 2,018 6,002
Change in unallocated divisthle surplus {2,922) 558

Fee and commission expense
Acquisition costs

Commussion expenses for insurance and participating investrment contracts 3351 2919
Change in deferred acquisition costs for insurance and participating investment contracts {627} 210
Deferrable costs for non-participating investment contracts 265 230
Other acquisiion costs 1,348 1,376
Change n deferred acquisition costs for non-participating mvestment contracts (279) {159)
Reinsurance commissions and other fee and commission expense 325 467
4383 5,043
Other expenses
Other operating expenses
Staff costs and other expenses 2,724 2,750
Central costs and sharesave schemes 163 160
Depreciation (note 20) 129 122
Impairment of goodwll on subsidiaries (note 16a) 10 94
Amortisation of acquired value of in-force business (note 17) 160 58
Amortisation of intangible assets {note 17) 106 72
Net impairment of acquired value of in-force business {note 17) - 28
Impairment/(reversal of impairment) of ntangible assets {note 17} 4 {2)
Integratron and restructunng costs (note 3¢) 153 246

3,449 3,528

Impairments
Net impairment/{reversal of impairment) on loans 9 (4)
Net impawment/{reversal of impairment) on financal investments 49 (1)
Net impaiwrment on recervables and other financial assets 1 5
Net impairment on non-financial assets {n -
58 -
Other net foreign exchange {(gainsylosses {34) 29
finance costs {note 7) 1,208 847

Total expenses 38,788 42,071
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7 — Finance costs

This note analyses the interest costs on our borrowings (which are described in note 47) and simiar charges

Finance costs comprise

Resiated
2007 2006
fm fm
Interest expense on core structural borrowings
Subordinated debt 179 169
Debenture loans 25 32
Commeraal paper 55 29
259 230
Interest expense on operational borrowangs
Amounts owed to credit nstitutions 38 69
Securrtised mortgage loan notes
At amortised cost 222 197
At farr value 103 94
325 291
363 360
Interest on banking customer deposits 166 95
Interest on reinsurance deposits 37 38
Interest on collateral receved 190 32
Other similar charges 193 92
Total finance costs 1,208 847
These are analysed as
Allocated interest and similar charges 845 466
Group debt costs and other interest 363 381
1,208 847

8 - Long-term business economic volatility

The long-term nature of much of the Group’s operations means that, for management's decision-making and
internal performance management, the effects of short-term economic volatility are treated as non-operating rtems
The Group focuses instead on an operating profit measure that incorporates an expected retum on investments
supporting Its long-term business  This note explains the methodology behind this

(a) Defiritions

Operating profit for long-term business is based on expected nvestment returns on financial investments backing
shareholder and policyholder funds over the reporting pencd, with consistent allowance for the corresponding expected
movements in habilities Operating profit includes the effect of varance in expenence for non-economic items, such as
mortality, persistency and expenses, and the effect of changes in non-economic assumptions Changes due to economic
iterns, such as market value movements and interest rate changes, which give nise to vanances between actual and
expected investment returns, and the impact of changes in economic assumptions on liabitities, are disclosed separately
outside operating profit

(b) Economic volatility
The investrnent vanances and economic assumption changes exduded from the long-term business operating profit are
as follows

Long term business

2007 2006
£m fm
Investment vanances and economic assumption changes 15 401

Economic items had a neutral net impact on profit in 2007, with favourable nvestment vanances in the Europe region
largely offset by negatve effects in the USA and UK In Europe, positive vanances related mainly 1o realisation of capital
gains on secunties in the Netherdands and France In the USA, realised and unrealised losses on investments were driven by
the widening of credit spreads on debt secunities, white In the UK there was a negative nvesiment variance on surplus
assets backing annuity business due to interest rate changes

This compares to a significanily positwe net iImpact of econormic riems on profit n 2006 In 2006 the positive nvestment
variance was diiven pnmanly by favourable equity market performance worldwide and increases in market interest rates in
the Euro zone In particular, there was a significant reduction in the cost of investment guarantees in the Netherlands as
market interest rates increased
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Notes to the consolidated finanaal statements continued

8 - Long-term business economic volatility continued

() Methodology
The expected investment returns and corresponding expected movements in long-term business kabilities are calculated
separately for each pnnaipal long-term business unit

The expected return on investments for both policyholder and shareholders funds 15 based on opening economic
assumptions applied to the expected funds under management over the reporting penod Expected funds under
management are equal to the opening value of funds under management, adjusted for sales and purchases during
the period ansing from expected operating expenence The actual vestment return 1s affected by differences between
the actual and expected funds under management and changes In asset mix To the extent that these differences arise
from the operating experence of the long-term business, or management decisions to change asset mix, the effectis
included 1n the operating profit The residual difference between actual and expected investment return is iIncluded tn
Investrnent vanances

The moverment In habilities included in operating profit reflects both the change in liabilities due to the expected return
on mvestments and the impact of expenence variances and assumption changes for non-economic items The effect of
differences between actual and expected expenence on hiabilittes, and changes to economic assumptions used to value
liabilies, are taken outside operating profit For many types of long-term business, nduding unit-inked and with-profits
funds, movernents in asset values are offset by corresponding changes in habilities, imiting the net impact on profit

For other long-term business the profit impact of economic volatiity depends on the degree of matching of assets and
habilities, and exposure to financial options and guarantees

{d) Assumptions
The expected rate of investment return 1s determined using consistent assumptions between operations, having regard to
local econemic and market forecasts of investrment return and asset dlassification under IFRS

Where assets are classified as fair value through profit or loss, the Group has applied the same “real-world” economic
assumptions for fixed interest secunities, equities and properties as are used under EEV principles The pninaipal assumptions
underlying the calculation of the expected investrment return are

Expected return Expected return Expected return

Fixed interest Equities Properties

2007 2006 2007 2006 2007 2006

% % % % % %

Urited Kingdom 46 41 76 71 66 61
France 40 33 70 63 60 53
Netherlands 40 33 70 63 60 53

Where fixed interest securities are classified as avallable for sale, the expected investment return comprises the expected
interest or dvidend payments and amortisation of the premium or discount at purchase

9 - Longer term investment return for general insurance and health business

For general insurance and health business, the total investment income, including realised and unrealised gairs, 1s spit
between a calculated fonger term return and short-term fluctuations from this This note gives detalls of the fonger term
return cafculation and the refevant assumptions

(a) The longer term mvestment return, net of expenses, attnbutable to the general insurance and health business result
was £1,029 million (2006 £1,072 milhon)

(b) The longer term investment return and short-term fluctuation are as follows

General snsurance and

health business
2007 2006

Em £m

Net investment income (note 4a(in) 827 1,299
Internal charges included under other headings 18 (77}
845 1,222

Analysed between

Longer term investment return 1,029 1,073
Short-term fluctuatton in nvestment return (184) 149

845 1,222
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9 - Longer term investment return for general insurance and health business continued
{c) The longer term mvestment return is calculated separately for each principal general insurance and health business umit
In respect of equities and properties, the return 1s calculated by multiphying the opening market value of the investrments,
adjusted for sales and purchases dunng the year, by the longer term rate of investment return The longer term rate of
investment return is determined using consistent assumptions between operations, having regard to local economic
and market forecasts of nvestment return The allocated longer term return for other imvestments s the actual income
recervable for the year
{d) The total assets supporting the general insurance and health business, which contribute towards the longer term
return were £18,291 milion (2006 £18,718 milhon)
The principal assumptions underlying the calculation of the longer term invesiment return are
Longer term rates of return Longer term rates of return
Equites Propertes
2007 2006 2007 2006
% % % %
United Kingdom 76 71 66 61
France 70 63 60 53
Ireland 70 63 60 53
Netherands 70 63 60 53
Canada 71 70 61 60
The Group has applied the same economic assumptions for equities and properties as are used under EEV prinaples to
calculate the longer term investment return for its general insurance and health business
(e) The table below compares the actual return on investments attnbutable to the general insurance and health business,
after deducting investment management expenses and charges, with the aggregate longer term return over a four
year peniod This table will be built up over time to give aggregate and comparative figures over a five year penod
2004 - 2007
fm
Actual return attributable to shareholders 4,779
Longer term return credited to operating results (4,136)
Excess of actual returns over longer term returns 643
{f) The table below shows the sensitmty of the Group's general insurance and health operating profit before tax to
changes in the longer term rates of return
2007 2006
Mavernent in investment return for By Change n £m fm
Equities 1% higher/lower Group operating profit before tax 27 3 151
Properties 1% higherfdower Group operating profit before tax 4 4 Finanaal
statements
10 — Employee information
This note shows where our staff are employed throughout the world and analyses the total staff costs
The number of persons employed by the Group was
A1 31 December Average for the year
2007 2006 2007 2006
Number Number Number Number
United Kingdom operations™ 33,686 33,251 33,560 35,340
Europe 16,059 16,942 15,839 16,770
North Amenca** 4717 4,659 4,853 3,623
Asia Pacrfic 2,052 1,784 2,005 1,784
Corporate centre 497 502 497 502

57,011 57,138 56,754 58,019

* Induding support staff In India and Sn Lanka
** The lower average number in 2006 reflects the indusion of AmerUs staff only since November 2006
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10 - Employee information continued
Total staff costs were

2007 2006
£m £m
Wages and salaries 1,831 1,798
Social securnty costs 229 216
Post-retrrement obligations

Defined benefit schemes (note 46d) 191 213
Defined contribution schemes (note 46d) 63 71
Profit shanng and incentive plans 169 148
Equity compensation plans (note 29d) 50 48
Termination benefits 9 N
2,542 2,525

These costs are charged within
2007 2006
£m £m
Acquisition costs 592 597
Claims handiing expenses 318 253
Central costs and sharesave schemes 109 76
Other operating expenses 1,523 1,599
2,542 2,525

11 - Directors
Information concerming individual directars” emoluments, interests and transactions 1s given in the Directors’
remuneration report

12 - Auditors’ remuneration

This note shows the total remuneration payable by the Group to our prinapal auditors, Ermst & Young

The total remuneration payable by the Group, exduding VAT and any overseas equivalent thereof, to 1ts prmaipal auditors,
Ernst & Young LLP, and s associates in respect of the audit of these financial statements 1s shown helow, together with
fees payable in respect of other work

2007 2006
£000 £000
1 52 Fees payable to Ernst & Young LLP for the statutory audit of the Aviva Group and
| Company financial statements 1,364 1,452
sta':tler:;:f'::s Fees payable to Emst & Young LLP and its associates for other services to Group companies
Audrt of Group subsidianes pursuant to legislation 8,388 7731
Additional fees related to the pnor year audit of Group subsidiaries pursuant to legslation 372 -
Other services pursuant to legislaton 2,124 2,326
Tax services 201 187
Services relating to mformation technology 173 40
Services relating to corporate finance transactions 736 1,432
All other services — Supplementary reporting (see below) 931 885
— Other supplementary services 4,749 1,660
Fees payabfe to Ernst & Young LLP for services to Group pension schemes
Audrt of Group pension scheme 67 70

19,105 15,783

In addition ta the above armounts payable to the principal auditars, fees for audit servces of £3 8 millon (2006
£2 1 mifhon) were payable to other firms The total fees payable for audit services were therefore £14 0 million (2006
£11 3 mithony

Fees for supplementary reporting are i respect of the audit of the Group's EEV figures Although EEV is the Group's
primary management reporting basis and our disclosures require a full audit, the relevant fees are not classified as being
for statutory audit
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13 - Tax
This note analyses the tax charge for the year and explains the factors that affect it
(a) Tax charged to the income statement
{1) The total tax charge comprises
2007 2006
fm £m
Current tax
For this year 888 1,022
Prior year adjustments (94) (287}
Total current tax 794 735
Deferred tax
Ongination and reversal of temporary differences {348) 221
Changes in tax rates or tax laws (88) (7)
Wirte-down of deferred tax assets (6) (15)
Total deferred tax (a42) 199
Total tax charged to income statement {note 13¢) 352 934
(1) The Group, as a proxy for policyholders in the UK, Ireland and Australia, 1s required to record taxes on investment
Income and gains each year Accordingly, the tax benefit or expense attnbutable to UK, Insh and Australian life insurance
policyholder returns is included in the tax charge The tax expense attnbutable to policyholders’ returns included in the
charge above 1s £15 million (2006 £346 million)
{nr) The tax charge can be analysed as follows
2007 2006
£m fm
UK tax 97 479
Cverseas tax 255 455
352 934
(v} Unrecognised tax losses and temporary differences of previous years were used to reduce current tax expense and
deferred tax expense by £51 million and £6 million, respectively (2006 £73 millon and £24 muflion, respectively)
{v) Deferred tax (credited)/charged to the income statement represents movements on the following rtems 1 53
2007 2006
£m £m Finanaal
Long-tenm business techrical provisions and other insurance items 315 364  Statements
Deferred acquisition costs 34 4a7)
Unrealised gains on investments (793) (144)
Pensions and other post-retirement obligations 40 166
Unused losses and tax credits {272) 247)
Subsidianes, assoaates and joint ventures {33) 135
Intangibles and additional value of in-force long-term business {75) {73)
Provisions and other temporary differences 342 45
Total deferred tax (creditedycharged to income statement {442) 199
(b) Tax charged to equity
(1) The total tax charge/(credit} compnses
2007 2006
£m fm
Current tax {19) 9
Deferred tax
In respect of pensions and other post-retirement obligations 269 (29
In respect of unrealised {gamnsyosses on investments {71) 43
198 14
Total tax charged to equity 179 5

{11} The tax credit attnbutable to policyholders' returns included above s £nil (2006 £l
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13 Tax continued
(c) Tax reconahation

The tax on the Group's profit before tax differs from the thecretical amount that would anse using the tax rate of the

horme country of the Company as follows

2007 2006

£m Em

Profit before tax 1,857 3,323
Tax calculated at standard UK corporation tax rate of 30% (2006 30%) 557 997
Different basis of tax for UK Iife insurance 5 209
Adjustment to tax charge in respect of pnor years (a9) (287)
Non-assessable dividends (124) (55)
Non-taxable profit on sale of subsidianes and associates (18) (80)
Disallowable expenses 7 46
Different local basss of tax on overseas profits 56 201
Reduction in future UK tax rate {net of movements in unallocated divisible surplus) (64) -
Deferred tax valuation difference 1 (60)
Other {19) 37
Total tax charged to income statement {note 13a) 352 934

14 - Earnings per share

This note shows how we calculate earmings per share, based both on the present shares i issue {the basic eamings per
share) and the potential future shares in issue, including conversion of share options granted to ermployees (the diluted
eamings per share) We have also shown the same calculations based on our operating profit as we believe this gives a

better indication of operating performance

{a) Basic earmings per share
(1) The profit attnbutable to ordinary shareholders 1s

2007 2006
Operating Adpusting Operating Adjusting Restated
profit items Total profit 1terms Total
£m fm £m fm £fm £m
Profit before tax 2,228 (386) 1,842 2,609 368 2,977
Tax attnbutable to shareholders’ profits (607) 270 (337) (645} 57 (588}
Profit for the year 1,621 {1186) 1,505 1,964 425 2,389
Minonty interests {191) 13 (178) (179 5 (174)
Preference dvidends an - {17 (17} - {17}
Coupon payments in respect of direct
capital instruments (net of tax) (37) - {37) (37) - {37}
Profit attrbutable to ordinary shareholders 1,376 {103) 1,273 1,731 430 2,161
(1) Basic earnings per share 1s calculated as follows
2007 2006
Net of tax, Net of tax
minarities, minorties
preference preference
dwdends divdends Restated
Before tax and DCI Per share Before tax and DCI per share
£m £im p fm im p
Operating profit attnbutable to ordnary shareholders 2,228 1.376 532 2,609 1,731 701
Non-operating items
investment return vanances and economic assumption
changes on long-term business {note 8) 15 79 31 401 336 136
Imparrment of goodwill (note 16a) (10) (10) {04) (94} (94) (38
Amortisation and net impairment of intangibles
(note 17) (103) (72) {28) &4} (48) (19
Short-term fluctuation 1n return on INnvestiments
backing general insurance and health business
{note 9b) (184) (38) (15) 149 189 77
Profit on the disposal of subsiciaries and associates
{note 3b) 49 52 20 222 235 95
Integration and restructunng costs (note 3¢) {153) (114) {4 4) (246) {188) 77
Profit attnbutable to ordinary shareholders 1,842 1,273 432 2,977 2,161 875
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14 — Earnings per share continued

(in1) The calculabion of basic earnings per share uses a weighted average of 2,588 million (2006 2,469 muflion) ordinary

shares in issue, after deducting shares owned by the employee share trusts The actual number of shares in 1ssue at

31 December 2007 was 2,622 millon (2006 2 566 miffion)

(b} Diluted earnings per share
(1) Diluted earruings per share is calculated as follows

2007 2006
Weighted Weighted
average average
number number
Total of shares Per share Total of shares Per share
fm m P £m m o}
Profit attrbutable to ordinary shareholders 1,273 2,588 492 2,161 2,469 875
Dilutrve effect of share awards and options - 24 (0 5) - 27 (09)
Diluted earnings per share 1,273 2,612 487 2,161 2,496 866
(i) Diluted earnings per share on operating profit attributable te ordinary shareholders 1s calculated as follows
2007 2006
Weighted Weighted
average average
number nurriber Restated
Total of shares Per share Totat of shares Per share
£m m p fm m 5}
Operating profit attrbutable to ordinary shareholders 1,376 2,588 532 1,731 2,469 701
Dilutrve effect of share awards and options - 24 ©5) - 27 07
Diluted earnings per share 1.376 2.612 527 1,731 2,496 694
15 - Dividends and appropriations
This note analyses the total dvidends and other approprations we have paid duning the year The table below does
not include the final dvdend proposed after the year end because this is not accrued in these financial statements
The impact of scrip dividends 1s shown separately in note 35
2007 2006
£m fm
Ordinary dwvidends dedared and charged to equity in the year 1 55
Final 2006 — 19 18 pence per share, paid on 18 May 2007 (Final 2005 ~ 17 44 pence per share,
paid on 17 May 2006} 492 418 Finanaal
Intertm 2007 - 11 90 pence per share, paid on 16 November 2007 (Interim 2006 — 10 82 pence statements
per share, pard on 17 November 2006) 309 275
801 693
Preference dwidends declared and charged to equity in the year 17 17
Coupon payments on direct capital nstrument 53 52
871 762

Subsequent to 31 December 2007, the directors proposed a final dividend for 2007 of 21 10 pence per ordinary share
{2006 19 18 pence), amounting to £553 million (2006 £492 mifhon) n total Subject to approval by shareholders at the
AGM, the dividend will be paid on 16 May 2008 and will be accounted for as an appropnation of retained earnings In the

year ending 31 December 2008

Interest on the direct capital instrument 1ssued In November 2004 s treated as an appropnation of retained profits and,
accordingly, 1t 1s accounted for when paid Tax relief s obtained at a rate of 30%

Insh shareholders who are due to be paid a dwdend denominated in euros will recerve a payment at the exchange rate

prevaling on 27 February 2008
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16 — Goodwiill

This note analyses the changes to the carrying amount of goodwill dunng the year, and details the results of our
impairment testing on both goodwill and ntangible assets with indefinite lives

(a) Carrying amount

2007 2006
£m £m
Gross amount
At 1 January 3,086 2,359
Acquisitions 115 761
Movemenits In contingent consideration (5) 32
Disposals (16) 8
Foreign exchange rate movements 93 (58)
At 31 December 3,273 3,086
Accumulated impairment
At 1 January (176) (85)
Impairment losses (10) (94)
Disposals 9 -
Foreign exchange rate movements (14) 3
At 31 December {191) (176)
Carrying amount at 31 December 3,082 2,910

Maovements In contingent consideration relate to contingent consideration paidfreceved 1n respect of past acquisitions
of substdianes Goodwill ansing on acquisitions completed before 1 January 1998 was charged directly to reserves
Goodwill ansing on the Group’s acquisiton of joint ventures and associates 15 included wathin the carrying value of those
investments (see notes 18 and 19)

{b) Geodwill allocation and impairment testing
A summary of the goodwill and intangibles with indefinite useful Iives allocated to cash-generating units 15
presented below

Carrying amount of intangibles
wath indefinite usefut Ives

Carrying amount of goodwall {detailed n note 17) Total
2007 2006 2007 2006 2007 2006
£m fm £m fm £m fm
United Kingdom
Long-term business 7 50 - - Fa 50
General insurance and health {(see (1) below) 316 314 185 185 501 499
RAC non-insurance operations (see (i} below) 862 892 36 36 928 928
Other 68 77 - - 68 77
Eurcpe
France (long-term business) (see () below} - - 45 42 45 42
Ireland
Long-term business (see (v} below) m 9 - - 101 91
General insurance and health (see {v) below) 81 74 - - 81 74
Italy
Long-term business (see (v} below) 46 n 254 - 300 11
General insurance and health (see () below) a2 22 132 - 174 22
Netherlands (see (vii) below} 212 163 - - 212 163
Spain (long-term business) (see (v} below) 552 518 - - 552 518
Other 19 1 - - 19 11
North Amenca
United States (long-term business) (see (1x) below) 624 635 - - 624 635
Canada 17 15 - - 17 15
Asia Pacific
Various 41 37 - - a1 37
3,082 2910 652 263 3,734 3,173

As explained in accounting policy N, the carrying amount of goodwilt and intangible assets with indefirie usefut lives 1s
reviewed at least annually or when circumstances or events indicate there may be uncertainty over this value The tests led
to imparment of goodwill of £10 million

Goodwill and intangibles with indefinite useful lives have been tested for impairment in these businesses as follows
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16 - Goodwill continued

(1) UK (general insurance and health)

The recoverable amount of the UK general insurance and health unit has been determined based on a value in use
calculation The calculation uses cash flow projections based on business plans approved by management covenng a three
year penod and a nsk adjusted discount rate of 10 17% (2006 10 45%} Cash flows beyond that three year penod have
been extrapolated using a steady 0% growth rate (2006 3%) The recoverable amount significantly exceeds the carrying
value of the cash-generating unrt nduding goodwill and intangible assets with indefintte useful lives and a reasonably possible
change in a key assumption will not cause the carmying value of the cash-generating unit to exceed Its recoverable amount

Key assumptions used for the calculation were

- Budgeted operating profit represents the operating profit in the business plans, approved by management and as such
reflects the best estirmate of future profits based on both histoncal expenence and expected growth rates for the UK
general insurance industry

— Some of the assumptions that underline the budgeted operating profit iInclude market share, premium rate changes,
clams inflation and commussion rates

— Growth rate represents the rate used to extrapolate future cash flows beyond the bustness plan period and has been
based upon latest nformation available regarding future and past growth rates The growth rate 1s considered to be
consistent with both past experience and external sources of data (ABI Annual Market Statistics)

{1} RAC (non-insurance operations)

The recoverable amount of the RAC (non-insurance operations) has also been determined based on a value in use
calculation The calculation uses cash flow projections based on business plans approved by management covenng a three
year period and a nisk adjusted discount rate of 9 98% (2006 10 32%) Cash flows beyond that three year penod have
been extrapolated using a steady 2% growth rate The recoverable amount significantly exceeds the carrying value of the
cash generating unit incdluding goodwill and intangible assets with indefinite useful ives and a reasonably possible change
in a key assumption will not cause the carrying value of the cash-generating unit to exceed its recoverable amount

Key assumptions used for the calculation were

— Budgeted operating profit represents the operating profit in the business plans, approved by management and as such
reflects the best estimate of future profits based on both historical expenence and expected growth Some of the
assumptions that underline the budgeted operating profit indude market share, fee ncome and customer numbers

(i) France (long-term business)

The recoverable amount of the indefinite life Intangible asset has been assessed as part of the recoverable amount of

the French long-term business cash generating unit and has been determined based on a fair value less costs to sell
calculation The first step of the test was to compare the carrying value of the business, including indefinite ife ntanaible
assets, to the European Embedded Value (EEV} I the EEV 1s less than the carrying value of the business, the present value
of profits from expected new business is considered

The EEV of the French long term business was significantly greater than its carrying value, including indefinite Ife 1 57
intangible assets A reasonably possible change in a key assumption will not cause the carrying value of the cash
generating unit to exceed Its recoverable amount Key assumptions used for the calculation were

— Embedded value represents the shareholder interest in the Ife business and s calculated i accordance wath the European
Embedded Value (EEV} pnnaples The embedded value 15 the total of the net worth of the life business and the value of
the in-force business The undertying methodology and assumptions have been reviewed by the Group's auditors

Financial
statements

fiv}) Ireland (long-term business)

The recoverable amount of the Insh long-term business has been determined based on a fair value less costs to sell
calculation The first step of the test was to compare the camying value of the business, including goodwill, to the
furopean Embedded Value (EEV) If the EEV s less than the carmyang value of the business the present value of profits from
expected new business 1s considered

The EEV of the Insh long-term business 1s greater than its carrying value so the recoverable value will be significantly in excess
of its carmying value, ncluding goodwill A reasonably possible change in a key assumption will not cause the carrying value
of the cash generating unit to exceed its recoverable amount Key assumptions used for the calculation were

— Embedded value represents the shareholder interest in the Iife business and s calculated in accordance wath the European
tmbedded Value (EEV) principles The embedded value 15 the total of the net worth of the life business and the value of
the in-force business The underfying methodology and assumptions have been reviewed by the Group's auditors

{v) lreland (general insurance and health)

The recoverable amount of the Insh general insurance and health unit has been detenmined based on a value In use
calculation The calculation uses cash flow projections based on business plans approved by management covering a three
year peniod and a nisk adjusted discount rate of 8 07% (2006 8 07%) Cash flows beyond that three year penod have
been extrapolated using a steady 4 6% growth rate (2006 4 6% The recoverable amount significantly exceeds the
carrying value of the cash generating unit including goodwall and a reasonably possible change n 2 key assumption will
not cause the carrying value of the cash generating unit to exceed its recoverable amount
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16 - Goodwill continued
Key assumptions used for the calculation were

- Budgeted operating profit represents the operating profit in the business plans, approved by management and as such
reflects the best estimate of future profits based on both histoncal expenence and expected growth rates for the insh
economy Scme of the assumptions that underline the budgeted operating profit include market share, premium rate
changes, claims inflation and commisston rates

-~ Growth rate represents the rate used to extrapolate future cash flows beyond the business plan penod Prices are
assumed to remain static In the foreseeable future and volumes are assumed to increase in ine with real GDP These are
consistent with external sources of data (ESRI and PwC European Economic Quiook)

{vi) italy {long-term, general insurance and heafth)

The majority of the goodwill and the intangible asset with an indefinite useful Ife allocated to the Itahan business arises
from the acquisitions descnbed n note 3(a), which occurred in the second half of 2007 Since the acquisition dates, the
assets and liabilities of the acquired companies have not changed significantly, and there have been no other events that
might have matenally affected the recoverable amount of the unit

{vr) Netherlands (fong-term, general insurance and health)

The recoverable amount of the Netherlands Ife and general insurance and health cash generating urits have been
determined on the basis of a value in use cakculation” This calculation 1s an appraisal value and 1s based on the discounted
expected future cash flows from the operations over a 25-year period Expected cash flows for future periods have been
obtaned from the plan figures for a three year period Expected cash flows for later periods have been extrapolated,
taking into account the growth rate

Key assumptions used for the calculation were

— Growth rate represents the rate applied to extrapolate new business contnbutions beyond the business plan penod,
and 1s based on management's best estimate of future growth The rate 15 1n line with industry expectations of 2 5%

— Risk-adjusted discount rate represents the rate used to discount expected profits from future new business The discount
rate 1s a combination of a risk-free rate and a nsk margin to make prudent allowance for the nsk that expenences in
future years may differ from those assumed The rate 1s fixed at 6 7%

(vii} Spain (fong-term business)

The recoverable amount of the Sparush unit has been determined based on a fatr value less costs to sell calculation

This calculation 1s an actuanally-determined appraisal value and 1s based on the embedded value of the business together
with the present value of expected profits from future new business The recoverable amount significantly exceeds the
carrying value of the cash generating urut including goodwll and a reasonably possible change In a key assumption will
not cause the carmang value of the cash generating unit to exceed its recoverable amount

Key assumptions used for the calculation were

— Embedded valure represents the shareholder interest in the life business and 1s calculated in accardance with the
European Embedded Value (EEV) principles The embedded value Is the total of the net worth of the life business and
the value of the in-force business The underlying methodology and assumptions have been reviewed by a fim of
actuanal consultants and by the Group's auditors,

— New business contnbution represents the present value of projected future distributable profits generated from business
whitten in a penod This 1s based on business plans approved by management,

— Growth rate represents the rate used to extrapolate new business contributions beyond the business plan penod, and 1s
based onh management’s best estimate of future growth The rate 1s i ine with iIndustry expectations, and

— Risk adjusted discount rate represents the rate used to discount expected profits from future new business The discount
rate 15 a combination of a nsk-free rate and a nsk margin to make prudent allowance for the nsk that expenence in
future years may differ from that assumed

(i) United States (long-term business)

The recoverable amount of the United States unit has been determined based on a fair value less costs to sell calculation
This calculation is an actuanallydetermined appraisal value and 1s based on the embedded value of the business together
with the present value of expected profits from future new business The recoverable amount significantly exceeds the
carrying value of the cash generating unit including goodwill and a reasonably possible change in a key assumption will
not cause the carrying value of the cash generating unit to exceed its recoverable amount

Key assumptions used for the calculation were

- Embedded value represents the shareholder interest in the life business and is calculated in accordance with the
European Embedded Value (EEV} principles The embedded value 1s the total of the net worth of the Iife business and
the value of the in-force business The underlying methadology and assumptions have been reviewed by a firm of
actuarial consultants and by the Group's auditors,

- New business contribution represents the present value of projected future distributable profits generated from business
written in a penod This 1s based on business plans approved by management,

~ Growth rate represents the rate used to extrapaolate new business contributions beyond the business plan penod, and 1s
based on management’s best estimate of future growth The rate 15 1n hne with iIndustry expectations, and

— Risk adjusted discount rate represents the rate used to discount expected profits from future new business The discount
rate 15 a combination of a nsk-free rate and a nsk margin to make prudent allowance for the nsk that experience in
future years may differ from that assumed
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17 — Acquired value of in-force business (AVIF) and intangible assets

This note shows the movements in cost and amortisation of the in-force business and ntangible assets acquired
when we have purchased subsichartes

Other
intangble Intangible
AVIF on AVIF on assets asets with
nsurance investment with finite indefinite
contracts* contracts**  wsetul lives usefud lives Total
£m fm fm £fm fm
Gross amount
At 1 January 2006 614 11 312 302 1,239
Additions 22 - 58 - 80
Acquisition of subsidianes 1,642 90 380 - 2,112
Disposals - - {14) - (14)
Transfers - - 39 (39) -
Foreign exchange rate movements (93) - {23) - (116)
At 31 December 2006 2,185 oM 752 263 3,301
Additions 24 - 48 - 72
Acquisition of subsidianes 29 - 205 386 620
Disposals - - (8) - (8)
Transfers - - (54) 54 -
Foreign exchange rate movements 35 9 62 6 112
At 31 December 2007 2,273 110 1,005 709 4,097
Accumulated amortisation
At 1 January 2006 (299) 3 (125) - 427
Amortisation for the year {58} (6) (66) - (130)
Disposals - - 1 - 1
Impairment losses recogrised {28) - 2 - (26}
Foreign exchange rate movements 6 - 3 - 9
At 31 December 2006 (379 9) (185) - (573}
Amortisation for the year {(160) 7 {99) - (266)
Transfers - - 54 (54) -
Impairment losses recognised - - (4) - {4}
Foreign exchange rate movements (36) (2) (16) (3) {57}
At 31 December 2007 (575) (18) {250) (57) {900) '1““59—‘
Carrying amount
At 31 December 2006 1,806 92 567 263 2,728 Finanaal
At 31 December 2007 1,698 92 755 652 3,197 Statements

*  Oninsurance and partiapatng investment contracts

** On non-partiapating investment contracts

Intangible assets with indefinite useful lves compnse

{1) the RAC and BSM brands, and the value of the Union Financigre de France Bangue distnbution channel, where the

existing lives of the assets and therr competitive position i, and the stability of, their respective markets support this

dassification, and

(1) the bancassurance distnbution agreement with Banco Popolare, signed during the year, descnbed in note 3(a)in}c)

Impairment testing of these intangibles 15 covered In note 16(b)

Other intangible assets with finite useful lives consist pnmarily of the value of bancassurance and other distribution

agreements
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18 - Interests in, and loans to, joint ventures

In severaf business units, Group comparies and other parties jointly control certain entities This note analyses these
interests and describes the principal joint ventures in which we are involved

(a) Carrying amount
{1) The movemnents tn the carrying amount compnsed
Goodwill and Equity
intangibles nterests Loars Total
£m fm fm fm
At 1 January 2006 - 2,001 128 2,129
Share of results before tax - 465 - 465
Share of tax - 3) - 3
Share of profit after tax - 462 - 462
Acquisttions and additions - 372 113 485
Disposals and reduction in Group interests - (127) - (127)
Reclassification to subsidianes - {93) - (93)
Dvidends receved - {59) - (59)
Foreign exchange rate movements - (2) - (2)
At 31 December 2006 - 2,554 241 2,795
Share of results before tax - {337) - (337)
Share of tax - 2) - )
Share of profit after tax - (339) - {339)
Acquisitions and additons 196 453 126 775
Disposals and reduction in Group interests - (267) - {267)
Reclassification to financal Investments - (208) {42) {250)
Fair value gains taken to equity - 9 - 9
Loans repaid - - (159) {159)
Foreign exchange rate movements 1 10 1 12
At 31 December 2007 197 2,212 167 2,576
() The balances at 31 December compnised
Goodwill and Equity 2007
—_— intangbles interests Loans Total
160 2007 £m £m £m £m
Property management undertakings - 2124 167 2,291
Finanaal  Long-term business undertakings 197 88 - 285
statements  Total 197 2212 167 2576
Goodwill and Equity 2006
intangibles Interests Loans Total
2006 £m fm Em fm
Property management undertakings - 2,519 214 2,760
Long-term business undertakings - 35 - 35
Total - 2,554 241 2,795

The loans are not secured and no guarantees were received i respect thereof They are interest-beanng and are repayable
on termination of the relevant partnership

(b) Property management undertakings
The principal joint ventures are as follows

GP proportion  PLP proportion
held

Company held
Asrport Property Partnership 50 0% 50 0%
Apia Regional Office Fund Limited Partnership 500%  588%
Ashtenne Industnal Fund Limited Partnership 66 7% 38 0%
The Junction Limited Partrership 50 0% 46 0%
The Mall Lirited Partnership 50 0% 335%
Queensgate Limited Partnership 500%  500%
Quercus Healthcare Property Partnership Limited 50 0% 533%

All the above entities perform property ownership and management activities, and are incorporated and operate in
Great Britain Al these investments are held by subsidiary entities
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18 - Interests in, and loans to, joint ventures continued

(<} Long-term business undertakings
The principal joint ventures are as follows

Country of

Proportion  incarparation

Cormpany Class of share held and operationy
AVIVA-COFCO bife Insurance Co Limited Ordinary shares of RMB1each 50 0% Chmna
AvivaSA Emeklik ve Hayat A 5 Ordinary shares of YTL1each 49 7% Turkey
CIMB Awviva Assurance Berhad Ordinary shares of RM1each 490% Malaysia
CIMB Awiva Takaful Berhad Ordinary shares of RM1each 49 0% Malaysia
Frst-Aviva Uife Insurance Co, Ltd Ordinary shares of NT$10 each 49 0% Tanwan

All Investments in the above compantes are unlisted The shares in the Chinese company are held by the Company but all
the other investments are held by subsidiares

Detalls of these investments are as follows

(i) China

The Group has a 50% holding in AVIVA-COFCO Life Insurance Company Limited, a life assurance company
incorporated and operating in China These shares are held by the Company, with a share of net assets of £44 million
(2006 £18 mufion) and a farr value of £52 milkon (2006 £35 miion}

() Turkey

On 31 October 2007, the Group entered into a joint venture agreement with Aksigorta AS (“ Aksigorta”), the insurance
company of the Sabana Helding Group, to form a new Turkish Iife and pensions joint venture Under the terms of the
agreernent, the Group's Turksh Iife and penstons business, Aviva Hayat ve Emeklilk A'S (“Awiva HE”) merged with

Ak Emekliik AS (“Ak E"), Aksigorta's Wfe and pensions business The joint venture entered into an exclusive long-term
bancassurance agreement with Akbank TAS, Turkey's second-largest privately-owned bank

The Group and Sabancl jointly control the joint venture through equal shareholdings of 49 7%, with the remaining
0 6% being held by indwidual shareholders The new company, AvivaSA Emeklilk ve Hayat A S, began trading on
1 November 2007

As consideration for its shareholding, the Group cantrbuted the business of Aviva HE to the joint venture and paid
£49 million to Aksigorta The transaction has been accounted for as an acquisition of a 49 7% joint venture and the
disposal of 50 3% of Aviva HE Goodwill ansing of £45 millien, included in the carrying value of the joint venture, has
been calculated as follows

(a} Acquisttion of shareholding n joint venture

Purchase cost
fm
Fair value of 50 3% of Avwva HE (see below) 85 161
Cash pad 49 Finanaal
Attnbutable costs 2 statements
Total consideration 136
Fair value of 49 7% of Ak E's identifiable net assets 91
Goodwill 15

Included in the fair value of Ak E's net assets were acquired value of in-force business of £34 million and a distrbution
contract intangible asset, valued by an independent third party at £49 million, using post-tax cash flows and discount
rates The intangible asset has been assessed as having a life of 15 years and 1s being amortised over that penod

The residual goodwall represents the value of the direct sales force and expected synergies

The camrying value of the joint venture at the date of acquisiion was as follows

£m
Carrying value of 49 7% of Aviva HE's net assets™ 8
Fair value of 43 7% of Ak E's net assets 9
Goodwill 45
Total carrying value 144

* Caladated as 49 7% of the total net assets of £17 milhon grven in the table below
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18 - Interests in, and loans to, joint ventures continued

(b) Disposal of shareholding in subsidiary
The profit on disposal of 50 3% of Aviva HE was £74 million, calculated as follows

Carrying value of the assets and liabilities at the date of disposal

fm
Assets
Investments 153
Other assets 14
Total assets 167
Liabilities
Gross Insurance liabilities (136)
Deferred tax hability {14)
Total habilitres (150)
Total net assets 17
Net assets disposed of (50 3%) 92
Consideration
Far value of 50 3% of Aviva HE 85
Less transaction costs {2)

83
Profit on disposal before reserve release 74
Release of balance on currency translation reserve (note 34) {3)
Profit on disposal (ncte 3b} 71
(in) Malaysia

On 2 July 2007, the Group entered the Malaysian long-term savings market through a joint venture with the CIMB Group,
Iisted on Malaysia’s stock exchange as Bumiputra-Commerce Holdings Berhad Under an agreement signed on that date
and completed the same day, the Group acquired a 49% interest in two of CIMB Group’s subsidianes, Commerce Life
Assurance Berhad {Commerce Life} and Commerce Takaful Berhad (Commerce Takaful), for a total cash consideration

of £72 million, representing the value of our share of net assets and expected contnbution from new business In addition,
Commerce Life and Commerce Takaful will enter into exclusive bancassurance agreements with CIMB Group’s subsidiary,
CIMB Bank, for the distnbution of Ife and takaful insurance products through the bank’s branches

{v) Taiwan

On 27 Apnl 2007, the Group signed an agreement with First financial Holding Co |, Ltd (FFHC) to form a joint venture,
First-Aviva Life Assurance Co, Ltd (First-Aviva) This gives Aviva access 1o one of Asia’s most attractive markets and enables
us to particapate in the 1sland’s pension reform The Group holds 49% of First-Aviva, whose total capital is £34 mullion
Regulatory approval of an insurance licence was received on 31 Decernber 2007 and operations commenced on 2 January
2008 First-Aviva will manufacture Jong-term savings and pension products in Tawan, and distibute them through an
exclusive bancassurance agreement with First Commercial Bank, a subsidiary of FFHC
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18 - Interests in, and loans to, joint ventures continued
{d} Addtional information
Ssummansed aggregate financial Information on the Group’s interests in 1ts joint ventures is as follows
2007 2006
£m £m
Income 242 510
Expenses (579) (45)
Share of results before tax (337) 465
Long-term assets 4,317 4273
Current assets 395 126
Share of total assets 4,712 4,399
Long-term liabilities (1.684) (1,695)
Current habilities (762) (150
Share of total liabilities (2,446) (1,845
Share of net assets 2,266 2.554
The joint ventures have no significant contingent habilities to which the Group 1s exposed, nor has the Group any
significant contingent labilities in relation to its interests in them
19 - Interests In, and loans to, associates
This note analyses our interests in entities which we do not control but where we have significant influence
(a) Carrying amount
Equity
Goodwill interests Loans Total

£fm fm fm fm
At 1 January 2006 252 622 1 885
Share of results before tax - 48 - 438
Share of tax - {11) - (1
Share of results after tax - 37 - 37
Amortisation of acquired value of in-force business - {14) - (14)
Share of profit after tax - 23 - 23 1 63
Acquisitions and additions 28 10 - 38
Disposals - (26) - (26}  Financial
Dmdends received - (12) - {12} statements
Foreign exchange rate movements - )] - (4}
Other movements and reclassifications as held for sale - - {9) )]
Movements In carmying amount 28 ©) (9) 10
At 31 December 2006 280 613 2 895
Share of results before tax - &1 - 51
Share of tax - 4 - (4)
Share of results after tax - 47 - 47
Amortisation of acquired value of in-force business - (12) - (12)
Share of profit after tax - 35 - 35
Acquisitions and additions {see below) 26 270 - 296
Disposals - (25) - (25)
Dwidends receved - (32) - (32)
Foreign exchange rate movements 4 i3 - 37
Movements In carrymg amount 30 281 - 311
At 31 December 2007 310 894 2 1,206

The loans are interest-bearing but are not secured, and no quarantees were received in respect thereof

Acquisiiions in 2007 comprise 49 75% of Banca Network Investimenti SpA (see note 3(aXm) and interests in three
ivestment funds managed by Cyrte Investments BY (see note 3(aXiv)




Aviva plc
Annual Report and
Accounts 2007

164
Fiancial
statements

Notes to the consolidated finanaal statements continued

19 — Interests In, and loans to, assoaates continued

{b) Pnnapal associates
The pnnapal associates included above are

Country of
Type of Proportion ncorporation
Company business  Class of share held and operation
Aviva Life Insurance Company Incha
Private Limited Insurance  Ordinary shares of RS1 each 26 0% India
Banca Network Investimenti SpA Product distrbution  Orchinary shares of €1 each 49 75% ftaly
Cyrte Fund | CV Investment fund  Partnership share 13 04% Netherlands
Cyrte Fund II BY Investment fund  Ordinary shares of €1 each 16 00% Netherlands
Cyrte Fund IIl CV Investment fund  Partnership share 17 91% Netherlands
RBSG Callective Investments Limited Investment  Ordinary shares of £1 each  4999% Great Britain
RBS Life Investments Limited Insurance  Ordinary shares of £1 each  4999% Great Britain

All investments in principal associates are unlisted and are held by subsidianes
In June 2007, the Group sold its holdings in The British Aviation Insurance Company Limited to Berkshire Hathaway for
£15 mithon, resulting in a loss on disposal of £7 million

{c) Additional information
Summarised aggregate financial information on the Group's interests in its associates is as follows

2007 2006

im fm

Share of revenues 385 427
Share of results before tax 51 48
Share of assets 3,218 3,111
Share of labdties {2,.324) (2,498)
Share of net assets 894 613

The associates have no significant contingent habilities to which the Group 1s exposed, nor has the Group any significant
contingent liabilities in relation to its interest in them

{d) Impairment testing

The Group’s mvestments In R8BS Life Investments Limited and RBSG Collective Investrments Limited have been tested

for imparrment by comparing their carrying values (which include goodwill which arose on their acquisition} wath their
recoverable amounts The recoverable amounts for both the nvestrments have been deterrmned based on value In use
caleulations The calculations use cash flow projections based on business plans approved by management covering a five
year penod and a nsk adjusted discount rate of 81% Cash flows beyond that five year penod have been extrapolated
using a growth rate of 4 5% The recoverable amounts significantly exceed the carrying values of both the investments
and a reasonably possible change to the key underlying assumptions will not cause the carrying values of the investments
to exceed their recoverable amounts
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20 - Property and equipment
This note analyses our tangible fixed assets, which are prmanly properties occupred by Group compares and
computer equipment
Properties Owner-
under octupied Motor Computer Other
constricTon properties vetudes equipment assets Total
Em £m £Em fm £m fm

