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Insurance Belgium: Life
{in EUR million)

6,151 -22%
425 4,817

344

- . (77) (85)

2007 2008 . .

B8 Gross inflow M Operating margin M Net profit

Insurance Belgium: Non-Life
(in EUR million)

+7%
1,465
1,367

-15%
117

137
l ] . ]

-6%

2007 2008
H Gross inflow B Operating margin @ Net profit

Insurance International: Life
{in EUR million)

+5%
4,102

3,911 I
99 76

1.1

2007 2008 - -

| Gross inflow? M Operating margin W Net profit

Insurance International: Non-Life
{in EUR million)

-10%
1,228

1,360

104

N 65
B oo oo b= . [ ]

-
2007 L 2008

# Gross inflow? B Operating margin B Net profit

 The 2008 net result was break-even. 2 Excluding non-consclidated companies.

These key figures refer to the scope of Fortis
at 31 December 2008.

Net profit
(in EUR million}

Key figures

2007 2008
| 3,994 {28,022) Total

M Insurance Belgium

M General
M Eliminations

Insurance Belgium

# Insurance International

# Result discontinued operations

(in EUR million) 2008 2007
Gross inflow

* Life . 4,817 6,151

* Non-Life ) ) 1,465 1,367
Operating costs ) S (408) (389)
Net profit 6 522
Combined ratio (Non-Life) 1 1009% 100.4%
FTEs (year-end) 5,542 5,298
Insurance International

(in EUR million) 2008 2007
Gross inflow 2

* Life 4,102 3,911

* Nort-Life 1,228 1,360
Operating costs 393 410)
Net profit 0 40
Combined ratio (Non-Life} 984 % 114.0%
FTEs (year-end) 4,718 4,684

Number of employees
{in FTEs)

181 114

Total

10,163

4,684
5,298

2007 2008

A Insurance Belgium A Insurance International & General
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Introduction

The Fortis Financial Statements 2008 comprise the audited Fortis Consolidated Financial Statements 2008, with
comparative figures for 2007, prepared in accordance with International Financial Reporting Standards (IFRSs) as adopted
by the European Union. The Fortis Consolidated Financial Statements include Fortis SA/NV and Fortis N.V. (Parent
Companies) and their subsidiaries. This document also includes the Report of the Board of Directors of Fortis SA/NV and
Fortis N.V., as well as the audited financial statements of Fortis SA/NV, prepared in accordance with the legal and regulatory
requirements applicable in Belgium and the audited financial statements of Fortis N.V., prepared in accordance with the legal
and regulatory requirements applicable in the Netherlands.

The Fortis Financial Statements 2008, together with the Annual Review 2008 and the Auditors Reports to the Fortis Financial
Statements 2008, constitute the Fortis Annual Report 2008.

All amounts in the tables of these Financial Statements are denominated in millions of euros, unless stated otherwise.
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Consolidated balance sheet

(before appropriation of profit)

Note
Assets
Cash and cash equivalents 15
Assets held for trading 16
Due from banks 17
Due from customers 18
Investments: : ) 19
- Held to maturity
- Available for sale :
- Held at fair value through profit or /bss
- Investment property :
- Associates and joint ventures
Investments related to unit-linked contracts
Reinsurance and other receivables 20
Property, plant and equipment 21
Goodwill and other intangible assets 22
Accrued interest and other assets 23
Total assets
Liabilities
Liabilities held for trading : 16
Due to banks 24
Due to customers 25
Liabilities arising from insurance and investment contracts 26
Liabilities related to unit-linked contracts 27
Debt certificates 28
Subordinated liabilities 29
Other borrowings 30
Provisions 31
Current and deferred tax liabilities 32
Accrued interest.and other liabilities } 33

Total liabilities
Shareholders' equity
Minority interests

Total equity

Total liabilities and equity

31 December

2008

5,933
237
13,893
2,511

44,704
197
1,290
431
46,616
18,040
1,154
1,135
1,366
1,985
92,870

165
8,759
148
47,751
18,078
4,670
2,908
179

71

684
2,147
85,560

6,795
515

7,310

92,870

31 December
2007

26,360
74,800
119,036
316,308

4,234
164,089
6,193
3,656
28,108
206,280
31,120
9,718
4,004
3,339
80,214
871,179

89,589
192,431
262,298

64,732

31,788
102,073

21,925

3,018
899
2,490

65,742

836,985

33,047
1,147

34,194

871,179



Consolidated income statement

Note 2008
Income
Insurance premiums 37 8,448
Interest income ) 36 3,089
Dividend and other investment income 38 571
Share in result of associates and joint ventures 27
Realised capital gains (losses) on investments 39 (130}
Other realised and unrealised gains and losses 40 (378)
Fee and commission income - 41 432
Income related to investments for unit-linked contracts (3,191)
Other income 42 354
Total income 9,222
Expenses
Insurance claims and benefits 44 (8,418)
Charges related to unit-linked contracts 3,219
Interest expense 43 (1,343)
Change in impairments 45 (558)
Fee and commission expense 46 (912)
Depreciation and amortisation of tangible and intangible’assets 47 (174)
Staff expenses 48 (644 )
Other expenses 49 (869)
Total expenses (9,699)
Profit before taxation (477)
Incbme tax expense 50 (108)
Net profit for the period (585)
Net result on discontinued operations 3 (27,412)
Net pro,fit‘befbor'e miﬁority interest i . (27,997)
Net profit attributable to miﬁority interests, o 25
Net profit attributable to shareholders {28,022)
Per share data (EUR) 6
Basic eamings per share . - (12.21)
Basic samings per share before net result on:discontinued opérations (0.27)
Diluted earnings per share ’ (12.21)
Diluted earnings per share before net resuit on discontinued operations (0.27)

2007

9,207
2,787
582
56
459
(299)
417
506
349
14,034

(13,913)

121

21

142

3,910

4,052

58
3,994

2.30
0.05
2.04
0.04



Consolidated statement of changes in equity

Balance at 1 January 2007

Net profit for the period
Revaluation of investments

Foreign exchange differences
Other non-owner changes in equity

Total non-owner changes in equity

Transfer

Dividend

Increase of capital, net

Treasury shares

Equity component of
subordinated liabilities

Other changes in equity

Balance at 31 December 2007

Net profit for the period

Revaluation of investments

Reclass to income statement due to -
sale of group companies

Foreign exchange differences

Change in equity eliminations.due to
sale of group companies

Other non-owner changes in equity

Total non-owner changes in equity

Transfer

Dividend

Increase of capital, net

Treasury-shares

Decrease of minority interest due to
sale of group companies

Other changes in equity

Balance at 31 December 2008

Other

reserves

(5,689)

4,351
(1,971)

(2,279)

409

(64}
(5,240)

1,714
22
1,736

3,994
(1,371)

11

(9)

(879)

Currency Net profit Unrealised
transiation attributable to gains

reserve shareholders  and losses

(146) 4,351 4,029
3,994
(3,446)
(18) 19
(18) 3,994 (3,427 )
(4,351)
(164) 3,994 602
(28,022)
(242)
140 140
(49) (1)
(76)
97 (28,022) (179)
(3,994)
(78)  (28,022) 423

Changes in equity are described in greater detail in note 4 and note 5.

Share
holders'

equity

20,644

3,994
(3,446)

1

3

552

(1,971)
15,756
(2,279)

409
(64)
33,047

(28,022)
(242)

280
(50)

1,638
22
(26,374)

(1.371)
1,491
11

6,795

Minority

interests

907

224
1,147

25
"

36

—

)

(667)

515

Total
equity

21,551

4,074
(3,482)

6

3

601

(2,004)
15,756
(2,279)

409
160

34,194

(27,997)
(231)

280
(80)

1,638

22
(26,338

(1,372)
1,491

(667)

7,310



Consolidated cash flow statement

Profit before taxation

Adjustments on non-cash items included in profit before taxation:
(Un)realised:gains (losses) )

Share of profits in-associates and joint ventures

Depreciation, amortisation and accretion

Provisions. and impairments

Share based compensation expense

Changes in operating assets and fiabilities:

Assets and liabilities held for trading

Due from banks

Due fromi.customers

Reinsurance and other receivables

Investments related to unit-linked contracts

Due to-banks .