Cost or valuation
At 1 January 2006 54 499 89 655 368 1,665
Additions 31 43 1 154 66 295
Acquisitions of subsidianes - 6 1 2 2 1
Disposals - (78) {78) (99) 72 (327
Transfers to investment property - {6} - - - (6)
Transfers (19) 19 - - - -
Reversal of impairment losses (see note 34) - (2} - - - (2)
Fair value gans (see note 34) - 26 - - - 26
Foreign exchange rate moverments (1) (8) - (10) {5 {24)
At 31 December 2006 65 499 13 702 359 1,638
Additions 27 9 3 92 96 227
Acquisitions of subsicianes - 10 1 1 2 14
Disposals {16} (60) {4 (37) (14} {131
Transfers to Investment property (27} (14) - - - 41}
Transfers (6} 6 - - - -
Fair value gains (see note 34} - 23 - - - 23
Imparrment losses - (2) - - - (2)
Foreign exchange rate movements 2 26 1 14 19 62
Other movements - - - - 4 4
At 31 December 2007 45 497 14 772 466 1,794
Depreciation
At 1 January 2006 - - 21 (437} {237) (695)
Charge for the year - - (11) (85) (26) (122)
Disposals - - 24 16 33 73
Foreign exchange rate movements - - - 7 3 10
At 31 December 2006 - - (8 {499) (227) {734)
Charge for the year - n m on (30) {129)
Disposals - - 2 32 8 42
Foreign exchange rate movemnents - - - (14) (14) {28) 165
Other movements - - - - (3) (3
AU31 December 2007 - M ) 678 @66 5D et
Carrying amount
At 31 December 2006 65 499 5 203 132 904
At 31 December 2007 45 496 7 194 200 942

Owner-occupred properties are stated at therr revalued amounts, as assessed by qualified external valuers or by local
qualified staff of the Group in averseas operations, all with recent refevant expenence These values are assessed in
accordance with the relevant parts of the current RICS Appraisal and Valuation Standards in the UK, and with current local
valuation practices In other countries This assessmment, on the basis of Exsting Use Value and in accordance with UK
Practice Statement 1 3, 1s the estmated amount for which a property should exchange on the date of valuation between
a wiling buyer and a willing seller in an arm's-length transaction, after proper marketing wherein the parties had acted
knowledgeably, prudently and without compulsion, assuming that the buyer is granted vacant possession of all parts of
the property required by the business and disregarding potential alternative uses The valuation assessment adopts
market-based ewdence and 15 1n line with guidance from the International Valuation Standards Committee and the
requirements of IAS 16, Property, Plant and Equipment, for all but specialised-use properties which are valued on a
depreciated replacement cost (DRC) basis as pemmitted by paragraph 33 of 1AS 16

If owner-occupled properties were stated on a histonical cost basis, the carrying amount would be £301 million
(2006 £368 rnillion)

The Gyoup has no matenal finance leases for property and equipment
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21 - Investment property

This note gives detaifs of the properties we hold for long-term rental yields or capital apprecation

Freehold Leasehold Total
£m fm £m

Carrying value

At 1 January 2006 10,765 2,510 13,275

Addrtions 1,373 342 1,715

Captalised expenditure on existing properties 125 48 173

Acquisitions of subsidiaries 35 - 35

Fair value gains 1,227 280 1,507

Disposals {1,494) 47y (1,547)
Transfers from property and equipment 6 - 6

Foreign exchange rate movements (41) (6) (a7
At 31 December 2006 11,996 3,127 15,123

Additions 1,413 109 1,522

Capitalised expenditure on existing properties 138 " 149
Acquisitions of substdianes 4 - 4
Dispasals of subsicharies 3) - 3
Fair value losses {648) ©on (745}
Disposals {831) (432) {1,263)
Transfers from property and equipment 10 31 a1

Foreign exchange rate movements 210 39 249
At 31 December 2007 12,289 2,788 15,077

Investrent properties are stated at therr market values as assessed by qualified external valuers or by local gualified staff
of the Group In overseas operations, all with recent relevant expenence Values are calculated using a discounted cash
flow approach and are based on cument rental income plus anticipated uplifts at the next rent review, assuming no future
growth In rental income This uplft and the discount rate are derved from rates implied by recent market transactions on

similar properties

The fair value of nvestment properties leased to third-parties under operating leases was as follows

2007 2006

fm £m

Freeholds 11,925 10,423
Leaseholds 2,601 3,039
14,616 13,462

Future contractual aggregate mirimurm lease rentals recewvable under the non-cancellable portion of the above leases are

given in note 51(b))
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22 - Loans

This note analyses the loans our Group comparies have made, the majority of which are mortgage loans

(a) Carrying amounts
The carrying amounts of loans at 31 December 2007 and 2006 were as follows
2007 2006
£m fm
Policy loans 1,316 1,217
Loans to banks 7,576 3,295
Securitised mortgage loans (see note 23}
UK 1,777 1,923
Netherlands 5,610 4,786
7,387 6,709
Non-secuntised mortgage loans 17,596 15,185
Loans and advances to bank customers 1,307 1,085
Loans to brokers and other intermedcharies 80 -
Other loans 931 1,083
Total 36,193 28,574

Of the above loans, £25,666 milllon (2006 £23,243 milion) 15 expected to be recovered more than one year after the
balance sheet date

The carrying amounits of the above loans are stated at amortised cost wath the exception of £5,476 million (2006
£4,941 milhon) of secuntised mortgage loans and £12,849 million (2006 £11,316 miffion) of non-secuntised mortgage
loans which are designated as other than trading and measured at fair value The fair value has been calculated by
discounting the future cash flows using appropnate current interest rates for each portfolio of mortgages

The change in farr value of these loans dunng the year, attnbutable to a change in credit nisk, was a loss of £210 million
(2006 £ruf) The cumulatve change attnbutable to changes in credit nsk to 31 December 2007 was a loss of £210 millon
(2006 £rif)

(b) Collateral

The Group holds collateral in respect of loans where 1t 1s considered appropriate, in order to reduce the nsk of non-
recovery This collateral generally takes the form of liens or charges over properties and, In the case of policy loans,
the undertying policy, for the majonty of the loan balances above In the event of a default, the Group Is able to sell
or repledge the collateral

The amount of collateral received wath respect to loans which the Group 1s permitted to sell or repledge in the absence
of default was £6,282 million (2006 £2,129 mifion) The value of collateral that was actually sold or repledged In the 1 67
ahsence of default was £rul 2006 £ni)

Financial

23 - Securitised mortgages and related assets statements

The Group has loans receivable, secured by mortgages, which have then been secuntised through non-recourse
borrowings, in our UK Life and Dutch businesses This note gives detaifs of the refevant transactions

{a) Descniption of arrangements

(1) United Kingdom

In a long-term business subsichary (NUER), the beneficial interest in certan portfolios of Ifetime mortgages has been
transferred to five special purpose secuntisation companes (*the ERF companies”), in return for initial consideration and,
at later dates, deferred consideration The deferred consideration represents receipts accrued within the ERF companies
after meeting all their obligations to the noteholders, lcan providers and other third-parties in the prionty of payrnents
The purchases of the martgages were funded by the ssue of fixed rate, floating rate and index-inked notes by the

ERF companies

All the shares in the ERF companies are held by independent companies, whose shares are held on trust Although NUER
does not own, drrectly or indirectly, any of the share capital of the ERF companies or ther parent comparies, 1t retams
control of the residual or ownership nisks related to them, and they have therefore been treated as subsidianes in the
consolidated finanaial staternents NUER has no nght to repurchase the benefit of any of the secuntised mortgage loans,
other than In certain arcumstances where NUER 1s in breach of warranty or loans are substituted in order to effect a
further advance

NUER has purchased subordinated notes and granted subordinated loans to some of the ERF companies These have been
eliminated on consolidation thraugh offset agamst the borrowings of the ERF companies in the consoldated balance
sheet
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23 - Secuntised mortgages and related assets continued
(1) Netherlands and Belgium
In three subsicharies, Delta Uloyd Levensverzekering NV (DLL), Amstelhuys NV {AMS), and Delta Lloyd Bank NV/SA (DLB),
the prinapal benefits of certamn portfolios of mortgage loans have been transferred to a number of special purpose
secuntisation companies, which were funded prnmanly through the issue of fixed rate, floating rate and index-linked notes
All the shares In the secuntisation companies are held by independent trustee companies Although DLL, AMS and DLB do
not own, directly or indirectly, any of the share capital of the secuntisation companies or therr parent companies, they
retain control of the residual or ownership nsks related to them, and these companies have therefore been treated as
subsichanes in the consolidated financial statements OLL, AMS and DLB have no nght, nor any obligation, to repurchase
the benefit of any of the secuntised mortgage loans before the optional call date, other than in certain arcumstances
where they are In breach of warranty
Delta Lloyd companies have purchased notes in the sequntisation comparies, which have been eliminated on consolidation
through offset against the borrowings of the secuntisation companies in the consolidated balance sheet
(i) General
In all of the above transactions, the Company and its subsidianes are not obliged to support any losses that may be suffered
by the noteholders and do not intend to prowide such support Addittonally, the notes were issued on the basis that
noteholders are only entitled to obtain payment, of both pnncipal and interest, to the extent that the available resources of
the respective special purpose secuntisation companies, iIncluding funds due from customers in respect of the secuntised
loans, are sufficient and that noteholders have no recourse whatsoever to other companies in the Aviva Group
(b} Carrying values
The following table summarises the securtisation arrangements
Secuntised  Secuntised Secuntised Securitised
assets  borrowings assets  bomowangs
2007 2007 2006 2006
£m £m fm £m
UK
Secuntised mortgage loans
— At far value 1,777 (1,691) 1,923 (1,856}
1,777 (1.691) 1,923 (1,856}
Other secuntisation assetsAliabilities} 23 {109} 121 (188}
1800  (1,800) 2,044  (2,044)
Netherlands
Secuntised mortgage loans
- At farr value 3,699 (3.706) 3,018 (3,329)
1 68 — At amortised cost 1,91 (2.283) 1,768 (2,038)
5610 (5,989} 4,786 (5,367)
Financal  other secuntisation assetsAiabilities) 379 - 581 -
statements
5,989 (5,989) 5,367 (5,367)
Loan notes held by third-parties are as follows
UK  Netherlands UK  Netherands
2007 2007 2006 2006
£m £m £m £m
Total lcan notes issued, as above 1,691 5,989 1,856 £.367
Less Loan notes held by Group companies an (309 (21) (134)

Loan notes held by third-parties {note 47(c)) 1,674 5,620 1,835 5,233
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24 - Financial investments

This note analyses our financial iInvestments by type and shows therr cost and fair value These will change from one
penod to the next as a resuft of new business watten, dlaims pard and market moverments

(a) Carrying amount
Financial investments comprise
2007
At fair value through
profit or loss
QOther than Available
Trading trading for sale Total
£fm £m £m £m
Debt secunties
UK government - 18,767 - 18,767
Non-UK government 35 27,692 936 28,663
Corporate — UK 21 13,219 34 13,274
Corporate — Non-UK 123 36,100 922 37,145
Other - 8,818 12,350 21,168
179 104,596 14,242 119,017
Less assets dassified as held for sale - (80) - (80)
179 104,516 14,242 118,937
Equity securities
Corporate — UK - 26,081 58 26,139
Corporate — Non-UK 46 26,349 3,720 30,115
46 52,430 3,778 56,254
Less assets classified as held for sale - {236) - (236)
45 52,194 3,778 56,018
Other investments
Unit trusts and other investment vehides 4 35,364 181 35,549
Dervative financial instruments 1,609 - - 1,609
Deposits with credit institutions 114 502 - 616
Minonty holdings in property management undertakings - 977 - 977
Other - 1,645 17 1,662
1,727 38,488 198 40413
Total financal investments 1,952 195,514 18,218 215,684
Less assets classified as held for sale - (316) - (316)
1,952 195,198 18,218 215.368

Of the above total, £154,732 million (2006 £115,004 miflion) s expected to be recovered more than one year after the

balance sheet date
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24 - Finanaal investments continued
2006
At farr value through
profit or loss
Other than
trading Avalable Total
Trading Restated for sale Restated
fm fm fm £m
Debt secunties
UK government - 1991 - 1991
Non-UK government 7 19,388 434 19,829
Comorate — UK 19 12,230 80 12,329
Corporate ~ Non-UK 119 41,858 4725 46,702
Other - 7.969 7716 15,685
145 101,366 12,955 114,466
Equity securities
Corporate - UK - 30580 140 30,720
Corporate — Non-UK 34 24666 1,342 26,042
34 55,246 1,482 56,762
Other investments
Unit trusts and other investment vehicles 5 28,860 147 29,012
Dernvative financial instruments 1,325 - - 1,325
Deposits with credit institutions - 381 - 381
Minority holdings in property management undertakings - 542 - 542
Other 6 1,735 49 1,790
1,336 31,518 196 33,050
Total financial investments 1,515 188,130 14,633 204,278
(b) Cost, unrealised gains and fair value
The following 15 a summary of the cost/amortised cost, gross unrealised gans and losses and farr value of finanaal Investments
2007
Cost/
amortised Unrealised Unreahsed
cast gains losses. Farr value
£m £m £fm £m
1 7 0 Debt securities 119,625 1,931 (2,539) 119,017
Equity secunties 48,357 8,492 (595) 56,254
Financial Other investrments
statements Unit trusts and investment vehicles 32,827 3,106 (384) 35,549
Derwvative finanaal instruments - 1,609 - 1,609
Deposits with credit institutions 616 - - 616
Minority holdings in property management undertakings 977 - - 977
Other 1,470 249 {(57) 1,662
203,872 15,387 (3,575) 215,684
2006
Cost/
amorlised Unrealised Unrealised
cost gains losses Fair value
Restated Restated
£m fm fm £m
Debt securtties 112,834 2,402 (770) 114,466
Equity secunties 45,045 12,330 (613) 56,762
Other investments
Unit trusts and investment vehicles 26,433 2,642 (63) 29,012
Dervatve finanaal instruments - 1,325 - 1,325
Deposits with credit institutions 381 - - 381
Minonty holdings in property management undertakings 542 - - 542
Other 1,712 86 (8) 1,790

186,947 18,785 (1,454) 204,278

The gains related ta AFS mvestments recognised in equity n 2007 were £149 millon (2006 £347 muthon) and the gains
recognised In the Income statement on disposals were £391 million (2006 £162 mifion gain} (See notes 5 and 34 )
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{c) Financial investment arrangements
(i) Stock lending arrangements
The Group has entered into stock lending arrangements in the UK and overseas dunng the year in accordance with
establshed market conventions The majonity of the Group's stock lending transactions occur in the UK, where investments
are lent to EEA-regulated, locally-domicled counterparties and governed by agreements written under English law
The Group recewves collateral in order to reduce the credit nsk of these arangements The leve! of collateral held 1s
monitared regularly, wath further collateral obtained where this is considered necessary to manage the Group’s nsk exposure
In certain markets, the Group ar the Group's appointed stock lending managers obtain legal ownership of the collateral
receved and can re-pledge 1t as collateral elsewhere or sell outnight in the absence of default The carrying amounts
of financia! assets receved and pledged in this manner at 31 December 2007 were £23,779 millon and £4 miflion
respectively (2006 £16,902 million and £ni respectively} The value of collateral that was actually sold or re-pledged in the
absence of default was £nil 2006 £}
In addition to the above, the Group has receved and pledged cash collateral under stock lending arrangement that has
been recogrised on the balance sheet with a corresponding obligation or recevable for its return These latter balances are
shown separately in notes 48 and 25 respectively
(n) Stock repurchase arrangements
Included within financial investments are £358 milllon 2006 £722 million) of debt securties and other fixed income
secunties which have been sold under stock repurchase arrangements The obligations ansing urnder these arrangements are
shown in note 48
(i) Other arrangements
Certain financial nvestments are specifically deposited under local laws In vanous overseas countnes as secunty for the
holders of policies 1ssued in those countnes
25 — Receivables and other finandal assets
This note analyses our total recevables
2007 2006
£m fm
Amounts owed by contract holders 2,554 1,921
Amounts owed by intermedianes 1417 1,258
Deposits with ceding undertakings 1,163 1,028
Amounts due from reinsurers 701 707
Amounts due from brokers for Investrnent sales 326 8 171
Amounts recewvable for collateral pledged {notes 24c() and 56e) 21 -
Other financial assets 3.001 3,184 Finanaal
Total 9,183 8187 statements
Less Amounts dassified as held for sale (554) -
8,629 8,187
Expected to be recovered in less than one year 8271 7,757
Expected to be recovered in more than one year 358 430
8,629 8,187

Concentrations of credit nsk with respect to recevables are imited due to the size and spread of the Group's trading base
No further credit risk provision 15 therefore required in excess of the normal prowision for doubtful recenvables
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26 — Deferred acquisition costs and other assets

This note shows the products on which we are deferning some of cur acquisition costs and details the movernents

n the bafance dunng the year

(a} Carrying amount
The carrying amount comprises
2007 2006
£m £m
Deferred acquisition costs i respect of
Insurance contracts — Long-term business 1473 848
Insurance contracts — General insurance and health business 1,583 1,422
Participating investment contracts 112 364
Non-participating investment contracts 1.126 566
Retall fund management business 27 22
Total deferred acquisition <osts 4,321 3,222
Surpluses in the staff pension schemnes (note 46e{vi)) 27 56
Other assets 139 198
Total 4,487 3,476
Deferred acquisition costs on long-term business are generally recoverable in more than one year whereas such costs
on general insurance and health business are generally recoverable within one year after the balance sheet date
(b) Movements in the year
The movements In deferred acquisttion costs dunng the year were
2007 2006
£m £m
Carrying amount at 1 January 3222 3,175
Acquisition costs deferred during the year 3,780 3,248
Amortisation {2894) (3,224)
Impaiment josses 36 -
Impact of assumption changes 32 -
Foreign exchange rate movements 97 (49}
Other movements 48 72
Carrying amount at 31 December 4,321 3,222
Amortisation of deferred acquisition costs include £nil (2006 £271 million) for the effect of adjusting to the PS06/14
realistic basis
(c) Other assets

Other assets iInclude £66 million (2006 £2 mulion} that 15 expected to be recovered more than one year after the balance

sheet date

(d) Prepayments and accrued income

Prepayments and accrued income include £111 rmillion {2006 £62 mifkony) that 15 expected 1o be recovered more than one

year after the balance sheet date

27 - Assets held to cover linked liabilities

Certamn unit-finked products have been classified as investrnent contracts, while some are included within the definttion
of an msurance contract The assets backing these urit-inked labiities are included within the refevant balances in
the consolidated balance sheet, wiile the habilities are included within insurance and investiment contract provisions

This note analyses the carrying values of assets backing these habiitres

The carrying values of assets backing unit-linked liabilities are as follows

2007 2006

fm fm

Loans 347 879
Debt securnities 15,065 15,308
Equity secunties 27,743 25,839
Other imvestments 33,171 26,712
Reinsurance assets 1,905 1,136
Cash and cash eguivalents 3,939 3,648
82,170 73,522
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28 — Ordinary share capital

This note gives detatls of Aviva pic’s ordinary share capital and shows the movements during the year

{a) Detatls of the Cornpany’s ordinary share capital are as follows

2007 2006
Em fm
The authorised share capital of the Company at 31 December 2007 was
3,000,000,000 (2006 3,000,000,000) ordinary shares of 25 pence each 750 750
The allotted, called up and fully paid share capital of the Company at 31 December 2007 was
2,621,792,828 (2006 2,565,753,431) ordinary shares of 25 pence each 655 641

(b) Dunng 2007, a total of 56,039,397 ordinary shares of 25 pence each were allotted and issued by the Company
as follows

Share Share

Number capital premium

of shares £m Em

At 1 January 2,565,753,431 641 1,189
Shares issued under the Group’s Employee and Executive Share Option Schemes 14,871,901 q 44
Shares ssued in lieu of dvidends 41,167,496 10 (10)
At 31 December 2,621,792,828 655 1,223

Ordinary shares in issue in the Company rank pan passu All the ordinary shares in 1ssue carry the same nght to receive
all dvidends and other distributions declared, made or paid by the Company

Shares in lieu of the 2006 final and 2007 intenm dividends were issued on 17 May and 16 November 2007 respectively
The issue of shares in heu of cash dmdends 1s considered a bonus 1ssue under the terms of the Companies Act 1985 and
the nominal value of the shares 1s charged to the share premium account

29 - Equity compensation plans

This note describes the vanous equity compensation plans we use, and shows how we value the options and awards of
shares in the Company

(a) Descnption of the plans
The Group mantans a number of active stock option and award schemes These are as follows

(i) Savings-related options
These are options granted under the Inland Revenue-approved Save As You Earn (SAYE) share option schemes in the UK Emnancial
and in Ireland Options are normally exercisable dunng the six month penod following either the third, fifth or seventh statements

anniversary of the start of the relevant savings contract

(it) Executrve share options

These are options granted on vanous dates from 1998 to 2004, under the Aviva Executive Share Option Scheme or
predecessor schemes Options granted between 1998 and 2000 were subject to the satisfaction of conditions relating

1o either the Company’s return on equity shareholders’ funds (ROE) or 1ts relative total shareholder return (TSR) against

a chosen comparator group In respect of options granted from 2000 the performance condition has been a mixture of
both ROE and TSR measures In all cases, performance 1s measured over a three year performance penod and the options
are normally exercisable between the third and tenth annversary of therr grant

(i) Deferred bonus plan options

These are options granted in 1999 and 2000 under the CGU Deferred Bonus Plan Participants who deferred their annual
cash bonus in exchange for an award of shares of equal value also received a matching award over an equal number of
share options  The exercise of these options 1s not subject to the attanment of performance conditions These options are
exerasable up to the tenth anniversary of their grant

(tv) Long-term incentive plan awards
These awards have been made to senior Group executives since 2001 and are described i section (b) below and in the
Directors’ remuneration report

{v) Deferred bonus plan awards

These awards have been made under the Aviva Deferred Bonus Plan, and are described in section (b} below and in the
Directors' remuneration report The Group has established vanous employee share trusts 1o facilitate the delivery of shares
under the above schemes Detalls of these trusts are given in note 30

(vi) Annual bonus plan awards
These awards have been made under the Aviva Annual Bonus Plan 2005, and are descnbed tn section (b) below and in
the Directors’ remuneration repori
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29 - Equity compensation plans continued
{b} Outstanding options and awards
(1) Share options
At 31 December 2007, options to subscnibe for ordinary shares of 25 pence each in the Company were outstanding
as follows
Avva Savings Related Option price Number Option pnece Number
Share Option Scheme p of shares Normally exerasable p of shares Normally exercrsable
89520 52,450 2007 42800 997,989 2007, 2009 or 2011
664 00 89,273 2008 491 00 3,961,387 2008, 2010 0or 2012
40100 1,899,805 2007 or 2009 59300 3,050,594 2009, 2011 or 2013
406 00 1,258,700 2008 or 2010 56300 5,880,795 2010, 2012 or 2014
Hibernian Sawvngs Related Option price Number Option price Number
Share Option Scheme (in euros) C of shares Normally exerasable 4 of shares Nomnally exercisable
663 00 15,602 2007 71900 155,196 2008 cr 2010
58600 129,787 2008 87900 211,975 2005 or 2011
63000 51,614 2007 or 2009 83000 290,130 2010 or 2012
RAC Sawngs Related Option price Number Opton pnce Number
Share Option Scheme p of shares Normally exerasable p of shares Nomatlly exerosable
35494 226,921 2007 or 2009 31227 334,149 2008
Option price Number Option price Nurmber
Auva Executive Share Option Scherme p of shares Normally exerasable [} of shares Normally exercisable
1073 31 8,385 2001 to 2008 972 33 11,749 2003 to 2010
111900 29,068 2001 to 2008 960 00 37,853 200310 2010
85300 116,275 2001 t0 2008 103500 578,367 2004 10 2011
965 00 7425 2002 to 2009 499 00 14,272 2005 10 2012
87083 34,853 2002 to 2009 51600 925,507 2005 to 2012
91900 305,169 2002 to 2009 51200 1,152,752 2006 to 2013
82200 44,939 2003 to 2010 52600 933,072 2007 to 2014
Awviva Executive Share Option Scherme COption pnce Number
(Delta Lloyd) p of shares Normally exercisable
38000 160,596 2003 to 2008
1 74 Option prce Number
RAC Executrve Share Option Scheme p of shares Namally exercsable
Franaal 347 49 4,136 2005 to 2009
statements
Option pnce Number Opton pnce Number
CGU plc Deferred Bonus Plan p of shares Normally exerasable p of shares Normally exercsable
89950 5,703 2002 to 2009 87500 21,058 2003 to 2010
966 50 1,986 2002 to 2009
The following table summanses nformation about opttons outstanding at 31 December 2007
Weighted
average Weighted
remaining average
Qutstanding  contractual exercise
options life pnece
Range of exerase pnces Number Years B
f175-£489 5,079,299 2 39934
f490-£804 16,664,953 5 543 36
f805-£1119 1,255,280 3 967 45
The comparative figures as at 31 December 2006 were
Weighted
awerage Wesghted
emaing awerage
Outstanding contractuat exerase
optons hfe prce
Range of exeraise prces Number Years p
f175-£489 9,927,374 2 399 71
f490-£8304 15,900,844 5 538 45
f805-£1119 1,708,401 4 959 35
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29 - Equity compensation plans continued

(1) Share awards
At 31 December 2007, awards i1ssued under the Company’s executive incentive plans over ordinary shares of 25 pence
each in the Company were cutstanding as follows

Byrva Long Term Incentive Plan 2005 Number of shares Vesting penod Number of shares Vsting pencd
3,164,449 2005 to 2007 3,148,041 2007 to 2009
2,749,115 2006 to 2008

Aviva Deferred Bonus Plan Number of shares Vesting date

2,360,127 24 March 2008

Aviva Annual Bonus Plan 2005 Number of shares Vestng date Number of shares Vesting date

2,696,404 30 March 2009 3,541,850 23 March 2010

The vesting of awards under the Aviva Long-Term Incentive Plan 2005 1s subject to the attainment of performance
conditions as described in the Directors’ remuneration report Shares which do not vest, lapse

{u1) Shares to satisfy awards and options

Prior to March 2003, 1t was the practice to satisfy awards and options granted under the executive iIncentive plans through
shares purchased in the market and held by employee share trusts which were established for the purpose of satisfying
awards under the various executive incentive plans and funded by the Company

Since March 2003, it has generally been the Company's practice to satisfy the awards granted after that date by the i1ssue
of new shares at the time of vesting, and no shares were purchased by the trusts However, during 2007, shares have
been purchased by the trustee to allow awards to be satsified from trust where necessary to comply with local regulations
Further detalls are given in note 30

(¢} Movements in the year
A summary of the status of the option plans as at 31 December 2007 and 2006, and changes dunng the years ended on
those dates, 15 shown below

2007 2006
Weighted Weighted

average average

Number exerase Number exerase

of options prce of options pnce

1] p

Outstanding at 1 January 27,536,619 51454 35,984,159 497 34
Granted during the year 6,289,583 563 00 3,912,011 593 00
Exerased dunng the year (5,144,763) 43782 (5,665,668 394 93
Expired during the year (5.,681,907) 59460 (6693,883) 56915
Outstanding at 31 December 22,999,532 53470 27,536,619 514 54
Exerasable at 31 December 5,637,127 58027 12,757.480 516 30

(d) Expense charged to the income statement
The total expense recognised for the year ansing from equity compensation plans was as follows

2007 2006

£m fm
Equity-settied expense 50 48
Cash-settled expense - -
50 48

(e) Fair value of options and awards granted after 7 November 2002
The weighted average fair values of options and awards granted durning the year, estimated by using the Black-Scholes
option-pnang model, were £2 13 and £6 17 (2006 £2 35 and £6 70) respectively
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Notes to the consolidated financial statements continued

29 - Equity compensation plans continued

(1) Share options

The fair value of the options was estimated on the date of grant, based on the following weighted average assumptions
Weighted average assumpton 2007 2006
Share price 7335p 781p
Exercise price 563p 593p
Expected volatility 24% 26%
Expected life 407 years 3 82 years
Expected dividend yield 383% 370%
Risk-free interest rate 509% 4 80%

The expected volatility used was based on the historical volatility of the share price over a period eguivalent to the
expected Iife of the options pnor to its date of grant

The nsk-free interest rate was based on the yields available on UK government bonds as at the date of grant The bonds
chosen were those with a3 similar remaining term to the expected life of the options

1,496,069 options granted after 7 November 2002 were exercsed during the year (2006 nil)

(i1) Share awards
The fair value of the awards was estimated on the date of grant, based on the following weighted average assumptions

Weighted average assumption 2007 2006
Share prce 778 5p 814p
Expected volatility* 18 35% 23%
Expected volatility of comparator companies’ share price* 19% 22%
Correlation between Aviva and competitors’ share price® 53% 50%
Expected life 220 years 3 0years
Expected dwvidend yield 383% 360%
Risk-free interest rate* 536% 450%

*  For awards with market-based performance conditions

The expected volatility used was based on the historical volatility of the share pnce over a peniod equivalent to the
expected Iife of the options prior to its date of grant

The nsk-free interest rate was based on the yields available on UK govemment bonds as at the date of grant The bonds
chosen were those with a similar remaining term to the expected life of the options

30 — Shares held by employee trusts

We satisfy awards and optrons granted under the executive mcentive plans partly through shares purchased in the
market and held by employees share trusts This note gives details of the shares held in these trusts

Movements In the carrying value of shares held by employee trusts comprise

2007 2006
Number £m Number £m

Cost debited to shareholders’ funds
At 1 January 682,202 - 1,823,788 -
Acquired in the year 1,556,583 10 - -
Distributed 1n the year (717.721) - (1141,586) -
Balance at 31 December 1,521,064 10 682,202 -

The shares are owned by employee share trusts in the Company and a subsidiary undertaking to satisfy awards under the
Group’s Long-Term Incentive Plan and Deferred Bonus Plans Detalls of the features of the plans can be found in the
Directors’ renumeration report

These shares were purchased In the market and are carned at cost less amounts changed to the income statement in prior

years At 31 Decermnber 2007, they had an aggregrate nomnal value of £380,266 (2006 £170,550) and a market value of
£10 miltion (2006 £6 mulfon) The trustees have waived therr nghts to divdends on the shares held in the trusts
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31 - Preference share capital
This note gives details of Aviva pic’s preference share capital
The preference share capital of the Company at 31 December 2007 was
2007 2006
fm fm
Authorised
200,000,000 cumulative iredeemable preference shares of £1 each 200 200
1,000,000,000 Sterling preference shares of £1 each 1,000 1,000
1,200 1,200
2007 2006
€m €m
700,000,000 Euro preference shares of €1 each 700 700
2007 2006
£m £m
Issued and paid up
100,000,000 8%% cumulative irredeemable preference shares of £1 each 100 100
100,000,000 8%% cumulative imedeemable preference shares of £1 each 100 100
200 200
The Sterling preference shares, if issued and allotted, would rank, as to payment of a dwdend and capital, ahead of the
Company’s ordinary share capital but behind the cumulative irredeemable preference shares currently in issue The issued
preference shares are non-voting except where therr dvidends are In arrears, on a winding up or where their nghts are
altered On a winding up, they carry a preferential nght of return of capital ahead of the ordinary shares The Company
does not have a contractual obligation to deliver cash or other financial assets to the preference shareholders and
therefore the directors may make dnrdend payments at their discretion
32 - Direct capital instrument
This note grves details of the direct capital instrument issued n November 2004
2007 2006
Notonal amount Em £m
5902 1% £500 milion direct capital instrument 500 500 177
47291% €700 million direct capital nstrurment 490 490
Finanaal
890 990 statements

The eurc and sterling direct capital instruments {the DCls) were issued on 25 November 2004 They have ne fxed
redemption date but the Company may, at its sole option, redeem all (but not part} of the euro and sterling DCls at
their principal amounts on 28 November 2014 and 27 July 2020 respectively, at which dates the interest rates change
to vanable rates, or on any respective coupon payment date thereafter

In addition, under certain arcumstances defined in the terms and conditions of the ssue, the Company may at its
sole option

{1} substitute at any time all (but not some only) of the DCIs for, or vary the terms of the DCls so that they become,
Qualifying Tier 1 Secunties or Qualifying Upper Tier 2 Secunties,

{n} substitute all (but not some only} of the DCls for fully paid non-cumulative preference shares n the Company

These preference shares could only be redeemed on 28 Novernber 2014 in the case of the euro DCis and on 27 July 2020
in the case of the stering DCls, or in each case on any dwidend payment date thereafter The Company has the nght to
choose whether or not to pay any dividend on the new shares, and any such divdend payment will be non-cumulative

The Company has the option to defer coupon paymenis on the DCls on any relevant payment date Deferred coupons
shall be satisfied only in the fallowang arcumstances, all of which occur at the sole option of the Company

(1) Redemption, or

() Substitution by, or vanation so they become, alternative Quahifying Tier 1 Securities or Quahifying Upper Tier 2 Securities,
or

() Substitution by preference shares

No interest will accrue on any deferred coupon Deferred coupons will be satisfied by the issue and sale of ordinary shares
in the Company at ther prevailing market value, to a sum as near as practicable to (and at least equal to} the refevant
deferred coupons In the event of any coupon deferral, the Company will not declare or pay any dividend on its ordinary
or preference share capital
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33 — Merger reserve

This note analyses the movements in the merger reserve dunng the year

Movements In the year compnsed

2007 2006
£m £m
Balance at 1 January 3,271 327
Merger relief on acquisition of AmerUs - 871
Transfer to retained earnings on realisation (note 35) - 871
Balance at 31 December 3,271 3,271
34 - Other reserves
This note gives details of the vanous reserves forming part of the Group’s consofidated equity, and shows the
movernents duning the year
Movements in the year compnsed
Owner-
Currency occupred Investment Hedgng Equity
trarslation praperties valuatton  rstruments  compensaton
reserve (see  reserve(see  reserve (see reserve{see  resenve (see
accounting accounting accounting accounting accounting
policy E} pelicy 0} policy S policy ) policy AA) Total
fm £m £m fm £m fm
Balance at 1 January 2006 55 179 844 19 43 1,140
Ansing in the year
Farr value gains - 26 347 - - 373
Fair value gains transferred to profit on disposals - - (162} - - (162)
Fair value gains transferred to retained
earnings on disposals (note 35} - {9) - - - (9)
Imparrment losses on revalued assets - (2) - - - @
Reserves credit for equity compensation plans
(note 29d) - - - - 43 48
Shares 1ssued under equity compensation plans
(note 35) - - - - (18) (18)
Foreign exchange rate movements (386) - - 59 - (327)
Aggregate tax effect — shareholders’ tax - - (50) - - (50)
Balance at 31 December 2006 (331) 194 979 78 73 993
Arnsing in the year
Fair value gains - 23 149 - - 172
Farr value gains transferred to profit on disposals - - (391) - - (391)
Transfer to profit on disposal of subsidiary
(note 18¢) 3 - - - - 3
Farr value gamns transferred to retained
earnings on disposals {note 35) - (25) - - - (25)
Share of far value changes in joint ventures
and associates taken to equity (note 183} - - 9 - - 9
Reserves credit for equity compensation plans
(note 29d) - - - - 50 50
Shares 1ssued under equity compensation plans
(note 35) - - - - (34 (34)
Foreign exchange rate movements 758 - - {141) - 617
Aggregate tax effect - shareholders’ tax - - 73 - - 73
Balance at 31 December 2007 430 192 819 (63} 89 1,467

The above reserves are shown net of minenty mterests
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35 - Retained earnings
This note analyses the movements in the consoldated retained earmings dunng the year
2007 2006
£m fm
Balance at 1 January 5,082 2,597
Profit for the year attnbutable to equity shareholders 1327 2,215
Actuanal gan/(losses) on penston schemes (note 46e {v) 648 (117)
Actuanal (gamnsWlosses on penston schemes transferred to unallocated dmisible
surplus and other movements (61) 3
Dividends and appropnations (note 15) 871) (762)
Shares issued in lieu of dmdends 301 203
Shares issued under equity compensation plans (note 34) 34 18
Transfer from merger reserve on realisation (note 33) - 871
Fair value gains realised from reserves (note 34) 25 9
Aggregate tax effect {252) 45
Balance at 31 December 6,233 5,082
The shares 1ssued in lieu of dvdends are in respect of the transfer to retained earnings from the ordinary dvidend account,
ansing from the treatment of shares issued in lieu of the 2006 final and 2007 intenm dmdends, as explaned in note 28(b)
36 — Minority interests
This note gives details of the Group’s minonity interests and shows the movements dunng the year
(a) Minority interests at 31 December compnsed
2007 2006
fm Em
Equity shares in subsidianes 1418 850
Share of earnings 429 284
Share of other reserves 450 308
2,297 1,442
Preference shares in General Acadent pk 250 250
Preference shares in other subsichanes 6 6
2,553 1,698 1 79
(b) Movements in the year comprised Finanaial
2007 Sooe.  Statements
fm fm
Balance at 1 January 1,698 1,128
Profit for the year attnbutable to minonty interests 178 174
Minonty share of movements in other reserves 1 1
Foreign exchange rate movements 118 {19
Recognised income and expense attributable to minorty interests 297 156
Caprtal contrbutions from minonty shareholders 307 397
Mhinonty share of dividends dedared in the year (66) (75)
Minonty interest In acquired subsidianes 317 92

Balance at 31 December 2,553 1,698
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Notes to the consolidated finanaal statements continued
37 — Contract habilities and associated reinsurance
The following notes explan how we calculate our habilities to our policyholders for insurance and investment products
we have sofd to them Notes 38 and 39 cover these habilities and note 40 details the financial guarantees and options
given for some of these products Note 47 details the rensurance recoverables on these labilities whilst note 42 shows
the effects of the assurmnptions we have changed during the year
The following 1s a summary of the contract provistons and related reinsurance assets as at 31 December
2007 2006
Gross  Remnsurance Gross  Rensurance
provisions assets Net provisions assets Net
£m £m £m fm fm fm
Long-term business
Insurance contracts {135,312) 4,298 (131,014} (126614) 4139 (122,475)
Participating investment contracts {53,609) 22 (53,587} (49,400) - (49,400)
Non-participating investment contracts {44,635) 1,461 (43,174) (38,958) 1,395  (37,563)
(233,556) 5781 (227,775} (214,972) 5,534 {(209,438)
Qutstanding cdlams provisions
Lang-term business (727) 94 (633) (696) 67 {629)
General insurance and health (10,842) 1,634 (9.208) (10,165} 1,659 (8,506)
(11,569) 1,728 (9,841) (10,861} 1,726 {9,135)
Provisions for clams incurred but not reported (2.300) 84 (2.216) (2,553} 79 (2,474
(247,425) 7,593 (239,832) (228,386} 7.339 (221,047)
Provision for unearned premiums {5.484) 511 (4973) (5,182} 484 {4,698)
Provision ansing from liability adequacy tests 24) - (249) (49) - {49)
Other technical prowisions (3) 5 2 (57} 2 {55)
Totals (252,936) 8,109 (244,827) (233,674} 7,825 (225,849)
Less amounts dassified as held for sale 627 - 627 - - -
(252,309) 8,109 (244200) (233674} 7.825 (225,849)
38 - Insurance liabilities
This note analyses our insurance contract habilites by type of product and describes how we calculate these labilites
and what assumptions we have used
180 (@) carrying amount
Insurance habilities at 31 December comprise
Financial
statements 20 o®
General General
Long-term Insurance Leng-term Insurance
business  and health Total business and health Tatal
£m £m £m fm fm £m
Long-term business provistons
Particpating 66,093 - 66,093 63,705 - 63,705
Unit-linked non-participating 20,601 - 20,601 21,004 - 21,004
Other non-participating 48,618 - 48,618 41,905 - 41905
135,312 - 135312 126614 - 126614
Cutstanding daims provisions 727 10,842 11,569 696 10,165 10,861
Provision for claims mcurred but not reported - 2,300 2,300 - 2,553 2,553
727 13,142 13,869 696 12,718 13,414
Provision for unearned premiums - 5,484 5,484 - 5,182 5,182
Provision ansing from hability adequacy tests - 24 24 - 49 49
Other technical provisions - 3 3 - 57 57
Total 136,039 18,653 154,692 127310 18,006 145,316
Less Obligations to staff pensian schemes
transferred to provisions {note 45a) {1,025) - (1,025} (1,086) - (1,086)
Less amaunts classified as held for sale - (627) (627) ~ - _
135,014 18,026 153,040 126,224 18006 144,230
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38 - Insurance liabilities continued
{(b) Long-term business habilities

(i) Business description
The Group underwntes long-term business in a number of countres as follows

- In the UK mainly in

~ "with-profit” funds of CGNU Life Assurance (CGNU Life}, Commercial Union Life Assurance (CULAC) and the
with-profit and Provident Mutual funds of Nerwich Union Life & Pensions (NUL&P), where the with-profit policyholders
are entitled to at least 90% of the distrbuted profits, the shareholders recemng the balance,

- “"non-profit” funds of Norwich Union Annuity and NUL&P. where shareholders are entitled to 100% of the distnbuted
profits Shareholder profits on urutised wath-profit business wntten by Nonwich Union Life & Pensions and on
stakeholder unitised with-profit business are denved from managementt fees and policy charges, and emerge i the
nen-prafit funds

- In France, where the majority of policyholders’ benefits are determined by investment performance, subject to certain
guarantees, and shareholders’ profits are derved largely from management fees In addition, a substantial number of
policies participate in iInvestment retumns, with the balance being atinbutable to shareholders

- In the Netherands, the balance of profits, after providing appropriate returns for policyholders and after tax, accrues for
the benefit of the shareholders The hases for determining returns for policyholders are complex, but are consistent with
methods and cntena followed generally in the Netherlands In addition, a substantial number of policies provide benefits
that are determined by investment perfermance, subject to certain guarantees, and shareholders’ profits are derved
largely from management fees

- In the United States, there are two main business segmenits — protection products and accumulation products
Protectian products include interest-sensitive whole life, term life, universal ife and indexed life insurance policies
The accumulation product segment incdludes traditional fixed and indexed deferred annuities for ndividuals and
funding agreements for business customers In addition, there are two closed blocks of participating contracts ansing
from demutualisations of subsidiary companies All products are classified as insurance contracts except for the funding
agreements and terrn certain immediate annuities, which are dassified as nonparticipating investment contracts

- In other overseas operations

(i1} Group practice

The long-tenm business prowvision 1s calculated separately for each of the Group’s Iife operations The provisions for overseas
subsidianes have generally been included on the basis of local regulatory requirements, mainly using the net premium
method, modified where necessary to reflect the requirements of the Companies Act

Matenal judgement 1s required n calculating the provisions and 1s exercised particularly through the choice of assumptions
where there 1s discretion over these In turn, the assumptions used depend on the arcumstances prevailling in each of the
ife operations Provisions are most sensitive to assumptions regarding discount rates and mortalitymorbidity rates 18 1

Bonuses paid dunng the year are reflected in claims paid, whereas those allocated as part of the bonus declaration are

included in the movements in the long-term business provisicn Finanaal
statements

(i) Methodology and assumptions

There are two main methods of actuanal valuation of labilites arismg under long-term insurance contracts — the net

premium method and the gross premium method - both of which involve the discounting of projected premiums

and daims

Under the net premium method, the prermium taken into account In calculating the prowision 1s determined actuarially,
based on the valuation assumptions regarding discount rates, mortality and disability The difference between this
prermium and the actual premium payable prowdes a margin for expenses This method does not allow for voluntary early
termination of the contract by the policyholder, and so no assumption ts required for persistency Explicit provision is made
for vested bonuses (including those vesting following the most recent fund valuation), but no such proviston 1s made for
future regular or termnal benuses However, this methed makes implicit allowance for future regular or terminal bonuses
already earned, by margins in the valuation discount rate used

The gross premium method uses the amount of contractual premiums payable and ncludes exphat assurmptions for
interest and discount rates, mortality and marbidity, persistency and future expenses These assumptions can vary by
contract type and reflect current and expected future expenence Expliat provision 1s made for vested bonuses and
explicit allowance 15 also made for future reqular bonuses, but not terminal bonuses
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38 - Insurance liabilities continued

(a) UK

With-profit business the valuation of with-profit business uses the methodology developed for the Realistic Balance Sheet,
adjusted to remove the shareholders’ share of future bonuses The key elements of the Realistic Balance Sheet
methodology are the with-profit benefit reserve (WPBR) and the present value of the expected cost of any payments in
excess of the WPBR (referred to as the cost of future policy-related liabilities) The realistic liability for any contract 15 equal
to the sum of the WPBR and the cost of future policy-related habilties The WPBR for an indnadual contract 1s generally
calculated on a retrospective basis, and represents the accumulation of the premiums paid on the contract, allowing for
Investment return, taxation, expenses and any other charges levied on the contract

For a small proportion of business, the retrospective approach 1s not available or 1s Inappropriate, so a prospective valuation
approach 1s used instead, including allowance for anticipated future regular and final bonuses

The items induded in the cost of future policy-related habilities nclude
— Maturity Guarantees,

— Smoothing twhich can be negative),

— Guaranteed Annuity Options,

— GMP underpin on Section 32 transfers, and

~ Expected payments under Mortgage Endowment Promise

In the Provident Mutual and With-Profit sub-funds in NUL&P, this 1s offset by the expected cost of charges to WPBR to be
made in respect of guarantees

The cost of future policy-related liabilities 15 determined using a market-consistent approach and, in the maimn, this 1s based
on a stochastic model calbrated to market conditions at the end of the reporting penod Non-market-related assumptions
(for example, persistency, mortality and expenses) are based on expenence, adjusted to take into account future trends
Whete policyholders have valuable guarantees, options or promises, then future persistency 1s assumed to impiove, and
future take-up rates of guaranteed annuity options are assumed to increase

The pnnapal assumptions undertying the cost of future policy related liabilmes are as follows

Future investment return A “nsk-free” rate equal to the spot yield on gilts, plus a margin of 0 1% 15 used The rates
vary, according to the outstanding term of the policy, with a typical rate as at 31 December 2007 bemng 4 72% for a policy
with ten years outstanding

Volatility of investrment return Volatility assumptions are set wath reference to implied volatiity data on traded market
instrument, where avallable Specimen values based on the average term of the liabilites are as follows

Volatility

2007 2006

Equities 25% (NUL&P)/23 5% (other WP funds) 17% {for UK stocks)
Property 15% 15%
Gilts 375% 3 25% (NUL&PY 4 5% {other WP funds)
Corporate bonds 575% 5 25% {NUL&PYE 5% (other WP funds)

Future regular bonuses Annual bonus assumptions for 2008 have been set consistently with the year end 2007
declaration Future annual bonus rates reflect the prinaples and practices of the fund In particular, the level s set with
regard to the projected margin for final bonus and the change from one year to the next 1s imited to a level consistent
with past practice

Mortality Mortality assumptions are set with regard to recent company expenence and general industry trends Most
assumptions are unchanged from 2006 but for some endowment and whole life business the basis has been
strengthened although the base mortality tables are unchanged

Mortality table used

2007 2006

Assurances, pure endowments and deferred Nil or AM92/AF92 Nil or AM92/AFS2
annuities before vesting

Pensions business after vesting and pensions PCMAQO/PCFAQQ PCMAQOPCFADD

annuities in payment adjusted plus allowance adjusted plus allowance

for future mortahty for future mortahty

improvement Improvement

Non-profit bustness Conventional non-profit contracts, including those wnitten in the with-profit funds, are valued using
gross premium methods which discount projected future cash flows The cash flows are calculated using the amount of
contractual premiums payable, together with explicit assumptions for investment returns, inflation, discount rates,
mortality, morbidity, persistency and future expenses These assumptions vary by contract type and reflect current and
expected future expenence
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38 - tnsurance liabilities continued

For unit-linked and some umitised with-profit business, the provisions are valued by adding a prospective non-unit reserve
to the bid value of units The prospective non-unit reserve 15 calculated by projecting the future non-unit cash flows on the
assumption that future prermums cease, unless it 1Is more onerous to assume that they continue Where appropnate,
allowance for persistency s based on actual experience

Valuation discount rate assumptions are set with regard to yields on the supporting assets and the general level of fong-
term interest rates as measured by gilt yields An expliat allowance for nsk 1s included by restncting the yelds for equities
and properties with reference to a margin over long-term interest rates or by making an expliat deduction from the yields
on corporate bonds, mortgages and deposits, based on histoncal default expenence of each asset dass A further margin
for nsk 1s then deducted for all asset dasses

The provisions held in respect of guaranteed annuity options are a prudent assessment of the addrtional hability incurred
under the option on a basis and method consistent with that used to value basic policy habilities, and ncludes a prudent
assessment of the proportion of poheyholders who will choose to exercise the option

At the end of 2006 changes were made to the assurmptions for certain non-profit business, resulting from a decision taken
by management to adopt changes permitted by the FSA Policy Statement 06/14, Prudential Changes for Insurers, i1ssued tn

December 2006 In 2007 these changes were applied to healthcare business in addition to the business affected at the

end of 2006

Valuation discount rates are largely unchanged since 2006, reflecting the yields on the supporting assets

Valuation discount rates

2007 2006

Assurances

Life conventional non-profit

Pensions conventional non-profit
Deferred annuities

Non-profit — in deferment

Non-profit — in payment
Annutties In payment

Conventional annuity
Non-urut reserves

bife

Pensions

31%to39%

31%1039%

39% tod41% 39%t0d 1%
39% t0o41% 39% tod41%
43% 4 3%
43% to 4 9% 43% t049%
34% 34%
4 2% 412%

Mortahty assumptions are set with regard to recent company expenience and generaf industry trends Since 2006, the
assurance mortality basis has been reviewed with the aim of harmonising assumptions wherever possible across similar
lInes of business in order to simplify the basis The base mortality tables used in the valuation reman unchanged however,

as summarised below

Mortakity tables used

2007 2006

Assurances
Non-profit AMBO/AF80 or AM92/AF92 AMBO/AFB0 or AMS2/AF92
or TM92/TF32 or TM92/TF92
adjusted for smoker status adjusted for smoker status
and age/sex speofic factors and age/sex specific factors
Pure endowments and Nil or AMBO/AFB0 or Nil or AM8O/AFBO or
deferred annuities before vesting AM92/AF92 adjusted AMOZ2/AF92 adjusted
General annuity business after vesting MLOO/IFLOO adjusted IMLOOAFLOO adjusted

Pensions business aiter vesting

Annurttes In payment
General annuity business

Pensions business

plus allowance for future
mortalrty improvement

PCMAOQO/PCFA00 adjusted
plus allowance for future
mortality improvement

MLOO/IFLOO adjusted
plus allowance for future
mortality improvement

PCMAQ0/PCFAOD adjusted
or IMLOG/IFLOO adjusted plus
allowance for future
mortality improvement

plus allowance for future
mortality improvernent

PCMAOQ/PCFAQO adjusted
plus allowance for future
mortality improverment

IMLOQAFLOO adjusted
plus allowance for future
mortality improvernent

PCMAOO/PCFAQD adjusted
or IMLOOAFLOC adjusted plus
allowance for future
mortality improvermnent
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Notes to the consohidated finanaal statements continued

38 - Insurance liabhies continued

{b) France

The majonty of prowsions anse from a single premium savings product and are based on the accumulated fund value,
adjusted to maintain consistency with the value of the assets backing the policyholder habiliies The net premium method
15 used for prospective valuations, in accordance with local regulation, where the valuation assumptions depend on the
date of issue of the contract The valuation discount rate also depends on the onginal duration of the contract and
mortality rates are based on industry tables

Valuation discount rates Mortality 1ables used

2007 and 2006 2007 and 2006

Life assurances 175% to45% PM60-64, TD73-77,
TD88/90, TFOO-02,

THO0-02

Annurties 175% to45% TPRV (prospective
table), TGFO5,

TGHO5

{¢) Netherlands

On transiion to IFRS, the valuation of most long-term insurance and particpating investment contracts was changed from
existing methods that generally used historte assumptions to an active basis using current market interest rates A hability
adequacy test 15 performed in line with IFRS requirements Where liabilives are based on current market interest rates and
assets are valued at market value, the margin in the llability adequacy test is determined by companson of the liabiliies
with the present value of hest estimate cash flows

Valuation discount rates Mortalty tables used

2007 and 2006 2007 and 2006

Life assurances Actual swap rate GBM 61-65, GMB GBM/V 76-80,
GBM 80-85, GBM/V 85-90

and GBM/V90-95

Annuities in deferment and in payment Actual swap rate GBM/V 76-80, GBM/V 85-90,
GBM/V 95-00,

Coll 1993/2003 and DIL 98, plus
further allowance for
future mortality improvement

(d) United States
For the major part of our US business, nsurance liabilittes are measured in accordance with US GAAP as at the date of
acquisition

The liability for future policy benefits for traditional Iife insuranice 1s computed using the net level method, based on
guaranteed nterest and mortality rates as used n calculating cash surrender values Reserve interest assumptions ranged
from 2 00% to 7 50% n 2007 (2006 2 00% to 7 50%) The weighted average interest rate for all traditional life policy
reserves In 2007 was 4 46% (2006 4 48%)

Future policy benefit reserves for universal life insurance, indexed ffe, deferred annuity products and funding agreements
are computed under a retrospective deposit method and represent policy account balances before applicable surrender
charges The weighted average interest crediting rates for universal ife products were 5 45% 1n 2007 (2006 437%)
The range of interest crediting rates for deferred annuity products, excluding sales nducement payouts, was 2 50% to

7 00% in 2007 (2006 2 75% to 7 00%) An additional hability s established for universal ife contracts wath death or
other insurance benefit features, which 1s determined using an equally-weighted range of scenanos with respect to
Investment returns, policyholder lapses, benefit election rates, premium payout patterns and mortality The additional
liabifity represents the present value of future expected benefits based on current product assumptions

The indexed |ife and annuity products guarantee the return of principal to the customer, and credit interest based on
certain indices A portion of the premium from each customer 15 invested in fixed income securties and 1s intended to
cover the minimum guaranteed value A further portion of the premitum s used to purchase call options to hedge the
growth in interest credited to the customer as a direct result of increases n the related indices Both the call options and
the options embedded in the policy are valued at therr fair value

Deferred income reserves are established for fees charged for nsurance benefit features which are assessed it a manner
that 1s expected to result in tugher profits in earlier years, followed by lower profits or losses in subsequent years

The excess charges are deferred and amortised using the same assurmptions and factors used to amortise deferred
acquisition costs Shadow adjustrents may be made to deferred acquisiion costs, acquired value of in-force business,
deferred income reserves and contract habilities The shadow adjustrents are recogrused directly in equity so that
unrealised gans or losses on Investments that are recogrised directly In equity affect the measurement of the hability,

or related assets, in the same way as realised gains or losses
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(e) Other countries
In all other countries, local generally-accepted interest rates and pubhished standard mortality tables are used for different
categones of business as appropriate The tables are based on relevant expenence and show mortality rates, by age, for
specific groupings of people
Movements The followaing movements have occurred in the long-term business provisions dunng the year
2007 2006
£m fm
Carrying amount at 1 January 126,614 114,430
Provisions In respect of new business 10,470 8,750
Expected change In existing business provisions (6,280) (5678
Vanance between actual and expected expenence (877} 1,209
Effect of adjusting to PS06/14 realistic basis (60} {800
Impact of other operating assumption changes 95 (333
Impact of economic assumption changes (°09y (1,727
Effect of special bonus to with-profit policyholders {note 59) 1,728 -
Other movements (324) 314
Change in hability recognised as an expense 3,843 1,735
Effect of portfolio transfers, acquisiions and disposals 571 12,454
Foreign exchange rate movements 4,284 {2,005)
Carrying amount at 31 December 135312 126614
{c)} General insurance and heaith halilities
Prowisions for outstanding claims
Delays occur in the notification and settlement of claims and a substanbal measure of experience and judgement 15
nvolved in assessing outstanding liabilities, the ultimate cost of which cannot be known wath certainty at the balance
sheet date The reserves for general insurance and health are based on information currently available However, it 15
inherent in the nature of the business watten that the ulimate habilities may vary as a result of subsequent developments
Provisions for outstanding clamms are established to cover the outstanding expected ultimate habilty for losses and loss
adjustment expenses (LAE) In respect of all claims that have already occurred The provisions established cover reported
daims and associated LAE, as well as claims incurred but not yet reported and associated LAE
Quistanding claims provisions are based on undiscounted estimates of future claim payments, except for the following
classes of business for which discounted prowisions are held
Rate Mean termn of lablites
Country Class 2007 2006 2007 2006 185
Netherlands  Permanent health and injury 387% 361% 8Byears  9years
UK Reinsured London Market business 500% 500% 8years 8 years Financal
statements

The gross outstanding dairms provisions before discounting were £13,439 million (2006 £12,768 rmilion) The penod of
time which will elapse before the liabilities are settled has been estimated by modelling the settlement patterns of the
undertying daims

Assumptions

QOutstanding claims provisions are estimated based on known facts at the date of estimation Case estimates are generally
set by skilled daims technicians, applying ther expenence and knowledge to the arcumstances of indwdual claims

The ultimate cost of outstanding daims 15 then estimated by using a range of standard actuanal daims projection
technigues, such as the Chain Ladder and Bornhuetter-Ferguson methods The main assumption undertying these
techmques s that a company’s past claims development expenence can be used to project future daims development
and hence ultimate claims costs As such, these methods extrapolate the development of paid and incurred losses,
average costs per claim and claim numbers based on the observed development of earlier years and expected loss ratios
Histoncal daims development s mainly analysed by acadent penod, although underwnting or notification penod s also
used where this 1s considered appropriate Claim development s separately analysed for each geographic area, as well as
by each line of business Certain lines of business are also further analysed by claim type or type of coverage In addition,
large claims are usually separately addressed, either by being reserved at the face value of loss adjuster estimates or
separately projected in order to reflect therr future development
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38 - Insurance habilities continued
In most cases, no expliat assumptions are made regarding future rates of daims inflation or loss ratios Instead, the

assumptions used are those implicit in the historical dams development data on which the projections are based
Addtional qualitative judgement 15 used to assess the extent to which past trends may not apply In the future, for
example, to reflect one-off occurrences, changes in external or market factors such as public attitudes to claiming,
economic conditions, levels of claims nflation, judiaal decisions and legslation, as well as internal factors such as portfolio

mix, policy conditions and claims handling procedures in order to arnve at the estmated ultimate cost of clams that
represents the likely outcome, from the range of possible outcomes, taking account of all the uncertainties involved

Movements
The {ollowing changes have occurred in the general insurance and health claims prowsions dunng the year

2007 2006

fm fm

Carrying amount at 1 January 12,718 12,965
Impact of changes i assumptions 1 2
Claim losses and expenses incurred in the current year 8,273 7.639
Decrease In estimated claim losses and expenses incurred in prior years (937) {550
Incurred claims losses and expenses 7,337 7,091
Less
Payments made on claims incurred In the current year (4,408) (3,765)
Payments made on claims incurred in prior years (3.686) (3,771)
Recoveries on clam payments 315 304
Claims payments made in the year, net of recovenes (7,779) {7,232)
Other movements In the claims provisions 36 {7)
Changes in daims reserve recognised as an expense (a06) (148)
Effect of portfolio transfers, acquisitions and disposals 175 207
Foreign exchange rate movements 655 (306)
Carrying amount at 31 December 13,142 12,718

The effect of changes in the main assumptions 15 given in note 42

(d) Loss development tables

{1) Description of tables

The tables that follow present the development of clam payments and the estimated ultimate cost of claims for the
accident years 2001 to 2007 The upper half of the tables shows the cumulative amounts paid dunng successive years
related to each acadent year For example, with respect to the acaident year 2002, by the end of 2007 £5,618 million had
actually been paid in settlement of claims In addition, as reflected in the lower section of the table, the onginal estimated
ultimate cost of claims of £6,250 millcn was re-estimated to be £6,122 million at 31 December 2007 This decrease

from the orginal estimate 1s due to the combination of a number of factors The cnginal estimates will be increased or
decreased, as more information becomes known about the indmdual claims and overall claim frequency and sevenity

In 2005, the year of adoption of IFRS, only five years were required to be disclosed This 15 being increased in each
succeeding additional year, untll ten years of information 15 Included

The Group aims to maintain strong reserves in respect of its non-life and health business in order to protect against
adverse future claims experience and development As dams develop and the ultimate cost of claims becorme more
certain, the absence of adverse clams expenence will then result in a release of reserves from earlier acaident years, as
shown Iin the loss development tables However, in order to mamtain reserve adequacy, the Group transfers releases to
current acadent year (2007) reserves where the development of claims 1s less mature and there 1s much greater
uncertainty attaching to the ultmate cost of claims The release from pnior acadent year reserves durnng 2007 1s also due
to an improverment In the estimated ultimate cost of daims
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(1) Gross figures
Before the effect of reinsurance, the loss development table 15
All pror years 2001 2002 2003 2004 2005 2006 2007 Total
Aradent year £m fm fm £m fm fm fm fm £m
Gross cumulative dam payments
At end of acadent year {3,029y {2,952y (2,819} {(2,971) (3,345 (3,653) (4,393)
One year later (4,766) (4,486) (4,190) (4,561) {5,011} (5,525)
Two years later (5,303) {4921} {4,613) (4,981) (5,449)
Three years later {5701y (5233) {4972) (5,263)
Four years later (5,966) (5.466) (5,258)
Five years later 6,121 (5618)
Six years later {6,223)
Estimate of gross ultimate claims
At end of acadent year 6590 6,250 6385 6,891 7106 7533 8530
One year later 6,770 6372 6,172 6557 6938 7318
Two years later 6,775 6,287 6,124 6,371 6,813
Three years later 6,798 6,257 6,036 6,178
Four years later 6,754  §205 5932
Five years later 6,679 6,122
Six years later 6,630
Estimate of gross ultimate claims 6630 6122 5932 6,178 6813 7318 8530
Cumulative payments 6,223y (5618} (5,258) (5,263} (5,449) (5,525) (4,393)
3,201 407 504 674 915 1364 1,793 4,137 12995
Effect of discounting (266) 4) 4 {4) (2) (3) {5} 9) {297)
Present value 2,935 403 500 670 913 1,361 1,788 4,128 12,698
Cumulative effect of foreign
exchange movements - 19 24 37 46 36 99 - 261
Effect of acquisitions 12 3 2 63 17 23 29 34 183
Present value recognised
In the balance sheet 2,947 425 526 770 976 1420 1996 4,162 13,142
187
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38 - Insurance habilibes continued

(in) Net of reinsurance
After the effect of reinsurance, the loss development table 1s

All pnor years 2001 2002 2003 2004 2005 2006 2007 Total
Accaident year fm fm £m £m fm £m Em fm £m
Net cumulative claim payments
At end of acadent year 2,970 (2,913) (2,819) (2,870) (3,281) 3,612y (@&.317)
One year later 4,624) (4369) (4,158) (4,378) (4,925 (5,442)
Two years later (5,088 4,779) (4565} (4,712) (5344)
Three years later (5,436} (5,064) (4,924) (4,986)
Four years later (5,648) (5,297) (5,180}
Frve years later {5,763) (5,424)
SIX years later {5.841)
Estmate of net ulimate clams
At end of acadent year 6,186 6037 6218 6,602 6,082 7,430 8,363
One year later 6333 6038 6093 6266 6818 7,197
Two years later 6,321 5997 6,037 6,082 6,688
Three years later 6329 5973 5942 5882
Four years later 6,286 5912 5,851
Five years later 6,219 5,855
Six years later 6,173
Estirnate of net ultimate claims 6,173 5,855 5,851 5882 6688 7,197 8,363
Cumulative payments (5,841) (5,424) (5,180) (4,986) (5344) (5442) 4317
1,634 332 431 671 896 1,344 1,755 4,046 11,109
Effect of discounting (39} (3) b {4) (2} (3) (5} (9 (69)
Present value 1,595 329 427 667 894 1,341 1,750 4,037 11,040
Cumulative effect of foreign
exchange movements - 13 21 34 45 34 97 - 244
Effect of acquisitions 8 2 2 43 16 22 28 19 140
Present value recognised
n the balance sheet 1,603 344 450 744 955 1,397 1,875 4,05 11,424

In the loss development tables shown above, the cumulative daim payments and estimates of cumulative claims for each
acadent year are translated into sterling at the exchange rates that applied at the end of that acadent year The impact of
using varying exchange rates Is shown at the bottom of each table Disposals are dealt with by treating all outstanding and
IBNR claims of the disposed entity as “paid” at the date of disposal

The loss development tables abave include information on asbestos and environmental pollution claims provisions from
business written before 2001 The claim provisions, net of reinsurance, i respect of this business at 31 December 2007
were £323 millon (2006 £312 rifhon) The movement i the year reflects strengthening of provisions by £20 million
(2006 £9 rmiflron), foreign exchange rate movements and timing differences between claim payments and reinsurance
recovenes

(e) Provision for unearned premiums

Movements
The follomng changes have occurred in the prowsion for unearned premiums (UPR) duning the year

2007 2006

£m £m

Carrying amount at 1 January 5,182 5.381
Premiums written during the year 11,369 11,427
Less Premiums earned during the year (11,345} {11,516)
Changes in UPR recognised as expense/{income) 24 89
Gross portfolio transfers and acquisitions 87 3
Foreign exchange rate movements 191 (113)

Carrying amount at 31 December 5484 5,182
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39 -~ Liability for investment contracts

This note analyses our mvestment contract fiabiities by type of product and descnbes how we calculate these habilities
and what assumpticns we have used

{a) Carrying amount
The hability for investment contracts at 31 December compnsed

2007 2006
Em £m

Long-term business
Participating contracts 53,609 49,400
Non-participating contracts at fair value 43,608 38,081
Non-participating contracts at amortised cost 1,027 877
44635 38958
Total 98,244 88,358

(b) Long-term business investment habilities
Investment contracts are those that do not transfer significant insurance nsk from the contract holder to the issuer, and are
therefore treated as financial instruments under IFRS

Many investment contracts cantain a discretionary participation feature in which the contract holder has a contractual nght
to receive additional benefits as a supplement to guaranteed benefits These are referred Lo as participatng contracts and
are measured according to the methodology and group practice for long-term business liabilities as described in note 38
They are not measured at fair value as there is currently no agreed definition of farr valuation for discretionary participation
features under IFRS In the absence of such a defintion, it s not possible to provide a range of estimates within which

a fair value s likely to fall The LASB has deferred consideration of participating contracts to Phase Il of its insurance
contracts project

For participating business, the discretionary partiapation feature is recogrused separately from the guaranteed elerment and
Is dassified as a hability, referred to as unallocated distnbutable surplus Guarantees on long-term investment products are
discussed in note 40

investment contracts that do not contain a discretionary partiapation feature are referred to as non-participating contracts
and the liabilty 1s measured at either far value or amortsed cost

Most non-parbapating investment contracts measured at fair value are unit-linked in structure and the far value hability

15 equal to the unit reserve plus additionat non-unit reserves If required on a farr value basis For this business, a deferred
acquisition cost asset and deferred income reserve liability are recognised in respect of transaction costs and front-end fees
respectively, that relate to the provision of investment management services, and which are amortised on a systernatic
basis over the contract term The amount of the related deferred acquisition cost asset 1s shown i note 26 and the
deferred income liability 15 shown in note 49

In the United States, funding agreements consist of one to ten year fixed rate contracts These contracts may not be
cancelled by the holders unless there is a default under the agreement, but may be terminated by Aviva at any time

The weighted average interest rates for fixed-rate and floating-rate funding agreements in 2007 were 5 21% and S 15%
(2006 5 07% and 5 55%) respectively The funding agreements are measured at farr value egual to the present value of
contractuat cash flows

There 15 a small volume of annuity certain business for which the liability 1s measured at amortised cost using the effective
interest method

The fair value of contract habilities measured at amortised cost 1s not matenally different from the amortised cost liability
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Notes to the consolidated finanaal statements continued

39 - biahility for Investment contracts continued

{c) Movements in the year
The following movements have occurred in the year

(1} Particpating investment contracts

2007 2006
£m £m

Carrying amount at 1 January 49400 47258
Provisions i respect of new business 3,009 3,001
Expected change in existing business provisions (1,978) (2,237
Variance between actual and expected expenence (a04) 2,131
Effect of adjusting to PS06/14 realistic basis - (105,
Impact of operating assumption changes {3) (43
Impact of economic assumption changes 178 (125
Effect of special bonus to with-profit policyholders (note 59) 399 -
Cther movements {176) 51
Change 1n hability recognised as an expense 1,025 2,673
Effect of portfolio transfers, acquisitions and disposals - 125
Foreign exchange rate movements 3,184 (656)
Carrying amount at 31 December 53608 43,400
The effect of changes in main assumptions I1s given In note 42
(i) Non-participating investment contracts

2007 2006

£m fm

Carrying amount at 1 January 38,958 30,051
Provisions in respect of new business 8,575 5,695
Expected change in existing business provisions {1,094) {163
Variance between actual and expected expenence (3,231) 265
Impact of operating assumption changes {2) 15
Impact of economic assumption changes 20 (5
Other movements 61 56
Change in habilty 4,329 5,863
Effect of portfolio transfers, acquisitions and disposals 254 3,396
Foreign exchange rate movements 1,094 (352)
Carrying amount at 31 December 44,635 38,958

The negative vanance between actual and expected expenence relates to lower than expected investment returns on unit
funds and adverse lapse expenence

The effect of changes in main assumptions 1s given In note 42

40 - Financial guarantees and options

This note details the finanaal guarantees and options we have given for some of our insurance and investrent products

As a normal part of their operating activiies, vanous Group companies have given guarantees and options, including
investment return guarantees, In respect of certain long-term insurance and fund management products Further
information on assumptions 1s given In notes 38 and 39

{a} UK Life with-profit business

In the UK, life insurers are required to comply with the FSAS realistic reporting regime for their with-profit funds for the
calculation of FSA liabilities Under the FSAS rules, prowision for guarantees and options within realistic labilites must be
measured at fair value, using market-consistent stochastic models A stochastic approach includes measunng the tme
value of guarantees and options, which represents the additional cost ansing from uncertamty surrounding future
economic conditions
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40 - Finanual guarantees and options continued
The matenal guarantees and options to which this provision relates are

(i) Maturity value guarantees

Substantially all of the conventional with-profit business and a significant proportion of unitised with-profit business have
minimum maturity values reflecting the sums assured plus dedared annual bonus In addition, the guarantee fund has
offered matunty value guarantees on certain unit-inked products

(n) No market valuation reduction (MVR} guarantees

For unitised business, there are a number of arcumstances where a “no MVR” guarantee s appled, for example on
certain policy anniversanes, guaranteeing that no market value reduction will be applied to reflect the difference between
the accumulated value of units and the market value of the underlying assets

(m) Guaranteed annuity options

The Group's UK with-profit funds have wntten indvidual and group pension contracts which contain guaranteed annuity
rate options (GAQs), where the policyholder has the aption to take the benefits from a policy in the form of an annuity
based on guaranteed conversion rates The Group akso has exposure to GACs and similar options on deferred annuities

(iv) Guaranteed mimmum pension
The Group's UK with-profit funds also have certan policies that contan a guaranteed mimmmurm level of pensions as part of
the condition of the onginal transfer from state benefits to the policy

In addition, while these do not constitute guarantees, the with-profit fund companies have made promises to certain
policyholders in relation to their with-profit mortgage endowments Subject to certain conditions, top-up payments
will be made on these policies at maturity to meet the mortgage value up to a maximum of the 31 December 1999
lustrated shortfall

{b} UK Life non-profit business
The Group’s UK non-profit funds are evaluated by reference to statutory reserving rules, induding changes itroduced
in 2006 under FSA Policy Statement 06/14 Prudential Changes for Insurers, as outlined in note 38b{iia)

(i} Guaranteed annuity options

Similar options to those written in the with-profit fund have been written in relation to non-profit products Provision for
these guarantees does not matenally differ from a prowision based on a market-consistent stochastic model, and amounts
to £36 million at 31 December 2007 {2006 £39 muflion)

(1) Guaranteed unit price on certamn products

Certain urit-inked pengsion products inked to long-term Iife insurance funds provide policyholders with guaranteed

benefits at retrement or death No additional provision 1s made for this guarantee as the investment management strategy

for these funds 1s designed to ensure that the guarantee can be met from the fund, mitigating the impact of large falls in

Investment values and interest rates 191

{c) Overseas hife businesses Financial

In addition to guarantees written in the Group’s UK life businesses, our overseas businesses have also wntten contracts statements
containing guarantees and options Detalls of the significant guarantees and options provided by overseas life businesses

are set out below

{1) France

Guaranteed surrender value and guaranteed mirumum bonuses

Aviva France has watten a number of contracts with such guarantees The guaranteed surrender value 1s the accumutated
value of the contract nduding accrued bonuses Bonuses are based on accounting income from amortised bond
portfolios, where the duration of bond portfolios 1s set in relation to the expected duration of the pohiaes, plus income
and releases from realised gains on equity-type investments Policy reserves are equal to guaranteed surrender values

Local statutory accounting enwisages the establishment of a reserve, “Provision pour Aléas Financiers” (PAF), when
accounting income 1s less than 125% of guaranteed mimimum credited returns No PAF was established at the end

of 2007

The most significant of these contracts 1s the AFER Eurofund which has total habilities of £24 billon at 31 December 2007
{2006 £21 bilion} The guaranteed bonus on this contract equals 75% of the average of the last two years' declared
bonus rates and was 3 64% for 2007 (2006 3 30%) compared with an accounting income from the fund of 4 92%
{2006 4 81%)

Non-AFER contracts with guaranteed surrender values had liabiities of £8 billon (2006 £6 bdhon) at 31 December 2007
and all guaranteed annual bonus rates are between 0% and 4 5% For non-AFER business, the accounting income return
exceeded guaranteed bonus rates in 2007
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40 - Finanaal guarantees and options continued
Guaranteed death and maturity benefits

In France, the Group has also sold unit-linked policies where the death and/or maturity benefit 1s guaranteed to be at
least equal to the premums paid The reserve held in the Group's consolidated balance sheet at the end of 2007 for this
guarantee 15 £30 millon (2006 £8 milion) The reserve s calculated on a prudent basis and 15 in excess of the economic
hability At the end of 2007, total sums at nsk for these contracts were £63 million (2006 £38 rmiffion) out of total unit-
linked funds of £15 billon (2006 £13 biliton) The average age of policyholders was approximately 53 It 1s esumated
that this hability would increase by £17 million 2006 £3 miflion) if yields were to decrease by 1% per annum and by
£7 milhon {2006 £2 muffion) if equity markets were to decline by 10% from year end 2007 levels These figures do

not reflect our ability to review the tanff for this option

(1) Netherlands
Guaranteed mirimum return at maturity

In the Netherlands, 1t 1s market practice to guarantee a minimum return at matunty on traditional savings and pension
contracts Guarantees on older lines of business are 4% per annurm while, for business written since 1 September 1999,
the guaranitee 15 3% per annum On Group pensions business, it is often possible to recapture guarantee costs through

adjustments to surrender values or to premium rates

On transition to IFRS, Delta Lloyd changed the reserving basis for most traditional contracts to reflect current market
Interest rates, for consistency with the reporting of assets at market value The cost of meeting interest rate guarantees is
allowed for directly in the habilities Although most traditional contracts are valued at market interest rate, the split by level

of guarantee shown below 15 according to the onginal underlying guarantee

The total labilities for traditional business at 31 December 2007 are £10 billon (2006 £8 biffion) analysed as follows

Liabilities Latylites Labilities Liabilties

3% guarantee 3% guarantee 4% guarantee 4% guaraniee

31 December 31 December 31 December 31 December

2007 2006 2007 2006

£m fm fm f£m

Indnadual 1,387 1,222 3,671 2,989
Group pensions 485 518 3,993 3,180
Total 1,872 1,740 7,664 6,169

Delta Uoyd has certan urit-inked contracts which provide a guaranteed mimimum return at matunty from 4% pa
to 2% pa

Provisions consist of unit values plus an additional reserve for the guarantee The addivonal provision for the guarantee
was £70 million (2006 £76 mifiion) An additional provision of £19 million (2006 £43 mufion) In respect of investment
return guarantees on group segregated fund business 1s held 1t 15 estimated that the provision would increase by

£211 milflton (2006 £163 mifhon) if yields were to reduce by 1% pa and by £21 million (2006 £25 milion} if equity
markets were to decline by 10% from year end 2007 levels

() Ireland

Guaranteed annurty options

Products with similar GAQOs to those offered in the UK have been ssued in Ireland The current net of reinsurance
provision for such options s £160 million (2006 £152 miffion) This has been calcutated on a deterrministic basis, making
conservative assumptions for the factors which influence the cost of the guarantee, prinapally annuitant mortality option
take-up and long-term interest rates

These GAOs are “in the money" at cument interest rates but the exposure to interest rates under these contracts has

been hedged through the use of reinsurance, using derivatives (swaptions} The swaptions effectively guarantee that an
Interest rate of 5% will be available at the vesting date of these benefits sc there 15 reduced exposure to a further decrease
in Interest rates

“No MVR" guarantees
Certain umitised with-profit policies containing “no MVR” guarantees, similar to those in the UK, have been sold in Ireland

These guarantees are currently “out-of-the-money” by £53 million (2006 £69 millon) This has been calculated on
a determumnistic basis as the excess of the current policy surrender value over the discounted value (exduding terminal
bonus) of the quarantees The value of these guarantees is sensitive to the performance of Investments held in the
with-profit fund

Amounis payable under these guarantees are determined by the bonuses declared on these policies It s esumated that
the guarantees would be out-of-the-money by £46 millon (2006 £74 mulion) if yields were to Increase by 1% per annum
and by £29 milion (2006 £31 million) f equity markets were to dechne by 10% from year end 2007 levels

Return of prermum guarantee

Hibernian Life has writien two tranches of linked bonds with a return of prermium guarantee after five or six years

The prowvision for these at the end of 2007 1s £0 1 mullion (2006 £r) It 1s estimated that the provision would not increase
if equity markets were to decline by 10% from year end 2007 levels by £1 4 million 1t s estmated that the prowision
would increase If interest rates were to INcrease by 1% from year end 2007 levels by £0 1 milion
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40 - Finanaal guarantees and options continued

(v) Spain and taly

Guaranteed investment returns and guaranteed surrender values

The Group has also wntten contracts containing guaranteed investment returns and guaranteed surender values in
both Spain and Italy Traditional profit-sharing products recewe an appropniate share cf the Investment return, assessed
on a book value basis, subject to a guaranteed minimum annual return of up to 6% in Spain and 4% in Italy on
exsting business, while on new business the maximum guaranteed rate 15 lower Liabilities are generally taken as the
face value of the contract plus, if required, an exphart provision for guarantees calculated in accordance with local
regulations At 31 December 2007, total habifities for the Spanish business were £4 bilkon (2006 £3 biffion} wath a further
reserve of £16 million (2006 £18 miflion) for guarantees Total habilities for the ltalian business were £4 biflion (2006

£5 biflion), with a further provision of £48 milkon 2006 £46 miflion) for guarantees Liabilities are most sensitive to
changes in the level of Interest rates It 1s estimated that provisions for guarantees would need to increase by £66 million
(2006 £66 milion) in Spain and £14 milien (2006 £9 mifkon) n Italy if iInterest rates fell by 1% from end 2007 values
Under this sensitvity test, the guarantee provision in Spain is calculated conservatively, assuming a long-term market
Interest rate of 1 42% and no lapses or premium discontinuances

{v} United States

Indexed and total return strategy products

In the United States, the Group writes indexed ife and deferred annuity products These products guarantee the return of
pnncipal to the pohicyholder and credit interest based on certain indices, pnimarly the Standard & Poor's 500 Composite
Stock Price Index A portion of each prermium s used to purchase call options to hedge the growth in interest credited to
the policyholder The call options held by the Group and the options embedded in the policy are both carned at fair value
At 31 December 2007, the total liabiities for indexed products were £8 4 billion (2006 £5 4 bilion) If interest rates were
to Increase by 1%, the provision for embedded options would decrease by £89 millon (2006 £57 miion) and, if interest
rates were to decrease by 1%, the provision would increase by £86 million (2006 £56 mifion)

The Group has certain products that credit interest based on a total return strategy, whereby policyholders are allowed to
allocate their premium payments to different asset classes within the general account The Group guarantees a minimum
return of premium plus approximately 3% interest over the term of the contracts The linked general account assets are
fixed maturity securrties, and both the securibes and the contract hiabibties are camed at fair value At 31 December 2007,
the llabilities for total return strategy products were £1 2 billlon (2006 £1 4 biflon)

The Group offers an optional Ifetime guaranteed income benefit focused on the retirement income segment of the
deferred annurty marketplace to help customers manage income durnng both the accumulation stage and the distnbution
stage of ther financial Ife At 31 December 2007, a total of £0 7 billion in indexed deferred annutties have elected this
benefit taking steps to guarantee retirement income

(d) Sensitivity

In providing these guarantees and options, the Group’s capital position 1s sensitive to fluctuations in financial vanables
including foreign currency exchange rates, interest rates, real estate prices and equity prices Interest rate guaranteed
returns, such as those avallable on guaranteed annuity options (GAQCs), are sensitive to Interest rates falling below the
guaranteed level Other guarantees, such as matunty value guarantees and guarantees in relation to minimum rates of
return, are sensitive to fluctuations in the investment return below the level assumed when the guarantee was rmade

41 — Reinsurance assets

This note details the reinsurance recoverables on our insurance and investment contract fiabilities

(a) Carrying amounts
The reinsurance assets at 31 December comprised
2007 2006
£m fm
Long-term business
Insurance contracts 4,298 4,139
Participating investment contracts 22 -
Nen-participating investment contracts 1,461 1,395
Outstanding claims prowvisions 94 67
5875 5,601
General insurance and health
Outstanding claims provisions 1,634 1,659
Provisions for claims incurred but not reported 84 79
Provision for unearned premiums 511 484
Other technical provisions 5 2
2,234 2,224
Total 8,109 7,825

Of the above total, £2,927 milllon (2006 £3,848 miliion) 15 expected to be recovered more than one year after the
balance sheet date
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41 - Reinsurance assets continued

(b) Assumptions
The assumpticns used for reinsurance contracts follow those used for insurance contracts

Remnsurance assets are valued net of an allowance for their recoverability

(c) Movements
The following movements have occurred m the reinsurance asset durning the year

(1) In respect of long-term business provisions

2007 2006
£m fm
Carrying amount at 1 January 5,534 4,706
Asset In respect of new business 216 226
Expected change In existing business asset (124} 57
Vanance between actual and expected experience 52 (69)
Effect of adjusting to PS06/14 realistic basis - {502)
Impact of other operating assumption changes 14 (84)
Impact of economic assumption changes {122) (341)
Other movements (40) -
Change In asset 4 (713)
Effect of portfolio transfers, acquisitions and disposals 24 1,639
Foreign exchange rate movements 227 (98)
Carrying amount at 31 December 5,781 5,534
(i) In respect of general insurance and health outstanding claims provisions and IBNR
2007 2006
£m £m
Carrying amount at 1 January 1,738 1,914
Reinsurers' share of claim losses and expenses
Incurred In current year 169 102
tncurred In prior years 32 78
Rensurers’ share of incurred claim losses and expenses 201 180
Less
Reinsurance recoveries received on daims
Incurred in current year (75) (30
Incurred In prior years {223) (307
Remnsurance recoveries received In the year {298) {(337)
Change In reinsurance asset recognised as income (97) (157)
Effect of portfolio transfers, acquisitions and disposaks 39 (5)
Forexgn exchange rate movements 41 (32)
Other movements 3) 18
Carrying amount at 31 December 1,718 1,738
(1) Reinsurers’ share of the provision for unearned prermums (UPR)
2007 2006
im £m
Carrying amount at 1 January 484 482
Premiums ceded to reinsurers in the year 800 726
Less Retnsurers’ share of premiums earned dunng the year (797) (722)
Changes In reinsurance asset recognised as income 3 4
Reinsurers’ share of portfolio transfers and acquisitions 18 1
Foreign exchange rate movements 6 (3)
Carrying amount at 31 December 511 434
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42 - Effect of changes in assumptions and estimates during the year

Certain estimates and assumptions used in deterrminmg our habilites for msurance and investment contract business were
changed from 2006 to 2007, and this affected the profit recogrused for the year with an equivalent effect on hiabilitres
This note analyses the effect of the changes

This disclosure only allows for the impact on liabilities and related assets, such as reinsurance, deferred acquisition costs
and AVIF, and does not allow for offsetting movements in the value of backing financial assets

Effect Effect
on profit on prafit
2007 2006
£m fm
Assumptions
Long-term insurance business
Interest rates 850 947
Expenses {13) 16
Persistency rates @) 45
Mortality for assurance contracts 16 25
Mortality for annuity contracts 11 60
Tax and other assumptions 60 (7
Investment contracts
Interest rates 12 23
Expenses S 87
Persistency rates - 2
Tax and other assumptions 7 )
General insurance and health business
Change in loss ratio assumptions - 2)
Change i discount rate assumptions 3 -
Change In expense ratio assumptions (1) -
Total 945 1,182

The impact of nterest rates for long-term business relates pnmarily to the UK and the Netherlands This results from the
use of higher valuation interest rates for the UK annuities and Dutch traditional business, reflecting the nise in market
interest rates over the year The mortality impacts relate to assumption changes in the UK The impact on existing business
of applying FSA Policy Staternent 06/14, Prudential Changes for Insurers, in 2007 1s £60 mullion, relating to UK income
protection business This 1s reflected m reductions In Insurance contract liabilittes of £60 million (see note 38(b)) The impact
on new business in 2007 1s £4 million, giving a total increase in pre-tax profit for the year of £64 milion

43 - Unallocated divisible surplus

An unallocated divisible surplus 1s established where the nature of policy benefits 1s such that the division between
shareholder reserves and policyholder habiities 15 uncertain This note shows the movements n this surplus during

the year

The following movements have occurred in the year

2007 2006

£m fm
Carrying amount at 1 January 9,465 8,978
Change In participating contract assets 2463 8,614
Change In participating contract habilities (3.244) (7640
impact of change in management policy - (286
Transfer in respect of pension scheme defiart funding {note 46¢(1) - (130
Effect of special bonus to with-profit policyholders (note 59) (2,127) -
Other movements (14) -
Change in liability recogrised as an expense (2,922) 558
Effect of portfolio transfers, acqusitions and disposals 3 -
Movement in respect of change in pension scheme defiat {note 46c(1)) 61 30
Foreign exchange rate movements 173 (101)
Other movements 5 -

Carrying amount at 31 December 6.785 9,465
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44 - Tax assets and liabilities

This note analyses the tax assets and liabilties that appear m the balance sheet, and explains the movements in these

balances in the year

{a) General

Current tax assets and habilies recoverable or payable in more than one year are £223 rillton and £769 million

{2006 £81 million and £842 milfion) respectively

(b} Deferred tax
(1) The balances at 31 December compnse
2007 2006
£m fm
Deferred tax assets 590 1,199
Deferred tax habilties {2529 {3,077
Net deferred tax hability {1,939) (1,878}
{11) The net deferred tax lability anses on the followtng items
2007 2006
fm £fm
Long-term business technical provisions and other tsurance items 905 1,247
Deferred acquisition costs (170) (126}
Unrealised gains on investments (1577  (2.379)
Pensions and other post-retirement obligations 79 344
Unused losses and tax credits 465 250
Subsidiaries, associates and joint ventures (194) {227
Intangibles and addional value of n-force long-term business (811) (738}
Provisions and cther temporary differences (636) (249)
Net deferred tax hability {(1,939) (1.878)
{in) The movement In the net deferred tax hability was as follows
2007 2006
£m fm
Net hability at 1 January (1,878)  (1,440)
Acquisition of subsidiaries (185) (182)
Amounts credited/(charged) to profit (note 13a) 442 {199)
Amounts charged to equity (note 13b) (198) (14
Exchange differences (37) 16
Other movements (83) {59}
Net liability at 31 December (1,939) (1,878)