Due to customers

Liabilities arising from insurance and investment contracts
Liabilities refated to unit-linked contracts

Net changes in all other operational assets and liabilities
Dividend received from associates

Income tax paid

Cash flow from operating activities

Purchases of investments

Proceeds from sales and redemptions of investments
Purchases of investment property

Proceeds from sales of investment property

Purchases of property, plant and equipment

Proceeds from sales of property, plant and equipment
Acquisition of subsidiaries, associates and joint ventures
Divestments of subsidiaries, associates and joint ventures'
Purchases of intangible assets

Cash flow from'investing activities

Proceeds from the issuance of debt certificates
Payment of debt certificates .
Proceeds from the issuance of subordinated liabilities
Payment of subordinated liabilities

Proceeds from the issuance of other borrowings
Payment of other borrowings

Proceeds from the issuance of shares

Purchasés of treasury shares

Proceeds from sales of treasury shares

Dividends paid to shareholders of the parent company
Dividends paid to minority interésts .

Cash flow from financing activities

Effect of exchange rate differences on ¢ash and cash equivalents )
Net increase (decrease) of cash and cash equivalents

Cash flow from operating. activities from. discontinued operations

Cash flow from investment activities from discontinued operations:

Cash flow from financing activities from.discontinued operations

Effect of exchange rate differences:on cash and:cash-equivalents from discontinued operations
Net increase (decrease) of cash and cash equivalents from discontinued operations

Total increase (debrease) of césh and ‘cash equivalents
Cash and cash equivalents as at 1 January '
Cash and cash equivalents as at 31:December

Supplementary disclosure of operating cash flow information
Interest received :

Dividend received from investments

Interest paid

1) Since the financial information for the disposed entities as at disposal date was not available, this item represents the cash received less the cash at

1 January, 2008 of the entities sold.

2008
(477)

508
(27)
375
611

(350)
(12,694)
3,371

122
3,107
4,361

3
2,271
(3,070}
(1,971)
4
(46)
(3,401)

(13,918)
13,648
(22)

(54)
20
(55)
(14,654)
(26)
{15,061)

2,221
(5,335)
1,118
(69)

18
(31)

1,491
(6)

33
(1,378)
(1)
(1,939)

(26)

(20;427).

(20,427)
26,360
5,933

2,047
119
(1,288)

2007
121

(332)
(56)
185

53

(29,688)

23,108
(177)

55
(66)

71
(16,225)

989
(26)
(21,964)

1,946
(392)
66
(97)
7
(21)
15,756

296

(10,039)
4,702
11,786

(798)
5,651

5,947
20,413
26,360

2,777

174
(1,294)






General Notes
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1 Legal structure

Fortis’ two Parent Companies are Fortis SA/NV, incorporated in Belgium with its registered office at Rue Royale 20 /
Koningsstraat 20, Brussels, Belgium and Fortis N.V., incorporated in the Netherlands with its registered office at
Archimedeslaan 6, Utrecht, the Netherlands. The parent companies own, on a 50/50 basis, all the shares of two holding
companies, Fortis Brussels SA/NV and Fortis Utrecht N.V. The holding companies are shareholders in operating companies
and service companies, either directly or indirectly through subsidiaries.

The Consolidated Financial Statements include the Financial Statements of Fortis SA/NV and Fortis N.V. (the "Parent
Companies’) and all of their subsidiaries. In combining the financial statements of Fortis SA/NV and Fortis N.V., Fortis has
opted for consortium accounting in order to reflect its activities in the most reliable manner.

A list of all group companies and other participating interests has been filed with the National Bank of Belgium in Brussels
and with the commercial register of the Chamber of Commerce in Utrecht. The list is available upon request, free of charge,
from Fortis in Brussels and Utrecht.

When purchasing a Fortis share, shareholders effectively acquire a unit that comprises one ordinary Fortis SA/NV share and
one ordinary Fortis N.V. share. Fortis shares have a primary listing on the regulated market of Euronext Brussels and
Euronext Amsterdam. It is possible to trade Fortis shares on either market, and also to buy on one market and sell on the
other. Fortis also has a secondary listing on the Luxembourg Stock Exchange and a sponsored ADR programme in the
United States.

Structure of Fortis

Fortis SA/NV Fortis N.V.

50% 50%

Fortis Brussels SA/NV Fortis Utrecht N.V.

Fortis Insurance N.V.

Fortis Insurance Fortis Insurance
International Belgium




2  Accounting policies

2.1 General

The Fortis Consolidated Financial Statements, including the 2007 comparative figures, are prepared in accordance with
International Financial Reporting Standards (IFRSs) — including International Accounting Standards (IAS) and Interpretations —
at 31 December 2008 and as adopted by the European Union. For IAS 39, Financial Instruments: Recognition and
Measurement, the exclusion regarding hedge accounting (the so-called ‘carve-out’) decreed by the European Union on

19 November 2004 is taken into account.

Where accounting policies are not specifically mentioned below, reference should be made to the IFRSs as adopted by the
European Union.

The Fortis Consolidated Financial Statements 2008 are prepared on a going concern basis.

Fortis incurred exceptional large losses in 2008 and as a consequence lost a significant part of its capital as indicated in note
4 Shareholders’ equity. The liquidity position as at 31 December 2008 is presented in note 7 Risk Management.

However, as disclosed in note 55 Post balance sheet events, Fortis is faced with uncertainties related to the agreement of
12 March 2009 between various Fortis entities (i.e. Fortis SA/NV, Fortis N.V., Fortis Brussels SA/NV, Fortis Utrecht N.V. and
Fortis Insurance N.V.), BNP Paribas S.A., the Belgian State, the Federal Participation and Investment Corporation (Société
Fédérale de Participations et d’'Investissement/Federale Participatie- en Investeringsmaatschappij SA/NV or the ‘SFPI/FPIM’),
Fortis Bank and Fortis Insurance Belgium setting out the terms and conditions of the transfer of a majority of the shares in
Fortis Bank by the SFPI/FPIM 1o BNP Paribas and the transfer of 25% + 1 share in Fortis Insurance Belgium by Fortis
Insurance N.V. to Fortis Bank and of the strategic partnership resulting from these transactions (the ‘Agreement’).

The uncertainties can in brief be summarised (details on the agreement are provided in note 55 Post-balance sheet date
events) as follows.

The Agreement will (if agreed to by the shareholders of Fortis):

e generate EUR 1,375 million of cash for the sale of 25% + 1 share in Fortis Insurance Belgium to Fortis Bank

e require a cash investment of EUR 760 million, representing Fortis’s share in the equity of the Special Purpose Vehicle
(SPV)

¢ mean that the Relative Performance Note (RPN) will remain in place and that, in addition, Fortis (or, in certain more
unlikely scenarios, Fortis Bank) will be required to make quarterly interest payments under the RPN calculated at a rate of
3 months EURIBOR plus 20 basis points on the then outstanding amount

e recognise the fair value of the call option granted by the SFPI/FPIM in respect of the upside on the BNP Paribas shares
above EUR 68. Assuming that the option extends to 121,218,054 BNP Paribas shares and based on market information
of 12 March 2009, this option is estimated to have a market value of EUR 504 million.

The future value of the stake of Fortis in the SPV is dependent on the quality of the structured credit instruments to be
acquired by the SPV and conditions of the funding to be received by the SPV. The structured credit instruments are still
under examination and the funding is subject to negotiations. In any case, the maximum downside risk of Fortis related to
the SPV is the initial investment of EUR 760 million.

In the case of a negative vote on the proposed resolution to the shareholders’ meetings, Fortis would as a legal matter
continue to be bound by a fallback provision in a Share Purchase Agreement of 10 October 2008 with the SFPI/FPIM (as
amended) relating to the financing of the SPV. This agreement provides for the financing of the SPV only by Fortis and the
SFPI/FPIM in case the Agreement (with BNP Paribas) does not take effect. In case the fallback provision would be enforced
against Fortis, Fortis would be required to fund EUR 6.86 billion out of a total amount of EUR 9.36 billion (less any
redemptions and subject to currency adjustments). To secure such obligation, Fortis granted a pledge over 100% of its
shares in Fortis Insurance Belgium.
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Although, in the case Fortis has to fund EUR 6.86 billion, an agreement is in place with the SFPI/FPIM that it will fund EUR 3
billion, a negative vote could have a severe negative impact on Fortis’ liquidity position. Fortis is confident, based on the
current discussions and the agreements reached in the last months that it will be able to negotiate a funding plan that will
leave sufficient liquidity to continue the current operations and to fulfil the obligations resulting from a negative vote.

Fortis was not able to value its obligation resulting from the commitment to fund the SPV, which was established to

acquire the portfolio of structured credit instruments at transaction date nor at year end 2008, because of the various
uncertainties mentioned above in respect of the arrangements made between parties concerned. If the obligation could have
been valued it could have an impact on the result on sale of Fortis Bank nv-sa, and the results for the year.