The Group has unrecogrised tax losses of £1,066 milllon {2006 £1,746 mihon)} to carry forward against future taxable
income of the necessary category in the companies concerned None of these tax fosses will expire in the next 20 years

(2006 £26 millon within ten years and £26 milion within 15-20 years) The remaining losses have no expiry date

In addition, the Group has an unrecognised capital loss of £409 rmillion (2006 £468 million) This tax loss can be offset

aganst future capital gains and has no expiry date

Deferred tax liabilities of £666 million (2006 £527 miflion) have not been established for temporary differences assocated
with investrments in subsidianes and nterests i joint ventures and associates (induding tax payable on remittance of
overseas retained earnings) because the Group ¢an control the timing of the reversal of these differences and it 1s probable
that they will not reverse in the foreseeable future Such unremitted earnings totalled £4,258 millon at 31 Decernber 2007

(2006 £2 552 milhon)
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45 - Provisions
This note details the non-nsurance provisions that the Group holds, and shows the movements in these dunng
the year
{a) Carrying amounts
2007 2006
fm fm
Defiats in the staff pension schemes (note 46{e)vir) 205 1,028
Cther obligations to staff pension schemes — insurance policies 1ssued by Group companies (note 38a) 1,025 1,086
Total IAS 19 cbhigations to staff pension schemes 1,230 2,115
Restructunng provision 136 234
Other provisions 571 501
Total 1,937 2,850
Of the total, £1,277 millon {2006 £2,262 miflion) 1s expected to be settfed more than one year after the balance sheet
date
{b) Movements dunng the year on restructunng and other provisions
Restructunng Other
provision PrOVISIONS Total
im £m £fm I
At 1 January 2007 234 501 735 '
Additional previsions 198 174 372
Unused amounts reversed - (1) (1
Change in the discounted amount ansing from passage of trme - 5 5
Charge to Income statement 198 168 366
Utilised dunng the year {300) (101) {a01)
Acquistion of subsidianes - 1 1
Exchange differences 3 3 6
At 31 December 2007 135 572 707
Other provisions compnse many small provisions throughout the Group for obligations such as costs of compensation,
lihgation, staff entitlements and reorganisation
46 - Pension obligations 197 |
This note describes the Group's pension arrangements for its employees and explains how our obligations to these Financial i
schemes are calculated statements

(a} Introduction

The Group operates a large number of defined benefit and defined contnbution pension schemes arcund the world
The only matenal defined benefit schemes are in the UK, the Netherlands, Canada and Ireland and, of these, the main
UK scheme s by far the largest

The assets of the main UK, Insh and Canadian schemes are held in separate trustee-admmistered funds to meet long-term
penston habiliues to past and present employees In the Netherlands, the main scheme 1s held In a separate foundation
which invests in the life funds of the Group In all schemes, the appointment of trustees of the funds 1s determined by
therr trust documentation, and they are required to act in the best interests of the schemes’ beneficanes The long-term
Investment objectives of the trustees and the employers are to imit the nsk of the assets falling to meet the habilives of
the schemes over the long term, and to maximise returns consistent with an acceptable level of risk so as to control the
long-term costs of these schemes

An actuanal report has been submitted for each of the defined benefit schemes within the last three years, using
appropnate methods for the respective countnes on local funding bases
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46 - Pension obligations continued

{b} Membership
The number of scheme members at 31 December 2007 was as follows

UK  Nethertands Canada Ireland

Number Number Number Number

Active members 10,532 5,048 4,192 821
Deferred pensioners 53,953 5015 620 830
Pensioners 27176 2,815 2,597 674
Total members 91,661 12,878 7.409 2,325

(c) Main UK scheme

In the UK, the Group operates two main pension schemes, the Aviva Staff Pension Scherme (ASPS} and the smaller

RAC (2003) Pension Scheme New entrants join the defined contnibution section of the ASPS, as the defined benefit
section Is closed to new employees This scheme 1s operated by a trustee company, with 11 trustee directors, comprising
representatives of the employers, staff, pensioners and an independent trustee {referred to below as the trustees)

(1) Defined benefit section of the ASPS

The Company works closely with the trustees who are required to consult 1t on the funding of the scheme and 1ts
investment strategy Followang each actuana! valuation, the Company and the trustees agree the level of contnbutions
needed At 31 March 2006, the date of the last actuanal valuation, this section of the scheme had an excess of obligations
over available assets, on a funding basis, of £1,019 milion (31 March 2005 excess obligations of £888 mullion)

The Company has agreed with the trustees a funding plan through to March 2014, aver which it will am to elimnate

the funding deficit Funding levels are monitored on an annual basis

The employing companies’ contributions to the defined benefit section of the ASPS throughout 2007 were 37% of
employees’ pensionable salanes, together with the cost of redundancies during the year, and additional defiat funding
payments totalling £83 miflon As this section of the scheme 1s dosed to new entrants and the contnbution rate s
determined using the projected unit credit method, it i1s expected that the percentage cost of prowding future service
benefits will continue to Increase as the membership ages, leading to higher pension costs, and the number of members
falls, leading to a higher charge per member The employers’ contribution rate for 2008 has therefore been increased to
39% of pensionable salanies (expected to be £114 million), pending finalisation of the Apnl 2007 valuation The Group 1s
also expecting to make further contnbutions of £320 million into the ASPS prior to March 2008 and £49 million later in
the year Active members of this section of the ASPS contribute 5% of their pensionable salanes

For funding purposes, the scheme’s valuation as at 1 Apnl 2007 1s currently being completed, with the obligations
calculated using the Projected Urit Method (which 1s descnbed below)

In 2006, the Group's UK iife business carned out an investigation into the allocation of costs in respect of funding the
ASPS, to identify the defict that arose i respect of accruals pnor to the introduction of the current management services
agreements (MSAs) and to propose a spht between indmwdual product companies based on an allocation of the defiat into
pre- and post-MSA amounts The results of this review were updated dunng 2006 and agreed by the relevant company
boards and accepted by the UK regulator Consequently, with effect from 1 January 2006, the Company's UK with-profit
product companies are liable for a share, currently 12%, of the additional payments for defict funding referred to above
Thus resulted in a transfer of £130 million from the unallocated dmvsible surplus (UDS) to the income statement 10 2006,

to reflect the position at the start of that year, and a movement of £61 mullion in 2007 (2006 £30 mulhion) back to the
UDS wvia the statement of recognised income and expense to reflect actuanal movernents in the defiat dunng the year and
therefore a change in the amount recoverable from the with-profit product comparies

For funding purposes, the scheme’s valuation as at 1 Apnl 2007 is currently being completed, with the obligations
calculated using the Projected Unit Method (which 1s described below)

(i1) Defined contribution (money purchase) section of the ASPS

The trustees have responsibility for selecting a range of surtable funds i which the members can choose to nvest and

for monitonng the performanice of the available investment funds Members are responsible for reviewing the level of
contributions they pay and the choice of investment fund to ensure these are appropriate to their atbtude to nisk and their
retirement plans The employers’ contribution rates for members of the defined contnbution section throughout 2007
were 8% of pensionable salanes, together with further contributions up to 4% where members contribute, and the cost
of the death-in-service benefits These contribution rates are unchanged for 2008
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46 - Pension obligations continued

(d) Charges to the income statement
The total pension costs of the Group’s defined benefit and defined contribution schemes were

2007 2006

fm £m

UK defined benefit schemes 137 150
UK defined contribution schemes 44 51
Overseas defined benefit schemes 54 63
Overseas defined contnibution schemes 19 20

254 284

There were no significant contributions outstanding or prepald as at either 31 December 2007 or 2006

() IAS 19 disclosures

Disclosures under 1AS 19 for the matenal defined benefit schemes in the UK, the Netherlands, Canada and Ireland are
given below Where schemes provide both defined benefit and defined contrbution pensions, the assets and habiliies
shown exclude those relating to defined contribution pensions

Induding the deficit funding in the UK schemes discussed above, total employer contributions for these schernes in 2008
are expected to be £568 million

(1) Assumptions on scheme lhabiities

The projected unit credit method

The inherent uncertainties affecting the measurement of scheme habilities require these to be measured on an actuanal
basis This involves discounting the best estimate of future cash flows to be paid out by the scheme using the projected
unit credit method This 1s an accrued benefits valuation method which calculates the past service liability to members
and makes allowance for their projected future earnings It 1s based on a number of actuanal assumptions, which vary
according to the economic conditions of the countnes it which the relevant businesses are situated, and changes in these
assumptions can matenally affect the measurement of the pension obligations

Alternative measurement methods

There are alternative methods of measurng labilies, for example by calculating an accumulated benefit obligation (the

present value of benefits for service already rendered but with no allowance for future salary increases} or on a solvency

basis, using the cost of buy out benefits at a particular date A buy-out valuation will almost always be the highest

esttmate of the pension deficit, as it assumes that the entire hability will be settled in one payment, with all obligations

transferred to an insurance company However, there are only a imited number of arganisations that would be able to buy

out the pension labilities in schemes of the size and geographical spread of those in cur Group, and they would naturally

seek to make a profit on the transaction The full buy-out cost would only be known if quotes were obtained from such
organisations but, to lllustrate the cost of a buy-out valuation, an estimate for the main UK scheme 15 that the year end

habrlities of £7 2 billion could be valued sorme £3 7 biflion higher, at £10 9 billion 199

IAS 19 requires us to use the projected urit credit method to measure our pension scheme llabilities Nerther of the . I
alternative methods 15 considered appropnate in presenting fairty the Group’s abligations to the members of its pension inanaa

statements
schemes on an ongoing basis, so they are not considered further

Valuations and assumptions

The vatuations used for accounting under 1AS 19 have been based on the most recent full actuanial valuations, updated
to take account of that standard's requirements in order to assess the liabilities of the matenal schemes at 31 Decernber
2007 The updating was made by actuanes in each country who, other than the actuary of the Awva Staff Pension
Scheme and Dutch arrangements, were independent of the Group Scheme assets are stated at their fair values at

31 December 2007

The mamn actuanial assumptions used to calculate scheme liabilities under 1AS 19 are

UK Netherlands Canada Ireland

2007 2006 2007 2006 2007 2006 2007 2006

Inflation rate 34% 31% 20% 19% 25% 25% 25% 225%
General salary Increases 52% 49% 30% 24%* 375% 375% 4 25% 4 0%
Pension increases 34% 31% 20/24%** 19% 125% 125% 24% 215%
Deferred pensicon increases 34% 37% 20/24%** 19% - - 24% 215%
Discount rate 58% 51% 55% 46% 525% 50% 56% 4 7%
Basis of discount rate Ab-rated  AA-rated Eurozone AA-rated  AA-rated Eurozone
corporate bonds corporate bonds corporate bonds carporate bonds

*  Age-related scale increases plus 3% (2006 2 4%)
** 2.0% untl 2011 and 2 4% thereafter (2006 1 9% and 1 9% respectvely)

The discount rate and inflation rate are the two assumptions that have the largest impact on the value of the hiabilities,
with the difference between them being known as the net discount rate For each country, the discount rate 1s based on
current average yields of high quality debt instruments taking account of the maturities of the defined benefit obligations
A 1% increase in this rate (and therefore the net discount rate) would reduce the habilities by £1 5 billion
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46 — Pension obligations continued

Mortality assumptions

Mortality assumptions are sigrificant in measunng the Group’s chiigations under its defined benefit schemes, particularly
gven the matunty of these obligations in the matenal schemes The assumpttons used are summansed n the table below
and have been selected to reflect the charactenstics and expenence of the membership of these schemes

The mortality tables, average life expectancy and pension duration used at 31 Decernber 2007 for scheme members are
as follows

Lfe expectancyApension Life expectancy{pension
duraton) at NRA of amale  durabion) at NRA of a female
Nomal 20 years 20 years
retrement Currently younger Currently younger
Mortality table age (NRA) aged NRA than NRA aged NRA than NRA
UK PA92UCBMC wath a one year age
rating deduction and an allowance for 878 889 907 N7
or future improvements 60 (27 8) (289) (307) (317
Netherlands Coll 2003 Group Annuity Mortality
with different age corrections and an 828 828 871 871
allowance for future improvernents 65 (17 8} (17 8) (22 1) (22 1)
Canada UP1994 projected to 2005, using Scale AA 832 832 862 862
65 (182) (182} (212) (212)
Ireland PA92C 2020 (current pensioners)y2040 844 857 874 887
{future pensioners) 60 (24 4) (257} (27 4) (287)

The assumptions above are based on commonly-used mortality tables In the UK, the standard mortality tables have been
adjusted to reflect recent research into mortality expenence However, the extent of future improvements in longevity 1s
subject to considerable uncertainty and judgement is required in setting this assumption In the UK schemes, which are by
far the most matenal to the Group, the assumptions include an aliowance for future mortality improvement, based on the
actuarial profession’s mediurn cohort projection table The effect of assuming all members were one year younger would
increase the above schemes’ iabilities by £199 million

The scheme habilites bave an average duration of 22 years in the UK schemes and between 14 and 28 years in the
overseas schemes

(1) Assumptions on scheme assets
The expected rates of return on the schemes’ assets are

UK Netherlands Canada trelard

2008 2007 2008 2007 2008 2007 2008 2007

Equities 76% 80% 72% 65% 7 0% 78% 74% 75%
Bonds 53% 475% 46% 40% 45% 4 5% 4 5% 41%
Property 6 6% 60% 58% 62% rva n/a 6 4% 55%
Other 58% 53% 4 6% 4 0% nva n/a 2 3% n/a

The overall rates of return are based on the expected returns within each asset category and on current asset allocations
The expected returns are developed in conjunction wath external adwsers and take into account both current market
expectations of future returns, where avallable, and historical returns The figures for the total expected return on scheme
assets in the following section are stated after deducting investment expenses

{u1) Investments in Group-managed funds and insurance policies
Plan assets in the UK and Dutch schemes include investments in Group-managed funds and insurance policies with other
Group companies Therr treatment in the relevant parts of the finanaal statements s as follows

Plan assets - The treatment of these funds and policies In the consolidated balance sheet 15 described in section
(v} below

Expected rates of return — Where the relevant insurance policies are in segregated funds with speaific asset allocations,
their expected rates of return are induded in the appropnate fine In the table in section (1) above

Pension expense - To avoid double-counting of investment income on scheme assets and the assets backing the
underlying policies, adjustments have been made to the former in the tables in section (v} below
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46 - Pension obligations continued
(iv) Pension expense

As noted ahove, plan assets in the UK and Dutch schemes include insurance policies with other Group companies
Jo avoid doublecounting of investrment income on scheme assets and the assets backing the underying polices,

adjustments have been made to the former in the current year as shown In the tables below

Recogrused in the income statement
The total pension expense for these schemes comprises

2007 2006
£m fm
Current service cost 173 196
Past service cost - 3
Loss/(gamn} on curtailments 15 (39)
Total pension cost 188 160
Charged to net operating expenses 188 186
Included in profit on disposal of subsidiaries and associates - (36)
Total pension cost as above 188 160
Expected return on scherme assets (614) (530
Less Income accounted for elsewhere (see (i) above) 49 40
(565) 490
Interest charge on scheme liabilities 515 453
Credit to investment income (50) (37)
Total charge to iIncome 138 123
Recognised in the statement of recognised income and expense
2007 2006
£m fm
Expected return on scheme assets 614 530
Actual return on these assets (404) (800}
Actuanal lossesfgains} on scheme assets 210 (270}
Less {gains¥losses accounted for elsewhere {see () above) {72) 19
138 (251)
Expenence losses/{gains) ansing on scheme lrabilities 80 63}
Changes n assumptions underlying the present value of the scheme labiliies {902) 430 201
Loss on acquisitions and scheme transfers 36 1
Actuanal (gains)/losses recognised in the statement of recogrused income and expense {648) 117 Financal

statements

The cumulative amount of actuanal gains and losses on the pension schemes recegnised In the statement of recogrised
income and expense since 1 January 2004 (the date of transition to IFRS) s a loss of £161 mullion at 31 December 2007

{2006 loss of £809 mullon)

{v) Experience gamns and losses

The following disclosures of experience gains and losses will be built up over time to give a five year history Scheme assets

exclude insurance policies with Group companies and income on the assets underlying them

2007 2006 2005 2004

£m fm Em fm

Fair value of scheme assets at the end of the year 8,814 8.137 7,334 5473

Present value of scheme habilities at the end of the year {10,017} (10,196) (9,680) (7,179

Net defiats in the schemes {(1,203)  (2.059) (2,346  (1,706)

Difference between the expected and actual return on scheme assets

Amount of (gansylosses 138 (251) {798) (184)

Percentage of the scheme assets at the end of the year 16% 31% 109% 34%
Expernence (gansylosses on scheme habilities (excluding changes in assumptions)

Amount of (gansWosses 80 (63) 86 (12)

Percentage of the present value of scheme liabilities 08% 06% 03%% 02%
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46 - Pension obligations continued

{vi) Risk management and asset alflocation strategy

As noted above, the long-term investment objectives of the trustees and the employers are to limit the nsk of the assets
failing to meet the liabiiies of the schemes over the long term, and to maximise returns consistent with an acceptable
level of nsk so as to control the long-term costs of these schemes To meet these objectives, each schere’s assets are
invested in a diversified portfolio, consisting pnmanly of equity and debt secunities These reflect the current long-term
asset allocation ranges chosen, having regard to the structure of habilities within the schemes

Manr UK schemne

Both the Group and the trustees regularty review the asset/lability management of the main UK scheme 1t s fully
understood that, whilst the current asset mix 15 designed to produce appropnate long-term returns, this introduces a
material nsk of volatiity in the scheme’s surplus or deficit of assets compared wath its habilitres

The prnapal asset nsks to which the scheme i1s exposed are
Equrty market risk — the effect of equity market falls on the value of plan assets
Inflation nisk - the effect of inflation rsing faster than expected on the value of the plan liabiities

interest rate risk — falling interest rates leading to an increase in labiliies significantly exceeding the increase 1n the value
of assets

Dunng 2007, there has been a reduction in the proportion of assets invested in equities, thereby mitigating the equity
nsk There 1s also an exposure to currency nsk where assets are not denominated In the same currency as the liabilites
The majonty of this exposure has been removed by the use of hedging instruments

Other schemes
The other schemes are considerably less matenal but their risks are managed in a similar way to those in the main
UK scheme

{vn) Balance sheet recognrtion
The assets and liabilities of the schemes, attnbutable to defined benefit members, including investments in Group
insurance policies (see foatnote below), at 31 December 2007 were

UK Netherlands Canada Ireland Total

2007 2006 2007 2006 2007 2006 2007 2006 2007 2006

£m fm Em £m £m £m fm fm £m fm

Equities 4347 4,682 306 310 144 129 256 249 5,053 5370

Bonds 3,059 2,046 556 498 85 75 174 163 3874 2,782

Property 562 581 52 a6 - - a2 25 656 652

Other 135 318 114 80 2 2 S 19 256 419
Total farr value

of assets 8,103 7,627 1,028 934 231 206 477 45 9,839 9,223

Present value of

scheme liabiities ~ (8,229) (8,601) (1,049) (944) {289) (251) {450) (400} (10,017) (10,196)

(Defiuts)/surplus in

the schemes (126) 974} (21} {10) {58) (45} 27 56 {178) (973

The surplus in the Insh schemes of £27 million (2006 £56 mifion) 1s induded in Other assets {note 26), whilst the defiats
in the other schemes of £205 million (2006 £1,029 mifion) are included In provisions {note 45}

Plan assets In the table above indude investments n Group-managed funds n the consolidated balance sheet of
£150 million (2006 £336 mithon) in the UK scheme, and insurance policies of £143 mullion and £1,025 million
(2006 £152 mulion and £934 miflion) in the UK and Dutch schemes respectively Where the investment and insurance

policies are in segregated funds with specific asset allocations, they are Induded in the appropriate line in the table above,

otherwise they appear in "Other” Since 1 January 2007, the UK insurance policies have been considered transferable
under the terms of [AS 19 However, the Dutch insurance policies are considered non-transferable under the terms of IAS
19 and so have been treated as other obligations to staff pension schemes wathin prowisions {see note 45)




Aviva plc
Annual Report and

Accounts 2007
46 - Pension obligations continued
The total IAS 19 obligations and stnct LAS 19 assets {le excluding the non-transferable insurance policies) of the schemes
give a net defiat of £1,203 millon (2006 £2.059 mifhon), as shown in the following table
UK Nethertands Canada ¥eland Total
2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
£m fm £m fm £m tm fm fm £m fm
Equities 4,347 4682 - - 144 129 256 249 4,747 5060
Bonds 3059 2046 - - 85 75 174 163 3,318 2284
Property 562 581 - - - - 42 25 604 606
Other 135 166 3 - 2 Fi 5 19 145 187
Total far value
of assets 8103 7475 3 - 231 206 477 456 8,814 8137
Present value of
scheme liabilites  (8,229) (8,601) {(1,049) (944) (289) (251) (450) {400) (10,017) (10,196)
IAS 19 net
(deficits)/surplus
in the schemes (126) (1,126) (1.046) (944) (58) (45) 27 56 {(1,203) (2,059
Included in other
assets (note 26) - - - - - - 27 56 27 56
Included in provisions
{note 45} (126) (1,126) (1,046) (944) (58) (45) - - (1,230) (2115}
(126) (1,126) (1,046) (944) (58) (45) 27 56 (1,203) (2,059}
The present value of unfunded post-retirement benefit obligations included in the totals in both of the tables above i
£107 millon (2006 £95 milhon)
{viit) Movements in the scheme defiats and surpluses
Movements in the pension schemes’ deficits and surpluses comprise
2007
Adjust for
Pension Group IAS 19
Scheme Scheme scheme Insurance pensions
assets hiahilties defiat polices defiat
£m £m £m £m £m
Defiots in the schemes at 1 January 9,223 (10,196} {973) (1,086) (2,059)
Employer contributions 297 - 297 (41) 256
Employee contnbutions 23 (23} - {4) 4 ~ap=~
Benefits paid (339) 339 - 33 33 203
Current and past service cost {(see (v) above} (4) (169) {173) - (173} Finanaal
Losses on curtallments (see {iv) above} ~ (15} {(15) - (15)  statements
Credit/{charge) to investment income (see (iv) above) 614 (515) 29 (49) 50
Acquisitions 72 {e1) {19) (15) (34)
Other actuanal gains/{losses) (see (v) above) (210) 822 612 72 684
Buy-outs and other transfers 6 {6) - (2) (2)
Changes in asset admissibility - - - 152 152
Exchange rate movements on foreign plans 157 (163) ) (85) (91}
Deficits in the schemes at 31 December 9,839 (10,017) {178) (1,025) (1,203}
2006
Adjust for
Pension Group 115 19
Scheme Scheme scheme tnsurance pensions
assets habdiues defiat policies defiat
fm fm fm fm £m
Deficits in the schemes at 1 January 8,209 (9,680)  (1,471) (875  (2,346)
Employer contrbutions 554 - 554 {(94) 460
Employee contnbutions 24 (24) - (3} (3)
Benefits paid (313) 313 - 30 30
Current and past serace cost {see (v} above) {4) {195) (199) - (199)
Losses on curtalments (see (iv) above) - 39 39 - 39
Credit/(charge} to investment income {see (i) above) 530 {453} 77 (40} 37
Acquisitions 4 (5} (n - ()
Other actuanal gainsflosses) (see (v} above) 270 (267} 3 {119} (116}
Buy-outs and other transfers 2 16 18 (2) 16
Exchange rate movernents on foreign plans (53) 60 7 17 24
Net deficits in the schemes at 31 December 9,223 (10,196) (973) (1,086) {2.059)
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46 - Pension obhigations continued

The change in the pension schemes’ net deficts dunng 2007 1s mamnly attnbutable to favourable changes in assumptions
undertying the present value of the schemes’ habilites, and further deficit contribution payments to the main UK scheme
made by the employing companies

47 - Borrowings

Our borrowngs are either core structural borrowings, such as subordinated debt, debenture loans and most commercial
paper, or gperational borrowings, such as bank Joans and financing for secuntised mortgage loan notes This note shows
the carmying values and contractual maturty amounts of each type, and explains their main features and movements
dunng the year

(a} Analysis of total borrowings
Total borrowings comprise

2007 2006

£fm £fm

Core structural borrowings, at amortised cost 4,311 4,195
Operational borrowings, at amortised cost 3,347 2,842
Operational borrowings, at fair value 5,011 5,100
8,358 7,942

12,669 12,137

Less amounts classified as held for sale (12) -

12,657 12,137

{b) Core structural borrowangs
The following table provides information about the carrying amounts and matunty perods of these borrowangs
Borrowings are considered current if the contractual maturity dates are within a year

2007
Matunty dates of undiscounted cash flows
Camyang Denominated Within Over
value currency 1 year 1-5 years S-10years  10-15 years 15 years Total
£m £m im £m £m fm £m
Subordinated debt
6 125% £700 rmillion
subordinated notes 2036 689 £ - - - - 700 700
5 750% €800 millon
subordinated notes 2021 586 € - - - 588 - 588
5 250% €650 million
subordinated notes 2023 474 € - - - - 477 a77
5 700% €500 million undated
subordinated notes 364 € - - - - 367 367
6 125% £800 million undated
subordinated notes 790 £ - - - - 800 800
Floating rate US$300 million
subordinated notes 2017 151 uss - - 151 - - 151
3,054 - - 151 588 2,344 3,083
Debenture loans
9 5% guaranteed bonds 2016 198 £ - - 200 - - 200
2 5% subordinated perpetual
loan notes 127 € - - - - 360 360
Other loans 10  Vanous - 10 - - - 10
335 - - 10 200 - 360 570
Commeraal paper 922 Varnious 935 - - - - 935
Total 4,311 935 10 351 588 2,704 4,588
Contractual undiscounted
interest payments 256 834 1,023 869 625 3,607

Total contractual undiscounted
cash flows for core
structural borrowings 1,191 844 1,374 1,457 3,329 8,195




Aviva plc
Annual Report and
Accounts 2007

47 - Borrowings continued

2006
Matunty dates of unciscounted cash flows
Camyng  Denominated Within Over
value curmrency 1 year 1-5 years S5-10years  10-15years 15 yoars Tatal
fm £m £m fm fm £m im
Subordinated debt
6 125% £700 million
subordinated notes 2036 689 f - - - - 700 700
S 750% €800 rmilion
subordinated notes 2021 537 € - - - 539 - 539
5 250% €650 milhon
subordinated notes 2023 434 € - - - - 438 438
5 700% €500 rmilhon undated
subordinated notes 334 € - - - - 337 337
6 125% £800 millon undated
subordinated notes 790 £ - - - - 800 800
Floating rate US3300 million
subordinated notes 2017 153 uss$ - - - 153 - 153
2937 - - - 692 2,275 2,967
Debenture loans
9 5% guaranteed bonds 2016 198 f - - 200 - - 200
2 5% subordinated perpetual
loan notes 116 € - - - - 330 330
595% sentor notes 2015 165  Vanous 165 - - - - 165
Other loans 42 Various - 22 - - 20 42
521 165 22 200 - 350 737
Commeraal paper 737 Vanous 737 - - - - 737
Total 4,195 902 22 200 692 2,625 4,441
Contractual undiscounted
interest payments 252 820 1,020 888 701 3,681
Total contractual undiscounted
cash flows for core
structural borrowings 1,154 842 1,220 1,580 3,326 8,122

Where subordinated debt 1s undated or loan notes are perpetual, the Interest payments have not been included beyond 205

15 years Annual mterest payments for these borrowings are £79 milllon (2006 £91 muflion)

Financial
Contractual undiscounted interest payments are calculated based on underlying fixed interest rates or prevailing market statements

floating rates as applicable Year end exchange rates have been used for interest projections on loans in foreign currencies
All the above borrowangs are stated at amortised cost
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47 - Borrowings continued

{c) Operational borrowings
The following table provides information about the carrying amounts and matunty penods of these borrowings
Borrowings are considered current if the contractual matunity dates are within a year

2007
Matunty dates of undrscounted cash flows
Camying Denomunated Within Over
value umrency 1 year 1-5 years S10years  10-15 years 15 years Total
fm fm £m £m £m fm £m
Amounts owed to
credit instritutions
Bank loans 1,064 Various 375 306 314 9 60 1,064
Secunitised mortgage
loan notes
UK lifetime
mortgage business 1,674 £ - 14 125 - 1,613 1,752
Dutch domestic
mortgage business 5.620 € - - - - 5.890 5,890
7.294 - 14 125 - 7,503 7,642
Total 8,358 375 320 439 9 7.563 8,706
Contractual undiscounted
interest payments 374 1,392 1,705 1,652 8,425 13,548
Total contractual undiscounted
cash flows for
operational borrowings 749 1,712 2,144 1,661 15,988 22,254
2006
Matunty dates of undiscounted cash flows
Camryng Denominated Within Over
value currency 1 year 1-5 years 510 years 10-15 years 15 years Total
fm fm fm £m £m fm fm
Amounts owed to
credit Institutions
Bank loans 874 Vanous 273 116 89 114 282 874
Secuntised mortgage
loan notes
UK hifetime
mortgage business 1,835 f - - - - 1,721 1,721
Dutch domestic
mortgage business 5,233 € - - - - 5233 5233
7.068 - - - - 6,954 6,954
Total 7,942 273 116 89 114 7,236 7.828
Contractual undiscounted
nterest payments 351 1,306 1,638 1,603 9,238 14,136
Total contractual undiscounted
cash flows for
operational borrowings 624 1,422 1,727 1,717 16,474 21,964

Contractual undiscounted interest payments are calculated based on undertying fixed interest rates or prevailing market
floating rates as applicable Year end exchange rates have been used for interest projections on loans in foreign currencies

All the above borrowings are stated at amortised cost, except for the loan notes 1ssued In connection with the UK hfetime
mortgage business £1,674 million (2006 £1,836 milhon) and £3,337 millon (2006 £3,265 mifron) of the lcan notes
issued In connection with the Dutch domestc mortgage business, which are carned at fair value These have been
destgnated at farr value through profit and loss in order to present the relevant mortgages, borrowings and denvative
financial nstruments at fair value, since they are managed as a portfolio on a farr value basis This presentation provides
more relevant information and eliminates any accounting mismatch
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(d) Descnption and features

(1) Subordinated debt
A descnption of each of the subordinated notes is set out in the table below

in the event the Company

does not call the notes

Callable at par at the coupon wall reset at

Netonal amount Issue date Redemption date  aption of the Company from each applcable reset date to

£700 milton 14 November 2001 14 November 2036 16 November 2026 5 year Benchmark Gilt + 2 85%
€800 million 14 November 2001 14 November 2021 14 November 2011 3 month Eunbor + 2 12%
€650 million 29 September 2003 2 October 2023 2 October 2013 3 month Eunbor + 2 08%
€500 milon 29 September 2003 Undated 29 September 2015 3 month Eunbor + 2 35%
£800 million 29 September 2003 Undated 29 September 2022 5 year Benchmark Gilt + 2 40%
US$300 million 19 December 2006 19 June 2017 19 June 2012 3 month US LIBOR + 0 84%

The subordinated notes were 1ssued by the Company They rank below its senior obligations and ahead of its preference
shares and ordinary share capital The dated subordinated notes rank ahead of the undated subordinated notes The fair
value of these notes at 31 December 2007 was £3,006 milion (2006 £3,076 miflion), calculated with reference to
quoted prices

(1) Debenture loans

The 9 5% guaranteed bonds were 1ssued by the Company at a discount of £1 1 millon This discount and the Issue
expenses are being amortised over the full term of the bonds Although these bonds were ssued in sterling, the loans
have effectively been converted into euro hiabilities through the use of financial instruments 1n a subsidiary

The 2 5% perpetual subordinated loan notes were issued by a Dutch subsidiary to finance the acguisition of NUTS OHRA
Beheer BV in 1999 They are convertible into ordinary shares in Delta Lloyd NV, should there be a public offering of those
shares These loan notes have a face value of €489 9 million but, because they are considered to be perpetual, their
carmying value 1s €172 4 million, cakeulated in 1999 and based on the future cash flows in perpetuity discounted hack

at a market rate of interest The rate of interest paid on the notes is being gradually increased to a maximum of 2 76%
in 2009

The 5 95% Senicr Notes had been issued by a United States subsidiary prior to acquisition by the Group On 23 February
2007, the subsidiary exercised 1ts option to redeem the notes early for an amount not significantly different to their
carrying value As a result, these notes have been shown in table (b) for 2006 as maturing within one year

Other loans compnse borowings in the United States

Fixed rate borrowings compnse £335 million (2006 £521 milfion) of the total carrying value of £335 mifion (2006
£521 miffion) The far value of debenture loans at 31 December 2007 was £395 million (2006 £580 mulhon), calculated
with reference to quoted pnces or discounted future cash flows as appropnate 207

(i) Commercial paper
The commeraial paper consists of £918 million in the Company (2006 £733 mifion) and £4 million in France
(2006 £4 mufhorr} All of this 1s considered core structural funding

All commercial paper 15 repayable wathin one year and 1s issued 1in a number of different currencies, pnmartly sterling,
euros and US dollars Its far value 1s considered to be the same as its carmrying value

Finanaal
statements

(v) Bank loans
Bank loans compnse
2007 2006
fm fm
Non-recaurse
Loans to property partnerships (see (a) below) 485 123
Loans to Insh investment funds (see (b} below) 74 -
RBS secuntisation arrangement {see (¢) below) - 199
Other non-recourse loans 16 5
575 337
Mortgages sold to building soaeties {(see (d) below) - 257
Banking loans 103 109
Other loans 386 171

1,064 874
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47 - Borrowings continued

{a) As explained n accounting policy C, the UK long-term business policyholder funds have nvested in a number of
property imited partnerships (PLPs) The PLPs have raised external debt, secured on their respective property portfolios,
and the lenders are only entitled to obtain payment of both interest and panapal to the extent there are sufficient
resources in the respective PLPs The lenders have no recourse whatsoever to the policyholder or shareholders’ funds of
any companies in the Aviva Group Loans of £485 million (2006 £123 mifion) included in the table relate to those PLPS
which have been consolidated as subsidianes

{b) Certain Insh policyholder investment funds and unit trusts, which have been fulty consolidated in accordance with
accounting policy €, have raised borrowings with external credit institutions  The borowings are secured on the funds,
with the only recourse on default being the underlying investments in these funds and urut trusts The lenders have no
recourse whatsoever to the shareholders’ funds of any companies in the Aviva Group These loans run for a penod of five
years, with interest rates fixed monthly and based on a fixed margin above the Euro inter-bank rate The amount of these
loans can be vaned without any penalty being charged, subject to @ maximum of 50% Loan to Value and a maximum
facility of €378 million

{c) In September 2004, one of the Group's UK long-term business subsidiaries, Norwach Union Life & Pensions Limited
{NULAP), entered nto a secuntisation arrangement with The Royal Bank of Scotland Group plc (RBSG), to provide
funding to cover mitial new business acquisiton and admiristration costs Under the arrangement, an RBSG company
provided a loan facility of £200 million to NULAP in respect of selected term assurance policies, secured on future
premiums and repayment of commisstons due from brokers where a policy has lapsed The funding was repayable

over four years from the date of advance, and interest was charged at a floating rate RBSG had no recourse to the
policyholder or shareholders’ funds of any compantes in the Aviva Group On 12 January 2007, under a Deed of Release
and Termination, this arrangement was cancelled

() One of the Group's UK long-term business subsidiaries, Norwich Union Equity Release Limited (NUER), has transferred
the beneficial interest in certain portfolios of Iifetime mortgages to vancus UK buillding societies, retaining a proportion of
the interest earned The transfers qualify for partial derecognition and, as such, the interest recevable on the mortgages 1s
recognised as an asset within non-secuntised mortgage loans, carned at fair value, with a corresponding hability
recognising the fair value of future interest payable to the bullding societies This hability has previously been recognised
within borrowings As this liability does not represent actual operational borrowings, but a ability to pay a proportion of
future interest recevable on the mortgages to the building socteties, the hiability has been reclassified to other liabilibes

The far value of these loans is considered to be the same as therr carrying value

{v) Securrtised mortgage loan notes
Loan notes have been issued by specal purpose secuntisation companies in the UK and the Netherlands Detals of these
secuntisations are given In note 23

For the Duich secuntised mortgage foan notes carned at amortised cost of £2,283 million (2006 £2,038 mullion), thenr farr
value 15 £2,283 million (2006 £2,006 milfion), calculated based on the future cash flows discounted back at the market
rate of Interest

(e) Movements during the year
Mavements 1n borrowings during the year were

Total

Core structural  Operational 2007

£m £m £m

New borrowings drawn down, net of expenses 4,780 1,542 6,322
Repayment of borrowings (4,799) (1.201)  (6,000)
Net cash inflow {19) 3 322
Foreign exchange rate movements 133 499 632
Acquisttions - 18 18
Borrowings reclassrfied to other habilities - (174) (174)
Fair value movements - (268) (268)
Amortisation of discounts and other non-cash items 2 - 2
Movements in the year 116 416 532
Balance at 1 January 4,195 7,942 12,137

Balance at 31 December 4,311 8,358 12,669
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47 - Borrowings continued
Movements In borrowings during the previous year were

Total

Core stnktural ~ Operatronal 2006

fm fm £m

New borrowings drawn down, net of expensas 3,967 2,152 6,119

Repayment of borrowings 3,793y (1,425) (5.218)
Net cash inflow 174 727 901

Foreign exchange rate movements (76) (107) {183)
Borrowngs acquired for non-cash consideration - 11 1
Acquisitions 303 139 442

Fair value moverments - (52) (52)

Amortisation of discounts and other non-cash items 5 -

Movements in the year 406 718 1,124
Balance at 1 January 3,803 7,210 11,013
Balance at 31 December 4,209 7,928 12,137

All maverments in fair value in 2007 and 2006 on securitised mortgage loan notes designated as far value through profit
or loss were attnbutable to changes in market conditions These loan notes have external credit ratings which have not
changed since the mnception of the loans

(f) Undrawn borrowings
The Group has the fallowang undrawn committed central borrowing facilities available to it, of which £1,000 milion
(2006 £1,000 milhon} s used to support the commercial paper programme

2007 2006

£m fm
Expinng within one year 500 1,180
Expinng beyond one year 1,575 980
2,075 2,160
48 - Payables and other financial liabilities
This note analyses our financial limbifttres at the end of the year
2007 2006 e
£m £m
Payables ansing out of direct insurance 1,731 1,389 209
Payables ansing out of remnsurance operations 410 408  Financal
Deposits receved from reinsurers 1,294 1,244 statements
Bank overdrafts 621 696
Dervative habilities 606 355
Bank customer accounts 2,460 2,008
Bank deposits receved from other banks 1,288 1,013
Amounts due to brokers for nvestment purchases 901 342
Obligations for repayment of collateral receved (notes 24c{) & 56e) 6,545 2,129
Obligations under stock repurchase arrangements (note 24«(1i)) 358 722
Other financal habiities 1,918 1,058
18,132 11,364
Less Amounts classified as held for sale {72) -
18,060 11,364
Expected to be settled wathin one year 16,097 10,329
Expected to be settled in more than one year 1,963 1,035

18,060 11,364

Bank overdrafts anse substantially from unpresented cheques and amount to £183 million (2006 £266 miflion)
i long-term business operations and £438 miflion (2006 £430 miflion) n general business and other operations
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49 - Other liabilities

This note analyses our other habilities at the end of the year

2007 2006

fm fm

Deferred income 339 265
Rensurers’ share of deferred acquisition costs 233 221
Accruals 1.274 1,138
Other habiities 2,139 2,610
3,985 4,234

Less Amounts classified as held for sale (220) -
3,765 4,234

Expected to be settled wathin one year 2,914 3,468
Expected to be settled in more than one year 851 766
3,765 4,234

50 - Contingent liabilities and other risk factors

This note sets out the mamn areas of uncertainty over the calculation of our habilities

(a) Uncertainty over daims provisions

Note 38 gives details of the estimation technigues used by the Group to determine the general business outstanding
claims prowisions and of the methodology and assumptions used in determining the long-term business prowisions These
approaches are designed to allow for the appropnate cost of future policy-related liabilities, with a degree of prudence, to
give a result within the normal range of outcomes To the extent that the ultimate cost falls cutside this range, for example
where expenence 1s worse than that assumed, or future general business claims inflation differs from that expected, there
15 uncertainty in respect of these liabilities

(b} Asbestos, pollution and social environmental hazards

In the course of conducting insurance business, vanous companies within the Group receve general insurance hability
claims, and become involved in actual or threatened related Iitigation ansing therefrom, including daims in respect of
pollution and other environmental hazards Amongst these are claims in respect of asbestos production and handling

In vanous junsdictions, induding the UK, Austraia and Canada Given the significant delays that are expenenced

in the notification of these claims, the potential number of incidents which they cover and the uncertainties associated
with establishing liability and the avallabilty of reinsurance, the ultimate cost cannot be determined with certainty
However, the Group’s net exposure to such liabilities 15 not significant and, on the basis of current information and having
regard to the level of provisions made for general msurance clatrms, the directors consider that any costs ansing are not
likely to have a matenal impact on the finanaal position of the Group

(c) Guarantees on long-term savings products

As a normal part of their operating actmties, vanous Group companies have given guarantees and options, induding
Interest rate guarantees, in respect of certain long-term insurance and fund management products Note 40 gives detalls
of these guarantees and options In providing these guarantees and options, the Group’s capital posituon 15 sensitive to
fluctuations in financal vanables incduding foreign currency exchange rates, interest rates, property values and equity
prices Interest rate guaranteed returns, such as those avallable on guaranteed annuity options {(GAOs), are sensitive to
interest rates falling below the guaranteed level Other guarantees, such as matunty value guarantees and guarantees in
relation to minimum rates of return, are sensitive to fluctuations in the investment return below the level assumed when
the guarantee was made The directors continue to belleve that the existing provisions for such guarantees and options
are sufficient

(d) Pensions mis-selling

The pensians review of past sales of personal pension policies which involved transfers, opt outs and non-joiners from
occupational schemes, as required by the Finanaal Services Authority {FSA), has largely been completed A provision

of some £23 million at 31 December 2007 (2006 £31 mulion) remains to meet the outstanding costs of the very few
rematning cases, the anticpated cost of any guarantees provided, and potential levies payable to the Finanaal Servces
Compensation Scheme It continues to be the directors’ wew that there will be no matenal effect erther on the Group's
ability to meet the expectations of policyholders or on shareholders
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(e} Endowment reviews

In December 1999, the FSA announced the findings of its review of mortgage endowments and expressed concern as to
whether, given decreases In expected future investment returns, such policies could be expected to cover full repayment of
mortgages A key conclusion was that, on average, holders of mortgage endowments had enjoyed returns such that they
had fared at least as well as they would have done without an endowment Nevertheless, following the FSA review, all of
the Group's UK mortgage endowment policyholders recenved policy-specific letters advising them whether their investment
was on track to cover their mortgage

In May 2002, In accordance with FSA requirements, the Group commenced sending out the second phase of endowment
policy update letters, which provide policyholders with information about the performance of therr polices and advice

as to whether these show a projected shortfall at matunty The Group will send these updates annually to all mortgage
endowment holders, in accordance with FSA requirements The Group has made provisions totaling £96 million at 31
December 2007 (2006 £128 muflion) 1o meet potential mis-selling costs and the assoqated expenses of investigating
complaints It continues to be the directors’ view that there will be no maternial effect either on the Group’s liability to meet
the expectations of policyholders or on shareholders

In August 2004, the Group confirmed its intention to introduce time barnng on mortgage endowment complaints,

under FSA rules The Group now includes detalls of its endowment policyholders” time bar position within the annual
re-projeciion maiings Customers wll be given at least 12 months individual notice before a time bar becomes apphcable —
double the six months’ notice required by the FSA

(f} Regulatory comphance

The Group’s insurance and mvestment business 1s subject to local regulation in each of the countnes in which it operates
The FSA regulates the Group’s UK business and in addition moniters the financiat resources and organisation of the Group
as a whole The FSA has broad powers including the authority to grant, vary the terms of, or cancel a regulated firm’s
authonsation, to tnvestigate marketing and sales practices and to require the maintenance of adequate finanaal resources
The Group’s regulators outside the UK typically have similar powers but in some cases they operate a system of “prior
product approval” and hence place less emphasis than the FSA on regulating sales and marketing practices

The directors believe each of the Group’s regulated businesses dedicates appropnate resources to its comphance
programme, endeavours to respond to regulatory enquines in a constructive way, and takes corrective action when
warranted However, all regulated financial senaces companies face the nsk that their regulator could find that they have
falled to comply with applicable regulations or have not undertaken corrective action as required

The impact of any such finding (whether in the UK or overseas) could have a negative impact on the Group’s reported
results or on its refations with current and potential customers Regulatory action against a member of the Group could
result in adverse publicity for, or negative perceptions regarding, the Group, or could have a material adverse effect on the
business of the Group, Its results of aperations and/or finanaial condition and divert management’s attention from the day-
to-day management of the business

(g) Aviva USA htigation 21 1

In November 2006, the Group completed the acquisiien of the Amerls Group, a US-based insurer In common wath

other compantes operating in the sector, Amerls is subject to Iigation, including dass-action litgation, ansing out of its Financial
sale of equity-based index-linked annuity products The Group 1s aware of a multi-distnct class action filed against Amerls statements
in Pennsylvania but 1 not aware of any adverse development The directors continue to monitor the situation and consider

that the Itigation will not have a matenal effect on the Group’s ability to meet shareholder expectations

(h) Other

in the course of conducting insurance and investment business, various Group companies recewve liabifity daims, and
become involved 1n actual or threatened related litigation In the opinion of the directors, adequate provisions have been
established for such claims and no matenal loss will anse in this respect

The Company and several of its subsidianes have guaranteed the overdrafts and borrowings of certain other Group
companies At 31 December 2007, the total exposure of the Group and Company is £7 millon (2006 £7 mifhon) and
£113 millon (2006 £109 million) respectively but, In the opinion of the directors, no matenal loss will anse in respect of
these guarantees and indemnities

In addition, i line with standard business practice, various Group companies have been given guarantees, indemnities and
warranties in connection with disposals in recent years of subsidiaries and assoqates to parties cutside the Aviva Group
In the opinion of the directors, nc matenal loss will anse in respect of these guarantees, ndemnities and warranties
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Notes to the consolidated finanaal statements continued

51 - Commitments

This note gives detarls of our commitrnents to caprtal expenditure and under operating leases

(a) Capital commitments

Contractual commitments for acquisitions or capital expenditures of investment property, property and equipment and

intangible assets, which have not been recognised in the financial statements, are as follows

2007 2006

£m fm

Investrment property 55 135
Property and equipment 160 152
215 287

Contractual oblgations for future repars and mantenance on investment properties are £nil (2006 £3 million)

The Group has capital commitments to its jont ventures of £nil (2006 £ni} and to other investment vehicles of
£157 milion (2006 £14 mifhon)

(b) Operating lease commitments

(1) Future contractual aggregate minimum lease rentals recevable under non-cancellable operating leases are as follows

2007 2006
£m £m
Within 1 year 644 448
Later than 1 year and not later than 5 years 1.879 1,597
Later than 5 years 3,265 3,423
5,788 5,468

(i) Future contractual aggregate mimmum lease and associated payments under non-cancellable operating leases are as

follows
2007 2006
£m £m
Within 1 year 82 108
Later than 1 year and not later than 5 years 254 386
Later than 5 years 853 873
1,189 1,367
21 2 The total of future minimum sub-lease payments expected to be received under

non-cancellable sub-leases 159 200

Finanaal
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52 — Cash flow statement

This note gives further detall behind the figures in the cash flow statement

(a) The reconahiation of profit/loss) before tax to the net cash inflow from operating actmities 1s

Restated
2007 2006
£m £m
Profit before tax 1,857 3,323
Adjustments for
Share of lossesAprofits) of joint ventures and associates 304 (485)
Dmdends recewed from joint ventures and associates 32 71
Profit on sales of
Investment property (105) (46
Property and equipment @) (2
Subsidtanes, joint ventures and associates (49) (222
Investments {5,464) (5,334
{5622) {5604)
Farr value (gainsylosses on
Investment property 745 (1,507
Investments 6,171 790
Borrowings {268) (52
6,648 {(769)
Depreciation of property and equipment 129 122
Equity compensation plans, equity settled expense 50 48
Impairment of
Goodwill on subsidiaries 10 94
Other investments and loans 58 5
Acquired value of in-force business and intangibles 4 26
Non-financial assets - 5
72 120
Amortisation of
Premium or discount on debt securities 32 278
Prermium or discount on loans 0} -
Prermium or discount on borrowings 2 5
Acqurred value of in-force business and intangibles 266 130
293 413
Change in unallocated dmisible surplus (2,922) 558
Interest expense on borrowings 1,208 825
Net finance income on pension schemes (99) {7
Foreign currency exchange (gatns) (45) {99)
Changes i working capital
Decrease In reinsurance assets 75 966
(Increase¥decrease in deferred acquisitton costs (906) 51
Decrease in insurance habilites and investment contracts 8,739 9,974
Decrease/ (Increaselin other assets and habilittes 7,395 (4,301
15,303 6,690
Net purchases of operating assets
Purchases of investment property (1,671) (1,888
Proceeds on sale of Investment property 1,368 1,587
Net purchases of financial investments (12,072) (2,361
(12,375) (2,662}
Cash generated from operations 4,833 2,474

Purchases and sales of investiment property, loans and finanaal investments are included wathin operating cash flows as the

purchases are funded from cash flows associated with the ongination of insurance and mvestment contracts, net of

payments of related benefits and claims
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Notes to the consolidated financial statements continued

52 - Cash flow statement continued
{b) Cash flows in respect of the acquisition of subsidiaries, joint ventures and associates

2007 2006
Em fm
Cash consideration for subsidianes, joint ventures and assodates acquired 857 2,321
Less Cash and cash equivalents acquired with subsidianes (88) (432)
Cash flows on acquisitions 769 1,889
{c} Cash flows in respect of the disposal of subsidianes, joint ventures and associates
2007 2005
£m £m
Cash proceeds from disposal of subsicianes, joint ventures and associates 295 616
Net cash and cash equivalents divested wath subsidianes (12) -
Cash flows on disposals 283 616
(d) Cash and cash equivalents in the Cash flow statement at 31 December comprised
2007 2006
Restated
£m £m
Cash at bank and in hand 4,004 4,087
Cash equvalents 11,866 9,030
15,870 13,117
Bank overdrafts (621) (696)

15,249 12,421

Of the total cash and cash equivalents shown above, £96 million has been dassified as held for sale (2006 £rf)
(see note 3d)

53 — Group capital structure

The Group maintains an effiient apital structure from a combination of equity shareholders’ funds, preference caprtal,
subordinated debt and borrowings, consistent with our overall risk profile and the requlatory and market requirements of
our business This note describes the way we manage our capital and shows where this is employed

{a) Capital management objectives

Avva‘s capital management philesophy 1s focused on capital efficency and effective nsk management to support a
progressive dvidend policy and EPS growth Rigorous capital allocation is one of the Group’s primary strategic pneonties and
15 ultimately overseen by the Group Executive Committee

The Group's overall capital risk appetite is set and managed with reference to the requiremenits of a range of different
stakeholders including shareholders, policyholders, regulators and rating agenaes In managing capital we seek to

- maintain sufficient, but not excessive, financal strength to support new business growth and satisfy the requirements
of our stakeholders

— optimise our overall debt to equity structure to enhance our returns to shareholders, subject to our capital nsk appetite
and balanang the requirements of the range of stakeholders

- retain financial flexibility by maintaining strong liquidity, including significant unutiised commuitted credit lines and
access to a range of capital markets

- allocate capital ngorously across the Group, to drive value adding growth in accordance with nsk appetite

- increase the dvidend on a basis judged prudent, while retaining caprtal to support future business growth, using
dividend cover on an IFRS operating earnings after tax basis in the 1 5 to 2 0 tmes range as a guide

Further detail over the management and allocation of capital resources 15 set out in the following sections and In note 55
on sk management
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53 - Group capital structure continued

{b) Capital resources

The pnmary sources of capstal used by the Group are equity shareholder’s funds, preference shares, subordinated debt and
borrowings We also consider and, where efficient to do so, utilise alternative sources of capital such as reinsurance and
secuntisation in addition to the more traditional sources of funding Targets are established in relation to regulatory
solvency, ratings, hquidity and dvidend capacity and are a key tool In managing capital m accardance with our risk appetite
and the requirements of our vanous stakeholders

Overall, the Group has significant resources and financial strength The ratings of the Group’s main operating subsidianes
are AAAA- (“very strong”) with a stable outlook from Standard & Poor’s, Aa3 {"excellent”) with a stable outlook from
Moody's and A+ ("Supenor”} with a stable outlock from AM Best These ratings reflect the Group’s strong liquidity,
competitive position, capital base, ncreasing underlying eamings and strategic and operational management The Group 15
subject to a number of regulatory capital tests and also employs economic capital measuires to manage capital and risk

(c) Capital allocation

Capital allocation s undertaken based on a ngoraus analysis of a range of finanaal, strategic, risk and capital factors to
ensure that capital 1s allocated efficiently to value adding business opportunities A cear management deasion making
framework, Incorporating ongoing operational and strategic performance review, penedic longer term strategic and
financial planming and robust due diligence over capital allocation 1s In place, Including formal oversight from the Group
Executrve Committee and Group Capital Management Committee These processes incorporate vanous capital profitability
metrics, Including an assessment of return on capital employed and internal rates of return in relation to hurdle rates to
ensure capital 1s allocated efficently and that excess business unit capital i1s repatnated where appropriate

(d) Different measures of capital

In recognition of the requirements of different stakeholders, the Group measures its capital on a number of different
bases, all of which are taken into account when managing and allocating capital across the Group These include
measures which comply with the regulatory regimes within which the Group operates and those which the directors
consider appropnate for the management of the business The pnmary measures which the Group uses are -

{i) Accounting bases

The Group reports Its results on both an IFRS and a European Embedded Value basis The directors consider that the
European Embedded Value prnciples provide a more meaningful measure of the long term underlying value of the capital
employed m the Group’s Iife and related businesses This basis allows for the impact of uncertanty in the future investment
returns more explicitly and s consistent wath the way the life business 1s pnced and managed Accordingly, in addition to
IFRS, we analyse and measure the net asset value and total capital employed for the Group on this basis This 1s the basis
on which Group Return on Equity 1s measured and against which the corresponding Group target s expressed

(1) Regulatory bases

Individual requlated subsichianes measure and report solvency based on applicable local regulations, Including in the UK the
regulations established by the Financial Services Authonity (FSA) These measures are also consolidated under the European

Insurance Group’s Directive (“IGD") to calculate regulatory capital adequacy at an aggregate Group level The Group fully 21 5

complied wath these regulatory requirements dunng the year Financial

(i) Rating agency bases statements

The Group’s ratings are an Important indicator of finanaal strength and maintenance of these ratings 15 one of the key
drvers of capital nsk appetite Certain rating agencies have proprietary capital models which they use to assess available
capital resources aganst capital requirements, as a component of their overall critena for assigning ratings In addition,
rating agency measures and targets In respect of gearing and fixed charge cover are also important in evaluating the level
of borrowings utilised by the Group While not mandatory external requirements, in practice rating agency capital
measures tend to act as one of the pnmary drivers of capital requirements, reflecting the capital strength required in
relaton to our target ratings

(rv) Economic bases

The Group also measures its capital using an economic capital model that takes into account a more realistic set of
financial and non-finanoal assumptions This model has been developed considerably over the past few years and 15
tncreasingly refevant in the internal management and external assessment of the Group’s capital resources The economic
capital model 1s used to assess the Group’s capital strength in accordance with the Indwdual Caprtal Assessment (ICA)
requirements established by the FSA Further developments are planned to meet the emerging requirements of the
Solvency Il framework and other external agencies Further details regarding the use of economic capital in nsk
management are set out In note 55 on “Risk Management”

(e} Group capital structure

The table below sets out the capral that 1s managed by the Group on an IFRS and EEV basis which, as descnbed above, 15
considered as a more meanmngful measure of the value of capital employed in the life and related businesses Internally
generated AVIF represents the addriional value of in-force long term business recognssed under the EEV basis Further
detall on the EEV basis 15 set out in the “Alternative methed of reporting long-term business profits” section starting on
page 247
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Notes to the consolidated finanaal statements continued

53 - Group capital structure conttnued

Non-GAAP measure Non-GAAP measure
Internalty- Internalty-

IFRS  generated EEV IFRS generated  Restated EEV

net assets AVIF net assets net assets AV net assets

2007 2007 2007 2006 2006 2006

£m £m £m fm fm £m

Long-term savings 15,290 7,982 23,272 13,300 6,794 20,094
General insurance and health 5,487 - 5,487 5.176 - 5176
Other business 1,056 - 1,056 1,059 - 1,059
Corporate 31) - (31) (19} - (19)
Total capital employed 21,802 7982 29,784 19,516 6,794 26310

Financed by

Equity shareholders” funds and minonty interests 15,402 7982 23,384 12,874 6,794 19,668
Direct capital instrument 990 - 990 990 - 990
Preference shares 200 - 200 200 - 200
16,592 7982 24,574 14,064 6,734 20,858

Subordinated debt 3,054 - 3,054 2,937 - 2,937
Bxternal debt 1,257 - 1,257 1,258 - 1,258
Net internal debt 899 - 899 1,257 - 1,257

21,802 7982 29,784 19,516 6,794 26310

At 31 December 2007 the Group had £29 8 billion (37 December 2006 £26 3 biffion) of total capital employed,
measured on an EEV basis, in 1ts trading operations which s efficiently financed by a combination of equity shareholders’
funds, preference capital, subordinated debt and borrowings

In 2007, the total capital employed increased by £3 5 billon reflecting strong operational performance and foreign
exchange impacts

{1) "Corporate” net habilites represent the element of the pension scheme defict held centrally

{u) In addiion to our external funding sources, we have certain internal borrowing arrangements in place which allow
some of the assets that support technical liabilities to be mnvested in a pool of central assets for use across the Group
These internal debt balances allow for the capital allocated to business operations to exceed the externally sources capital
resources of the Group Although intra-group n nature, they are included as part of the capital base for the purpose of
capital management These arrangements anse in relation to the following

- Certain subsidianes, subject to continuing to satisfy standalone capital and hquidity requirements, loan funds to corporate
21 6 and holding entities, these loans satisfy arms length cniteria and all interest payments are made when due

- Aviva International insurance (All) Ltd acts as both a UK general insurer and as the pnmary holding company for the
Financial Group's foreign subsidianes Internal caprtal management mechanisms in place allocate a portion of the total capital of
statements the company to the UK general insurance operations These mechanisms also allow for some of the assets backing
technical habifities to be made available for use across the Group Balances m respect of these arrangements are also
treated as mternal debt for capital management purposes

Net internal debt represents the balance of the above amounts due from corperate and holding entities, fess the tangible
net assets held by these entities

Further disdosures on the Group's regulatory capital position are also set out in the capital section of the business review
and in note 54, Caprtal Statement The purpose of note 54, which 1s prepared in accordance with FRS27, 1s to set out the
financial strength of the Group and provide an analysis of the disposiion and constraints over the avallability of capital to
meet nsks and regulatory requirements




Aviva pk
Annual Report and
Accounts 2007

54 - Capital statement

FRS 27 requires us to produce a capital statement which sets out the financial strength of our Group entities and
provides an analysis of the disposition and constraints over the avardability of capital to meet nsks and reguilatory
requirements The caprtal statement also provides a reconciiation of shareholders’ funds to regulatory capital

The analysis below sets out the Group's avallable capital resources

Available capital resources

CGNU  CULAC  NULEP u:ﬁﬁ Other Total  Overseas
wath-profit with-profit with-profit with-profit UK hife UK Lfe Wfe  Totallife Other 2007 2006
fund fund fund? funds operations operations Operaions Operations operationst Total Total
im £m £m £m £m im fm £m im £m £m
Total shareholders’
funds 43 42 b 126 4412 4,538 10,751 15289 1,303 16,592 14,064
Other sources
of capital - - - - 200 200 49 249 2,981 3,230 3,090
Unallocated
dwisble surplus 1,595 1,222 2,184 4921 41 4962 1,823 6,785 - 6,785 9465
Adjustments onto
a requlatory basis
Shareholders”
share of
accrued banus (331) (333) (528) {(1,192) - {1,192} - (1,192) - {(1,192) (730)
Goodwilt and
other intangibles - - - - (400} (400) (4.029) (4,929) (2,385} (6.814) {(5638)
Regulatory valuation
and admissitility
restnctions? 206 275 124 605 (1,742 (1,137 72 (1,065 (731} {(3,796) (746)
Total avallable
capital resources 1,433 1,206 1,821 4460 2,511 6971 8666 15637 1,168 16,805 19,505
Analysis of
labilities
Participating
Insurance
habifities 10,689 9,895 16,876 37460 2,148 39,608 26485 66,093 - 66,092 63,705
Unit-linked
habilities - - - - 5291 5291 15310 20,601 - 20,601 21,004
Cther
non-participating
Iife insurance 1,218 1,851 341 3410 15751 19,161 29,159 48,320 - 48,320 41,515
Total insurance
labilities 11,907 11,746 17,217 40,870 23,190 64,060 70,954 135,014 - 135,014 126,224
Participating
investment
habilibes 2,055 2,534 7,524 12,113 2,782 14,895 38,714 53,609 - 53,609 49400
Non-participating
investment labiliyes 55 18 2 75 26,056 26,131 18,504 44,635 - 44635 38958
Total iInvestment
habilies 2,110 2552 7526 12,188 28,838 41,026 57,218 98,244 - 98244 88358
Total habilltes 14,017 14,298 24,743 53,058 52,028 105,086 128,172 233,258 - 233,258 214582

1 Other sources of capital indude Subordinated debt of £3,054 rmillion ssued by Aviva and £176 midlon of other qualifying capital ssued by Dutch hahan

Spanish and US subsidiary undertakings

Incuding an adjusiment for munorbes

ndudes the Prowdent Mutual with-profit fund

Other aperations indude general irsurance and tund management business

Goodwill and other ntangibles indudes goodwilt of £535 millon and Ms and associates

o A woN

©On 5 February 2008 Norwich Union bife announced a one-off special bonus worth an estmated £2 3 bilhon In accordance with FRS 27, a transfer of

£2 1 billion has been made from the unaltocated divisible surplus to increase insurance and partiapating nvestment contract iabilies. £0 2 bilkon of

sharehalder’s share of the speaal bonus s Included vathin the shareholders’ share of the accrued bonus hne
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54 — Capital statement continued

Analysis of movements in caprtal of long-term businesses
For the year ended 31 December 2007

CGNU CULAC NULEP Total UK e Other Total

with-profit  witheprofit  wath-profit fit UK life UK life Owerseas ife Total life
fund fund fund funds  operzbons  operatons  operabons  operations
£m £m £m £m £m £m £m £m

Available capital
resources at 1 January 2,548 2,479 1.823 6,850 1,913 8,763 9290 18,053

Effect of new business (54) {38) - (92) {162) (254) {325) (579)
Expected change in

avallable caprtal resources 208 246 169 623 153 776 492 1,268
Vanance between actual

and expected experience (125) (187) (201) {513) 114 (399) {598) (997)
Effect of operating

assumption changes (42) {57) 6 (93) (32) {125) (2) (127
Effect of economic

assumption changes (165) (163) 67) {395) 13) (408) N (415)
Effect of changesin

management policy (1,195) (1,207} (19) (2.421) - (2,421) 1) (2422
Effect of changes in regulatory

requirements - - - - - - (337) {(337)
Transfers, acquisitions

and disposals - - - - 21 2 44 65
Foreign exchange movements - - - - - - 682 682
Other movements 258 133 110 50 517 1,018 (572) 446
Available capital resources

at 31 December 1433 1,206 1.821 4,460 251 6,971 8,666 15,637

Further analysis of the movement in the habilities of the long-term business can be found i notes 38 and 39

The analysis of movements in capital provides an explanation of the movement in available capital of the Group's Iife
business for the year This analysis 1s intended to give an understanding of the underlying causes of the changes in the
available caprtal of the Group's Iife business, and prowides a distinction between some of the key factors affecting the
avallable capital

For the UK with-profit funds, the decrease in avarlable capital 1s dnven by a special bonus of £2 3 billon anncunced on
S February 2008, which 15 treated as a transfer from unallocated divisible surmplus to pohcy liabilities This is shown in the
changes In management policy ine  Equity performance was moderate, which had a direct effect on the equity content of
21 8 the estate assets In addition, the imphed market volatility for equities has increased, which raises the assumed asset share
volatility and consequently guarantee costs have increased The positive other movements relate mainly to methodology
Finanaal  and modelling changes

statements
The changes in management policy shown i CGNU and CULAC with-profit funds relate to the special bonus announced
on 5 February 2008

For the Overseas Iife operations, the negative vanance between actual and expected expenience 1s driven mainly by the
incCrease in market interest rates, which has led to capital depreciation of fixed interest assets and consequential reduction
of the unallocated dmisible surplus in France and other European businesses

in aggregate, the Group has at its disposal total avarlable capital of £16 8 billion (2006 £19 5 biflion), representing the
aggregation of the solvency capital of all of our businesses This caprtal 1s available to meet nsks and regulatory
requirements set by reference to local guidance and EU directives

After effecting the year end transfer to shareholders, the UK with-profit funds’ available capital of £4 5 billion {2006
£6 9 bifhion) can only be used to prowide support for UK with-profits business and s not available to cover other
shareholder nisks This i cornfortably in excess of the required capital margin and, therefore, the shareholders are not
required to prowde further capital support to this business

For the remaming life and general insurance operations, the total available capital amounting to £12 3 bilhon (2006

£12 6 bilhon) 1s significantly tegher than the minimum requirements established by regulatars and, in principle, the excess
Is available to shareholders In practice, management will hold higher levels of capital within each business operation to
provide appropnate cover for nsk

As the total avallable capital of £16 8 billion is amnved at on the basis of local regulatory guidance, which evaluates assets
and habilties prudently, it understates the economic capital of the business which 1s considerably higher This 15 a lmitation
of the Group Capital Statement which, to be more mearingful, needs to evaluate avallable capital on an economic basis
and compare it with the nsk capital required for each indmidual operation, after allowang for the considerable
dwersification benefits that exist in our Group
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54 - Caprtal statement continued

Within the Aviva group there exist intra-group amangements to provide capital to particular business units Included in
these arrangements is a subordinated loan of £200 mullion from Aviva plc to the NUL&P non-profit fund to provide capital
to support the writing of new business

The avallable capital of the Group’s with-profit funds is determined in accordance with the “Realistic balance sheet”
regime prescribed by the FSAS regulations, under which liabilities to policyholders mclude both dedared bonuses and the
constructive obligation for future bonuses not yet declared The avarlable capital resources include an estimate of the value
of their respective estates, included as part of the unallocated dwsible surplus The estate represents the surplus in the
fund that 1s In excess of any constructive obhigation to policyholders It represents capital resources of the indmdual wath-
profit fund to which 1t relates and 1s available to meet regulatory and other solvency requirements of the fund and, In
certain arcumstances, additional habilities may arise

The habilities included in the balance sheet for the with-profit funds do not indude the amount representing the
shareholders’ portion of future bonuses However, the shareholders’ portion is treated as a deduction from capital that 1s
avalable to meet regulatory requirements and is therefore shown as a separate adjustment in the capital statement

In accordance with the FSA' regulatory rules under its reahstic capital regime, the Group 15 required to hold sufficent
capital in its UK Iife wath-profit funds to meet the FSA capital reguirernents, based on the rnisk capital margin (RCM)
The determination of the RCM depends on various actuarial and other assumptions about potential changes in market
prices, and the actions management would take in the event of particuiar adverse changes in market condiions

The table below provides the information on the UK wath-profits funds on a realistic basis

31 December 31 Decenber
2007 2006

Estimated Estimnated

Esumnated Estmated realste sk
realistic reahstic inhented capitat Estimated

assets habiliies estate margin excess Excess

£Ebn £bm? £hnt £bn? £bn £bn

CGNU Lfe 145 (13 1) 14 03) 11 20
CULAC 139 (127) 12 04 0sg 20
NUL&P4 26.1 (24 2) 19 (06) 13 12
Aggregate 54.5 (50 0) 45 13 32 52

1 These reahstic kabilites make provision for guarantees, options and promises on a market congistent stochastc basis The value of the provision included
wathin realistic kabiities s £0 7 bilion, £0 8 bithon and £3 0 billon for CGNU Life, CULAC and NULEF respactvely (31 Decernber 2006 £0 5 biflon,
£0 7 billiorr and £3 0 biffion for CGNU Uife CULAC and NULEP respectvely)

2 Estrmated realstic mhented estate at 31 Decernber 2006 was £2 5 bidion, £2 5 biion and £1 B bilion for CGNU Lfe CULAC and NUL&P respectively
3 The nsk capital margin (RCM) 15 3 5 trnes covered by the inhented estate (371 December 2006 4 2 times)

4 The NULEP fund indudes the Providenit Mutual (PM]} fund, which has realistic assets and habilities of £2 1 bilbon and therefore does not impact the realstic
inhented estate

Under the FSA regulatory regirme, UK wath-profit funds is required to hold capital equivalent to the greater of therr 21 9

regulatory requirement based on EU Directive {“regulatory peak”) and the FSA realistic basis (“realstic peak ™) described
above

For UK non-participating business, the relevant capital requirement 1s the minimum solvency requirement determined In
accordance with FSA regulations The available capital reflects the excess of regulatory basis assets over habilites before
deductron of caprtal resources requirement

Financal
statements

For UK general insurance businesses, the relevant caprtal requirement is the mimimum solvency requirement determined in
accordance wiath the FSA requirements

For overseas business in the EEA, US, Canada, Australia, Hong Kong and Singapore, the available capital and the
minimurn capital requirement are calculated under the locally applicable regulatory regimes The businesses outside these
terntones are subject to the FSA rules for the purposes of calculation of available capital and capital resource requirernent

For fund management and other businesses, the relevant capital requirement 1s the mirimum solvency requirernent
determined in accordance with the local regulator’s requirements for the specific class of business

All businesses hold sufficent available capital to meet their minimum capital requirement

The available capital resources in each regulated entity are generally subject to restnctions as to therr avallability to meet
requirements that may arse elsewhere in the Group The pnnapal restrictions are

(1) UK with-profit funds (CGNU Life, CULAC and NUL&P} - any avatlable surplus held in each fund can only be used
to meet the requirements of the fund itself or be distnbuted to policyhelders and shareholders With-profit policyholders
are entitled to at least 90% of the distnbuted profits while the shareholders receve the balance The latter distnbution
would be subject to a tax charge, which 1s met by the fund in the case of CGNU Lfe, CULAC and NUL&P

(1} UK non-participating funds — any avallable surplus held in these 1s attnbutable to shareholders Capital within the
non-profit funds may be made available to meet requirements elsewhere in the Group subject to meeting the regulatory
requirements of the fund Any transfer of the surplus may give nse to a tax charge subject to availabiity of tax relef
elsewhere in the Group
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54 - Capital statement continued

(ii1) Overseas Iife operations — the capital requirements and corresponding regulatory capital held by overseas businesses
are calculated using the locally applicable regulatory regime  The available capital resources in all these busmesses are
subject to local regulatory restnctions which may constrain management’s ability to utilise these in other parts of the

Group Any transfer of available capital may give nse to a tax charge subject to availability of tax relief elsewhere in the
Group

(v} General insurance operations — the capital requirements and corresponding regulatory capital held by overseas
businesses are calculated using the locally applicable regulatory regme The available capital resources in all these
businesses are subject to local regulatory restrictions which may constrain management’s ability to utilise these n other
parts of the Group Any transfer of available capital may give rise to a tax charge, subject to avalability of tax relief
elsewhere in the Group

55 - Risk management

This note sets out the major nsks our businesses face and descnbes our approach to managing these It also gives
sensitivty analyses around the major economic and non-economic assumptions that can cause volatiity in our
earnings and caprtal requirements

(a) Risk management framework

The Group has established a nsk management framework whose pnimary objective 15 to protect the Group from events
that hinder the sustainable achievement of the Group's performance objectives, including failing to exploit opportunities
Risk 1s categonsed as follows

— Market

— Credit

- Insurance

— Operational
- Liquidity

The Group recognises the cntical importance of having efficent and effective nsk management systems in place To this
end, the Group has an established governance framework, which has four key elements

— Defined terms of reference for the Board, its committees, and the associated executive management committees,

- A clear organisational structure with documented delegated authonties and responsibilities from the Board to Board
committees, executive management committees and senior management,

- A Group policy framework that sets out nisk appetite, nsk management, control and business conduct standards for
the Group's worldwide operations Each policy has a member of senior management who s charged with overseeing
comphance wath the policy throughout the Group, and sets out the nsks being managed, our nsk appetite, and the
control standards that we would expect a business to implement, and

— A sk management function operating throughout the group, from Group Centre, to regional support office, to
business units, with clear responsibiities and cbjectives

The adoption of these Group policies enables a consistent approach to management of nsk at business unit level The
Group operates a number of oversight commuttees that monitor aggregate nsk data and take overall nsk management
deasions

The Group also menitors a set of specrfic nsks on a regular basis through the Group nsk monitonng framework Business
units are required to disclose to the Group nisk function all matenal nisks, along with information on Ikehhood and seventy
of nsks, and the mitigating actions taken or planned This enables the Group to assess Its overall nsk exposure against local
and global nsk appetites, and to develop a group-wide nsk map, identsfying any concentrations of risk that may exst, and
to identify where nsks lie outside nsk appetite and mitigating action 1s required or risk appetite requires rewision in light of
changing market condrtions The sk map is refreshed quarterly, and business units are required to escalate matenal
changes intra-quarter

Regulatory impact on nisk and nsk assessments

The Group's worldwide insurance operations are subject to numerous local regulatory requirements that prescribe the type,

qualty, and concentration of investments, and the level of assets to be maintaned in local curency In order to meet local
insurance hiabiliies These requirements help to maintain the Group's market nsk at an acceptable level in each of the
junsdictions in which 1t operates

In addition, where the Group’s long-term savings businesses have wntten insurance products where the majonty of
investment nsks are borne by its pohicyholders, these nsks are actively and prudently managed, in ine with local regulations
and marketing hterature, in order to satisfy the policyholders’ nsk and reward objectives
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{b) Market nsk

Market nsk 1s the nsk of adverse financial impact due to changes in fair values or future cash flows of financial instruments
from fluctuations in interest rates, equity pnees, property prices, and foreign currency exchange rates Market sk anses in
business units due to fluctuations in both the value of iabiliies and the value of investments held At Group level, it also
anses In relation to the overall portfolio of international businesses and In the value of investment assets owned directly by
the shareholders

The Group has established a policy on market nsk which sets out the principles that businesses are expected to adopt in
respect of management of the key market nisks to which the Group 15 exposed The Group monitors adherence 1o this
market nsk policy and regularly reviews how business units are managing these nsks locally, through the Group Investment
Committee and ultimately to the Asset Liability Management committee For each of the major components of market
nsk, described in more detail below, the Group has put In place addiional policies and procedures to set out how each nisk
should be managed and monttored, and the approach to setting an appropriate nisk appetite

The management of market nsk 1s undertaken In both business units and at Group level Business units manage market
nisks locally using their market nsk framework and within local regulatory constraints Business units may also be
constrained by the requirement to meet policyholders’ reasonable expectations and to miniruse or avoid market nsk in a
number of areas The Group [nvestment committee 1s responsible for managing market nsk at Group level, and a number
of investrment related nsks, in particular those faced by themn shareholder funds throughout the Group

The finanaal impact from changes in market risk (such as interest rates, equity prices and property values) 1s examined
through stress tests adopted in the Indmdual Capital Assessments (ICA) and Finanaal Condition Reports (FCR), which both
consider the impact on capital from vanations in finanaal circumstances on either a remote scenano, or to changes from
the central operating scenano Both consider the management actions that may be taken in mitigation of the change 1n
arcumstances

The sensitvity of Group earnings to changes In economic markets is regularly monitored through sensitvities to investment
returns and asset values in EEV reporting

The Group market nsk policy sets out the minimum principles and framework for matching habilities with appropnate
assets, the approaches to be taken when llabilities cannot be matched and the monitoning processes that are required
The Group has critenia for matching assets and habilities for all classes of business to minimize the mpact of mismatches
between the value of assets and the liabilities due to market movements The local regulatory environment for each
business will also set the conditions under which assets and habilities are to be matched

The Group wntes unit-inked business in a number of its operations In unit-linked business, the policyholder bears the
Investment nsk on the assets held in the unit-inked funds, as the policy benefits are directly inked to the value of the
assets in the fund The shareholders’ exposure to market nsk on this business 1s Iimited to the extent that income ansing
from asset management charges is based on the value of assets n the fund

Equity price nisk

The Group is subject to equity pnce nisk due to dally changes in the market values of 1ts equity secunties portfolio 221
The Group’s shareholders are exposed to the following sources of equity nsk

Finanaal

- direct equity shareholdings in shareholder funds and the Group defined benefit pension funds, statements
- the indirect impact from changes in the value of equities held in policyholders' funds from which management charges

or a share of performance are taken,
- tts interest in the free estate of long-term funds

At business unit level, equity pnce nsk 1s actively managed In crder to mitigate anticipated unfavourable market
movements where this lies outside the nisk appetite of either the company in respect of shareholder assets or the fund in
respect of policyholder assets concerned In addition local asset admissibility regulations require that business units hold
diversified portfolios of assets thereby reducing exposure to ndividual equrties The Group does not have matenal holdings
of unquoted equity secunties

Equity nsk 15 also managed using a vanety of denvative Instruments, ncluding futures and options

Businesses actively model the performance of equrties through the use of stochastic models, in particular to understand
the mpact of equity performance on guarantees, options and bonus rates

The Investment Committee actively monitors equity assets owned directly by the Group, which may indude some matenal
shareholdings in the Group's strategic business partners Concentrations of specific equity holdings (eg the strategic
holdings} are also monitored monthly by the Capital Managerment Committee

A sensitivity to changes In equity prices 1s given in section (g) below
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Property price nsk

The Group 1s subject to property price nisk due to holdings of Investment properties In a vanety of locations worldwide
Investment n property 1s managed at business unit level, and will be subject to local regulations on asset admissibility,
lquidity requirements and the expectations of palicyholders as well as overall nsk appetite The Investrment Commiitee also
actively monitors property assets owned directly by the Group

At 31 December 2007, no matenal denvative contracts had been entered into to mitigate the effects of changes in
property pnces
A sensitivity to changes in property pnces is given in section {g) below

Interest rate risk
Interest rate nsk arises pnmanly from the Group’s investments In long-term debt and fixed income securtties, which are
exposed to fluctuations in interest rates

Interest rate sk also exists in products sold by the group, n particular from policies that carry investment guarantees on
early surrender or at matunty, where claim values can become higher than the value of backing assets when interest rates
nse or fall The Group manages this nsk by adopting close asset lability matching cntenia, to minimise the impact of
mismatches between the value of assets and liabilites from interest rate movements However, where any residual
mismatch 1s wathin our risk appetite, the impact 1s monitored through economic capitat measures such as ICA

On short-term business such as general insurance business the Group requires a close matching of assets and habilities to
minimise this risk

Interest rate nsk 1s monitored and managed by the Group Investment Committee, and the Group Asset Liability
Management Committee

Exposure to interest rate risk 1s monitored through several measures that include Value-at-Risk analysis, position linnits,
scenano testing, stress testing and asset and hability matching using measures such as duration The impact of exposure to
sustained low interest rates Is regularly monitored

Interest rate nsk Is also managed using a vanety of dervative instruments, including futures, options, swaps, caps and
floors, in order to provide a degree of hedging against unfavourable market movements in interest rates inherent in the
assets backing technical labilities

At 31 December 2007, the Group had entered into a number of interest rate swap agreements to mitigate the effects of
potential adverse interest rate movernents, and to enable close matching of assets and habilities

A sensitvity to changes In interest rates 1s given i section (g} below
Further information on borrewings 1s included in note 47

Currency nsk

The Group has minimal exposure to currency nsk from finanoal instruments held by Business Uruts in currencies other than
their functional currencies, as nearly all such holdings are backing either unit-linked or wath-profit contract habilives For this
reason, no sensitvity analysis Is given for these holdings

The Group operates internationally and as a resutt 1s exposed to foreign cumency exchange nsk ansing from fluctuations in
exchange rates of vanous currencies Approximately half of the Group's premium income anses in currencies other than
stering and the Group’s net assets are denominated in a vanety of currencies, of which the largest are euro, sterling, and
US dollars The Group does not hedge foreign currency revenues as these are substantially retained locally to support the
growth of the Group’s business and meet focal regulatory and market requirements

The Group's foreign exchange policy requires that each of our subsidianes maintains sufficent assets in its local currency to
meet local currency habilities Therefore, capital held by the Group’s business units should be able to support local business
actmties regardless of foreign currency movements However, such movements may impact the value of the Group’s
consolidated shareholders” equity which 1s expressed in sterling This aspect of foreign exchange nsk s monitored and
managed centrally, against pre-determined limits The Group’s foreign exchange policy 1s to manage these exposures by
aligring the deployment of capital by currency with the Group’s capital requirements by currency Limits are set to control
the extent to which the deployment of capital 1s not aligned fully with the Group’s capital requirement for each major
currency Currency borrowings and dervatives are used to manage exposures within the limits that have been set

At 31 December 2007, the Group’s total equity deployment by currency was

Stering £uro uss Other Total
fm £m £m fm £m
Capital at 31 December 2007 4,488 8,655 1,456 1,993 16,592

Capital at 31 December 2006 3,289 7,698 1,508 1,569 14,064
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Net assets are stated after taking account of the effect of currency swaps and forward foreign exchange contracts

A 10% change in sterling to eura/US$ foreign exchange rates would have had the following impact on net assets

Apart from the impact on finanaal Instruments covered below, the changes anse from retranslation of Business Unit balance
sheets from their functional currencies into sterling, with movements being taken through the currency translation reserve
These movements in exchange rates therefore have no impact on profit

0% 10% 10% 10%
Increase decrease in Increase in decrease n
n steding/ sterding/ sterkng/ sterling’
euro rate eur rate US3 rate US$ rate
Em fm fm £m

Net assets at 31 December 2007 (866) 866 (146) 146
Net assets at 31 December 2006 770} 770 (151 151

Denvatives nisk

Dervatives are used by a number of the larger businesses, within policy guidelines agreed by the Board of directors, as set
out In the group policy on dernvatives use Activity 1s overseen by the Group Dervatives Committee, which monitors
implementation of the policy, exposure levels and approves large or complex transactions proposed by businesses
Denvatives are pnmarnly used for efficent nvestment management, nsk hedging purposes or to structure specific retarl-
savings products Dervative transactions are covered by either cash or corresponding assets and habilites Speculative
actrvity 1s prohibited, unless approval has been obtained from the Group Dervatives Committee Over the counter
denvative contracts are entered into only with approved counterparties, in accordance with our Group credit polices,
thereby reducing the nsk of credit loss The Group also manages a number of hedge funds which use dervatives
extenswely within a defined derwvative framework

The Group applies stnct requirements to the administration and valuation processes it uses, and has a control framework
that 1s consistent waith market and industry practice for the actmty that 1s undertaken

Correfation risk

The Group recognises that identrfied lapse behaviour and potential increases 1n consumer expectations are sensitive to and
interdependent with market movements and interest rates These interdependencies are taken nto consideration in the
ICA in the aggregation of the financial stress tests with the operational nsk assessment FCRs also consider scenanos
involving a number of cormelated events

A number of policyholder participation features have an influence on the Group's interest rate nsk The major features
include guaranteed surrender values, guaranteed annurty options, and mirimum surrender and matunty values Details of
matenal guarantees and opticns are given in note 40

{c) Credit nsk

Monitoring credrt risk
We have a significant exposure to credit nsk through our investments in corporate bonds, commeraal mortgages, and 223

other secunties We hold these investments for the benefit of both our policyholders and shareholders Fnandal

Credit risk 15 the nsk of loss in the value of financial assets due to counterparties failing to meet all or part of ther statements
obligations The Group nsk management framework also indludes the market related aspect of credit nsk This 1s the nsk of

a fall in the value of fixed interest secunties from changes in the perceived worthiness of the 1ssuer and 1s manifested

through changes in the fixed interest secunties’ ¢redit spreads

The Group’s management of credit nsk includes monitonng exposures at a Group level and requinng business units 1o
implement local credrt nsk policies The local business unit credit nsk policies involve the establishrment and operation of
specific nsk management comrmuttees and the detaited reporting and rmonitoning of the financal asset portfolio against
pre-established nsk cntena Large ndmdual counterparty exposures exceeding £25 million are aggregated and monitored
at Group level against centrally-set mits reflecting the credit ratings by companies such as Standard & Poor’s In addition,
the Group evaluates the concentration of expasures by industry sector and geographic region through the Group Credit
Commuttee
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Credit ratings

Financial assets are graded according to current credit ratings 1ssued AAA, Is the highest possible rating nvestment grade
financial assets are classified within the range of AAA to BBB ratings Finanaial assets which fall outside this range are
dassified as speculative grade Credit imits for each counterparty are set based on default probabilities that are in turn
based on the rating of the counterparty concerned

The following table prowides information regarding the aggregated credit nsk exposure, for finanaal assets with external
credit ratings, of the Group at 31 December 2007

Credit rating
Camying value
in the
Specqulative balance sheet
AAA AR A BEB grade Not-rated £m
Debt secunties 46 0% 196% 207% 83% 11% 43% 118,937
Reinsurance assets 14 7% 67 8% 74% 04% 12% 85% 8,109
Other inmvestments 15% 21% 21% 21% - 922% 40413
Loans 34% 17 6% 10% 07% 13% 76 0% 36,193
As at 31 December 2006
Credt rating
Restated
Carmng value
In the
balance sheet
Speculatve Restated
AAA AR A BBB grade Not-rated fm
Debt securities 48 6% 17 2% 197% 77% 0 8% 60% 114,466
Reinsurance assels 14 5% 66 9% 51% 09% - 126% 7,825
Other investments 31% 22% 28% 07% - 912% 33,050
Loans 88% 29% 10% 05% 1 4% 92 3% 28,574

The carrying amount of assets induded on the balance sheet represents the maximum credit exposure

Credit concentration risk

The long-term businesses and general insurance businesses are generally not indmdually exposed to significant
concentratrons of credit risk due to the regulations, apphicable in most markets, imiting nvestments in indwvidual assets
and asset classes In cases where the business 1s particularly exposed to credit nsk {e g In respect of defaults on mortgages
or debt matching annuity liabilities) this nisk 15 translated into a more conservative discount rate used to value the liabilibes,
creating a greater capital requirement, and this credit nsk 1s actively managed The impact of aggregation of credit nsk 1
monitored as descnbed above With the exception of Government bonds the largest aggregated counterparty exposure 15
approximately 0 5% of the Group's total assets

Remnsurance credrt exposures

The Group 1s exposed to concentrations of nsk with indvidual reinsurers, due to the nature of the reinsurance market and
the restncted range of reinsurers that have acceptable credit ratings The Group operates a policy to manage 1ts
reinsurance countesparty exposures, by hmiting the rensurers that may be used, and the impact from rensurer default 1s
measured regularly, in particular through the ICA tests, and 1s managed accordingly Both the Group Credit Committee
and Group Reinsurance Secunty Committee have a monitoring role over this risk

The Group's largest reinsurance counterparty 1s National Indemnity Corporation, a member of the Berkshire Hathaway
Group At 31 December 2007 the reinsurance asset recoverable from Naticnal Indemnity Corporation was £1 1 billion
This exposure 15 monitored on a regular basis with the forecast to completion monitored for any shortfall in the daims
history to verfy that the contract 1s progressing as expected and that no further exposure for the Group wall anse

In the event of a catastrophic event, the counterparty expasure to a single rensurer 1s estimated not to exceed 1 1% of
shareholders’ equity
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Unit-linked business

As discussed previously, in unit-inked business the policyholder bears the market nsk, induding credit nsk, on investment
assets in the unit funds, and the shareholders’ exposure to credit sk 1s hmited to the extent that their income anses from
asset management charges based on the value of assets in the fund

impairment of finanaal assets
The following table provides information regarding the carmng value of financial assets that have been impaired and the
ageing of financial assets that are past due but not impaired

At 31 December 2007

Financal assets that are past due but not impaired

Finanaal Carrying

Nerther past assets that value

due nor 6 months- Greaterthan  have been n the

impaired  C-3 months  3-6 months 1year 1 year impaired balance sheet

fm £m fm £m Em fm fm

Debt secunties 118,866 - - - - 71 118,937

Reinsurance assets 8,107 - - - - 2 8,109

Other investments 40,413 - - - - - 40,413

Loans 35,937 210 11 3 15 17 36,193

Recewvables and other financial assets 8,347 200 21 13 2 46 8,629
At 31 December 2006

Finznaal assets that are past due but not impaired

Finanoal Carmyng

Nenther past assets that value

due nor 6 months-  Greater than have been tn the

impared  0-3months  3-6 months 1 year 1 year impaired balance sheet

Restated Restated

fm £m Em fm £m fm fm

Debt secunbies 114,466 - - - - - 114,456

Reinsurance assets 7,707 - - - - 118 7,825

Other investments 33,050 - - - - - 33,050

Loans 28,388 101 3 4 15 63 28,574

Recenvables and other financial assets 7,274 711 49 32 26 6 8,098

The fair value of collateral held against loans that are past due or impared at 31 December 2007 was £185 million
(2006 £61 miltton) This predominantly consists of commeraal properties

Credit terms are set locally within overall credit imits prescribed by the Group Credit Committee and within the framework o
of the Group Credit Policy The credit quality of financial assets 1s managed at the local business unit level Where assets 225
have been classed as “past due and impaired”, an analysis 5 made of the nsk of default and a deasion 1s made whether

to seek collateral from the counterparty Fianaal

statements
There were no matenal financal assets that would have been past dug or impaired had the terms not been renegotiated
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(d} Lguidity nsk

The Group has a strong liquidity position and through the applicatron of a Group biquidity Management policy seeks to
maintan sufficent financial rescurces to meet Its obligations as they fall due In addition to its strong liquidity pasition, the
Group mamtains significant cornmitted borrowing faalites from a range of highly rated banks to further mitigate this nsk

Analysis of matunty of liabities

For non-linked insurance business, the following table shows the gross liability at 31 December 2007 analysed by
remaining duration The total liability 1s split by remaining duration in propertion to the cash-flows expected to anse during
that penod, as perrmitted under IFRS4 Insurance Contracts

Almost all tvestment contracts may be surrendered or transferred on dermand For such contracts the earliest contractual
matunty date 1s therefore the current balance sheet date, for a surrender amount approximately equal to the current
halance sheet liability Although we expect surrenders, transfers and maturities to occur gver many years, the total liability
for non-lIinked Investment contracts is shown in the Within 1 year column below Unit-linked contracts are repayable or
transferable on demand and therefore exduded from this analysis

At 31 December 2007

Within
Total 1year 1 5 years 5-15 years Over 15 years
£m fm £m £m £m
Long-term business
Insurance contracts ~ non linked 106,758 9,480 21,726 44,305 25,247
Investment contracts - non inked 45492 45,492 - - -
General insurance and health 18,653 8,325 7,517 2,666 145
At 31 December 2006
Within
Total ¥ year 1 5 years E-15years Ower 15 years
fm £fm fm fm £m
Long-term business
Insurance contracts — non linked 99,482 9,140 25,959 40,651 23,732
Investment contracts — non inked 41578 41578 - - -
General insurance and health 18,006 8,482 6,824 2,617 83

A matunty analysis of borrowings is given in note 47

(e) Insurance nsk

(1) Life insurance risk

Types of risk

Life insurance nsk in the Group anses through s exposure to mortality and morbidity insurance and exposure to worse
than anticipated operating experience on factors such as persistency levels and management and administration expenses

Risk management framework
The Group has developed a life insurance nsk policy and guidelines on the practical application of this policy Indmdual life
insurance risks are managed at a business unit leve!