Fortis is fully aware of the uncertainties it faces with regard to the legal proceedings started as a result of the events and
developments occurred between May 2007 and October 2008 (see note 52: Contingent liabilities), the approval of the
transactions agreed with BNP Paribas and SFPI/FPIM by the shareholders (see note 55: Post balance sheet events) and the
funding of the SPV (see above). Although Fortis is confident it will be able to manage these uncertainties and has taken all
measures necessary to contain the effect of a negative outcome, it can never be excluded that the existence of these
uncertainties may cast significant doubt on the ability of Fortis to continue to operate on a going concern basis.

Fortis sold on 3 October 2008 Fortis Bank Netherlands, Fortis Insurance Netherlands and Fortis Corporate Insurance to the
Dutch State and on 10 October 2008 Fortis Bank Belgium to the Belgium State. Fortis has applied the requirements of IFRS
5 10 these operations. In the income statement of 2008, the net result realised by these entities until the moment of sale and
the net result on disposal are presented as net result on discontinued operations (the presentation of the comparative figures
in the income statement for 2007 has been aligned with the 2008 presentation). The net result on discontinued operations is
presented in the segment General. The impact of the discontinued operations on the balance sheet of 2008 is shown in
some roll forwards of the individual balance sheet lines by using a separate line which discloses the share of the
discontinued operations. Also in the Cash Flow statement it is assumed that the discontinued operations left the company
on January 1, 2008. In note 3, Disposals and acquisitions details are provided about the discontinued operations.

2.2 Accounting estimates

The preparation of financial statements in conformity with IFRS requires the use of certain accounting estimates. It also
requires management to exercise its judgement in the process of applying these accounting policies. Actual results may
differ from those estimates and judgemental decisions.

Judgements and estimates are principally made in the following areas:

¢ estimation of the recoverable amount of impaired assets

e determination of fair values of non-quoted financial instruments

¢ determination of the useful life and the residual value of property, plant and equipment, investment property and
intangible assets

¢ measurement of liabilities for insurance contracts

e actuarial assumptions related to the measurement of pension obligations and assets, and

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



2.3 Changes in accounting policies

The accounting policies used to prepare these 2008 Consolidated Financial Statements are consistent with those applied for
the year ended 31 December 2007.

The following changes to Standards (IFRSs) and Interpretations (IFRICs) came into effect during the financial year 2008 (all
endorsed by the European Union, except IFRIC 12), with no material effect on Fortis:

e [FRIC 11, IFRS 2 — Group and Treasury Share Transactions

o |FRIC 12, Service Concession Agreements

e |FRIC 14, IAS 19 - The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction.

On 13 October 2008, the IASB issued amendments to IAS 39, Financial Instruments: Recognition and Measurement and
IFRS 7, Financial Instruments: Disclosures (endorsed by the European Union on 15 October 2008). The amendments to IAS
39 permit reclassifications from the held for trading or available for sale categories to loans and receivables if the entity has
the intent and ability to hold the financial asset for the foreseeable future. The amendments also allow non-derivative financial
assets classified as held for trading to be reclassified in rare circumstances. The amendments to IFRS 7 specify the
disclosures to be made in case of transfers. The effective date for the amendments is 1 July 2008.

During the year 2008, a number of changes to IFRSs or IFRICs have been published with a later application date:

On 10 January 2008, the IASB (International Accounting Standards Board) published a revised version of IFRS 3, Business
Combinations and related revisions to IAS 27, Consolidated and Separate Financial Statements (not yet endorsed by the
European Union). In the new version of IFRS 3, transaction costs directly attributable to the acquisition are no longer
included in the cost of the business combination.

Furthermore, under IFRS 3 the acquirer can elect to measure any non-controlling interest at fair value at the acquisition date,
or at its proportionate interest in the fair value of the identifiable assets and liabilities of the acquiree, on a transaction-by-
transaction basis.

Also, a partial disposal of an investment in a subsidiary that results in a loss of control triggers remeasurement of the residual
holding to fair value.

This amendment is applicable as from the financial year 2010 (with earlier application permitted) and could potentially have
an effect on Fortis depending on the acquisitions and divestments that will take place.

On 17 January 2008, the IASB issued an amendment to IFRS 2, Share-based Payments (endorsed by the European Union
on 16 December 2008). This amendment clarifies that vesting conditions are service conditions and performance conditions
only and introduces non-vesting conditions. This amendment is applicable as from the financial year 2009 (with earlier
application permitted) and is not expected to have a material effect on Fortis.

On 14 February 2008, the IASB issued amendments to improve the accounting for particular types of financial instruments
that have characteristics similar to those of ordinary shares but that at present are classified as financial liabilities (endorsed
by the European Union on 21 January 2009). The amendments affect IAS 32, Financial Instruments: Presentation and IAS 1,
Presentation of Financial Statements. These amendments are applicable as from the financial year 2009 (with earlier
application permitted) and are not expected to have a material effect on Fortis.

On 22 May 2008, the IASB issued Improvements to IFRSS’, a collection of minor amendments to a number of IFRSs
(endorsed by the European Union on 23 January 2009). These amendments have different application dates and are not
expected to have a material effect on Fortis.



On the same date, the IASB issued an amendment to IFRS 1, First-time Adoption of International Financial Reporting
Standards and IAS 27, Consolidated and Separate Financial Statements (endorsed by the European Union on 23 January
20009), related to the cost of an investment in a subsidiary in the separate financial statements of a parent. This amendment
is applicable as from the financial year 2009 (with earlier application permitted) and is not expected to have a material impact
on Fortis.

On 3 July 2008, the IFRIC (International Financial Reporting Interpretation Committee) issued IFRIC 15, Agreements for the
Construction of Real Estate (not yet endorsed by the European Union), standardising accounting practice across jurisdictions
for the recognition of revenue by real estate developers for sales of units. IFRIC 15 is applicable as from the financial year
2009 (with earlier application permitted) and is not expected to have a material effect on Fortis.

On the same date, the IFRIC issued IFRIC 16, Hedges of a Net Investment in a Foreign Operation (not yet endorsed by the
European Union), clarifying which risks are eligible for hedge accounting. IFRIC 16 is applicable as from the financial year
2009 (with earlier application permitted) and is not expected to have a material effect on Fortis.

On 31 July 2008, the IASB issued amendments to AS 39, Financial Instruments: Recognition and Measurement (not yet
endorsed by the European Union), to clarify two hedge accounting issues: inflation in a financial hedged item, and a one-
sided risk in a hedged item. The amendments are applicable as from the financial year 2010 (with earlier application
permitted) and is not expected to have a material effect on Fortis.

On 27 November 2008, the IFRIC issued IFRIC 17, Distribution of Non-cash Assets to Owners (not yet endorsed by the
European Union). This IFRIC clarifies that a dividend payable should be recognised when the dividend is appropriately
authorised and is no longer at the discretion of the entity, and that the dividend payable should be measured at the fair value
of the net assets to be distributed, with the difference between the dividend paid and the carrying amount of the net assets
distributed recognised in the income statement. IFRIC 17 is applicable as from the financial year 2010 (with earlier
application permitted) and is not expected to have a material effect on Fortis.

Furthermore, the following IFRSs and IFRICs will also be applicable as from the financial year 2009 (all endorsed by the

European Union):

¢ IFRS 8 Operating Segments. This Standard requires identification of operating segments on the basis of internal reports
that are regularly reviewed by the entity’s chief operating decision maker and could have some effect on the way the
segment reporting is published by Fortis

¢ |AS 23 Borrowing Costs. This Standard requires capitalisation of all borrowing costs, which is already in line with the
Fortis policy

e |AS 1 Presentation of Financial Statements, that will only have an impact on presentation, not on recognition or
measurement

¢ IFRIC 13 Customer Loyalty Programmes. This Interpretation addresses accounting by entities granting loyalty award
credits to customers and is not expected to have a material effect on Fortis



2.4 Segment reporting

Primary reporting format — business segments

The primary format for reporting segment information is based on business segments. Fortis’ reportable business segments
represent groups of assets and operations engaged in providing financial products or services, which are subject to different
risks and returns.

Fortis' current core activity is Insurance with the following business segments:
¢ Fortis Insurance Belgium
o Fortis Insurance International

Activities not related to Insurance and elimination differences are reported separately from the Insurance activities in the third
business segment, General Account. The discontinued operations in 2008 (Fortis Bank Belgium, Fortis Bank Netherlands,
Fortis Insurance Netherlands and Fortis Corporate Insurance) are also included in the segment General (including the
comparative figures for 2007).