The management of Iife nsurance nsk s undertaken prnmanly in business units but s also monitored at Group level

The 1mpact of ife insurance nisks 1s monutored by the business urits as part of the control cyde of business management
Exposure 15 monitored through the assessment of lrabilities, the asset labiity management framework, profit reporting
{under both IFRS and EEV), finanaal condition reporting, and the ICA process Significant insurance nsks wall be reported
through the Group Risk Monitonng framework and overseen by the Lfe Insurance Risk Committee At Group level the
overall exposure to Iife insurance nsk 1s measured through the ICA, FCRs, and other management reporting

The Life Insurance Risk Commuttee monitors the nsk framework developed and implemented in each business, and
receives management information on life insurance nsks The committee considers all areas of Ife insurance nsk, but in
particular has a remit to monitor mortality, longewity, morbidity, persistency, priaing, unit pricing and expenses

The commitiee also considers the reinsurance coverage across the hfe businesses It confirms that guidance and procedures
are in place for each of the major components of Iife insurance nisk, and that businesses adopt a nsk management
framework to mitigate aganst any Iife insurance risk outside local appetite, within the parameters for the overall Group
nsk appetite The framework adopted in business units 1s reviewed In detarl and approved twice yearly

The committee has also developed guidance for business units on management of a number of areas of Ife insurance nsk
to ensure best practice 15 shared throughout the group and common standards are adopted
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Management of Iife insurance risks
The ndmdual Iife insurance nsks are managed as follows

~ Mortality and morbidity nsks are mitigated by use of reinsurance The Group allows business units to select reinsurers,
from those approved by the Group, based on local factors, but assesses the overall programme to manage group-wide
nsk exposures and monitor the aggregation of nsk ceded to indmdual reinsurers 15 within appetite for credit nsk

- Longewity nisk is carefully monitored against the latest external industry data and emerging trends VWhilst indradual
businesses are responsible for reserving and pnang for annuity business, the Group monitors the exposure to this nisk
and the capital implications to manage the impact on the group-wide exposure and the capital funding that businesses
may require as a consequence The Group has used reinsurance solutions to reduce the nisks from longewvity where
possible and desirable and continually monitors and evaluates emerging market solutions to mitigate this nsk further

- Persistency risk 1s managed at a business unit level through frequent monitonng of company expenence, benchmarked
agawnst local market information Where possible the financal impact of lapses 1s reduced through appropnate product
design Businesses also implernent specific intiatives to improve retention of policies which may other wise lapse The
Group Life insurance Risk Committee has developed guidelines on persistency management

— Expense risk 15 pnmanly managed by the business units through the assessment of business unit profitability and
frequent monitonng of expense levels

Apart from ICA and FCR, sensitivity testing 1s widely used to measure the capital required and volatility in earnings due to
exposure 1o ife insurance nisks, typically through EEV reporting (examples of which are contained elsewhere in this report)
This assessment is taken at both business umit levef and at Group level where the iImpact of aggregation of similar nsks can
be measured This enables the Group to determine whether action 1s required to reduce nsk, or whether that nsk 15 within
the overall nsk appetite

Concentration risk

The Group wates a diverse mix of business in worldwide markets that are all subject to similar risks (mortality, persistency
etc) The Group assesses the relative costs and concentrations of each type of nsk through the ICA capital requirements
and matenal issues are escalated to and addressed at the Life Insurance Risk Committee This analysis enables the Group
to assess whether accumulations of nsk exceeds nsk appetite

One key concentration of Iife insurance nsk for the Group 15 Improving longewty nsk from pensions in payment and
deferred annuities In the UK and the Netherlands where the Group has material portfolios The Group continually monitors
this nsk and the opportunities for mitigating actions through reinsurance, improved asset ability matching, or innovative
solutions that emerge mn the market

When looking at concentrations of nisk, for example market nsk, the nsk wathin Aviva staff pension schemes is also
considered

ICA analysis and EEV sensitivity testing help identify both concentrations of nsk types and the benefits of diversification

of nsk 57—‘

Embedded dervatives
The Group has exposure to a vanety of embedded denvatives in its long-term savings business due to product features Finanaal
offering varying degrees of guaranteed benefits at matunty or on early surrender, along with options to convert therr statements

benefits into different products on pre-agreed terms The extent of the impact of these embedded denvatives differs
considerably between business urits

Examples of each type of embedded dervative affecting the Group are

Options call, put, surrender and matunty options, guaranteed annuity options, option to cease premiurn payment, options
for wathdrawals free of market value adjustment, annurty option, guaranteed insurability options

Guarantees embedded floor (quaranteed return), matunty guarantee, guaranteed death benefit, guaranteed minimum
rate of annuity payment

Other indexed interest or pnnapal payments, matunty value, loyalty bonus
The impact of these 1s reflected in ICA and EEV reporting and managed as part of the asset lability framework
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(1) General insurance risk
Type of risk
General insurance nsk in the Group anses from

- Auctuations in the timing, frequency and seventy of claims and daim settlements relatve to expectations,
- Unexpected daims ansing from a single source,

- Inaccurate pnang of nsks or Inappropnate underwnting of nsks when underwntten,

- Inadequate reinsurance protection or other nsk transfer techmques, and

- Inadequate reserves

The majorty of the general insurance business underwntten by the Group is of a short tail nature such as motor,
household and commeraal property insurances The Group's underwnting strategy and appetite Is agreed by the Executive
Committee and communicated via specific policy statements and guidelines Like life insurance nsk, general insurance nsk
1s managed primanly at business unit level with oversight at a Group level, through a number of general insurance risk
committees

The vast majonty of the Group’s general insurance business is managed and pnced in the same country as the domicile of
the customer

Management of general insurance risks

Significant insurance nisks will be reported through the Group Risk monitoning framework Additionally, the ICA framework
is used to assess the nsks that each general insurance business unit, and the Group as a whole, 1s exposed to, quantifying
thewr impact and calculating appropnate capital requirements increasingly nsk-based capital models are being used to
support the quantification of nsk under the ICA framework All general insurance business units undertake a quarterly
rewiew of their insurance nisks, the output from which 1s a key input into the ICA and nsk-based capital assessments

The General Insurance Risk Committee monetcrs and develops the management of insurance nsk in the general insurance
business units, and assesses the aggregate nsk exposure It 1s responsible for the development, implementation, and review
of the Group polices for underwnting, claims handiing, reinsurance and reserving that operate within the Group nsk
management framework The implementation of these policies and the management of these nsks 1s supported by sub-
committees for each of these four areas of nsk

Bustness units have developed mechanisms that identify, quantify and manage accumulated exposures to contain them
wathin the limits of the appetite of the Group The Group has pioneered vanous developments, such as the Norwch Union
UK Digital Flood Map to effectively manage exposures ansing from specific perils Where appropnate such projects are
employed throughout the business units to promote the adophion of best practice as standard

General Insurance clarms reserving

Actuanal claims reserving 1s conducted by local actuanes in the vanous general insurance business units according to the
General Insurance Reserving policy The General Insurance Risk Committee monitors and maintains the General Insurance
Reserving policy, and conducts quarterly reviews of the Group’s general insurance claims provisicns, and ther adequacy
The reviews are conducted under the direction of the Aviva General Insurance Actuanal Director and include peer reviews
of the business unit's own conclustons as well as independent analysis to confirm the reasonableness of the local reviews

The adequacy of the Group’s general insurance claims provisions Is ultimately overseen by the Group Reserving
Committee, which covers both Ife and general insurance reserving

A number of business units also have penodic external reviews by local consultant actuares (often as part of the local
regulatory requirement)

Reinsurance strategy

Significant reinsurance purchases are reviewed annually at both business unit and Group level, to venfy that the levels of
protection being bought reflect any developments n exposure and the nsk appetite of the Group Remnsurance purchases
must be in line with the strategy set out in our Group reinsurance policy The basis of these purchases 1s underpinned by
extenswve finanaial and capital modeling and actuanal analysis to optimise the cost and capital efficency benefits For the
larger business units, this nvolves utifising externally sourced probabilistic models to venfy the accumulations and loss
prebabilities based on the Group’s speafic portfolios of business Where external models are not available, scenanos are
developed and tested using the Group's data to determine potential losses and appropnate levels of reinsurance
protection

The reinsurance 1s placed with providers who meet the Group's counterparty secunty requirements, and large reinsurance
placements may also require approval from the Group Asset Liability Management Commuttee

Concentration risk

Processes are in place to manage catastrophe nsk in indmdual business units and at a Group level The Group cedes
much of its worldwide catastrophe nsk to third party reinsurers but retains a pooled elerment for its own account
gaining diversification benefit Aviva's total retaned nsk increases as catastrophe events bacome more remote, so that
the total Group loss from its most concentrated catastrophe exposure (Northern European windstorm) 1s approximately
£370 million, on a “one n ten years basis, compared to approximately £700 millon when measured on a “one in
100 years” basis
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55 - Risk management continued
(f) Operational nsk

Types of operational nsk
Operational nsk anses as a result of inadequately controlled internal pracesses or systerns, human error, or from external
events

This defirution 1s intended to indude all nsks to which the Group 1s exposed, other than the financal nsks descnbed
previousty, and strategic and Group nsks that are considered elsewhere It includes nsks relating to

- Regulation, information technology, finanaal cnme, business protection, hurman resources, outsourcing, purchasing,
communications and legal

- Brand management, customer management, products, sales management and distnbution
- Finanaial processes induding financial reporting and taxation
- Bxternal development

Risk management framework

In accordance with Group policies, business unit management has prnmary responsibility for the effective identification,
management, manitoring and reporting of risks ta the business unit executive management team and to Group as part of
the quarterly nsk reporting process Each operational nsk 1s assessed by considenng the potential impact and the
probability of the event occurnng Impact assessments are made aganst financial, operational and reputational critena

Business unit nsk management and governance functions are responsible for implementing the Group nsk management
methodologies and frameworks to assist ine management m this work They also provide support and independent
challenge on the completeness, accuracy and consistency of nsk assessments, and the adequacy of rmitigating action plans
As a result, the business unit executive management tearn satisfies itself that all matenal nsks falling outside our nsk
appetite are being mitigated, monitored and reported at an appropriate level Any risks with a high impact level are
continually monitored centrally

The Group Operational Risk Committee (ORC) oversees the Group's aggregate operational nsk exposure on behalf of the
Group Executive Committee and reports to the Board Risk & Regulatory Committee It makes recommendations on the
nsk appetite that the group can work within for operational nsk, assesses and monitors overall operational nsk exposures,
identifying any concentrations of operational nisk across the group, and in particular venfies that migating action plans are
implemented The ORC operates a number of sub-committees which focus on specific areas of operational nsk covenng
business protection, [T, comphiance, human resources, and business standards

(g) Risk and caprtal management

Sensttivity test analysis

The Group uses a number of sensitivity test-based nsk management tools to understand the volatiity of earnings, the
volatihty of its capital requirements, and to manage 1ts capital more efficiently Pnmanty, EEV, ICA, and FCRs are used P
Sensitvities to economic and operating expenence are regularly produced on all of the Group’s financial performance 229
measurements to nform the Group’s decsion making and planning processes, and as part of the framework for

identifying and quantifying the risks that each of its business units, and the Group as a whole are exposed to Financial

statements
For long-term business in particular, sensitvities of EEV performance indicators to changes in both economic and non-

economic experience are contnually used to manage the business and to inform the deasion making process More

information on EEV sensitvties can be found in the presentation of results on an EEV basis in the supplementary notes

to this report

Life insurance and investment contracts

The nature of long-term business 1s such that a number of assumptions are made in compiling these financial statements
Assumptions are made about investment returns, expenses, mortality rates, and persistency 1n connectton with the in-force
policies for each business unit Assumptions are best esttimates based on historic and expected expenence of the business
A number of the key assumptions for the Group’s central scenano are disclosed elsewhere i these statements for both
IFRS reporting and reporting under EEV methodology

General insurance and health business

General nsurance and health daim habiltities are estimated by using standard actuanal daims projection techruques

These methads extrapolate the claims development for each acadent year based on the observed development of earlier
years In mast cases, no explicit assumptions are made as projections are based on assumptions imphcit in the histonc
dams development on which the projections are based As such, in the analysis below, the sensitnty of general nsurance
clarn habihties 15 primanly based on the finanaal impact of changes 1o the reported loss ratio
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55 - Risk management ccntinued

Sensititvity test results

Some results of sensitity testing for long-term business, general insurance and health business and the fund management
and non-insurance business are set out below For each sensitvty test the impact of a reasonably possible change n a
single factor 1s shown, wath other assumptions left unchanged

Sensitnaty Factor Description of sensitvty {actor applied

Interest rate and mvestment return The impact of a change in market interest rates by + 1% (eg if a
current interest rate 1s 5%, the impact of an iImmediate change
to 4% and 6%) The test allows consistently for similar changes to
investment returns and moverments in the market value of backing
fixed interest secunties

Expenses The impact of an increase in maintenance expenses by 10%

Equity/property market values The impact of a change in equity/property market values by + 10%

Assurance mortahty/morbidity {ife insurance only) The mpact of an increase in mortahty/mortyidity rates for assurance
contracts by 5%

Annuttant mortality {life insurance only) The impact of a reduction in mortality rates for annuity contracts
by 5%

Gross loss ratics {non-life tnsurance only) The impact of an increase in gross loss ratios for general insurance

and heafth business by 5%

Long-term business
Sensttvities as at 31 December 2007
Impact on profit before tax (£m)

Interest Interast Equity/ Equity/ Assurance Annurtant
rates rates property property Expenses mortality mortahty
+1% -1% +10% -10% +10% +5% -5%
Insurance particspating 15 (10) - - (5) - -
Insurance non-participating {205) 165 45 {35) 5) (20} {295)
Investment particpating (5) (25) - - (5) - -
Investment non-particapating (35) 40 65 (60) - - -
Assets backing hife shareholders’ funds (115) 140 180 (175) - - -
Total (345) 310 290 (270) (15) (20) (295)
Impact before tax on shareholders’ equity (£m)
Interest Interest Equity/ Equrty/ Assurance Annurtant
rates rates property property Expenses mortality mortality
+1% -1% +10% -10% +10% +5% 5%
Insurance participating (5) 20 - - (5) - -
Insurance non-participating (320) 275 105 (95) (5) {20} {295)
Investment particpating (5) (25) - - (5) - -
Investrment non-partiapating (170} 190 65 60) - - -
Assets backing Iife shareholders’ funds (165) 190 460 (455) - - -
Total (665) 650 630 (610) (15} {20) (295)
Sensitivities as at 31 December 2006
impact on profit before tax {£m)
Interest Interest Equity/ Equity! Assurance Apnutant
rates rates property peoperty Expenses mortalty mortality
+1% ~1% +10% ~10% +10% +5% 5%
Insurance parucipating (5) - 35 (35) - - (5)
Insurance non-particpating 25 (210) 20 (40) {5) (20} (295)
Investment participating (30} (395) 10 (10) (5) - -
Investment non-particpating {15} 15 40 (40 - - -
Assets backing ife shareholders’ funds (280) 305 255 {255} - - -

Total (305} 75 360 (380} (10 {20 (300)




Aviva ple
Annual Report and

Accounts 2007
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Impact before tax on shareholders’ equity (fm)
Interest Interest Equity/ Equity/ Assurance Annustant

rates rates property property Expenses mortality mortality

+1% -1% +10% -10% +10% +5% 5%
Insurance participating 25 25 35 (35) - - (5)
Insurance non-participating (240) 60 35 (50) (5) (20) (295)
Investment participating (30) (35) 10 {10) (5) - -
Investment non-particpating (70) 70 40 (40) - - -
Assets backing life shareholders’ funds (320) 345 290 {290) - - -
Total (685) 465 410 {(425) (10} (20) {300}
The different impacts of the economic sensitivities on profit and shareholders' equity anse from dassification of certain
assets as available for sale in some business units, for which movements in unrealised gains or losses would be taken
directly to shareholders' equity
The sensitvties to economic movermnents relate mainly to business in the UK, USA and the Netherlands In the UK and
USA, a fall in market interest rates has a beneficial impact on nen-participating business and shareholders’ funds, due to
the increase In market value of fixed interest secunities and the relative durations of assets and latulities, similarly a nse in
Interest rates has a negative impact In the USA most debt securities are classified as avarlable-for-sale, which hmits the
overall sensitvity of IFRS profit to interest rate movements In contrast, a nse in market interest rates has a positive impact
for nen-participating business in the Netherlands, due to the effect of minimum investment return guarantees, which acts
to partly offset the impacts in the UK and USA
The sensitmty to movements In equity and property market values relates mainly to holdings in the Netherlands, although
the impact on IFRS profit 1s mederated by the classification of equities as available for sale
Changes in sensitvities between 2006 and 2007 reflect movements in market interest rates, portfolio growth, changes to
asset mix and the relative durations of assets and habilities, and asset liability management actions
The mortality sensitmvties relate pnmanly to the UK and Ireland
The impact on the Group’s results from sensitmty to these assumptions can also be found in the EEV sensitvities included
in the alternative method of reporting long-term business profits section
General insurance and health busmness
Sensitivities as at 31 December 2007
Impact on profit before tax (fm)

Interest Interest Equity/ Equity/ Gross koss
rates rates property property Expenses ratios
+1% -1% +10% -10% +10% +5%

Gross of reinsurance (230) 265 110 (110) {150} (390) 231
Net of reinsurance (275) 310 110 (110) {(150) (365)

Financial
Impact before tax on shareholders’ equity (£m) statements

Interest Interest Equity/ Equity/ Gross loss
rates rates property property Expenses ratios
+1% -1% +10% —10% +10% +5%

Gross of retnsurance (230) 265 110 (110} (35) (390)
Net of reinsurance (275) 310 110 (110} (35) (365)
Sensstivities as at 31 December 2006

Impact on profit before tax (£m)

Interest Interest Ecqunty/ Equity/ Gress loss
rates rates property property Expenses raves
+1% -1% +10% -10% +10% +5%

Gross of reinsurance {225) 245 370 (370 (140) (350}
Net of reinsurance 270} 290 370 (370) (140 {(325)
Impact before tax on shareholders’ equity (fm)

Interest Interest Equity/ Equity/ Gross loss
rates rates property property Expenses raucs
+1% -1% +10% -10% +10% +5%

Gross of reinsurance {22%) 245 370 (370 (35) {350)
Net of reinsurance 270 290 370 (370) (35) {325)

For general insurance, the impact of the expense sensitmity on profit also includes the increase in ongoing administration
expenses, In addition to the increase in the dlaims handling expense provision




Aviva plc
Annual Report and
Accounts 2007

232

Financial
statements

Notes to the consolidated finanaal statements continued

55 - Risk management continued

Fund management and non-insurance business
Sensrtivities as at 31 December 2007
Impact on profit before tax (£m)

Interest Interest Equrty/ Equity/
rates rates property property
+1% 1% +10% -10%
Total (35) 35 55 (55)
Impact before tax on shareholders’ equity (Em)
Interest Interest Equity/ Equrty/
rates rates property property
+1% -1% +10% -10%
Total (35) 35 55 (55)
Sensitivities as at 31 December 2006
impact on profit before tax (£m)
Interest Interest Equity/ Equity/
rates rates roperty property
+1% ~1% +10% -10%
Total (26) 26 44 (44)
impact before tax on shareholders” equity (£m)
Interest Interast Equity/ Equity/
rates rates property property
+1% -1% +10% -10%
Total (52) 51 78 (78)

Limrtations of sensitivity analysis

The above tables demonstrate the effect of a change i a key assumption while other assumptions remain unchanged
In reality, there 1s a correlabon between the assumptions and other factors It should alsc be noted that these sensitvities
are non-linear, and farger or smaller impacts should not be interpolated or extrapolated from these results

The sensitiity analyses do not take into consideration that the Group’s assets and labiltiies are actively managed

Additionally, the finanaal position of the Group may vary at the tme that any actual market movement occurs

For example, the Group's financial nsk management strategy aims to manage the exposure to market fluctuations

As investment markets move past varicus tngger levels, management actions could include selling investments, changing
investment portfolic allocation, adjusting bonuses credited to policyholders, and taking other protective action

A number of the business units use passive assumptions to calculate ther long-term business hiabiliies Consequently, the
actual impact of a change in the assumptions may not have any impact on the habilities, whereas assets are held at market
value on the balance sheet In these arcumstances, the different measurement bases for labiliies and assets may lead to
volatilty i shareholder equity Simularty, for general insurance habilities, the interest rate sensitvities only affect profit and
equity where expliait assumptions are made regarding interest (discount) rates or future inflation

Other imstations i the above sensitmty analyses include the use of hypothetical market movements to demonstrate
potential nsk that only represent the Group’s view of possible near-term market changes that cannot be predicted with any

certainty; and the assumption that all interest rates move in an identical fashion
Sensitivity of fair values not derived from market information

Assets are held at fair value in accordance with the relevant accounting policy The majonty of such assets are valued based

on guoted market information or observable market data

A small percentage (less than 1%) of total assets recorded at fair value, are based on estimates Where estimates are used,
these are based on a combnation of independent third party ewidence and internally developed models, calibrated to
market chservable data where possible Whilst such valuations are sensiiive to estimates, 1t 1s believed that changing one
or more of the assumptions to reasonably possible alternative assumptions would not change the fair value significantly
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56 — Derivative financial instruments

This note grves details of the varous demvative instruments we use to mitigate risk

The Group uses cash flow, fair value and net investrment hedges to mitigate nsk, as detailed below

(a) Cash flow hedges
The Group had no cash flow hedge actmty at 31 December 2007 (2006 i)

(b) Fair value hedges
The Group had no fair value hedge actwity at 31 December 2007 (2006 nil)

(c) Net investment hedges
To reduce the Group’s exposure o foreign currency nsk, the Group has entered into the following net investment hedges

- The Group has designated a portion of its Euro and US dollar denominated debt as a hedge of the net mvestment in
its European and Amencan subsidiaries The carnang value of the debt at 31 December 2007 was £1,988 milion
(2006 £1,875 mifhon} and its farr value at that date was £1,972 millon (2006 £1,9732 millon)

The foreign exchange loss of £114 million (2006 gain £59 mdhon) on translation of the debt to sterling at the
balance sheet date was reccgrised In the hedging instruments reserve in sharehotders’ equity This hedge was fully
effective throughout the curent and pnor year

— The Group has entered into a Sterling/Euro cross currency swap dervative which has been designated as a hedge of
the net investment in 1ts European subsidianes The notional value of the derivative at 31 December 2007 was
£1,000 milhon (2006 ni) and its fair value at that date was £27 million (2006 nif)

— Thus fair value loss of £27 milllon (2006 nif} on revaluation of the denvative at balance sheet date was recognised m the
hedging instrumenits reserve in shareholders” equity This hedge was fully effective since its inception 1 the current year

(d) Non-hedge denvatives
The Group’s non-hedge denvative actmaty at 31 December 2007 was as follows

2007 2006
Contract/ Contract/
notional Fair value Fair value notional Far value Fair value
amount asset liability armount asset habifity
fm £m fm fm f£m im
Forergn exchange contracts
OTC
Forwards 9,594 24 {(106) 12,379 93 @
Interest and currency swaps 859 57 - 245 - (52)
Options - - - - - -
Total 10,453 81 (106) 12,624 93 (59)
Interest rate contracts
OTC
Forwards 3,305 15 {2) 538 9 4
Swaps 16,172 279 (320) 9,412 184 (264)
Options 986 251 {1 943 239 (2
Exchange traded
Futures 6,505 220 (37) (2.060) 74 (5)
Options 15 - - 30 - -
Total 26,983 765 (360) 8,863 506 (275)
Equity/Index contracts
OT1C
Forwards - - - 8 - -
Options 12,278 267 (61) 3,705 258 (3)
Exchange traded
Futures 5,456 418 (23) 951 391 (9
Options 473 21 {2) 93 27 6
Total 18,207 706 (86} 4,757 676 {18)
Other 414 57 (24} 305 50 (3)

Totals at 31 December 56,057 1,609 (576} 26,549 1,325 (355)
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56 —~ Denvative finanaal instruments continued
The netional amounts above reflect the aggregate of indmdual denvative positions on a gross basis and so give an
indication of the overall scale of the denvative transaction They do not reflect cumrent market values of the open positions

Fair value assets are recognised as “Dervatve finanaal instruments” in note 24(a), whilst fair value habilities are recogmised
as "other finanaal habilties” in note 48

The Group's dervative nsk management polices are outhned in note 55(b)

The contractual undiscounted cash flows in relation to non-hedge denvative liabilites have the followang matunties
2007 2006

fm fm

Within one year 151 162
Between one and two years 100 63
Between two and three years 20 7
Between three and four years 20 7
Between four and five years 21 18
After five years 516 214
828 471

(e} Collateral
Certain dervative contracts, primanly interest rate and currency swaps, involve the receipt or pledging of collateral
The amounts of collateral recevable or repayable are included in notes 25 and 48 respectively

57 - Assets under management

In addition to the assets included in the consofidated balance sheet, the Group manages many funds for third parties
This note detaifs the total funds under management

The total Group assets under management are

2007 2006
fm £m
Total IFRS assets mduded in the consolidated balance sheet 319,720 294,851
Additional value of in-force long-term business 7,982 6,794
Total EEV assets included in the balance sheet 327,702 301,645
Third party funds under management
Urut trusts, OFICs, Peps and Isas 25,868 20,574
Segregated funds 54422 43,672
407,992 365,891
Non-managed assets {44,074) (39,010
Funds under management 363,918 326,881
Funds not managed by Aviva fund managers 48,017) (39.711)

Funds under management by Aviva fund managers 315,201 287170
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This note gives details of the transactions between Group companies and related parties which compnise our joint
ventures, assouates and staff pension schemes
The Group received income from related parties from transacttons made in the normal course of business Loans to related
parties are made on normal arm’s length commercial terms
Services provided to related parties
2007 2006
Income Income
eamed Recervable at earned  Recetvable at
In year year end In year year end
£m fm fm £m
Assoaates 58 - 50 1
loint ventures 4 2 16 pLy|
Employee pension schemes 26 6 6 -
88 8 72 242
The related parties’ recewvables are not secured and no guarantees were received In respect thereof The recervables wall be
settled in accordance with normal credit terms Details of guarantees, mdemnities and warranties provided on behalf of
related parties are given in note 50(h)
Services provided by related parties
There were no services provided by related parties in either 2006 or 2007
Detalls of loans made to joint ventures and associates may be found in notes 18 and 19 respectively
The total compensation to those employees dassified as key management, being those having authority and responsibility
for planning, directing and controlling the actmities of the Group, indluding the executive and non-executive directors is
as follows
2007 2006
£m fm
Salary and other short-term benefits 33 32
Post-employment benefits ] 1
Equity compensation plans 14 16
Termination benefits 2 4
Total 50 53
Information concerning indmdual directors’ emoluments, interests and transactions 1s given In the Directors’ 235
femuneration repart
Financial
statements

59 — Post-balance sheet event

Speaal bonus declared by UK Lfe business

On 5 February 2008, the Group’s UK long-term business cperation, Norwich Union Life, announced a one-off, speaal
bonus worth an estimated £2 3 billon, benefiting around 1 1 million with-profit policyholders in its CGNU Life and CULAC
with-profit funds This special bonus has been made possible by the strength of the two with-profit funds and a change to
the iInvestment strategy for supporting policy guarantees This has enabled the business to free up a significant part of the
inhented estate (included within the unallocated dvisible surplus) for payment to policyholders This change wall not affect
normal policy returns, nor will it impact on policyholders’ secunty or alter the type of investments backing therr policies

The bonus will be used to enhance policy values by around 10% In total, In three instalments, with the qualifying dates
being 1 January 2008, 1 January 2009 and 1 January 2010 In accordance with the way the funds are managed, the
bonus distnbution ts betng split on a 90/10 basis between policyholders and shareholders Over the three years,
policyholders will receve a total currently estimated as £2,127 million and shareholders wall recerve a total currently
estimated as £236 million

As explained in accounting policy K and note 38(b), the Group’'s msurance and particpating investment contract hiabilities
are measured in accordance with IFRS 4, Insurance Contracts, and FRS 27, Life Assurance The latter requires habilities for
with-profit funds falling wathin the scope of the UK’ Finanaal Serices Authonty's capital reqime to be determined in
accordance with this regime, adjusted to remove the shareholders’ share of future bonuses This requires us to recognise
planned discretionary bonuses within policyholder labilities at the balance sheet date, even If there was no constructive
obligation at the time As a result of the announcement made above, a transfer of £2,127 millian has been made from
the unallocated dimsible surplus (note 43) n order to Increase insurance labilities by £1,728 million (note 38(b)) and
participating nvestrment contract iabiities by £399 million (note 39(ch) In comphance with paragraph 4(a) of FRS 27, the
insurance hahilities on a realistic basis exclude any shareholders’ interest in this bonus Furthermore, no profit ansing to
shareholders has been accrued in these financial statements as the payment to them was not a constructive obligation at
the balance sheet date
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Financial statements of the Company
Income statement
For the year ended 31 December 2007

2007 2006
Nate im £m
Income
Dividends receved from subsidianes 2,568 865
interest recevable from Group companies 158 219
Profit on disposal of subsidiary - 94
Net investment Income 4 34
2,730 1,212
Expenses
Operating expenses B (193) (201
Interest payable to Group companies (944) (1,341)
Interest payable on borrowings (232) (215)
(1369 (1.757)
Profit/(loss) before tax 1,361 (545)
Tax credit C 356 521
Profit/(loss) after tax 1717 (24)
Statement of recognised income and expense
For the year ended 31 December 2007
2007 2006
Note £m fm
Farr value {losses¥gains on tnvestments 1 subsidianes A {3,420) 4,075
Fair value gamns transferred to Income statement - (94)
Aggregate tax effect 16 15
Actuanal gains/{expenses) on pension scheme 5 4
Net {expensesyincome recognised directly in equity {3.399) 3,992
ProfitAloss) for the year 1,717 (24)
Total recognised income and expense for the year (1.682) 3,968
Ly L) L] - ' -
Reconciliation of movements in shareholders’ equity
For the year ended 31 December 2007
2007 2006
Note £m £m
Balance at 1 January 23,136 18,746
Total recognised income and expense for the year {1,682) 3,968
Dimdends and appropnations 15 (871) (762)
Issue of share capital for the acquisition of Amerls, net of transaction costs - 892
Other issues of share capital, net of transaction costs 28 48 43
Shares issued in heu of dmdends 35 30 203
Reserves credit for equity compensation plans 10 50 48
Other movements - {2)
Balance at 31 December 20982 23,136

Where applicable the accounung pohaes of the Company are the same as thase of the Group on pages 114 10 125 The neies (dentfied alphabetically} on pages 239
1o 243 are an integral part of these separate finanaal staterments Where the same tems appear 1n the Group financial statements reference 1s made to the notes

(idenufied numencally) on pages 132 to 235
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Company balance sheet
At 31 December 2007

2007 2006
Naote £m fm
Assets
Non-current assets
Investments i subsidiaries A 24466 27,886
Investment in jont venture 18¢ 52 35
Loans owed by subsidianes 2,607 2,641
Deferred tax assets C 9 9
Current tax assets 714 545
27,848 31,116
Current assets
Loans owed by subsidianes 132 645
Other amounts owed by subsidianes 1,027 3,163
Other assets 115 78
Cash and cash equivalents 14 5
Total assets 29,136 35,007
Equity
Ordinary share capital 28 655 641
Preference share capital 3 200 200
Called up capital 855 841
Share premium account 28b 1,223 1,189
Merger reserve D 735 735
Investment valuation reserve D 13,883 17,303
Equity compensation reserve D 89 73
Retained earnings D 3,207 2,005
Direct caprtal instrument R 950 990
Total equity 20,982 23,136
Labilities
Non-current habilities
Borrowings E 3,252 3,135
Loans owed to subsidianes 1,842 3,720
Provisions 40 31
5134 6,886
Current hiabilities
Borrowings E 918 733
Loans owed to subsidianes 1,846 1,031
Other amounts owed to subsidiaries 191 3,157
Other creditors 65
Total habilities 8,154 11,871
Total equity and liabilities 29,136 35,007

Approved by the Board on 27 February 2008

x.\,\)ﬁ

Philip Scott
Director

Where appicable the accounung poboes of the Company are the same as those of the Group on pages 114 to 125 The notes (identified alphabetically) on pages 239
to 243 are an integral part of these separate financal statements Where the same 1tems appear in the Group finanaal statements reference s made to the notes

(identfied numencally} on pages 132 1o 235
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Financaal statements of the Company continued
Cash flow statement
For the year ended 31 December 2007

All the Company's operating and nvesting cash requirements are met by subsidiary companies and settled through
Intercompany loan accounts As the direct method of presentation has been adopted for these actmvities, no further
disclosure 1s required In respect of finanaing actmities, the following items pass through the Company’s own

bank accounts

2007 2006
£m £m

Cash flows from finanang activities
Funding provided by subsidiaries 399 299
New borrowings drawn down, net of expenses 4,780 3,956
Repayment of borrowings {4,606) (3,722
Net drawdown of borrowings 174 234
Preference dmidends paid (17) 7
Ordmary dvidends paid (500) (420
Interest paid on borrowings a7 (23)
Net cash from finanang actmties 9 3
Net increase in cash and cash equivalents 9 3
Cash and cash equivalents at 1 January 5 2
Cash and cash equivalents at 31 December 14 5
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Where applicable the accounting pohoes of the Company are the same as those of the Group on pages 114 1o 125 The notes (identified alphabetcally) on pages 239
to 243 are an integral part of these separate finanual statements Where the same items appear In the Group financial statements reference 15 made 1o the notes
(dentified nurmencalty} on pages 132 10 235
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Notes to the Company financial statements
For the year ended 31 December 2007
A - Investments in subsidiaries
(i} Movements in the Company’s investments In 1its subsidianes are as follows
2007 2006
fm fm
Fair value as at 1 January 27,886 22919
Additions - 1,562
Disposals - (670)
Movement in farr value (3,420) 4,075
At 31 December 24,466 27,886
(1) At 31 December 2007, the Company has two wholly-owned subsidianes, both incorporated in Great Bntain
These are Generat Acadent plc and Aviva Group Holdings Linited Aviva Group Holdings Limited 1s an intermediate
holding company, whilst General Accident plc no longer carnes out this function The principal subsidianies of the Aviva
Group at 31 December 2007 are listed on pages 268 and 269
B — Operating expenses
(i} Operating expenses
Operating expenses comprise
2007 2006
£m tm
Staff costs and other employee related expenditure {see below) 92 87
Other operating costs 95 71
Net foreign exchange losses 6 43
Total 193 201
(i1) Staff costs
Total staff costs were
2007 2006
£m £m
Wages and salanes 46 53
Social secunty costs 6 6
Post-retirement obligations
Defined benefit schemes (see ()} below) 6 6
Defined contnbution schemes 2 2
Profit shanng and incentive plans 13 1 239
Equity compensation plans {(see (iv) below) 17 17
Termmation benefits 2 2  Finanaal
statements
Total 92 87

{in) Pension costs

The Company Is one of a number of UK companies being charged for its employees particpating in the Aviva Staff
Pension Scheme, and its contributions are affected by the finanaal position of the scheme There is no contractual
agreement or policy for charging the net defined benefit cost for this scheme across the participating Group entities but,
instead, this cost 1s recognised in the financial statements of the main UK employing company The Company therefore
recognises a pension expense equal to its contnbutions payable n the year for its staff, together wath the service cost of
any unfunded benefits, within staff costs above

Full disclosure on the Group’s pension schemes is given in note 46

(iv) Equity compensation plans

All transactions in the Group’s equity compensation plans involve options and awards for ordinary shares of the Company
Full disclosure of these plars is given in note 29 The cost of such options and awards 15 borne by all partiipating
businesses and, where relevant, the Company bears an appropnate charge As the majonty of the charge to the Company
relates to directors’ options and awards, for which full disclosure 1s made In the Directors’ remuneration report, no further
disdlosure 1s givent here on the grounds of immatenality
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Notes to the Company financial statements continued

C-Tax
(i} Tax credited to income statement

2007 2006

£m fm

Current tax
For this year 351 438
Pnor year adjustments S 76
Total current tax 356 514
Deferred tax
Ongination and reversal of trming differences - 7
Total deferred tax - 7
Total tax credited to income statement 356 521

(u) Tax reconaliation

The tax on the Company’s profitloss) before tax differs from the theoretical amount that would anse using the tax rate of

the home country of the Company as follows

2007 2006

£m £m
Profit/(loss) before tax 1,361 (545)

Tax calculated at standard UK corporation tax rate of 30% (2006 30%) (408) 163
Adjustment to tax charge In respect of pnor years 5 76
Non-assessable dividends 770 259
Disallowable expenses (1) (12)
Non-taxable profit on sale of subsidiary - 28

Deferred tax asset not recogrused - 7

Total tax credited to income statement 356 521

(iv) The net deferred tax asset compnses

2007 2006

£m fm

Provisions and other temporary differences 9 9

Net deferred tax asset 9 g

2 I C (1v) The movement in the net deferred tax asset was as follows

Financal 2007 2006
statements fm £m
Net asset at 1 January 9 2

Amounts credited to profit - 7

Net asset at 31 December 9 9

The Company has unrecognised tax losses of £nil (2006 £167 miffion) tc carry forward against future taxable profits
The losses which were unrecognised in the company in 2006 remain unrecognised 1n other UK subsidianes
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D - Reserves
Investiment Equity
Merger valuation compensation Retaned
reserve reserve reserve eamungs
im f£m fm fm
Balance at 1 January 2006 735 13322 43 1,690
Ansing In the year
Loss for the year - - - (24}
Fair value gains on Investments (n subsidianes - 4,075 - -
Farr value gains transferred to income statement - 94) - -
Actuanal losses on pension schemes - - - {4
Dividends and appropnations - - - (762)
Reserves credit for equity compensation plans - - 48 -
Shares issued In leu of dividends - - - 203
Issue of share capital under equity compensation scheme - - (18 18
Merger relief on acquisition of AmerUs 871 - - -
Transfer to retaned earnings on realisation of merger reserve (871) - - gn
Aggregate tax effect - - - 15
Other movements - - - (2)
Balance at 31 December 2006 735 17.303 73 2,005
Arising tn the year
Profit for the year - - - 1,717
Fair value losses on investments 1n subsidianies - (3,420 - -
Actuanal gains on pension schemes - - - 5
Dividends and appropnations - - - 871)
Reserves credit for equity compensation plans - - 50 -
Shares 1ssued in lieu of dwidends - - - 3M
tssue of share capital under equity compensation scheme - - (34) 34
Aggregate tax effect - - - 16
Balance at 31 December 2007 735 13,882 89 3,207
E - Borrowings
The Company’s borrowangs comprise
2007 2006
£m fm
Subordinated debt 3,054 2937
9 5% gquaranteed bonds 2016 198 198 241
Commercial paper 918 733
Total a170  38es  Financal
Matunty analysis of contractual undiscounted cash flows
2007 2006
Pnapal nterest Total Pnncipal Interest Total
£m £m £fm fm fm fm
Within 1 year 932 235 1.167 733 222 955
1105 years - 799 799 - 773 773
5 to 10 years 351 998 1,349 200 966 1,166
10 to 15 years 588 867 1.455% 692 834 1,526
Over 15 years 2,344 206 2,550 2,275 260 2,535
Total contractual undiscounted cash flows 4,215 3,105 7.320 3,900 3,055 6,955

Where subordinated debt 1s undated, the interest payments have not been included beyond 15 years Annual interest
payments for these borrowings are £70 million (2006 £68 rrulion)

The fatr value of the subordinated debt at 31 December 2007 was £3,006 million (2006 £3,076 mifion) The farr value
of the 9 5% guaranteed bonds 2016 at 31 December 2007 was £249 million (2006 £275 mullion) The fair value of the
commeraial paper 15 considered to be the same as its carrying value

Further details of these borrowings ¢an be found in note 47
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Notes to the Company financial statements continued

F — Derivative financial instruments

Non-hedge denvatives
The Company’s non-hedge dervative actrty at 31 December 2007 was as follows

2007 2006
Contract/ Contract/
nobonal Fair value Farr value notonal Fair value Far value
amount asset liabality amount asset habilty
£m fm fm fm fm fm
Foreign exd'lange contracts
OTC
Forwards - - - 73 - 2)
Total - - - 73 - {2)

G - Contingent liabilities
Details of the Company’s contingent habilities are given in note 50¢h)

H - Risk management policies
Risk management in the context of the Group is considered in note 55