Transactions or transfers between the business segments are entered into under normal commercial terms and conditions
that would be available to unrelated third parties.

Secondary reporting format — geographical segments
A geographical segment is engaged in providing products or services within a particular economic environment subject to
risks and returns that are different from those of segments operating in other economic environments.

Fortis’ geographical segments for reporting purposes are as follows:
¢ Benelux (Belgium, the Netherlands, Luxembourg)

o Other European Countries

¢ North America

e Asia

e Other

2.5 Consolidation principles

Subsidiaries

The Consolidated Financial Statements include those of Fortis SA/NV and Fortis N.V. (the ‘Parent Companies’) and their
subsidiaries. Subsidiaries are those companies, of which Fortis, either directly or indirectly, has the power to govern the
financial and operating policies so as to obtain benefits from its activities (‘control’). Subsidiaries are consolidated from the
date on which effective control is transferred to Fortis and are no longer consolidated from the date that control ceases.
Subsidiaries acquired exclusively with a view to resale are accounted for as non-current assets held for sale (see section
2.23 Non-current assets held for sale and discontinued operations). The result on a sale of a portion of an interest in a
subsidiary without a change in control is accounted for in the income statement

In combining the financial statements of Fortis SA/NV and Fortis N.V., Fortis has opted for consortium accounting in order to
reflect its activities in the most reliable manner. The EU 7" Directive, dated 13 June 1983 (83/349/EEC), states that a
Member State may require to draw up Consolidated Financial Statements if the relevant entities are managed on a unified
basis or if the administrative, management or supervisory bodies of the entities concerned consist for the major part of the
same persons in office during the year. This is required in Belgium under art. 111 of the Belgian Company Act and in the
Netherlands under the Dutch Civil Code, Part 9, Book 2, article 406.1.
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Fortis sponsored the formation of Special Purpose Vehicles (‘SPVs’) primarily for the purpose of asset securitisation
transactions, structured debt issuance, or to accomplish another well-defined objective. Some of the SPVs are bankruptcy-
remote companies whose assets are not available to settle the claims of Fortis. SPVs are consolidated if, in substance, they
are controlled by Fortis.

Intercompany transactions, balances and gains and losses on transactions between the Fortis companies are eliminated.
Minority interests in the net assets and net results of consolidated subsidiaries are shown separately on the balance sheet
and income statement. Minority interests are stated at the fair value of the net assets at the date of acquisition. Subsequent
to the date of acquisition, minority interests comprise the amount calculated at the date of acquisition and the minority’s
share of changes in equity since the date of acquisition.

The existence and effect of potential voting rights that are presently exercisable or presently convertible are considered when
assessing whether Fortis controls another entity.

Joint ventures
Investments in joint ventures are accounted for using the equity method. Joint ventures are contractual agreements whereby
Fortis and other parties undertake an economic activity that is subject to joint control.

Associates

Investments in associates are accounted for using the equity method. These are investments where Fortis has significant
influence, but which it does not control. The investment is recorded at Fortis’ share of the net assets of the associate. The
ownership share of het income for the year is recognised as share in result of associates and Fortis’ share in the
investment’s post-abquisition direct equity movements are recognised in equity. Gains on transactions between Fortis and
investments accounted for using the equity method are eliminated to the extent of Fortis” interest. Losses are also eliminated
unless the transaction provides evidence of an impairment of the asset transferred.

Adjustments are made to the financial statements of the associates to ensure consistent accounting policies across Fortis.

Losses are recognised until the carrying amount of the investment is reduced to nil and further losses are only recognised to
the extent that Fortis has incurred legal or constructive obligations or made payments on behalf of an associate.

2.6 Foreign currency

The Consolidated Financial Statements are stated in euros, which is the functional currency of the Parent Companies of
Fortis.

Foreign currency transactions
For individual entities of Fortis, foreign currency transactions are accounted for using the exchange rate at the date of the
transaction.

Outstanding balances in foreign currencies at year end are translated at year end exchange rates for monetary items.

Translation of non-monetary items depends on whether the non-monetary items are carried at historical cost or at fair value.
Non-monetary items carried at historical cost are translated using the historical exchange rate that existed at the date of the
transaction. Non-monetary items that are carried at fair value are translated using the exchange rate on the date that the fair
values are determined.

The resulting exchange differences are recorded in the income statement as foreign currency gains (losses), except for those
non-monetary items whose fair value change is recorded as a component of equity.



The distinction between exchange differences (recognised in the income statement) and unrealised fair value results

(recognised in equity) on available-for-sale financial assets is determined according to the following rules:

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

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

Foreign currency translation

On consolidation, the income statement and cash flow statement of entities whose functional currency is not denominated in
euros are translated into the presentation currency of Fortis (euros), at average daily exchange rates for the current year (or
exceptionally at the exchange rate at the date of the transaction if exchange rates fluctuate significantly) and their balance
sheets are translated using the exchange rates prevailing at the balance sheet date. Translation exchange differences are
recognised in equity under the heading 'Currency transtation reserve'. On disposal of a foreign entity, such exchange
differences are recognised in the income statement as part of the gain or loss on the sale.

Exchange differences arising on monetary items, borrowings and other currency instruments, designated as hedges of a net
investment in a foreign entity are recorded in equity (under 'Currency translation reserve') in the Consolidated Financial
Statements, until the disposal of the net investment, except for any hedge ineffectiveness that is immediately recognised in
the income statement.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and liabilities of the
foreign entity and are translated at the closing exchange rate on the balance sheet date. All resulting differences are
recognised in equity under the heading ‘Currency translation reserve’ until disposal of the foreign entity when a recycling to
the income statement takes place.

The following table shows the rates of the most relevant currencies for Fortis.

Rates at year end Average rates
B 2008 2007 2008 2007

1.euro = i RSl : T E
Pound sterling R T e 095 073 . oso 068
USdollar ‘ 139 147 : 147 137
Hong Kong dollar : 10.80 11.48 : ‘1 1.46 10.69

2.7 Trade and settlement date

All purchases and sales of financial assets requiring delivery within the time frame established by regulation or market
convention are recognised on the trade date, which is the date when Fortis becomes a party to the contractual provisions of
the financial assets.

Forward purchases and sales other than those requiring delivery within the time frame established by regulation or market
convention are recognised as derivative forward transactions until settlement.

2.8 Offsetting

Financial assets and liabilities are offset and the net amount reported on the balance sheet if there is a legally enforceable
right to set off the recognised amounts and there is an intention to settle on a net basis, or realise the asset and settle the
liability simultaneously.



2.9 Classification and measurement of financial assets and liabilities

Fortis classifies financial assets and liabilities based on the business purpose of entering into these transactions.

Financial assets
Consequently, financial assets are classified as assets held for trading, investments, due from banks and due from
customers.

The measurement and income recognition in the income statement depend on the IFRS classification of the financial assets,
being: (a} loans and receivables; (b) held-to-maturity investments; (c) financial assets at fair value through profit or loss and
(d) available-for-sale financial assets. This IFRS classification determines the measurement and recognition as follows:

¢ Loans and receivables are initially measured at fair value (including transaction costs) and subsequently measured at
amortised cost using the effective interest method, with the periodic amortisation in the income statement.

o Held-to-maturity investments consist of instruments with fixed or determinable payments and fixed maturity for which the
positive intent and ability to hold to maturity is demonstrated. They are initially measured at fair value (including
transaction costs) and subsequently measured at amortised cost using the effective interest method, with the periodic
amortisation recorded in the income statement.

¢ Financial assets at fair value through profit or loss include:
() financial assets held for trading, including derivative instruments that do not qualify for hedge accounting
(i) financial assets that Fortis has irrevocably designated at initial recognition or first-time adoption of IFRS as held at fair
value through profit or loss, because
- the host contract includes an embedded derivative that would otherwise require separation;
- it eliminates or significantly reduces a measurement or recognition inconsistency (‘accounting mismatch’); or
- itrelates to a portfolio of financial assets and/or liabilities that are managed and evaluated on a fair value basis.

¢ Available-for-sale financial assets are those that are otherwise not classified as loans and receivables, held-to-maturity
investments, or financial assets designated at fair value through profit or loss. Available-for-sale financial assets are
initially measured at fair value (including transaction costs), and are subsequently measured at fair value with unrealised
gains or losses from fair value changes reported in equity.

Financial liabilities
Financial liabilities are classified as liabilities held for trading, due to banks, due to customers, debt certificates, subordinated
liabilities and other borrowings.