The business of the Company 1S managing its nvestments In subsichary and jont venture operations Its nisks are
considered to be the same as those in the operations themselves and full detalls of the nsk management policies are given
In note 55 Such nvestments are held by the Company at fair value In accordance with accounting policy D

The farr values of the subsidianes and joint venture are estimated using applicable valuation models, underpinned by the
Company’s market capitalisation This uses a three month rolling average of the Company's share price Given that the key
Input into the valuation model 1s based on an observable current share price, and therefore sensitive to movemenits In that
price, the valuation process 15 not sensitive to non-observable market assumptions Management believes the resulting
estimated fair values recorded in the balance sheet and any changes in farr values recorded in the Income statement are
reasonable, and are the most appropnate values at the balance sheet date

Financial assets, other than imvestments in subsidianes and the joint venture, largely consist of amounts due from
subsicianes As at the balance sheet date, these receivable amounts were neither past due nor impaired

Finanaial abilities owed by the Company as at the balance sheet date are largely In respect of borrowings (details of which
are provided in notes £ and 47} and loans owed to subsidiaries Loans owed to subsidiaries were within agreed credit
terms as at the balance sheet date

Interest rate nsk

Loans to and from subsidianes are at either fixed or floating rates of interest, with the latter being exposed to fluctuations
In these rates The choice of rates 15 designed to match the charactenstics of finanaial Investments (which are also exposed
to mterest rate fluctuations) held in both the Campany and the relevant subsidiary, to mitigate as far as possible each
company's net exposure

The majenty of the Company's external borrowings are at fixed rates of interest and are therefore not exposed to changes
in these rates However, for those borrowings that are at floating rates, the Company Is affected by changes in these rates
Further detalls of the Company's borrowings are provided in notes £ and 47

Currency nsk

The Company's direct subsidiaries are all incorporated and operating in the UK, and therefore are not exposed to currency
nsk However, these subsidianes are themselves exposed to foreign currency nsk ansing from fluctuations in exchange rates
duning the course of providing insurance and asset management serices around the world The exposure of the
subsidianes to currency nisk 1s considered from a Group perspective in note 55

The Company faces exposure to foreign currency risk through some of its borrowings which are denominated in Euros
and US dollars However, most of these bomowings have been ondent to a subsidiary which holds financial investments in
these currencies, generating the net investrment hedge descrnibed in note S6(c)
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| - Related party transactions
The Company receives dvidend and interest income from subsidianes and pays interest and fee expense to those
subsidianes in the normal course of business These activties are reflected in the table below

Loans to and from subsidianes are made on normal arm’s length commeraal terms The matunty analysis of the refated
party loans 1s as follows

Loans owed by subsidianes

2007 2006
Matunty analysis £m fm
Within 1 year 132 645
1105 years 1,359 1,253
Over 5 years 1,248 1,388
Total 2,739 3,286
Loans owed to subsidianes
2007 2006
Prinapal Interest Total Prnnapat Interest Total
Matunty analysis of conractual undscounted cash flows £m £m £m fm £m Em
Within 1 year 1.846 258 2,104 1.031 240 1,271
1 to 5 years 843 334 1,177 3,372 353 3.725
Over 5 years 999 341 1,340 348 74 422
Total 3,688 933 4,621 4,751 667 5.418

Other related party balances compnse dwdends and interest recenvable and payable, as well as inter-company balances
for fees and other transactions in the normal course of business

Dividends, loans, interest
Services provided to related parties

Income Income
earned Recervable at earmed  Recetvable at
n year year end In year year end
2007 2007 2006 2006
£m fm fm fm
Subsidianes 2,726 3,766 1,084 6,449

The related parties’ recevables are not secured and no guarantees were recewved In respect thereof The recevables will be
settled In accordance with normal credit terms  Details of guarantees, indemnities and warranties given by the Company
on behalf of related parties are given in note 50(h}

Services provided by related parties

Expense Expense

incurred  Payable at incured Payable at

n year year end N year year end

2007 2007 2006 2006

fm £m £m fm

Subsidianes 944 3,879 1.341 7,908

The related parties’ payables are not secured and no guarantees were received In respect thereof The payables will be
settled in accordance wath normal credit terms

The directors and key management of the Company are considered to be the same as for the Group Information on both
the Company and Group key management compensation may be found in note 58
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Norwich Union advertising

In September 2007 Norwich Union launched

a new brand advertising campaign The adverts

show a number of problems in hife that we

can't sohve alongside the benefits Norwich Union

can provide The advertising shows how Norwch

Union's products and senvices reflect it's brand

promise We make 1t easier to choose us,

use us and stay with us Fegion UK
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Independent auditor’s report to the directors
of Aviva plc on the alternative method
of reporting long-term business profits

We have audited the alternative method of reporting long-term business on pages 247 to 267 in respect of the year
ended 31 December 2007, which comprises a European Embedded Value basis Summarnised Consolidated fncome
Statement, Consolidated Statement of Recognised Income and Expense, Reconciliation of Movemnents in Consolidated
Shareholders' Funds, Summansed Consolidated Balance Sheet and the refated notes on pages 247 to 267 The aliernative
method of reporting long-term business has been prepared in accordance with the European Embedded Values Principles
published by the CFO Forum in May 2004 and the Additional Guidance on European Embedded Value Disclosures
published by the CFO Forum in October 2005 (together *the EEV Pnnaples”) as descnbed on, and using the methodology
and assumptions set out on, pages 251 to 253

This report 1s made solely to the Company’s directors, as a body Our audit work has been undertaken so that we might
state to the Company’s directors those matters we are required to state to them in an auditors’ report and for no ather
purpose To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
company and the Company's directors as a bedy, for our audit, for this report, or for the opimions we have formed

Respective responsibilities of directors and auditors
The directors are responsible for preparing the alternative method of reporting long-termn business on the above European
Embedded Value basis

Our responstbilities, as Independent auditors, n relation to the alternative method of reporting long-term business are
established in the UK by the Auditing Practices Board and our profession’s ethical guidance We report to you our opinion
as to whether the alternative method of reporting long-term business has been properly prepared in accordance wath the
European Embedded Value basis We also report to you if we have not receved all the information and explanations we
require for our audit of the alternative methed of reporting long-term business

Basis of audit opinion

We conducted our audit in accordance wath International Standards on Auditing (UK and Ireland) 1ssued by the Auditing
Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures m the
afternative method of reporting long-term business It also includes an assessment of the significant estimates and
Jjudgments made by the directors in the preparation of the afternative method of reporting long-term business, and of
whether the accounting policies are apprapniate to the Group's arcumstances, consistently applied and adequately
disclosed

We planned and performed our audit 50 as to abtan all the mformation and explanations which we considered necessary
In order to prowide us with sufficient evidence to give reasonable assurance that the alternatve method of reporting long-
term business stated on the European Embedded Value basis 15 free from matenal nusstaterment, whether caused by fraud
or other rregulanty or error In forming our opinion we also evaluated the overall adequacy of the presentation of the
afternative method of reporting long-term business

Opinion

In our opinion the alternative method of reporting long-term business for the year ended 31 December 2007 has been
properly prepared In accordance with the EEV Pnnciples, using the methodology and assumptions set out on pages 251
to 253

Ervid+ VOWD L

Ernst & Young LLP

Regstered Auditor

Londen
27 February 2008
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Alternative method of reporting long-term
business profits

Summarised consolidated income statement - EEV basis
For the year ended 31 December 2007

Restated
2007 2007 2006
€m £m £m
Operating profit before tax attnbutable to shareholders’ profits
4,049  Life EEV operating return 2,753 2,033
132 Fund management! a0 9%
1,519  General insurance and health? 1,033 1,686
Other
(103) Other operations and regional costs3 (70) (23)
(231 Corporate centre (157) (160)
(534) Group debt costs and cther interest (363) (381)
4,832 Operating profit before tax attnbutable to shareholders’ profits 3,286 3,251
Adjusted for the followang
(661) Vanation from longer term nvestment return on long-term business (450) 319
760  Effect of economic assumption changes on long-term business 517 671
Short-term fluctuation in return of Investments backing
{270) general msurance and health business (184) 149
(15)  Impairment of goodwill {10) (94)
{131) Amortisation and impairment of intangibles (89) (46)
29  Profit on the disposal of subsidianes and assocates 20 161
{225) Integration and restructunng costs {153) (246)
4,319  Profit before tax 2,937 4,165
(1,459) Tax on operating profit {992) (1,028}
278  Taxon other activities 189 (258}
3,138  Profit for the year 2,134 2,879
Attnbutable to
2,749 Equity shareholders of Avva plc 1,869 2,648
389 Minority Interests 265 23
3,138 2,134 2,879

All profit 1s from continuing operations

1 Excludes the proportion of the results of Morey's fund management businesses, of our French asset management operation Aviva Gestion d' Actifs
(AGA) and other fund management operations within the Group that anses from the provision of fund management services 1o our ife businesses
These results are induded wathin the Life EEV operating return 2 47

2 Restated 2006 results reflect the adjustment to general nsurance and health operating profit for £6m FSCS lew credit. previously reported outside the
operating profit but within profit before tax

3 Exdudes the proportion of the results of Norwich Union Life Senaces relating to the services prowded to the UK life business These results are induded
within the Life EEV operating return Other subsidianes providing senaces to our Ife busnesses do not miatenally impact the Group results

Finanaial
statements

Earnings per share - EEV basis
For the year ended 31 December 2007

2007 Earmings per share 2007 2006

Operating profit on an EEV basis after tax, attnbutable
to ordinary shareholders of Aviva plc
1125¢  Basic (pence per share) 76 Sp 79 2p
1115¢ Diluted {pence per share) 75 8p 78 3p
Profit after tax for the year on an EEV basis, attnbutable
to ordinary shareholders of Aviva plc
103 1c  Basic {pence per share} 70 1p 105 1p
102 2c¢  Diluted (pence per share) 69 Sp 103 9p
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Alternative method of reporting long-term business profits continued
Consolidated statement of recognised income and expense - EEV basis
For the year ended 31 December 2007
2007 2007 2006
€m £m £m
Farr value gains on AFS securities, owner-occupled properties
66 and hedging instruments 45 42
(18)  Far value gains transferred to profit (12) (18)
- Impairment losses on revalued assets - 2)
953  Actuanal gainsflosses) on pension schemes (iFRS section note 17¢) 648 (117
Actuanal gainsilosses) on pension schemes transferred to
(90) unallocated dmvisible surplus and other movements (61) 3
1,650  Foreign exchange rate movements 1,122 (407}
(361)  Aggregate tax effect - shareholder tax (246) 27
2,200 Net income/{expense) recognised directly in equity 1,496 {466)
3,138  Profit for the year 2,134 2,879
5338 Total recogrised income and expense for the year 3,630 2,413
Attributable to
4,697 Equity shareholders of Awva plc 3,194 2,208
641 Minonty interests 436 205
5338 3,630 2,413
Reconciliation of movements in consolidated shareholders’ equity — EEV basis
For the year ended 31 Decermnber 2007
2007 2007 2006
€m £m £m
28,572 Balance at 1 January 20,858 17.546
4,973  Total recogrused income and expense for the year 3,630 2,413
{1,193) Dmvdends and appropnations (iFRS section note 15) (871) (762)
Issue of share capital for the acquisition of AmerUs in 2006,
- net of transaction costs - 892
66  Other ssues of share capital, net of transaction costs 48 43
2 48 412 Shares issued in heu of dvidends 301 203
421 Caputal contnbution from minonty shareholders 307 397
Finanaal (90) Minonty share of dividends declared in the year (66) {75)
statements 434  Minonty interest in acquired/disposed subsidianies 317 153
68  Reserves credit for equity compensation plans 50 48
33,663 Total equity 24,574 20,858
(4,289) Minonty interests (3,131) (2137}
29,374  Balance at 31 December 21,443 18,721




Aviva plc
Annual Report and

Accounts 2007
Summarised consolidated balance sheet - EEV basis
As at 31 December 2007
2007 2007 2006
Restated
£m £m fm
Assets
4,222  Goodwill 3,082 2910
4,379  Acqutred value of in-force business and intangible assets 3,197 2,728
10,934  Additonal value of in-force long-term business 7,982 6,794
3,529  interests in, and loans to, joint ventures 2,576 2,795
1,652  interests in, and loans to, associate 1,206 895
1,290  Property and equipment 942 904
20,653  Investment property 15,077 15,123
49,579  Loans 36,193 28,574
Finanoal Investments
162,927 Debt secunties 118,937 114,466
76,237 Equity secunties 56,018 56,762
55,360 Other investments 40,413 33,050
11,108  Reinsurance assets 8,109 7.825
808  Deferred tax assets 590 1,199
515  Curent tax assets 376 344
11,824  Recewvables and other financal assets 8,629 8,008
6,147  Deferred acquisition costs and other assets 4,487 3,476
4,090  Prepayments and accrued income 2,986 2,585
21,608  Cash and cash equivalents 15,774 13,117
1,545  Assets of operations classified as held for sale 1,128 -
448,907  Total assets 327,702 301,645
Equity
897  Ordinary share capital 655 641
6,156  Capital reserves 4,494 4,460
1,612  Other reserves 1177 531
8,538 Retaned earnings 6,233 5,082
10,541  Additional retained profit on an EEV basis 7.694 6,817
27,744  Equity attributable to ordinary shareholders of Aviva plc 20,253 17,531
1,630  Preference share capital and direct capital instrument 1,190 1,190
4,289  Minonty mterests 3,131 2,137
33,663 Total equity 245714 20858 249
Liabiliies Finanaal
209,644  Gross insurance habilities 153,040 144,230 statements
134,581  Gross habilities for investment contracts 98,244 88,358
9,295  Unallocated dwisible sumplus 6,785 9,465
5.452  Net asset value attributable to unitholders 3,980 3,810
2,653  Provisions 1,937 2,850
3,464 Deferred tax habilities 2,529 3,077
1,629  Current tax habfhities 1,189 1,262
17,338  Borrowings 12,657 12137
24,740  Payables and other financal iabilites 18,060 11,364
5,158  Other liabilities 3,765 4,234
1,290  Liabilities of operations classified as held for sale 942 -
415,244  Total habilities 303,128 280,787

448,907 Total equity and habilitres 327,702 301,645
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Alternative method of reporting long-term business profits continued

Segmentation of summarnised consolidated balance sheet - EEV basis
As at 31 December 2007

ufe and General Ufe and General
related business related business
businesses and other Group businesses and other Group
2007 2007 2007 2006 2006 2006
fm £m £m fm £m Em
Total assets before acquired additional value
of in-force long-term business 278,021 40,001 318,022 255,084 37,961 293,045
Acquired additional value of in-force
long-term business 1,698 - 1,698 1,806 - 1,806
Total assets included in the statutory
IFRS balance sheet 279,719 40,001 319,720 256,890 37,961 294,851
Liabilities of the long-term business (264,429) - (264,429} (243,590} - {(243,590)
Liabilities of the general insurance and other
businesses - {38,699) (38,699) - {37197y (37,197)
Net assets on a statutory IFRS basis 15,290 1,302 16,592 13,300 764 14,064
Additional value of inforce long-term business? 7,982 - 7,982 6,794 - 6,794
Net assets on an EEV basis? 23,272 1,302 24,574 20,094 764 20,858
Equity capital, capital reserves, shares held
by employee trusts and other reserves 6,326 5,632
IFRS basis retained earnings 6,233 5,082
Additional EEV basis retained profit 7,694 6,817
Equity attnbutable to ordinary shareholders
of Aviva plc on an EEV basis 20,253 17,531
Preference share capital and direct capital instrument 1,190 1,190
Minonty interests 31431 2,137
EEV basis total equity 24,574 20,858
1 The analysis between the Group's and the minonty interest's share of the additional value of in-force long-term business 5 as follows
Movernent in
2007 2006 the year
£m f£m frm
Group's share included in shareholders’ funds 7,694 6,817 877
Minonty interest share 578 439 139
Movement in AFS secunties {290) (462} 172
Per balance at 31 December 7,982 6,794 1,188
2 Analysss of long-term business net assets on an EEV bass s made up as follows
2007 2006
Em fm
Embedded value 20,319 18,098
RBSG goodwill 217 217
Goodwill and intangible assets allocated to long-term business 2,036 1,527
Notional allocation of I1AS 19 pension fund deficrt to long-term businesss 4 (58) (179)
Minonty interest in property Investment vehicles 758 431
Long-term business net assets on an EEV basiss 23,272 20,094

3 The value of the Avva Staff Pension Scheme defict has been notionally allocated between segments, based on current funding and the life proportion

has baen included within the long-term business net assets on an EEV basts

4 Effective from 31 Decemnber 2006, the pension fund defiot notonally allocated to long-term business s net of the proportion of funding borne by the

UK wath-profit funds

5 The long term business net assets on an EEV basis have been restated to indude the minoaty iInterest on property irnvestment vehicles heid in the UK
This change recognises that the embedded value reflects these investments post minonty nterest, whereas IFRS reports these rwestments gross

Prior year comparatives have been restated accordingly
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Basis of preparation — EEV basis

The summansed consolidated income statement and balance sheet on pages 247 to 249 present the Group’s results and
financial posttion for the Iife and refated businesses on the European Embedded Value (EEV} basis and for 1ts non-life
businesses on the international Financial Reporting Standards {FRS} basis The EEV methodology adopted 1s in accordance
with the EEV Prinaiples introduced by the CFO Forum in May 2004 and the Addittonal Guidance on EEV Disclosures
published by the CFO Forum in October 2005

The Directors consider that the EEV methodology represents a more meaningful basis of reporting the value of the Group's
Iife and related businesses and the dnvers of performance, than IFRS methodology This basis allows for the impact of
uncertainty In the future investment returns more explicitly and 1s consistent with the way the business is priced and
managed

At the time the Group adopted EEV principles in 2004, its approach to establishing economic assumptions, including
investrnent returns, required capital and discount rates, was reviewed by Tillinghast, a firm of actuanal consultants The
approach used by the Group 1s based on the established ‘capital asset pricing model’ theory and remains in ine with EEV
prnciples and guidance

The results for 2007 and 2006 have been audited by our auditors, Ernst & Young LLP Their report in respect of 2007 1s
included in the Report and Accounts on page 246 of this document

Covered business

The EEV calculations cover the following lines of business life nsurance, long-term health and acadent insurance, savings,
pensions and annuity business written by our life insurance subsidianes, including managed pension fund business and our
share of the cther life and related business written in our assocated undertakings and joint ventures, as well as the equity
release business written in the UK The Group's definition of new business under EEY includes contracts that meet the
defimition of *non-participating Investment” contracts under IFRS

Covered business Includes the Group's share of our joint venture operations Including our arrangement with The Royal
Bank of Scotland Group (RBSG) and our operations in India, China, Turkey, Malaysia and Tawan In addition, the results of
Group companies providing significant administration, investment management and other services and of Group holding
companies have been included 1o the extent that they relate to covered business Together these businesses are referred to
as “Life and related businesses”

New business premums
New business premiums include

— prermiumis ansing from the sales of new contracts during the year,
- non-contractual additional premiums, including future Department of Work and Pensions (DWPF} rebate premiums, and
- expected renewals on new contracts and expected future contractual alterations to new contracts

For products sold to individuals, premtums are generally considered to represent new business In certain Qrcumstances,

including where a new contract has been signed, or where underwriting has been performed Renewal premiums indude 251
contractual renewals, non-contractual vanations that are reasonably predictable and recurrent single prermiums that are

pre-defined and reasonably predictable Financal

For group products, new business includes new contracts and Increases to aggregate premiums under existing contracts statements
Renewal premiums are based on the level of prermium receved dunng the reporting pened and allow far premums
expected t¢ be receved beyond the expiry of any guaranteed premum rates

Foreign exchange adjustments

Embedded value and other balance sheet items denominated in foreign currencies have been translated to sterling using
the appropriate closing exchange rate New business contnbution and other income statement items have been translated
using an average exchange rate for the relevant period The exchange rates adopted in this announcement are shown

on page 132

EEV Methodology

Overview

Under the EEV methodology, profit is recognised as it 15 earned over the life of products defined wathin covered business
The total profit recognised over the Ifetime of a policy 1s the same as under the IFRS basis of reporting, but the timing of
recagrition is different

Calculation of the embedded value

The sharehalders’ interest n the Iife and related businesses 1s represented by the embedded value The embedded vatue
Is the total of the net worth of the life and related businesses and the value of in-force covered business Calculations are
performed separately for each business and are based on the cash flows of that business, after allowing far both exiernal
and intra-group reinsurance Where one life business has an interest in another Iife business, the net worth of that
business exdudes the interest in the dependent company

The embedded value 1s calculated on an after-iax basis applying current legislation and practice together with future
known changes Profits are then grossed up for tax at the full rate of corporation tax for the UK and at an appropriate
rate for each of the other countries based on opening year tax rates
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Alternative method of reporting long-term business profits continued

EEV methodology continued

Net worth

The net worth 15 the market value of the shareholders’ funds and the shareholders’ interest in the surplus held in the
non-profit component of the long-term business funds, determined on a statutory solvency basis and adjusted to add back
any non-admissible assets, and consists of the required capital and free surplus Required capital is reported net of impliait
items permitted on a local regulatory basis to cover minimum solvency margins which are assessed at a local enuty basis
The level of required capital for each business, which ranges between 100% and 150% of the EU rinimum solvency
requirement for our mamn European businesses and 250% of the EU mmimum equvalent solvency requirements in the US,
reflects the level of capital considered by the Directors to be appropriate to manage the business, allowing for our internal
assessment of the level of market, insurance and operating sk inherent in the underlying preducts The same definition

of required capital 15 used for both existing and new business The free surplus compnses the market value of shareholder
assets m excess of local statutory reserves and required capital

Value of in-force covered business

The value of n-force cavered bustness is the present value at the appropriate nsk discount rate (which incorporates a risk
margin) of the distnbutable profits to shareholders ansing from the in-force covered business projected on a best estimate
basis, less a deduction for the cost of holding the required level of capital

in the UK, shareholders’ distributable profits anse when they are released following actuanal valuations These valuations
are carned out In accordance wath statutory requirements designed to ensure and demanstrate solvency in long-term
business funds Future distributable profits wall depend on expenence in a number of areas such as investment return,
discontinuance rates, mortality, adrmuristration costs, as well as management and policyholder actions Releases to
shareholders ansing in future years from the in-force covered business and associated required capital can be projected
using best estimate assumptions of future experience In overseas businesses generally there are similar requirements
restricting payments to shareholders from life businesses

The value of Inforce covered business includes an allowance for the impact of financial opticns and guarantees ansing
from best estimate assumptions (the intrinsic value) and from addimonal costs refated to the vanabilty of nvestment
returns {the time value) The intnnsic value 15 incuded in the underying value of the In-force covered business using
deterministic assumptions The time value of financial options and guarantees has been determined using stochastic
modelling techniques

Stochastic modelling typically involves projecting the future cash flows of the business under thousands of economic
scenanos that are representative of the possible future outcomes for market vanables such as interest rates and equity
returns Allowance 1s made, where appropnate, for the effect of management and/or policyholder actions in different
economic conditions on future assumptions such as asset mix, bonus rates and surrender rates The tme value 15
determined by deducting the average value of shareholder cash flows under these economic scenanos from the
determimistic sharehelder value under best estimate assumptions

The cost of holding required capital 15 the difference between the required capital and the present value at the appropriate
nsk discount rate of the projected release of the required capital and investment earnings on the assets deemed to back
the required capital Where the required capital 1s covered by policyholder assets, for example in the UK with-profit funds,
there 1s no smpact of cost of capital on shareholder value The assets regarded as covenng the required capital are those
that the cperation deems appropnate

The value of n-force covered business includes the capitalised value of profits and losses ansing from subsidiary companies
providing administration, mvestment management and other services to the extent that they relate to covered business
This 1s referred to as the “lock through™ mto senace company expenses In addition, expenses ansing in holding
companies that relate directly to acquinng or mantaining covered business have been allowed for Where external
companies provide services to the Iife and related businesses, their charges have been allowed for in the undertying
projected cost base

Risk discount rates

Under the EEV methodology, a nsk discount rate (RDR) Is required to express a stream of expected future distnbutable
profits as a single value at a particular date (the present value) It is the interest rate that an investment equal to the
present value would have to earn in order to be able to replicate exactly the stream of future profits The RDR1s a
combination of a sk free rate to reflect the time value of money plus a nsk margin to make prudent allowance for the
nsk that expenence mn future years may differ from that assumed In particular, a nsk margin 15 added to allow for the nsk
that expected additional returns on certamn asset classes (e g equities) are not achieved

Risk discount rates for our life businesses have been calculated using a nsk margin based upon a Group Weighted
Average Cost of Caprial (WACC) The Group WACC 1s calculated using a gross nsk free interest rate, an equity nsk margin,
a market assessed nsk factor (beta), and an allowance for the geanng impact of debt financing (including subordinated
debt) on a market value basis The market assessed nisk factor captures the market’s view of the effect of all types of nisk
on our business, in¢fuding operational and other non-economic nisk




Aviva plc
Annual Report and
Accounts 2007

EEV methodology continued

The RDR 1s only one component of the overall allowance for nsk in EEV calculations Risk 1s also allowed for n the cost of
holding statutory reserving margins, additional required capital and in the time value of options and guarantees Hence to
denve the RDR the Group WACC 1s adjusted to reflect the average level of required capital assumed to be held, and to
reflect the expliat valuation of the time value of options and guarantees

In order to denve nsk discount rates for each of our life businesses, the adjusted Group WACC 15 expressed as a nsk
margin In excess of the gross nsk free interest rate used in the WACC calculation as described above This risk margin 1s
used for all our main businesses including the US Business-specific discount rates are then calculated as the sum of this
nsk margin and the appropniate local gross nsk free rate at the valuation date, based cn returns on government bonds

A common nisk free rate, and hence a common RDR, 1s used for all of our businesses within the Eurozone Additional
country-specific nsk margins are applied to smaller businesses to reflect addiional economic, polriical and business-specific
nsk For example, nsk margins ranging from 3 7% to 8 7% are applied to the Group’s eastern European and Asian
operations Within each business, a constant RDR has been appled in all future time penods and in each of the economic
scenarios underlying the calculation of the time value of options and guarantees

At each valuation date, the sk margin is reassessed based on current economic factors and 15 updated only if a significant
change has occurred In particular, changes in nsk profile arising from movements in asset mix are altowed for wia the
updated nsk margin calculation

Following the review of the nsk margin at 31 Dacembrer 2006, the Directors decided to leave the life embedded value nsk
margin unchanged at 2 7% The market assessed risk factor {beta) had reduced since the inibal nsk margin was onginally
set, implying a reduction of the nsk in the life business Following the review at 31 December 2007, the Dwectors have
deaded to maintan the life embedded value risk margin at 2 7% Management will keep the nsk margin under review
and will make adjustmenits as necessary to reflect past trends and future expected trends in the riskiness of the life
business, based on the beta

The sensitivity disdosures on page 265 indicate the impact to the embedded value that would anse for a change n the
nsk discount rate

Participating business
Future regular bonuses on participating business are projected In a manner consistent with current bonus rates and
expected future returns on assets deemed to back the policies

For with-profit funds in the UK and Ireland, for the purpose of recognising the value of the estate, 1t 15 assumed that
terminal banuses are increased to exhaust all of the assets in the fund over the future Ifetime of the in-force with-profit
policies However, under stochastic modelling there may be some extreme economic scenanos when the total assets in the
Group’s with-profit funds are not sufficent to pay all policyholder daims The average additional shareholder cost ansing
from this shortfall has been included in the time value of options and guarantees

For profit sharing business in continental Europe, where policy benefits and sharehelder value depend on the timing of
realising gains, apportionment of unrealised gains between policyholders’ benefits and shareholders reflect contractual
requiremnents as well as existing practice Where under certain economic scenanos additional shareholder ijections are
required to meet policyholder payments, the average additional cost has been induded in the time value of options and 253

uarantees
9 Finanaal

Consolidation adjustments statements

The effect of transactions between our hfe companies such as loans and reinsurance arrangements has been induded
in results split by territory in a consistent manner No elimmation 1s required on consolidation

As the EEV methodology Incorporates the impact of profits and fosses arsing from subsichary companies providing
administration, nvestment management and other services to the Group’s life companies, the equivalent profits and losses
have been removed from the relevant segment {non insurance or fund management) and are instead included within the
results of life and related businesses In addition, the underlying basis of calculation for these profits has changed from the
IFRS basis to the EEV basis

The capitalised value of the future profits and losses from such service companies are included in the embedded value and
new business contrnibution calculations for the relevant terntory, but the net assets (representing histonical profits and other
armounts) remain under non nsurance or furd managerment In order to reconcile the profits ansing in the financial penod
within each segment with the assets on the opening and closing balance sheets, a transfer of IFRS profits from Iife and
related business to the appropnate segment is deemed to occur An equivalent approach has been adopted for expenses
within our holding companies
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Components of life EEV return
The Iife EEV return compnses the following components

— new busmess contrbution wrtten during the penod induding value added between the point of sale and end
of the period,

— the profit from exsting business equal to
— the expected return on the value of the in-force covered business at the beginning of the perod,

— expenence vanances caused by the differences between the actual expenence dunng the penod and expected
experence based on the operating assumptions used to calculate the start of year value,

— the impact of changes in operating assumptions including nsk margins,

~ the expected investment return on the shareholders' net worth, based upon assumptions applying at the start
of the year,

— mvestment return vanances caused by differences between the actual return in the peniod and the expected return
based on economic assumptions used to calculate the start of year value, and

— the iImpact of changes in economic assumptions In the penod

The Iife EEV operating return compnses the first three of these components and 1s calculated using economic assumptions
as at the start of the year and operating (demographic, expenses and tax) assumptions as at the end of the year

2007 2006
Life EEV return £m fm
New business contribution {after the effect of required capital) 912 683
Profit from existing business
—expected return 1,266 1,011
— experience vanances {16} (50}
— operating assumption changes 114 44
Expected return on shareholders’ nat worth 477 345
Life EEV operating return before tax 2,753 2,033
Investment return vanances (450) 319
Effect of economic assumption changes 517 671
Life EEV return before tax 2,820 3,023
Tax on operating profit {819) 630
Tax charge on other ordinary activities n (295)
Life EEV return after tax 2,000 2,098

There were no separate development costs reperted in these years

New business contribution
The table below sets out the premium volumes, the contribution from and the resulting margin achieved on new business
wititen by the life and related businesses

The contribution generated by new business wntten during the year 1s the present value of the projected stream

of after tax distnbutable profit from that business New business contribution before tax 1s calculated by grossing up the
contnbution after tax at the full corporation tax rate for UK business and at appropnate rates of tax for other countries
New business contnbution has been calculated using the same economic assumptions as those used to determine the
embedded value as at the start of the year and operating assumptions used to determine the embedded value as at the
end of the year, and is ralled forward to the end of the financial year New business contribution 1s shown before and after
the effect of required caprtal, calculated on the same basis as for in-force covered business

New business sales are expressed on two bases annual premium equivalent {APE} and the present value of new business
premiums (PYNBP) The PYNBP calculation is equal to total single premium sales received n the year plus the discounted
value of regular premiurmns expected to be receved aver the term of the new contracts, and 1s expressed at the point of
sale The premium volumes and projection assumpiions used to calculate the present value of regular premiums for each
product are the same as those used to calculate new business contnbution, so the compoenents of the new business
margin are on a consistent basis
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Geographical analysis of new business

New business New New business New
Present contnbuton business margn? contnbution business margin!
Annual value of new Before the effect  Before the effect After the effect After the effect
premium equivalent  business premwurs  of required capital  of required capital  of required capital  of required capstal
2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
fm £m £m fm fm £m £m fm £m f£m fm £m
Lrfe and pensions
Unrted Kingdom 1,498 1,439 11,655 11,1456 360 327 31% 29% 305 263 26% 24%
France 406 391 3,662 3,552 169 153 46% 43% 17 110 32% 31%
Ireland 256 190 1,730 1273 30 15 17% 12% 25 9 14% 07%
ftaly 343 323 2,924 2,768 82 70 28% 25% &1 5S¢ 21% 18%
Netherfands (induding
Belgium and Germany} 335 270 2,944 2346 93 6 32% 24% 53 25 18% 11%
Poland 105 72 844 534 35 28 41% 52% 32 25 38% 47%
Spain 290 248 2,392 2059 189 184 79% 89% 173 168 72% 82%
Other Europe 85 63 418 308 - 4) 00% (13)% (5) ©120% (19%
Eurcpe 1,820 1557 14,914 12,840 598 502 40% 39%% 456 381 31% 30%
North America 378 97 3,602 884 154 20 43% 23% 108 g8 30% 09%
Asia 160 107 990 685 36 26 386% 38% 27 22 27% 32%
Australia 80 58 439 297 26 17 59% 57% 16 9 36% 30%
Asia Pacofic 240 165 1,429 882 62 43 43% 44% 43 31 30% 32%
Total life and pensions 3,936 3,258 31,600 25852 1,174 892 37% 35% 912 683 29% 26%
Investrment sales 761 534 6,983 4910
Total long-term savings
(induding share
of assoaates and
joint ventures)2 4,697 3,792 38,583 30,762

1 New busmess margin represents the ratio of new business contrbution to PYNBP expressed as a percentage

2 Total long-term savings indudes investment sales Investrent sales are calculated as new single premiums plus annuahsed value of new regular premiums

Analysis of new business by distribution channel

Before the effect of required capital, tax and minority interest

Annual

Present value of new

premium equivalent business premiums New business contnbution New business margin
2007 2006 2007 2006 2007 2006 2007 2006
£m fm £im £m £m fm % %
Analysed between
- Prinaipal bancassurance
channels 1,016 942 8,281 7,737 397 369 48% 4 8%
— QOther distrbution channels 2,920 2,316 23,319 18,115 777 523 33% 2 9%
Total 3,936 3,258 31,600 25,852 1174 892 37% 35%
After the effect of required capital, tax and minority interest
Anrwal Present value of new
premium equvalent business premiums New business contnibution New business margin
2007 2006 2007 2006 2007 2006 2007 2006
fm fm fm fm £m fm % %
Analysed between
— Pnncipal bancassurance
channels 590 553 4,730 4,465 133 121 28% 27%
— Qther dstnbutton channels 2,839 2,252 22,674 17,607 396 255 17% 14%
Total 3,429 2,805 27,404 22,072 529 376 19% 17%
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Alternative method of reporting long-term business profits continued

Geographical analysis of the components of life EEV operating return

Nether- Other North Aus Asua
UK France Ireland ftaly  lands Poland Span Furope Europe Amenca Asia  tralla Paofic  Total
2007 £m £m £m £m £m £m m £m m fm £fm £m £m £m
New business
contribution
(after the effect of

required capital) 305 117 25 61 53 32 173 (5) 456 108 27 16 43 912
Profit from existing

business
—expected return 538 163 45 37 192 62 65 16 580 114 13 21 34 1,266
— experience
vanances
Maintenance
expenses 10 4 @4 @ @ 3 0 66 6 @ o - @O
Project and
other related
expenses! (°90) 9 3 - 9 - @ @B @ (n @ B (539
Mortalrty/
Morbidity2 14 27 (1) 1 7 14 @) 3 47 3 3 3 11 69
Lapses3 (5 10 3 (6} (9 23 (9) 3 15 - @ (1 (5 5
Cthers 26 3 {5) 7 3) 9 10 (3) 18 {10 - 3 46
(45) 53 (10 - (27 49 ®) (100 49 (23} 1 2 3 (16)
- operating
assumption
changes
Maintenance
expensess 7 2 (1) (2} - 5 - (8) 4 (30 1 - 1 (26)
Project and
other related
expenses @2 0 - - - - @@ an - - - - (19
Mortality/
Morbidityé (133) 2 - 3 G 14 (8) (1) (25) - {1 4 3 {155)
Lapses? (6) - - (2) 2 35 (18) 4 23 8 @ (2 (8) 3
Other8 108 122 - 7 12 - 16 5 162 42 - 1) M N
(26) 121 () 6 (24) 54 ® @ 139 4 @) 1 (3 14
Expected return
on shareholders’
net worth 92 83 18 33 158 9 15 3 319 52 6 8 14 477

bife EEV operating
return before tax 864 537 77 137 352 206 239 (5 1543 255 43 48 91 2,753

1 Project and other related expenses in the UK reflect project costs assoaated wath strategic intiatives, including developments designed to offer simpler
products to customers and the simplification of systems and processes In the Netherlands, project costs mainly represent one-off restructunng costs in the
Dutch businesses In the USA expenses reflect a number of one-off expenses including management incentive rewards brand awareness and investment
in strategic systerms

Mortality expenence continues to be better than the assumptions set across a nurmber of our businesses

Lapse expenence in Poland continues 1o be better than the long-term assumptions set for both Life and Pension products

In the UK, other expenence profits indude better than assumed default expenence on corporate bonds and commeraal mortgages

In the USA, expense assumptions have been strengthened followang investment i the business capability

In the UK the allowance for annuitant martality improvement has been strengthened by increasing the minirnum rates of smprovement

N b W

In Poland lapse assumptions have been changed following continued favourable expenence In Spain, lapse assumptons have been strengthened manty
on nsk products

8 In the UK, other operating assumption changes reflect the reduction in the level of required capital assumed on our annuity portiolio In France, other
operating assumpion changes reflect increased profitabihty drven by product development and the increased proportion of unit-inked assets wathin
managed funds In the USA, other assumption changes relate 1o the implementation of an effiaent finanang solubon to free up capital prewously held to
support excessve regulatory reserves
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Geographical analysis of the components of ife EEV operating return continued

Nether North Aga

Other
Spain  Europe

UX  France lreland Italy lands Poland Europe  Amenca Asia Australa  Paofic Total
2006 fm £m £m ftm £m fm fm £m fm fm frn fm im tm
New business
contribution
{after the effect of
required capital) 263 110 9 50 25 25 168 (6 381 8 22 9 31 683
Profit from exsting
business
- expected return 474 142 41 26 158 52 53 9 481 29 10 17 27 1,01
— experience
vanances
Malntenance
expenses 13 9 4 m an 5 2 @ 2 - - 2 @ 13
Project and
other related
expenses! (149) 1 (4 - (23} - m @ @9 - - - - {178)
Mortality/
Morbidity2 {(13) 33 {2 4 3 16 1 2 57 - 8 7 15 59
Lapses? {66) 8 Q9 (8 2 21 (n @ 11 9 (&) 3 3 ©®7)
Othert 75 20 {9 6 20 3 i1 1 50 2 @ 2 - 123
(140 71 (20} @ 45 g8 (9 91 (11) - 10 10 (50}
— operating
assumption
changes
Maintenance
expensess 58 - (3) - 60 (3) - 1 43 12y (1 (5 {6} 83
Project and
other related
expensesé 40y () (22) - 9 - - {3 (36 - - - - (82)
Mortality/
Mortidity? 57 45 {13) - - 17 - {1 48 3 4 7 N 119
Lapsess (224 (41) {an - {4 17 2n M Qon - - 2 2 {329
QOther® 215 9 - 2 19 1 2 3 36 - {1 3 2 253
60 11 (85 2 56 32 (19 (13)  (16) 9) 2 7 9 44
Expected return _—
on shareholders’ 257
net worth 87 68 5 3N 99 8 11 2 234 15 3 6 9 345
Financial
Life EEV operating statements
return before tax 744 402 40y 110 329 162 2217 (N1171 32 37 49 86 2,033

Project and other related expenses in the UK reftect £32 nikon relating to the ongoing transformation of the ife business and £117 milken of other
exceptional and project costs assoated with strategic nitiatives, ncluding developments designed to improve the future new business volumes

and regulatory changes In the Netherlands, these expenses reflect higher project costs compared to allowances as well as the payment to ABN AMRO

In respect of the joint venture operations
2 Mortality expenence continues to be better than the assumpbions set across many of our businesses

Lapse expenence In the UK has been worse than assumed and pnmanly relates to bonds and pensions In Poland, lapses for both ife and pension
products have been lower than assumed resultng in the favourable expenence vanance

expected performance fees in Modey

Maintenance expenses In the UK relate to Morley's change in profit margin The change in Delta Loyd 15 also driven by improved asset management
profitabiity The adverse movernent in North Amenca ts due to a reassessment of expenses in our Boston-based operations

In the UK exceptional expenses relate to short-term project costs and caprtahisation of reorganisation costs Iretand redlects changes in expense
assumptions regarding the future attnbution of investment income and expenses between policyholders and shareholders
following improvements in mortality expenence over the last few years

bonds In France lapse assumptlions have been changed for non-AFER business in Aviva Vie In Spain lapse assumptions have been changed for nsk
business and some sawngs products

impact of PS06/14 pnmarily In reducing the non-profit reserves (£50 milhon) In Delta Lloyd the smpact 1s due to changes 1o management fee rebates

In the UK, other experience prafits indude better than assumed default expenence on corporate borkds and mortgages and the benefit of igher than

The change in mortality assumptions in the UK mdudes an alignment in the basis for internal business Mortahty assumpions in France were changed

In the UK the lapse assumplon change relates 1o bonds and pension business white the change 1n reland relates (o the Celebration Bond and unit-linked

In the UK the assumption changes reflect the beneficial impact of the wath-profit funds sharing the pension scheme deficit funding (£126 million) and the
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Alternative method of reporting long-term business profits continued

Analysis of movement in life and related businesses embedded value

The following tables provide an analysis of the movement in embedded value for the Iife and related busmesses for

2007 and 2006 The analysis is shown separately for net worth and the value of in-force covered business, and includes
amounts transferred between these categones The transfer to life and related businesses from cther segments consists

of service company profits and losses during the reported year that have emerged from the value of in-force Since the
*look through” Intc service companies includes only future profits and losses, these amounts must be eliminated from the
closing embedded value All figures are shown net of tax

2007
Value of
Net worth n-force Total
im fm £m
Embedded value at the beginning of the year — Free surplus 3,569
- Required capital? 5314
Total 8,883 9,215 18,098
New business contribution (after the effect of required capital) (649) 1,285 636
Expected return on existing business - return on VIF - 892 892
Expected return on existing business — transfer to net worth 1.216 (1,216} -
Expenence vanances and operating assumption changes 342 (270} 72
Expected return on shareholders’ net worth 334 - 334
Investment return vanances and economic assumption changes 539 473) 66
uife EEV return after tax 1,782 218 2,000
Exchange rate movemnents 572 402 974
Embedded value from business acquired 84 26 110
Net amounts released from hfe and related businesses (795) - {795)
Transfer from Iife and refated businesses to other segments {68) - (68)
Embedded value at the end of the year — Free surplus 4,127
— Reguired capitall 6,331
Total 10,458 9,861 20319

1 Required caprtal 1s shown net of impliat items permitted by local regulators to cover minimum sclvency marging

The embedded value of business acquired n the twelve months to 31 December 2007 of £110 million represents the
embedded value of Hamilton Life Asssurance Company Limited, Area Life International Assurance Limited and Erasmus
Groep BY, Caja de Ahorros De Murcia, Aviva SA Emekiilik ve Hayat A S, CIMB Aviva Takaful Berhad, CIMB Avwa Assurance
Berhad and First Aviva Life Assurance Co ,Ltd

Required capital has increased m the penod by £1,017 million The movement comprises an increase of £810 millon in
relation to new business written, a reduction of £372 mallion regarding in-force business, an increase of £197 milion due
to a reduction in Imphcrt items, £46 million addrtional in-force required capital relating to the acquisitions during the penod
and a £336 millon increase due to foreign exchange rate movements The decrease in the in-force business required
capital Incdludes the impact of the higher solvency margin required for certain unit inked business, following danfication by
the French regulator to the industry and the reduction in the level of required caprtal for UK annurties

2006
value of
Net worth n-force Total
fm fm fm
Embedded value at the beginning of the year - Free surplus 2,772
- Required capitall 4,448
Total 7,220 7.893 15,113
New business contribution (after the effect of required capital) (602) 1,071 469
Expected return cn existing business - return on VIF - 710 710
Expected return on existing business - transfer to net worth 1,023 (1,023) -
Expenence vanances and operating assurmption changes 400 {415) {15)
Expected return cn shareholders’ net worth 239 - 239
Investrment return vanances and economic assumption changes 355 340 695
ufe EEV return after tax 1,415 683 2,098
Exchange rate movernents {189} {120} {309)
Embedded value of business acquired 675 759 1,434
Net amounts released from life and related businesses (253} - (253)
Transfer to life and related businesses from other segments 113 - 113
UK pension fund deficit borne by UK wath-profit funds transferred to analysis of
net assets on an EEV bass2 (98) _ (98)
Embedded value at the end of the year - Free surplus 3,569
— Required capital! 5314
Total 8,883 9,215 18,098

1 Required capital 1s shawn net of implicit items permitted by local regulators to cover mimmum solvency margins

2 Theimpact of the operating assumption change reflecting the UK wath-prafits funds contabution to the UK pension scheme deficit funding has been
removed from the Life EEY analysis as the pension fund defiot notenally allocated to long-term business net assets on an EEV basis is net of the
propertion of funding borne by the UK with-prafits funds
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Segmental analysis of life and related businesses embedded value

Value of in-force

Net worth covered business Total

Present Cost of
Required Free value of required  Embedded
capital! surplus in-force capital value
2007 £m fm £m £m £m
United Kingdom 1,307 1,338 4,816 (355) 7,106
France 1,510 74 1,416 (3a0) 2,660
Ireland 267 213 564 {45) 999
ltaly 305 464 299 {61) 1,007
Netherlands (including Belgium and Germany) 1456 1,557 1,605 (442) 4,176
Poland 129 128 726 (41) 942
Spain 316 87 N4 (69) 1,048
Other Eurcpe 24 i3 110 (11) 156
Europe 4,007 2,556 5,434 (1,009) 10,988
North Amenca? 776 46 918 (152) 1,588
Asia Pacafic 241 187 281 (72) 637
Total 6,331 4,127 11,449 (1,588) 20,319

1 Reguired capital is shown net of imphat rtems permitted by local regulators 1o cover minimum schvency margins
2 AmerUs holding company debt amounting to £349 million at 31 December 2007 (2006 £362 muflion) has been included wathin other operations

Value of in-force

Net worth covered business Total

Present Cost of
Reguired Free value of required Embedded
capital? surplus n-force capital value
2006 fm fm fm £m £fm
United Kingdom 1,334 641 5,103 (442) 6,636
France 1,143 250 1,142 (244) 2,291
Ireland 254 143 535 4 892
Italy 320 329 206 63) 792
Netherlands (including Belgium and Germany) 1,067 1,701 1,461 (362) 3,867
Poland 105 107 540 (33) 719
Spain 273 37 606 (59) 857
Other Europe 18 25 75 12) 106
Europe 3,180 2,592 4,565 (813) 9,524
North Amenca 618 211 794 {145) 1,478
Asia Pacific 182 125 204 (5N 460
Total 5314 3,569 10,666 (1,451) 18,098

1 Required capital ss shown net of impliat tems permitted by local regulators to cover minimum solvency margins

The shareholders' net worth 15 the market value of the shareholders’ funds and the shareholders’ interest in the surplus
held in the non-profit component of the long-term business funds, determined on a statutory solvency basis and adjusted
to add back any non-admissible assets Required capital, net of implicit iterns, 1s included wathin the net worth

The value of in-force covered business includes “cost of required capital” — the effect of holding shareholders’ capital to
support the level of required capital and allowing for projected future releases
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Alternative method of reporting long-term business profits continued

Time value of options and guarantees
The following table sets out the time value of options and guarantees relating to covered business by terntory

2007 2006

fm fm

United Kingdom 50 50
France 89 77
Ireland 2 2
Italy 22 17
Netherlands {including Belgium and Germany) 129 146
Poland 4 4
Spain 4 4
Other Europe 1 -
Europe 251 250
North Amenca 85 68
Asia Paafic 6 4
Total 392 372

The time value of options and guarantees (TVOG} 1s most significant in the United Kingdom, France, the Netherlands

and the United States In the United Kingdom, this relates maimly to non-market value adjustment (MVA) guarantees

on unitised with-profit business and guaranteed annuity rates In France, this relates mainly to guaranteed crediting rates
and surrender values on traditional business including the AFER fund In the Netherlands, this relates mainly to matunty
guarantees on unit-inked products and interest rate guarantees on tradiional indvdual and group profit shaning business
In the United States, this relates to crediting rate, death benefit and surrender guarantees on [fe business

The TVOG has increased by £20 milkon to £392 million, reflecting the impact of adverse investment variances

Geographical analysis of fund management operating profit

The summansed consolidated iIncome statement — EEV basis, includes profit from the Group's fund management
operations as analysed below This excludes the proportion of the results of Morley's fund management businesses, of our
French asset management operation Aviva Gestion d'Actifs (AGA) and other fund management operations within the
Group that anses from the provision of fund management services to our Life businesses These results are included within
the Life EEV operating return

2007 2006
£m fm
UK business 40 35
International business 11 9
Morley 51 A4
Royal Bank of Scotland 9) )]
Norwich Union investment funds (4] 1
Uruted Kingdom 41 38
France 10 10
Netherlands 17 33
Other Europe 4 3
Europe 31 46
North America 3 3
Asia Pacific 15 9
Total 90 9%

Analysis of other operations’ operating result

The summansed consolidated income statement — EEV basis, includes the results of the Group’s other operations

as analysed below Where subsidianes prowide senaces to our life businesses, that proportion has been excluded These
results are included wathin the Life EEV operating return Other subsidianes prowding services io our hfe businesses do not
matenally impact the Group results

2007 2006

£m im
United Kingdom (8) 36
Europe (45) {53)
North America {4) -
Asia Paafic (13) &)

Total (70) (23)
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Summary of minority interest in life and related businesses’ EEV results?