The measurement and recognition in the income statement depends on the IFRS classification of the financial liabilities,
being: (a} financial liabilities at fair value through profit or loss, and (b) other financial liabilities. This IFRS classification
determines the measurement and recognition in the income statement as follows:

¢ Financial liabilities at fair value through profit or loss include:
(i financial liabilities held for trading, including derivative instruments that do not qualify for hedge accounting
(i) financial liabilities that Fortis has irrevocably designated at initial recognition or first-time adoption of IFRS as held at
fair value through profit or loss, because:
- the host contract includes an embedded derivative that would otherwise require separation;
- it eliminates or significantly reduces a measurement or recognition inconsistency (‘accounting mismatch’); or
- it relates to a portfolio of financial assets and/or liabilities that are managed and evaluated on a fair value basis.

o Other financial liabilities are initially recognised at fair value (including transaction costs) and subsequently measured at
amortised cost using the effective interest method, with the periodic amortisation recorded in the income statement.



2.10 Fair value of financial instruments

The fair value of a financial instrument is determined based on quoted prices in active markets. When quoted prices in active
markets are not available, valuation techniques are used. Valuation techniques make maximum use of market inputs but are
affected by the assumptions used, including discount rates and estimates of future cash flows. Such techniques include
market prices of comparable investments, discounted cash flows, option pricing models and market multiples valuation
methods. In the rare case where it is not possible to determine the fair value of an equity (related) instrument it is accounted
for at cost.

On initial recognition, the fair value of a financial instrument is the transaction price, unless the fair value is evidenced by
observable current market transactions in the same instrument, or is based on a valuation technique that includes inputs
only from observable markets.

The principal methods and assumptions used by Fortis in determining the fair value of financial instruments are:

e Fair values for securities available for sale or at fair value through profit or loss are determined using market prices from
active markets. If no quoted prices are available from an active market, the fair value is determined using discounted
cash flow models. Discount factors are based on the swap curve plus a spread reflecting the risk characteristics of the
instrument. Fair values for securities held to maturity (only necessary for disclosures) are determined in the same way.

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

¢ Fair values for unquoted private equity investments are estimated using applicable market multiples (e.g. price/earnings
or price/cash flow ratios) refined to reflect the specific circumstances of the issuer.

e Fair values for loans are determined using discounted cash flow models based upon Fortis” current incremental lending
rates for similar type loans. For variable-rate loans that re-price frequently and have no significant change in credit risk,
fair values are approximated by the carrying amount. Option pricing models are used for valuing caps and prepayment
options embedded in loans that have been separated in accordance with IFRS.

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

o For short-term payables and receivables, the carrying amounts are considered to approximate fair values.



2.11  Measurement of impaired assets

An asset is impaired when its carrying amount exceeds its recoverable amount. Fortis reviews all of its assets at each
reporting date for objective evidence of impairment.

The carrying amount of impaired assets is reduced to its estimated recoverable amount and the amount of the change in the
current year is recognised in the income statement. Recoveries, write-offs and reversals of impairment are included in the
income statement as part of change in impairment.

If in a subsequent period the amount of the impairment on assets other than goodwill or available-for-sale equity instruments
decreases, due to an event occurring after the write-down, the amount is reversed by adjusting the impairment and is
recognised in the income statement.

Financial assets

A financial asset (or group of financial assets) is impaired if there is objective evidence of impairment as a result of one or
more events that occurred after the initial recognition of the asset and that loss event (or events) has an impact on the
estimated future cash flows of the financial asset (or group of financial assets) that can be reliably estimated.

For equity securities, the triggers used to determine whether there is objective evidence of impairment include, amongst
others, the consideration whether the fair value is significantly below cost at the balance sheset date, or has been below cost
for a prolonged period at the balance sheet date.

Depending on the type of financial asset, the recoverable amount can be estimated as follows:

» the fair value using an observable market price

e present value of expected future cash flows discounted at the instrument’s original effective interest rate (for financial
assets carried at amortised cost), or

e Dbased on the fair value of the collateral.

Impairments to available-for-sale equity instruments cannot be reversed through the income statement in subsequent
periods.

Goodwill and other intangible assets
See section 2.21 Goodwill and other intangible assets.

Other assets

For non-financial assets, the recoverable amount is measured as the higher of the fair value less cost to sell and the value in
use. Fair value less cost to sell is the amount obtainable from the sale of an asset in an arm’s length transaction between
knowledgeable, willing parties, after deducting any direct incremental disposal costs. Value in use is the present value of
estimated future cash flows expected to arise from continuing use of an asset and from its disposal at the end of its useful
life.



2.12  Cash and cash equivalents

Content
Cash and cash equivalents comprise cash on hand, freely available balances with central banks and other financial
instruments with less than three months maturity from the date of acquisition.

Cash flow statement

Fortis reports cash flows from operating activities using the indirect method, whereby the net result is adjusted for the effects
of transactions of a non-cash nature, any deferrals or accruals of past or future operating cash receipts or payments, and
items of income or expense associated with investing or financing cash flows.

Interest received and interest paid are presented as cash flows from operating activities in the cash flow statement.
Dividends received are classified as cash flows from operating activities. Dividends paid are classified as cash flows from
financing activities.

2.13 Due from banks and due from customers

Classification

Due from banks and due from customers include loans originated by Fortis by providing money directly to the borrower or to
a sub-participation agent and loans purchased from third parties that are carried at amortised cost. Debt securities acquired
on the primary market directly from the issuer are recorded as loans, provided there is no active market for those securities.
Loans that are originated or purchased with the intent to be sold or securitised in the short-term are classified as assets held
for trading. Loans that are designated as held at fair value through profit or loss or available for sale are classified as such at
initial recognition.

Loan commitments that allow for a drawdown of a loan within the timeframe generally established by regulation or
convention in the market place are not recognised as derivative financial instruments but are recognised off balance sheet.

Measurement
incremental costs incurred and loan origination fees earned in securing a loan are deferred and amortised over the life of the
loan as an adjustment to the yield.

Impairment

A credit risk for specific loan impairment is established if there is objective evidence that Fortis will not be able to collect all
amounts due in accordance with contractual terms. The amount of the provision is the difference between the carrying
amount and the recoverable amount, being the present value of expected cash flows or, alternatively, the collateral value
less costs to sell if the loan is secured.

An ‘incurred but not reported’ (IBNR) impairment on loans is recorded when there is objective evidence that incurred losses
are present in components of the loan portfolio, without having specifically identified impaired loans. This impairment is
estimated based upon historical patterns of losses in each component, reflecting the current economic climate in which the
borrowers operate and taking into account the risk of difficulties in servicing external debt in some foreign countries based
on an assessment of the political and economic situation.

Impairments are recorded as a decrease in the carrying value of ‘Due from banks’ and ‘Due from customers’.

Impairments on loan commitments recorded off balance sheet are classified under ‘Provisions’.



When a specific loan is identified as uncollectible and all legal and procedural actions have been exhausted, the loan is
written off against the related charge for impairment; subsequent recoveries are credited to change in impairment in the
income statement.

2.14  Sale and repurchase agreements and lending/borrowing securities

Securities subject to a repurchase agreement (‘repos’) are not derecognised from the balance sheet. The liability resulting
from the obligation to repurchase the assets is included in ‘Due to banks’ or ‘Due to customers’ depending on the type of
counterparty. Securities purchased under agreements to resell (‘reverse repos’) are not recognised on the balance sheet.
The right to receive cash from the counterparty is recorded as ‘Due from banks’ or ‘Due from customers’ depending on the
type of counterparty. The difference between the sale and repurchase price is treated as interest and accrued over the life of
the agreements using the effective interest method.

Securities lent to counterparties remain on the balance sheet. Similarly, securities borrowed are not recognised on the
balance sheet. If borrowed securities are sold to third parties, the proceeds from the sale and a liability for the obligation to
return the collateral are recorded. The obligation to return the collateral is measured at fair value through profit or loss and is
classified as a liability held for trading. Cash advanced or received related to securities borrowing or lending transactions is
recorded as ‘Due from banks’ / ‘Due from customers’ or ‘Due to banks’ / ‘Due to customers’.

2.15  Assets and liabilities held for trading

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

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

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

¢ aderivative (except for a derivative that is a designated and effective hedging instrument).

Assets and liabilities held for trading are initially recognised and subsequently measured at fair value through profit or loss.
The (realised and unrealised) results are included in ‘Other realised and unrealised gains and losses’. Interest received (paid)
on assets (liabilities) held for trading is reported as interest income (expense). Dividends received are included in ‘Dividend
and other investment income’.

2.16  Investments

Management determines the appropriate classification of its investment securities at the time of the purchase. Investment
securities with a fixed maturity where management has both the intent and the ability to hold to maturity are classified as
held to maturity. Investment securities to be held for an indefinite period of time, which may be sold in response to needs for
liquidity or changes in interest rates, exchange rates or equity prices, are classified as available for sale. Investment securities
that are acquired for the purpose of generating short-term profits are considered to be held for trading. Any investment,
other than investments in equity instruments without a quoted market price in an active market, may be designated on initial
recognition as a financial instrument at fair value through profit or loss.

Held-to-maturity investments are carried at amortised cost less any impairment changes. Any difference between the initial
recognition amount resulting from transaction costs, initial premiums or discounts is amortised over the life of the investment
using the effective interest method. If a held-to-maturity investment is determined to be impaired, the impairment is
recognised in the income statement.



Available-for-sale investment securities are held at fair value. Changes in the fair value are recognised directly in equity until
the asset is sold, unless the asset is hedged by a derivative. If an investment is determined to be impaired, the impairment is
recognised in the income statement. For impaired available-for-sale investments, unrealised losses previously recognised in
equity are transferred to the income statement when the impairment occurs.

If, in a subsequent period, the fair value of a debt instrument classified as available for sale increases and the increase can
be objectively related to an event occurring after the impairment was recognised in the income statement, the impairment is
reversed, with the amount of the reversal recognised in the income statement. Impairments recognised in the income
statement for an investment in an equity instrument classified as available for sale are not reversed through the income
statement.

Available-for-sale investment securities that are hedged by a derivative are carried at fair value with movements in fair value
recognised through the income statement for the part attributable to the hedged risk and through equity for the remaining
part.

Held-for-trading assets and assets designated as held at fair value through profit or loss are carried at fair value. Changes in
the fair value are recognised in the income statement.

Investment property

Investment properties are those properties held to earn rental income or for capital appreciation. Fortis may also use certain
investment properties for its own use. If the own use portions can be sold separately or leased out separately under a
finance lease, these portions are accounted for as property, plant and equipment. If the own use portions cannot be sold
separately, the property is treated as investment property only if Fortis holds an insignificant portion for its own use.

Investment property is measured at cost less accumulated depreciation and any accumulated impairment losses.
Depreciation is calculated using the straight-line method to write down the cost of such assets to their residual values over
their estimated useful lives. The residual value and the useful life of investment property are determined for each significant
part separately (component approach) and are reviewed at each year end.

Fortis rents its investment property under various non-cancellable rental contracts. Certain contracts contain renewal options
for various periods of time; the rental income associated with these contracts is recognised on a straight-line basis over the
rental term as investment income.

Transfers to, or from, investment property are only made when there is a change of use:

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

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

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



217 Leasing

Fortis as a lessor

Assets leased under operating leases are included in the consolidated balance sheet (1) under investment property
(buildings), and (2) under property, plant and equipment (equipment and motor vehicles). They are recorded at cost less
accumulated depreciation. Rental income, net of any incentives given to lessees, is recognised on a straight-line basis over
the lease term. Initial direct costs incurred by Fortis are added to the carrying amount of the leased asset and recognised as
an expense over the lease term on the same basis as the rental income.

Fortis has also entered into finance leases, in which substantially all the risks and rewards related to ownership of the leased
asset, other than legal title, are transferred to the customer.

When assets held are subject to a finance lease, the present value of the lease payments and any guaranteed residual value
is recognised as a receivable. The difference between the gross receivable and the present value of the receivable is
recognised as unearned finance income. Lease interest income is recognised over the term of the lease based on a pattern
reflecting a constant periodic rate of return on the net investment outstanding in respect of finance leases. Initial direct costs
incurred by Fortis are included in the finance lease receivable and allocated against lease interest income over the lease
ferm.

Fortis as a lessee

Fortis principally enters into operating leases for the rental of equipment and land and buildings. Payments made under such
leases are typically charged to the income statement principally on a straight-line basis over the period of the lease. When an
operating lease is terminated before the lease period has expired, any payment required to be made to the lessor by way of
penalty is recognised as an expense in the period in which termination takes place.

Any incentives received from the lessor in relation to operating leases are recognised as a reduction of rental expense over
the lease term on a straight-line basis.

If the lease agreement transfers substantially all the risks and rewards incident to ownership of the asset, the lease is
recorded as a finance lease and the related asset is capitalised. At inception, the asset is recorded at the lower of the
present value of the minimum lease payments or fair value and depreciated over the shorter of its estimated useful life or the
lease term. The corresponding lease obligation, net of finance charges, is recorded as borrowings. The interest element of
the finance cost is charged to the income statement over the lease term so as to produce a constant periodic rate of interest
on the remaining balance of the obligation for each period.

2.18 Investments related to unit-linked contracts

Investments related to unit-linked insurance and investment contracts represent funds maintained to meet specific
investment objectives of third parties that bear the investment risk. Treasury shares held on behalf of policyholders are
eliminated.



2.19 Reinsurance and other receivables

Reinsurance

Fortis assumes and/or cedes reinsurance in the normal course of business. Reinsurance receivables principally include
balances due from both insurance and reinsurance companies for ceded insurance liabilities. Amounts recoverable from or
due to reinsurers are estimated in a manner consistent with the amounts associated with the reinsured policies and in
accordance with the reinsurance contract. Reinsurance is presented on the balance sheet on a gross basis unless a right of
offset exists.

Contracts that transfer significant insurance risk are classified as reinsurance contracts. Investment contracts are those
contracts that transfer financial risk without transferring significant insurance risk.

Reinsurance contracts are reviewed to determine if significant insurance risk is transferred within the contract. Reinsurance
contracts that do not transfer significant insurance risk are accounted for using the deposit method and included in loans or
borrowings as a reinsurance financial asset or liability. A reinsurance financial asset or liability is recognised based on the
consideration paid or received less any explicitly identified premiums or fees to be retained by the reinsured. Amounts
received or paid under these contracts are accounted for as deposits using the effective interest method.

Other receivables
Other receivables arising from the normal course of business and originated by Fortis are initially recorded at fair value and
subseqguently measured at amortised cost using the effective interest method, less impairments.

2.20 Property, plant and equipment

All real estate held for own use and fixed assets are stated at cost less accumulated depreciation (except for land that is not
depreciated) and any accumulated impairment losses. Cost is the amount of cash or cash equivalents paid or the fair value
of the other consideration given to acquire an asset at the time of its acquisition or construction.

The depreciation of buildings is calculated using the straight-line method to write down the cost of such assets to their
residual values over their estimated useful lives. The useful life of the buildings is determined for each significant part
separately (component approach) and is reviewed at each year end. The real estate is therefore split into the following
components: structure, closing, techniques and equipment, heavy finishing and light finishing.

The maximum useful life of the components is as follows:

Structure 50 years for offices and retail; 70 years for residential

Closing 30 years for offices and retail; 40 years for residential

Techniques and equipment 20 years for offices; 25 years for retail and 40 years for residential
Heavy finishing 20 years for offices; 25 years for retail and 40 years for residential
Light finishing 10 years for offices, retail and residential

Land has an unlimited useful life and is therefore not depreciated. IT, office and equipment are depreciated over their
respective useful lives, which have been determined individually.

As a general rule, residual values are considered to be zero.
Repairs and maintenance expenses are charged to the income statement when the expenditure is incurred. Expenditures
that enhance or extend the benefits of real estate or fixed assets beyond their original use are capitalised and subsequently

depreciated.

For borrowing costs to finance the construction of property, plant and equipment: see section 2.37 Borrowing costs.



2.21  Goodwill and other intangible assets

Intangible assets
An intangible asset is an identifiable non-monetary asset and is recognised at cost if, and only if, it will generate future
economic benefits and if the cost of the asset can be measured reliably.

Intangible assets with indefinite lives, which are not amortised, are instead tested for impairment at least annually. Any
impairment loss identified is recognised in the income statement. Intangibles are recorded on the balance sheet at cost less
any accumulated amortisation and any accumulated impairment losses. The residual value and the useful life of intangible
assets are reviewed at each year end. With the exception of goodwill, Fortis does not have intangible assets with indefinite
useful lives.

Intangible assets with definite lives are amortised over the estimated useful life.