Sh
Nether- Asia ho!a:!':;
France Irefand Italy lands Poland Spasn Europe Paafic  Total interest Group
2007 £m £m £m £m £m fm £m £m £m £m £m
Minonty interest
New business contnbution before
effect of required capital 25 6 48 6 4 103 192 1 193 981 1,174
Effect of required capital ) M 3 3 - 9 3N - (B (225) (262)
New business contribution after
effect of required capital 14 5 35 3 4 94 155 1 156 75 912
Life EEV operating return before tax 43 20 75 21 25 124 308 3 311 2,442 2,753
Life EEV return after tax 23 15 76 8 23 75 220 2 222 1,778 2,000
Closing life and related husinesses’
embedded value 214 243 532 127 119 473 1,708 11 1,719 18,600 20,319
Share-
Nether- Asia holder
France  Ireland Italy  lands Poland  Span Europe  Pacfic Total interest  Group
2006 fm fm fm fm fm fm £m fm fm £m fm
Minority interest
New business contribution before
effect of required capital 24 3 4 9 4 93 174 1175 717 892
Effect of required capital @ @ az @ 1 & (33) - 33 (176 (209
New business contnbution after
effect of required caprtal 15 129 7 3 8 1M 1 142 541 683
Life EEV operating return
before tax 33 (1) 60 30 25 108 245 247 1,786 2,033
Life EEV return after tax 16 7y 46 22 24 79 180 184 1,914 2,098
Closing hife and related businesses’
embedded value 162 216 413 102 118 366 1,377 101,387 16,711 18,098

1 There are no minorives in the United Kingdorn or North Amenica

Principal economic assumptions

Deterministic calculations

Economic assumptions are denved actively, based on market yields on nsk-free fixed interest assets at the end of each
reporting year The same margms are apphed on a consistent basis across the Group to gross nsk-free yields to obtain
investment return assumptions for ordinary shares and property and to produce risk discount rates Additional country-
specific nsk margins are applied to smaller businesses to reflect additional economic, political and business-specific nisk,
which result In the application of nsk margins ranging from 3 7% to 8 7% in our eastern European and Asian business
operations Expense inflation i1s derved as a fixed margin above a local measure of long-term price inflation Risk free rates
and price inflation have been harmonised across terntonies within the Euro currency zone, except for expense inflation in
Iretand where significant differences remain Required capital i1s shown as a multiple of the EU statutory mimimum sotvency

margin or equivalent

Investment return assumptions are generally derved by major product dlass, based on hypothecating the assets at the
valuation date Future assumed retnvestment rates are consistent wiath implied market returns at 31 December 2007
Rates have been derved using rates from the current yreld curve at a duration based on the term of the habilittes, or
directly from forward yield curves where considered appropnate Assumptions about future investment mix are consistent
with long-term plans In most cases, the investment mix 1s assumed to continue unchanged throughout the projection
penad The changes In assumptions between reporting dates reflect the actual movements in nsk free yields in the
United Kingdom, the Eurozone and other termitones The pnncpal economic assumptions used are as follows

Urited Kingdom France

2007 7006 2005 2007 2006 2005

Risk discount rate 73% 7 3% 6 8% 7T1% 67% 6 0%
Pre-tax investment retums

Base government fixed interest 46% 16% 41% 44% 4 0% 33%

Ordinary shares 76% 7 6% 71% 74% 7 0% 63%

Property 66% 6 6% 6 1% 64% 6 0% 53%

Future expense iflation 35% 34% 32% 25% 25% 25%

Tax rate 280% 300% 300% 344% 34 4% 34 4%

Required Capital (% EU minimum) 100% 150%/ 150%/ 115% 115% 115%

100%

100%
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Alternative method of reperting long-term business profits continued

Prinapal economic assumptions continued

Ireland taly
2007 2006 2005 2007 2006 2005
Risk discount rate 71% 67% 60% 71% 67% 6 0%
Pre-tax investment retums
Base government fixed interest 44% 40% 33% 44% 40% 33%
Ordinary shares 74% 7 0% 63% 74% 70% 63%
Property 64% 60% 53% 64% 6 0% 53%
Future expense Inflation 40% 40% 4 0% 25% 25% 25%
Tax rate 125% 12 5% 12 5% 324% 383% 383%
Required Capital (% EU minmum) 150% 150% 150% 115% 115% 115%
Netherlands Poland
2007 2006 2005 2007 2006 2005
Risk discount rate 71% 67% 6 0% 94% 87% 86%
Pre-tax investment returns
Base government fixed interest 44% 40% 33% 57% 50% 49%
Ordinary shares 74% 7 0% 63% 87% 80% 79%
Property 64% 6 0% 53% n/a n/a n/a
Future expense inflation 25% 25% 25% 41% 34% 33%
Tax rate 255% 255% 29 1% 190% 190% 19 0%
Required Caprital (% EU mintmum) 150% 150% 150% 150% 150% 150%
Spain United States
2007 2006 2005 2007 2006 2005
Risk discount rate 71% 67% 6 0% 67% 74% 72%
Pre-tax investment retums
Base government fixed interest 44% 40% 33% 40% 47% 45%
Ordinary shares 74% 70% 63% 70% 77% rva
Property 64% 60% 53% n/a rva n/a
Future expense inflation 25% 25% 25% 30% 30% 30%
Tax rate 300% 30 0% 350% 350% 350% 35 0%

Required Capital (% EU minimum, or equivalent) 125%/ 125%/ 125%/ 250% 250% 200%
110% 110% 110%

* The prinapal econcmic assumptions used for AmerUs Group Co at the date of acquisition were as follows nisk discount rate of 7 2%, pre-tax mvestment
returns of 4 6% for base government fixed interest and reguired capital of 250%

For service companies, expense inflation relates to the underlying expenses rather than the fees charged to the Iife
company Future returns on corporate fixed interest Investmenits are calculated from prospective yields less an adjustment
for credit nsk Following the change made to the required capital In Norwich Union Annuity Limited, required capital in the
United Kingdom 15 now 100% EU minimum for all life comparves Required capital in Spain s 125% EU minimum for
Aviva Vida y Penstones and 110% for bancassurance companies The level of required caprtal for the US business 1s 250%
of the risk based capital, at the company action level, set by the Nationat Association of Insurance Commussioners The
required capital is equivalent to 5% of the insurance habilities on a local regulatory basis which 1s broadly equivalent to the
required capital we hold for our main European businesses

Other economic assumptions

Required capital relating to with-profit business is assumed to be covered by the surplus within the with-profit funds and
no effect has been attnbuted to shareholders Bonus rates on partiapating business have been set at levels consistent with
the economic assumptions and Aviva's medium-term bonus plans The distrbution of profit between policyholders and
shareholders within the wath-profit funds assumes that the shareholder interest in conventional wath-prafit business in the
United Kingdom and Ireland continues at the current rate of one-ninth of the cost of bonus

Stochastic calculations

The time value of aptions and guarantees calculation allows for expected management and policyholder actions

In response to varying future investment conditions The management actions modelled include changes to asset mix
and bonus rates Modelled policyhalder actions are described under “Other assumptions™

This section describes the models used to generate future investment simulations and gives some sample statistics for the
simulations used Two separate models have been used, for the UK businesses and for international businesses, to better
reflect the characteristics of the businesses
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Pnnapal economic assumptions continued

United Kingdom

Mode!

Overall asset returns have been generated assuming that the portfolio total return has a lognormal distribution The mean
and standard deviation of the overall asset return have been calculated using the evolving asset mix of the fund and
assumptions over the mean and standard deviation of each asset dlass, together with the correlations between them

Asset classes

The sigrificant asset classes for UK partiapating business are equities, property and long-term fixed rate bonds The most
significant assumption 1s the distribution of future long-term Interest rates, since this 1s the most timportant factor in the
cost of guaranteed annuity options

Summary statistics

The following table sets out the mean and standard deviations (StDev) of future returns at 31 December 2007 for the
three most significant asset classes Interest rates are assumed to have a lognormal distribution with an annualised
standard deviation of 11 5% p a for the natural loganthm of the interest rate

Mean! StDev2
Equities 76% 20%
Property € 6% 15%
Government Bonds 4 6% 3 25-4 5%3

1 Means have been calculated by accumulating a unit investment for the required number of years in each simulation, averaging the accumulation across
all smulations, and converting the result to an equivalent annual rate (by taking the nth root of the average accumulation minus one)

2 Standard deviations have been calculated by accumulating a unit investment for the required number of years in each simulation, taking the natural
loganthm of the result calculating the vanance of this statistc, dnading by the projection pencd (n years) and taking the square roat This makes the result
comparable to implied volatiities quoted In Investment markets

3 DCepending on the duration of the portfolic

For the UK, the statistics are the same over all projection honizons Assurnptions are also required for correlations between
asset classes These have been set based on an assessment of histonical data Returns for corporate fixed interest
investments In each scenario are equal to the return on Government bonds plus a fixed additional amount, based

on current spreads less a margin for credit nsk

International

Model

Government nominal tnterest rates are generated by a model that projects a full yield curve at annual intervals The model
assumes that the logarithm of the short rate follows a mean reverting process subject to two normally distnbuted random
shocks This ensures that nominal interest rates are always positive, the distnbusion of future iterest rates remains credible,
and the model can be calibrated to give a good fit to the initial yield curve

The total annual return on equities 1s calculated as the return an one year bonds plus an excess return The excess return 1s
assumed to have a lognormal distrbution The model also generates property total returns and real yield curves, although 263

these are not significant asset classes for Aviva outside the UK

Finanacal
Asset classes statements
The most impartant assets are fixed rate bonds of various durations In some businesses equities are also an important

asset class

Summary statistics

The following table sets out the means and standard deviations of future euro and US dollar returns at 31 Decernber 2007
for the three most significant asset classes equities {in the case of euro), short-term bonds {defined to be of one year
duration) and long-term bonds (defined to be ten year zero coupon bonds) In the accurmulation of ten year bonds, it 15
assumned that these are held for one year, sold as nine year bonds then the proceeds are renvested in ten year bonds,
although 1n practice businesses follow more complex asset strategies or tend to adopt a buy and hold strategy
Correlations between asset classes have been set using the same approach as described for the United Kingdom

S-year return 10-year return 20-year return

Mean? Sthev? Mean? StDevd Mean? StDev2
Euro
Short Government Bonds 4 0% 19% 4 1% 37% 4 4% 6 6%
Long Government Bonds 47% 48% 47% 36% 4 7% 39%
Equrties 73% 195% 73% 192% 73% 192%
Us dollar
Short Government Bonds 34% 17% 39% 37% 43% 6 6%
Long Government Bonds 42% 49% 4 6% 36% 4 8% 41%

1 Means have been calculated by accumulating a unit investment for the required number of years in each smulation averaging the accumulaton across
all smulations and converting the result to an equivalent annuat rate (by taking the nih root of the average accumulabon minus one)

2 Standard dewations have been calculated by accumulating a unit Investnent for the required number of years In each simulation tzking the natural
loganthm of the result calculating the vanance of this statistic, diding by the projection penod {rith years) and taking the square roct Trus makes the
result comparable to imphed volatihites quoted in nvestment markets
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Alternative method of reporting long-term business profits continued

Prinapal economic assumptions continued
Other assumptions

Taxation
Current tax legislation and rates have been assumed to continue unaltered, except where changes in future tax rates
have been announced

Demographic assumptions

Assumed future mortality, mortidity and lapse rates have been derived from an analysis of Avva’s recent operating
expenence Where appropriate, surrender and option take up rate assumptions that vary according to the nvestment
scenano under consideration have been used in the calculation of the time value of options and guarantees, based
on our assessment of likely policyholder behaviour in different investment scenanos

Expense assumptions

Management expenses and operating expenses of holding companies attnbuted to life and related businesses have been
included in the EEV calculations and split between expenses relating to the acquisition of new business, the maintenance
of business in-force and project expenses Future expense assumptions indude an allowanice for maintenance expenses
and a proportion of recurnng project expenses Certain expenses of an exceptional nature, when they occur, are dentified
separately and are generally charged as incurred No future productivity gains have been anticipated

Where subsidiary companies prowde admiristration, investment management or other services to businesses included in
the European Embedded Value calculations, the value of profits or losses ansing from these senvices have been included
In the embedded value and new business contribution

Valuation of debt

Borrowings in the EEV consolidated balance sheet are valued on an IFRS basts, consistent with the primary financial
statements At 31 December 2007 the market value of the Group’s external debt, subordinated debt, preference
shares including General Acadent plc preference shares of £250 million (classified as minonty interests) and direct
capital instrument was £5,774 milion (2006 £5,991 million)

2007 2006
£m fm
Borrowings per summansed consohdated balance sheet - EEV basis 12,657 12,137
Add amount included within held for sale 12 -
Less Secuntised mortgage funding {7.295) {7,068)
Borrowings excluding non-recourse funding — EEV basis 5374 5,069
Less Operational finanang by businesses {1,063) (874)
External debt and subordinated debt — EEV basis 4311 4,195
Add Preference shares (including General Accident ple) and direct capital instrument 1,440 1,440
External debt, subordinated debt, preference shares and direct capital instrument — EEV basis 5,751 5,635
Effect of marking these instruments to market 23 356
Market value of external debt, subordinated debt,
preference shares and direct capital instrument 5774 5,991

Other

it has been assumed that there will be no changes to the methods and bases used to calculate the statutory technical
provisions and current surrender values, except where dniven by varying future investrment conditions under stochastic
€CONOMIC SCenanos
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Sensitivity analysis
Economic assumptions

The following tables show the sensitty of the embedded value as at 31 December 2007 and the new business

contrbution before the effect of required capital for 2007 to
—one percentage pomnt increase and decrease n the discount rates,

—one percentage point Increase and decrease i Interest rates, including all consequential changes (including assumed
investrment returns for all asset classes, market values of fixed interest assets, nsk discount rates),

— one percentage point increase and decrease i the assumed investment returns for eguity and property investments,

excluding any consequential changes to the risk discount rate,

- 10% nise and fall n market value of equity and property assets (not applicable for new business contnbution), and
- decrease In the level of required capital to 100% EU minimum {or equivalent) {not applicable for new business

contnbution)

In each sensitmty calculation, all other assumptions remain unchanged except where they are directly affected by the

revised economic conditions For example, future bonus rates are automatically adjusted to reflect sensitity changes to
future investrment returns Some of the sensitivity scenarios may have consequential effects on valuation bases, where the
basis for certain blocks of business is actively updated to reflect current econemic crcumstances Consequential valuation
impacts on the sensitivities are allowed for where an active valuation basis s used Where businesses have a target asset

mix, the portfclio is re-balanced after a significant market movement otherwise no re-balancing is assumed

1% increase 1% decrease

1% increase 1% decrease

As reported in interest
Embedded value (net of tax) on page 259 rates
31 December 2007 £m £m
United Kingdom 7,106 460
France 2,660 135
Ireland 999 50
taly 1,007 (35)
Netherlands (ncduding Belgium and Germany}) 4,176 (220)
Poland 942 20
Span 1.048 30
Other Europe 156 -
Europe 10,988 (20)
North Amenca 1,588 160
Asia Paafic 637 5
Total 20,319 605
1%
ingrease in EU munimum
equity/ capital
As reported property {or
Embedded value (net of tax) on page 259 returns equivalent)
31 December 2007 £m £m £m
United Kingdom 7,106 225 -
France 2,660 100 55
freland 999 15 15
ftaly 1,007 5 10
Netherlands (ncuding Belgium and Germany) 4,176 265 125
Poland 942 10 15
Spain 1,048 10 5
Other Europe 156 - -
Europe 10,988 405 225
North Amenca 1,588 15 90
Asia Paofic 637 S 10
Total 20,319 650 325

In general, the magritude of the sensitvities will reflect the size of the embedded values, though this wall vary as the

sensitivities have different impacts on the different components of the embedded value In addition, other factors can have
a matenal impact, such as the nature of the options and guarantees, as well as the types of mvestments held The interest
rate sensitvity will vary significantly by terntory, depending on the type of business written for example, where non-profit

business Is well matched by backing assets, the favourable impact of reducing the nisk discount rate 1s the domenant factor
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Alternative method of reporting long-term bustness profits continued

Sensitivity analysis continued

Sensitvities will also vary according to the current economic assumptions, mainly due to the mpact of changes to both the
intnnsic cost and time value of options and guarantees Options and guarantees are the main reason for the asymmetry
of the sensitvities where the guarantee impacts to different extents under the drfferent scenanos This can be seen in the
sensitvity of a 1% movement in the interest rate for the Netherlands, where there 15 a significant amount of business with

investment return guarantees

Sensitivities to a 1% movement In the equity/property return wall only impact the value of the in-force covered business,
whereas a 10% movement in equity/property values may impact both the net worth and the value of in-force, depending

on the allocation of assets

1% inease 1% decrease 1% increase 1% decrease
New business contnbution As reported discount  in discount in interest n interest
before required capital {gross of tax) on page 255 rates rates rates rates
31 December 2007 £m £m fm £m £m
United Kingdom 360 (53) 64 (17 21
France 169 (15) 17 (2) -
Ireland 30 ) 6 3 4
Haly 82 4) 4 - (3)
Netherlands (including Belgium and Germany) 93 27) 33 7 (21)
Poland 35 (4) 4 (1} 1
Spamn 189 {(12) 14 (5} 5
Cther Europe - - - 1 (1
Europe 598 {67) 78 3) (15)
North Amenca 154 {11) 1 {15) 5
Asia Pacfic 62 (6) 7 6 N
Total 1,174 (137) 160 {29) 4
1% increase 1% degease
in equity/ in equity/
New business contribution As reported property property
before required capital (gross of tax) on page 255 returns returns
31 December 2007 £m Em £m
United Kingdom 360 31 (31}
France 169 8 {6}
Ireland 30 3 3)
ftaly 82 1 {1}
Netherlands {ncluding Belgium and Germany) 93 45 (45)
Paland 35 1 {1}
Spain 189 2 (2)
Other Europe - - {1)
Europe 598 60 (59)
North Amenca 154 7 7}
Asia Paafic 62 4 {3}
Total 1.174 102 (100)
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Sensitivity analysis continued
Non-economic assumptions

The tables below show the sensitvity of the embedded value as at 31 December 2007 and the new business contribution
before the effect of required capital for 2007 to the following changes in non-economic assumptions

- 10% decrease In maintenance expenses (a 10% sensitvity on a base expense assumption of £ 10pa would represent
an expense assumption of £9pa) Where there 15 a “look through” into service company expenses, the fee charged
by the service company 1s unchanged while the underying expense decreases,

- 10% decrease In lapse rates (2 10% sensiivity on a base assumption of 5% pa would represent a lapse rate

of 4 5% pa),

- 5% decrease in both mortality and morbidity rates disclosed separately for life assurance and annuity business

No future management actions are modelled in reaction to the changing non-economic assumptions In each sensitivity
calculation all other assumptions remain unchanged No changes to valuation bases have been induded

5% decrease

5% decrease I mortality/

10% 10% m mortahty/ morhdity

decrease in decrease morbidity rates

As reported  maintenance inlapse  rates —life - annuity

Embedded value (net of tax) on page 259 expenses rates assurance bustness

31 December 2007 fm fm Em £m fm
United Kingdom 7,106 165 95 50 (140)
France 2,660 40 40 25 (5
Ireland 999 15 25 5 (5)

Italy 1,007 5 5 - -
Netherlands (including Belgium and Germany) 4,176 95 15 20 (55)

Poland 942 20 45 10 -
Spain 1,048 15 50 15 (5)

Other Europe 156 5 5 - -
Europe 10,988 195 185 75 (70)
North Amenca 1,588 30 10 10 -

Asia Pacific 637 10 10 10 -
Total 20,319 400 300 145 (210)

5% decrease

5% decrease in mortabty/

10% 10% i mornalty/ morbidity

decrease in decrease morbidity rates

New business contnbution As reported maintenance n lapse rates - hife - annuity

before required capital (gross of tax) on page 255 expenses rates assurance business

Year to 31 December 2007 £m £m fm £m £m
United Kingdom 360 19 23 15 (11)
France 169 5 8 4 -
Ireland 30 2 6 1 -
ttaly 82 2 2 1 -
Netherlands {including Belgium and Germany} 93 10 (] 3 (14
Poland 35 2 4 2 -
Spamn 189 5 19 5 -
Other Europe - 1 1 (1) -
Europe 598 27 46 15 14

North Amenca 154 4 3 3 -

Asia Paafic 62 6 5 3 -
Total 1,174 56 77 36 (25)

The demographic sensitivities shown above represent a standard change to the assumptions for all products
Drfferent products will be more or less sensitive to the change and impacts may parbally offset
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Aviva Group of Companies

Parent Company
Awvrva plc

Subsidiaries

The pnnapal subsidiaries of the Company are listed below
by country of incorporation All are wholly-owned, directly
or indirectly, and transact msurance or reinsurance business,
fund managernent or services In connection therewth,
unless otherwise stated

United Kingdom

Aviva Emplayment Services Linmited

Aviva Insurance Limsted

Aviva International Insurance Limited
CGNU Ufe Assurance Limited

CGU Bonus Limited

CGU Underwriting Limited

Commercal Unien Life Assurance Company Limited
Gresham Insurance Company Lmited
Hamilton Insurance Company Limited
Hamilton Life Assurance Company Limited
HPI Limited

Lifetime Group Limited

London and Edinburgh Insurance Company Limrted
Morley Fund Management Limited

Morley Pooled Pensions Limited

Norwich Urion Annurty Limited

Nonwch Union Central Services Uimited
Norwach Union Collective Investments Limited
Norwich Union Consumer Products Limited
Norwich Union Equity Release Limited
Norwich Unton Healthcare Limited
Norwich Union Insurance Limited

Norwich Union Insurance Services Lirnited
Norwich Unton Investment Funds Lirited
Norwich Unton Life (RBS) Limited

Norwich Union Life & Pensions Limited
Norwich Union Life Services Limited
Norwich Union Risk Services Limited

NUI investments Lirmited

RAC Auto Windscreens Limited

RAC Insurance Limited

RAC Motonng Services

RAC plc

The Bntish School of Motaring Limited

Australia
Awvva Australia Holdings Limited and its pnncipal
subsidiaries
Norwich Union Life Australa Limited
Nawvigator Australia Limited
Portfoho Partners Limited

Belgium
Delta Lloyd Life NV

Bermuda
Aviva Re Limited

Canada
Awva Canada inc and 1ts prinapal operating subsidianes
Avwva Insurance Company of Canada
Elite Insurance Company
Pilot insurance Company
Scottish & York Insurance Co Limited
S&Y tnsurance Company
Traders General Insurance Company

Czech Republic
Aviva zivotni pojist'ovna, as

France
Aviva Partigpations SA and its principal subsidiaries
Antarnus S A (50 0%}
Aviva Assurances S A
Aviva Courtage S A
Aviva France SA
Aviva Gestion d'Actifs S A
Aviva Vie SA
Eurofil 5 A
Société d'Epargne Viagere SA (75 0%)
Union Financigre de France Banque (Banking) (76 3%}

Germany
Delta Lloyd Deutschland AG and its pnncipal subsidiary
Delta Lloyd Lebensversicherung AG (99 5%)

Hong Kong
Avva Uife Insurance Company Limited

Hungary
Aviva Eletbiztosite Zartkorlien Mikodd
Részvénytarsasag

Ireland

Hibernian Group plc and 1ts principal subsidhanes
Ark Life Assurance Company Limited
Hibernian General Insurance Limited
Hibermian Life & Pensions Limited
Hibernian Investment Managers Limited

Italy
Avwa Itaha Holding S p A and its principal subsidianes
Aviva Assicurazioni S p A (50 0%)
Aviva tahla Sp A
Aviva Life SpA (50 0%)
Aviva Previdenza S p A {50 0%)
Aviva Vita S p A (25 5%)
Eurovita Assicurazioni S p A (40 5%)

uthuania
UAB Commercal Unton Lietuva Gywybes draudimas

Luxembourg
Comrmercal Union International Life SA

Netherlands
Delta Lloyd NV (92 0%) and 1ts pninaipal subsichanes
Delta Lloyd ABN AMRO Verzekernngen Holding BV
{51 0%)
Delta Lioyd Asset Management N V
Delta Lioyd Bankengroep N V (Banking)
Delta Lioyd Levensverzekenng N V
Delta Lloyd Schadeverzekenng N V
Delta Lloyd Zorgverzekenng N V
Erasmus Groep BV
OHRA Schadeverzekenngen N V
OHRA Levensverzekeringen NV
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Poland

Commercial Union Polska — Towarzystwo Ubezpreczen
Na Zycie SA (90 0%)

Commercial Union Polska — Towarzystwo Ubezp:eczen
Ogolnych SA {90 0%)

Commercial Union Powszechne Towarzystwo Emerytalne
Emerytalne BPH CU WBK S A (88 8%}

Romanta
Avwa Asiguran de Viata SA

Russia
Closed Joint Stock Insurance Company Aviva (Zao)

Singapore
Aviva Limited
Nawigator Investment Services Limited

Spain

Aseguradora Valenciana S A, de Seguros y

Reaseguros (Aseval) (S0 0%)

Aviva Vida y Pensiones, Sociedad Anonima de

Seguros y Reaseguros

Caja Espana Vida, Compania de Seguros y Reaseguros

(50 0%)

Caja Murcia Vida y Pensiones, de Seguros y Reaseguros
SA (50%)

Caja Granada Vida, de Seguros y Reaseguros, S A (25 0%)
CxG Aviva Corporacion CaixaGalicia de Seguros y
Reaseguros, S A (50 0%)

Unicorp Vida, Compania de Seguros y Reaseguros (50 0%)

Sn Lanka
Eagle Insurance Company Umrted (51 0%)

Turkey
Aviva Sigorta AS (98 6%)

United States
AmerUs Group Co and its principal subsidianes
Amencan Investors Life insurance Company, Inc
AmerUs Annuity Group Co (AAG})
AmerUs Life Insurance Company
AmerUs Life and Annuity Company
Aviva Capital Management
ILICO Heldings, Inc
Indianapolss Life Insurance Company Limited
Awva USA Corporation and its pnnapal operabing subsidiary
Awviva Ufe Insurance Company

Assaciates and joint ventures

The Group has ongoing interests in the following
operations that are dassiied as associates or joint
ventures Further detatls of those operations that were
most significant in 2007 are set out n notes 18 and 19

United Kingdom

RBS Life Investments Limited (49 99%!}

RBSG Collective Investments Limited (49 99%)

The Group also has interests in several property imited
partnerships Further details are provided in note 18

China
AVIVA-COFCQO ufe Insurance Co Limited (50 0%)

India
Aviva Life insurance Company India Private Limited (26 0%)

Malaysia
CIMB Aviva Assurance Berhad (49 0%)
CIMB Aviva Takaful Berhad (49 0%)

Taiwan
First-Awiva Life Assurance Co, Ltd {49 0%}

Turkey
AvivaSA Emeklilk ve Hayat A S (49 7%)
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Aviva plc s a public imited company incorporated on 09 February 1990 and regrstered in England and Wales

Registered Office
St Helen's, 1 Undershaft
London EC3P 3DQ

Registered number 2468686

Aviva plcs ordinary and preference shares are hsted on the London Stock Exchange and the Luxembourg Stock Exchange

Documents concerning the company which are referred to in the report and accounts are available for inspection at

St Helen’s, 1 Undershaft, London EC3P 3DQ

Aviva plc’s objects can be found in the Memorandum of Association in the Memaorandum and Articles
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Shareholder services

Managing your shareholding

The Company's Regster of Members 1s maintaned by the
Company’s Registrar, Equinit, and any shareholders who
have any quenes in respect of their shareholding should
contact them directly by using the contact details provided
on page 272 In addition to assisting with general gquenes
the Registrar can also help wath the following

Amalgamating your shareholding

If shareholders received more than one copy of the
Company’s communications, 1t could be because there
15 more than cne record for them on the share register
To avoid duplicate maiings the Reqistrar can arrange for
accounts to be amalgamated

Dividend payments directly to your bank or

building socety account

As an alternative to having dvidends paid by cheque,
shareholders can, if they wish, have them credited directly
into their bank or bulding socety account on the dmvidend
payment date Having the dividend paid directly into

their bank or bullding society account avoids the nsk of
cheques being lost or intercepted in the post and 1s more
convenient as payment 1s credited automatically on the
payment date Shareholders wishing to set up a dwvdend
mandate can do so by completing the dvidend mandate form
attached to the dwidend cheque, via the Company’s website
at www aviva com/dividendmandate or by contacting
the Registrar

For overseas shareholders, an overseas payment service

Is available, which allows shareholders in over 30 countnes
waorldwide to have dwidends credited directly into their
bank accounts in local currencies, normally costing less than
paying i a sterling cheque Dividend mandate forms for
overseas shareholders can be obtained via the Company’s
website at www aviva com/dividendmandate cr by
contacting the Regjstrar

Consolidated tax vouchers

Private shareholders who have dmdends paid directly into
their bank or bullding society account recenve one consolidated
tax voucher each year unless they have requested otherwise
if you would prefer to receive a tax voucher with each
dividend payment please contact the Registrar

Scnp Dividend

The Company currently cperates the Aviva Scnp Dvidend
Scheme (the “Scherme™) which provides shareholders

with the opportunity to receve therr divdends in the form
of new ordinary shares in the Company tnstead of cash
Shareholders who have not joined the Scheme but wish
to do so should contact the Registrar, Equiniti, and request
a mandate form The completed mandate form will need
to be receved by Equiniti by no later than 17 Apnl 2008
in order to be effective for the 2007 final dwdend (payable
on 16 May 2008) Further detalls are included on the
Company's website at www aviva com/scripdividend

It 1s the Company’s intention that following the payment
of the 2007 final dvidend on 16 May 2008 the Aviva Scrip
Dmdend Scheme will be wathdrawn and shareholders will
be offered the opportunity to participate in a8 Dmidend
Remnvestment Plan Full details of the new plan will be
communicated to shareholders at this time

ID fraud/unschated mail

Aviva has been working with Equiniti to review its
procedures and where possible restnct the opportunities
for fraud All shareholders must continue to be wigilant
and if any unschoted mail offering adwice 1s received,
shareholders should inform the Registrar rmmedately

Corporate Nominee

The Company operates a corporate nominee service,

the Avva Share Account Shareholders who choose to join
the nominee account will not have any personal details
entered on the Company’s public share register Members
of the Aviva Share Account may retain the same nghts as
registered shareholders and are able to elect to receve the
same sharehclder communicatons To join the Aviva Share
Account or view the terms and conditions please contact the
Registrar using the contact details provided on page 272

Company website

Visit www aviva com for up-to-date investor information including the Company’s latest
results and key dates An electronic copy of current and past Annual and Intenm Reports can
be viewed online or downloaded from the website Shareholders can also find Aviva’s current

and historic share pnces, share dealing information, news, updates and, when avallable,
presentations from the Group Chief Executive Shareholders may also register to recene
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future shareholder communications electronically by visiting www aviva com/ecomms

Also for a comprehensive shareholder guide induding practical help on many shareholder
related topics induding transferring shares and updating personal details online, shareholders
may visit the shareholder centre at www aviva com/shareholders

Electronic communications

Awviva has taken full advantage of changes brought about by the
Companies Act 2006 which recognises the growing importance

of electronic communications and allows companites to provide
documentation and communications to shareholders via their websites
(except 1o those who have specifically elected to recewve a hard

(le paper) copy)

The wider use of electronic communications enables fast receipt of
documents, reduces the Company's printing, paper and postage costs

and has a positive 1impact on the environment

Shareholders may also cast their vote for the 2008 AGM online quickly
and easily using the Sharevote service by wisiting www sharevote co uk

or the Aviva website at www aviva com/agm

ShareGift

The QO Mackintosh Foundation
operates a purely voluntary chanty
share donation scheme for
shareholders who wish to dispose
of small numbers of shares when
the dealing costs or minimum
fees makes 1t uneconomical to
sell them Details of the scheme
are availlable from ShareGift

at www sharegift org or

can he obtained from the
Company’s Registrar
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Share dealing

Shareholders who hold their shares in the Awviva Share
Account will need to use one of the services detalled
below to buy or sell Aviva shares Those who hold a

share certrficate can use the services below or any bank,
building society or stockbroker offernng share dealing
faciities Shareholders in any doubt about buying or selling
Aviva shares should seek professional financal adwice

~You can buy or sell shares via the internet or by
telephone through Shareview Dealing, a share dealing
service provided by Equinitt Financial Services Limited
For internet purchases and sales log on to
www shareview co uk/dealing and for telephone
purchases and sales call 38456 037 037 between
8am and 4 30pm, Monday to Fnday

Equiniti Financial Services Limited also offers a postal
share dealing service For further information and a
postal share dealing form telephone 0871 384 2953*

Equiniti Financial Services Limited 1s authonsed and
regulated by the Finanoal Services Authonty, registered
number 6208699

- To buy or sell shares over the telephone, shareholders
can contact Bardlays Stockbrokers on 0870 549 3002
{for shareholders wath a share certrficate) or 0870 549 3001
{for shareholders with an Aviva Share Account statement)
To check instructions and maintain high quality service
standards, Bardays Stockbrokers may record and monitor
calls New Business Development hours are between 8am
and 6pm, Monday to Fnday, excluding Bank Holidays

Barclays Stockbrokers 1s authonsed and regulated by the
Financial Services Authonty, registered number 124247

Barclays Stockbrokers also offers a postal share dealing
service For further information and a postal share
dealing form telephone 0870 514 3263

— NatWest Stockbrokers prowde a share dealing serace
either over the telephone or at certain NatWest
branches for Awiva Share Account holders only
For more information contact NatWest Stockbrokers on
0845 122 0689 NatWest Stockbrokers Limited (“NWS™)
1s a member of the London Stock Exchange and PLUS
NWS 15 authonsed and regulated by the Financial Services
Authority, registered number 124395 Registered Office
Waterhouse Square, 138-142 Holborn, London ECIN
2TH Registered in England and Wales, registered number
1959479, England NWS 1s operated by a joint venture
between The Royal Bank of Scotland Group plc and
The Toronto-Dominion Bank

Share dealing for overseas sharcholders

—To sell Aviva shares over the telephone, shareholders can
contact Barclays Stockbrokers on +44 (0)141 352 3959
Non UK residents will need to provide vanous documents
In order to use this service and detalls will be provided
on registration Please note that regulations prevent
this service from being offered to the residents of the
Urited States, Canada and Australia Settlement proceeds
will be sent to erther a UK sterling bank account or by
sterling cheque

Share price

ictures remov

Shareholders can access the cumrent share price of Aviva plc ordinary shares at www aviva com/sharepnce

or alternatively can call FT Cityline on 0806 843 2197 Calls are currently charged at 60 pence per minute on

a per second basis from a BT landhne Charges from other networks and mobile networks may vary The average
time to access the share pnce I1s approximatety one minute The current share pnce of Aviva’s preference shares
can be found on the London Stock Exchange website at www londonstockexchange com/en-gb/pricesnews

Shareholder information
Shareholder profile

The categones of ordinary shareholders and the range and size of shareholdings as at 31 December 2007 are set out below

Analysis of shareholders No of shareholders % No of shares %
Indmdual 604,469 96 99 243,470,993 929
Banks and nominee companies 14,794 237 2,265,097,530 86 40
Pension fund managers and insurance companies 97 002 105,077 000
Other corporate bodies 3,856 062 113,119,228 431
Total 623,216 100 2,621,792,828 100
Range of shareholdings Mo of shareholders % No of shares %
1-1,000 575,055 9227 155,625,575 594
1,001 - 5,000 43,493 698 79,754,845 304
5,001 - 10,000 2,244 036 15,346,224 059
10,001 - 250,000 1,758 028 94,694,622 361
250,001 - 500,000 194 003 69,090,531 264
500,001 and above 472 008 2,207,281,031 8418
Total 623,216 100 2,621,792,828 100

* Calls to these numbers are charged at & pence per rinute from a BT landine Charges from other telephone providers may vary
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Shareholder services continued

Annual General Meeting

The Company’s Annual General Meeting will be held at the Barbican Centre, Silk Street, London EC2Y 8DS
on 1 May 2008 at 11am The Notice of Meeting, together with detalls of the business to be conducted
at the Meeting, 1s avallable on the Company's website at www aviva com/agm

Shareholders unable to attend the Meeting still have an opportunity to submit a question to the Board
of Directors Answers to the most frequently asked questions will be arrculated at the Meeting and

published on the Company’s website shortly after the Meeting Any shareholders wishing to subrmit
a question may da this by completing and returning the form included in the Notice of Meeting or

online via the Aviva website at www aviva com/agm
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The voting results for the 2008 AGM, including the number of votes withheld, will be avaifable
on the Company’s website shortly after the AGM at www aviva com/agm

Group finandial calendar for 2008

Announcement of quarterly trading update 25 Apnl
Annual General Meeting 1 May
Announcement of unaudited six months' intenm results 30 July
Announcement of quarterly trading update 22 October
Ordinary shares — 2007 final dividend

Ex-dmvidend date 26 March
Record date 28 March
Scnp dwvidend price available 2 April
Dmidend payment date 16 May
Preference shares

First dvidend payment for 8%% cumulative imedeemable preference shares 31 March
First dividend payment for 8%% cumulative imedeemable preference shares 30 June
Second dividend payment for 8%4% cumulative imedeemahle preference shares 30 September
Second dmdend payment for 8%% cumulative irredeemable preference shares 31 Decermber

Useful contact detalls

Detailed below are the contact details and vanious addresses that shareholders may find useful
Please guote Aviva ple, as well as the name and address in which the shares are held, in all correspondence
If you have your shareholder reference, please have this available as well

General shareholding, administration
and Aviva Share Account quenes
Equimti

Aspect House, Spencer Road

Lancing, West Sussex BN99 6DA

www shareview co uk
e-maill aviva@equinitl com

Indnadual Savings Accounts (ISAs)
Equiniti {ISA) Manager

Aspect House, Spencer Road

Lanang, West Sussex BN99 6DA

0871 384 2244+

Barclays Stockbrokers (ISA) Manager
Tay House, 300 Bath Street

0871 384 2953* Glasgow G2 4)R

*Calls 10 these numbers are charged at 8 pence per minute from 0870 514 3263
a BT landline Charges from other telephone prowiders may vary

Internet sites Aviva Group

Aviva owns various Internet sites, most of which interlink
with each cther
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WWW aviva com
www aviva com/shareholders

UK Long-term savings and general insurance
www norwichunion com

Fund management
www morleyfm com

Aviva worldwide internet sites
WWW aviva com/websites

Aviva plc

Registered in England Number

2468686

Registered Office

St Helen's, 1 Undershaft, London EC3P 3DQ
Telephone +44 (0)20 7283 2000

WWW aviva com

Alternative format

If you would like to request a copy of our Annual
Report and Accounts or Annual Review in an
aliernative format, for example, large print, braille or
audio cassette, please contact the Registrar using the
detalls above