Goodwill

Acquisitions of companies are accounted for using the purchase method of accounting. Goodwill represents the excess of
the fair value of the assets given, liabilities incurred or assumed, and equity instruments issued, plus any costs directly
attributable to the business combination over Fortis’ interest in the fair value of assets acquired and liabilities and contingent
liabilities assumed. Goodwill arising on the acquisition of a subsidiary is reported on the balance sheet as an intangible asset.
Goodwill arising on business combinations before 1 January 2004 is deducted from equity and is not restated under IFRS.
At acquisition date, it is allocated to those cash-generating units that are expected to benefit from the synergies of the
business combination. It is not amortised, but instead is tested for impairment. Goodwill arising on the acquisition of an
associate is presented as part of the investment in the associate.

Any excess of the acquired interest in the net fair value of the acquiree’s assets, liabilities and contingent liabilities over the
acquisition cost is recognised immediately in the income statement.

Fortis assesses the carrying value of goodwill annually or, more frequently, if events or changes in circumstances indicate
that such carrying value may not be recoverable. If such indication exists, the recoverable amount is determined for the
cash-generating unit to which goodwill belongs. This amount is then compared to the carrying amount of the cash-
generating unit and an impairment loss is recognised if the recoverable amount is less than the carrying amount. Impairment
losses are recognised immediately in the income statement.

In the event of an impairment loss, Fortis first reduces the carrying amount of goodwill allocated to the cash generating unit
and then reduces the other assets in the cash-generating unit pro rata on the basis of the carrying amount of each asset in
the cash generating unit. Previously recognised impairment losses relating to goodwill are not reversed.

Fortis may obtain control of a subsidiary in more than one transaction. When this occurs, each exchange transaction is
freated separately by Fortis. The cost of each transaction is compared to the fair value of each transaction to determine the
amount of goodwill associated with that individual transaction. Before Fortis obtains control of the entity, the transaction may
qualify as an investment in an associate and may be accounted for using the equity method. If so, the fair value of the
investee’s identifiable net assets at the date of each earlier transaction will have been determined in applying the equity
method to the investment.



Other intangible assets

Value of business acquired (VOBA)

Value of business acquired represents the difference between the fair value at acquisition date and the subsequent carrying
value of a portfolio of contracts acquired in a business or portfolio acquisition. VOBA is recognised as an intangible asset
and amortised over the income recognition period of the portfolio of contracts acquired.

Internally generated intangible assets

Internally generated intangible assets are capitalised when Fortis can demonstrate all of the following:

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

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

o its ability to use or sell the intangible asset;

¢ how the intangible asset will generate probable future economic benefits;

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

¢ its ability to measure reliably the expenditure attributable to the intangible asset during its development.

Intangible assets arising from research and internally generated goodwill are not capitalised.

Software

Software for computer hardware that cannot operate without that specific software, such as the operating system, is an
integral part of the related hardware and it is treated as property, plant and equipment. If the software is not an integral part
of the related hardware, the costs incurred during the development phase for which Fortis can demonstrate all of the above-
mentioned criteria are capitalised as an intangible asset and amortised using the straight-line method over the estimated
useful life. In general, such software is amortised over a maximum of 5 years.

Other intangible assets with definite lives

Other intangible assets include intangible assets with definite lives, such as trademarks and licenses that are generally
amortised over their useful lives using the straight-line method. Intangible assets with finite lives are reviewed at each
reporting date for indicators of impairment. In general, such intangible assets have an expected useful life of 10 years at
most.



2.22 Deferred acquisition costs

General

The costs of new and renewed insurance business, principally commissions, underwriting, agency and policy issue
expenses, all of which vary with and primarily are related to the production of new business, are deferred and amortised.
Deferred acquisition costs (‘DAC’) are periodically reviewed to ensure they are recoverable based on estimates of future
profits of the underlying contracts.

Amortisation in proportion to anticipated premiums

For insurance Life products and investment products, both without discretionary participation features, DAC is amortised in
proportion to anticipated premiums. Assumptions as to anticipated premiums are estimated at the date of policy issuance
and are consistently applied during the life of the contracts. Deviations from estimated experience are reflected in the income
statement in the period such deviations occur. For these contracts, the amortisation periods generally are for the total life of
the policy.

Amortisation in line with Estimated Gross Profit margin (EGP)

For insurance Life products and investment Life products, both with discretionary participation features, DAC is amortised
over the expected life of the contracts based on the present value of the estimated gross profit margin or profit amounts
using the expected investment yield. Estimated gross profit margin includes anticipated premiums and investment results
less benefits and administrative expenses, changes in the net level premium reserve and expected policyholder dividends, as
appropriate. Deviations of actual results from estimated experience are reflected in the income statement in the period in
which such deviations occur. DAC is adjusted for the amortisation effect of unrealised gains (losses) recorded in equity as if
they were realised with the related adjustment to unrealised gains (losses) in equity.

Amortisation in line with earned premiums
For short duration contracts, DAC is amortised over the period in which the related premiums written are earned. Future
investment income, at a risk-free rate of return, is considered in assessing the recoverability of DAC.

Amortisation in line with related revenues of service provided

Some investment contracts without discretionary participation features issued by insurance entities involve both the
origination of a financial instrument and the provision of investment management services. Where clearly identifiable, the
incremental costs relating to the right to provide investment management services are recognised as an asset and are
amortised as the entities recognise the related revenues. The related intangible asset is tested for recoverability at each
reporting date. Fee charges for managing investments on these contracts are recognised as revenue as the services are
provided.

2.23 Non-current assets held for sale and discontinued operations

Non-current assets or a group of assets and liabilities held for sale are those for which Fortis will recover the carrying amount
from a sale transaction that is expected to qualify as a sale within a year, instead of through continuing use.

A discontinued operation is a part of Fortis that has been disposed of or is classified as held for sale and

* represents a separate major line of business or geographical area of operations;

* is part of a single co-ordinated plan to dispose of a separate major line of business or geographical area of operations; or
e is a subsidiary acquired exclusively with a view to resale.

Non-current assets held for sale (and disposal groups) are not depreciated but measured at the lower of its carrying amount
and fair value less costs to sell, and are separately presented on the balance sheet.

Results on discontinued operations are presented separately in the income statement.



2.24  Derivative financial instruments and hedging

Recognition and classification

Derivatives are financial instruments such as swaps, forward and future contracts, and options (both written and purchased).
The value of these financial instruments changes in response to change in various underlying variables, require little or no net
initial investment, and are settled at a future date.

All derivatives are recognised on the balance sheet at fair value on the trade date:

o derivatives held for trading in ‘Assets held for trading’ and ‘Liabilities held for trading’

e derivatives that qualify for hedge accounting in ‘Accrued interest and other assets’ and ‘Accrued interest and other
liabilities’. :

Subsequent changes in the clean fair value (i.e. excluding the interest accruals) of derivatives are reported in the income
statement under ‘Other realised and unrealised gains and losses’.

Financial assets or liabilities can include embedded derivatives. Such financial instruments are often referred to as hybrid
financial instruments. Hybrid financial instruments include reverse convertible bonds (bonds whose repayment may take the
form of equities) or bonds with indexed interest payments. |f the host contract is not carried at fair value through profit or loss
and the characteristics and risks of the embedded derivative are not closely related to those of the host contract, the
embedded derivative should be separated from the host contract and measured at fair value as a stand-alone derivative.
Changes in the fair value are recorded in the income statement. The host contract is accounted for and measured applying
the rules of the relevant category of the financial instrument.

However, if the host contract is carried at fair value through profit or loss or if the characteristics and risks of the embedded
derivative are closely linked to those of the host contract, the embedded derivative is not separated and the hybrid financial
instrument is measured as one instrument.

Embedded derivatives requiring separation are reported as hedging derivatives or derivatives held for trading as appropriate.

Hedging

On the date a derivative contract is entered into, Fortis may designate this contract as either (1) a hedge of the fair value of a
recognised asset or fiability (fair value hedge); (2) a hedge of a net investment in a foreign entity or; (3) a hedge of future cash
flows attributable to a recognised asset or liability or a forecasted transaction (cash flow hedge). Hedges of firm
commitments are fair value hedges, except for hedges of foreign exchange risk, which are accounted for as cash flow
hedges.

At the start of the transaction, Fortis documents the relationship between hedging instruments and hedged items, as well as
its risk management objective and strategy for undertaking various hedge transactions.

Fortis also documents its assessment - both at the start of the hedge and on an ongoing basis - of whether the derivatives
that are used in hedging transactions are highly effective in offsetting changes in fair values or cash flows of hedged items.

Only assets, liabilities, firm commitments or highly probable forecast transactions that involve a party external to Fortis are
designated as hedged items.

The change in fair value of a hedged asset or liability that is attributable to the hedged risk and the change in the fair value of
the hedging instrument in a fair value hedge are recognised in the income statement. The change in the fair value of interest-
bearing derivative instruments is presented separately from interest accruals.
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If the hedge no longer meets the criteria for hedge accounting or is otherwise discontinued, the adjustment to the carrying
amount of a hedged interest-bearing financial instrument that results from hedge accounting is amortised using the new
effective interest rate calculated on the hedge discontinuance date.

Changes in the fair value of derivatives that are designated and qualify as cash-flow hedges are recognised in equity under
the caption ‘Unrealised gains and losses’. Any hedge ineffectiveness is immediately recognised in the income statement.

When the hedge of a forecasted transaction or firm commitment results in the recognition of a non-financial asset or of a
non-financial liability, the gains and losses previously deferred in equity are transferred from equity and included in the initial
measurement of that non-financial asset or liability. Otherwise, amounts deferred in equity are transferred to the income
statement and classified as profit or loss in the periods during which the hedged firm commitment or forecasted transaction
affects the income statement.

This also applies if the hedge no longer meets the criteria for hedge accounting or is otherwise discontinued, but the hedged
forecasted transactions or firm commitments are still expected to occur. If the hedged forecasted transactions or firm
commitments are no longer expected to occur, the amounts deferred in equity are transferred to the income statement
directly.

For net investment hedges: see section 2.6 Foreign currency.

2.25 Securitisations

Securitisations may take the form of a sale of the related assets or a credit risk transfer through the use of funded credit
derivatives to special purpose entities. These special purpose entities then issue various security tranches to investors. The
financial assets included in a securitisation are fully or partially derecognised when Fortis transfers substantially all risks and
rewards of the assets or portions thereof or when Fortis neither transfers nor retains substantially all risks and rewards but
does not retain control over the financial assets transferred.

2.26 Liabilities arising from insurance and investment contracts

General
These liabilities relate to insurance contracts, investment contracts with discretionary participation features (DPF) and
investment contracts that transfer insurance risk, financial risk or both.

Discretionary participation features
Most Life insurance or investment contracts contain a guaranteed benefit. Some of them may also contain a discretionary
participation feature. This feature entitles the holder of the contract to receive, as a supplement to guaranteed benefits,
additional benefits or bonuses:
o that are likely to be a significant portion of the total contractual benefits;
e whose amount or timing is contractually at the discretion of Fortis;
e that are contractually based on:
- the performance of a specified pool of contracts or a specified type of contract
- realised and/or unrealised investment returns on a specified pool of assets held by Fortis
- the profit or loss of Fortis, fund or other entity that issued the contract.

For Life-insurance contracts and investment contracts with discretionary participation features, current policyholder
dividends are accrued based on the contractual amount due based on statutory net income, restrictions and payment
terms.



Shadow accounting

In some of Fortis’ accounting models, realised gains or losses on assets have a direct effect on all or part of the
measurement of its insurance liabilities and related deferred acquisition costs. Fortis applies ‘shadow accounting’ to the
changes in fair value of the available for sale investments and of assets and liabilities held for trading that are linked to and
therefore affect the measurement of the insurance liabilities. These changes in fair value will therefore not be part of equity or
net profit.

The whole of the remaining unrealised changes in fair value of the available-for-sale portfolio — after application of ‘shadow
accounting’ — that are subject to discretionary participation features are classified as a separate component of equity.

An additional deferred profit sharing liability (‘DPL’) is accrued based on a constructive obligation or the amount legally or
contractually required to be paid on differences between statutory and IFRS income and unrealised gains or losses recorded
in equity.

Liability adequacy test (LAT)

This test is carried out at each reporting date to assess whether the recognised liabilities are adequate, using current
portfolio vields to estimate future cash flows. The adequacy of the liability is tested on the level of homogeneous product
groups. If the liabilities are not adequate to provide for future cash flows, including cash flows such as maintenance costs, as
well as cash flows resulting from embedded options and guarantees and amortisation of the deferred acquisition costs
(‘DAC?), the DAC is written off and/or additional liabilities are established based on best estimate assumptions. Any
recognised deficiency is immediately recorded in the income statement. A similar LAT was carried out, applying current
market vields to the investment portfolio, excluding unrealised capital gains to determine future cash flows. Fortis LAT policy
includes harmonised processes across Fortis companies.

Classification

Insurance contracts and reinsurance contracts
Contracts that transfer significant insurance risk are classified as insurance contracts and reinsurance contracts. These
contracts can also transfer financial risk.

Investment contracts with discretionary participation features
Contracts that transfer financial risk, with an additional discretionary participation feature.

Investment contracts
Contracts that only transfer financial risk.

Liabilities arising from insurance contracts and investment contracts

If the liabilities are not adequate to provide for future cash flows, including cash flows such as maintenance costs, as well as
cash flows resulting from embedded options and guarantess and amortisation of the deferred acquisition costs (‘DAC’), the
DAC is written off and/or additional liabilities are established based on best estimate assumptions. Any recognised deficiency
is immediately recorded in the income statement.



Life insurance

Future policy benefits

For Life insurance contracts, future policy benefit liabilities are calculated using a net level premium method (present value of
future net cash flows) on the basis of actuarial assumptions as determined by historical experience and industry standards.
Participating policies include any additional liabilities relating to any contractual dividends or participation features. For some
designated contracts, the future policy benefit liabilities have been re-measured to reflect current market interest rates.

Minimum guaranteed returns

For Life insurance contracts with minimum guaranteed returns, additional liabilities have been set up to reflect expected
long-term interest rates. The liabilities relating to annuity policies during the accumulation period are equal to accumulated
policyholder balances. After the accumulation period, the liabilities are equal to the present value of expected future
payments. Changes in mortality tables that occurred in previous years are fully reflected in these liabilities.

Embedded derivatives

Embedded derivatives not closely related to the host contracts are separated from the host contracts and measured at fair
value through profit or loss. Actuarial assumptions are revised at each reporting date with the resulting impact recognised in
the income statement.

Investment contracts without discretionary participation features
Investment contracts without discretionary participation features are valued at amortised cost and reported as a deposit
liability.

Non-life insurance

Claims

Claims and claim adjustment expenses are charged to the income statement as incurred. Unpaid claims and claim
adjustment expenses include estimates for reported claims and provisions for claims incurred but not reported. Estimates of
claims incurred but not reported are developed using past experience, current claim trends and the prevailing social,
economic and legal environments. The liability for Non-life insurance claims and claim adjustment expenses is based on
estimates of expected losses (after taking into account reimbursements, recoveries, salvage and subrogation) and takes into
consideration management’s judgement on anticipated levels of inflation, claim handling costs, legal risks and the trends in
claims. Non-life liabilities for workers’ compensation business are presented at their net present value. The liabilities
established are adequate to cover the ultimate costs of claims and claim adjustment expenses. Resulting adjustments are
recorded in the income statement. Fortis does not discount its liabilities for claims other than for claims with determinable
and fixed payment terms.

Investment contracts without discretionary participation features
Investment contracts without discretionary participation features are valued at amortised cost and reported as a deposit
liability.

Reinsurance
Liabilities relating to accepted or ceded reinsurance business that do not transfer significant insurance risk may be

considered to be financial liabilities and the liabilities are accounted for in the same way as other financial liabilities.

The accounting requirements for liabilities related to accepted reinsurance contracts with significant insurance risk are the
same as those that apply to direct written insurance contracts.

Deposits from reinsurers under ceded reinsurance that transfer significant insurance risk equal the amount due at the
balance sheet date.

Reinsurance liabilities are reported under ‘other liabilities’.



2.27 Liabilities related to unit-linked contracts

Fortis’ non-participating insurance and investment contracts are primarily unit-linked contracts where the investments are
held on behalf of the policyholder. Unit-linked contracts are a specific type of Life insurance contracts governed by Article 25
of EU Directive 2002/83/EC, where the benefits are linked to UCITS (‘Undertakings for Collective Investment in Transferable
Securities’), a share basket or a reference value, or to a combination of these values, or units, laid down in the contract. The
liabilities for such contracts are measured at unit value (i.e. fair value of the fund in which the unit-linked contracts are
invested divided by the number of units of the fund).

Certain products contain guarantees, which are also valued at fair value and included in liabilities related to policyholders,
with the change in the fair value recognised in the income statement. Insurance risks are taken into account on basis of
actuarial assumptions.

2.28 Debt certificates, subordinated liabilities and other borrowings

Debt certificates, subordinated fiabilities and other borrowings are initially recognised at fair value including direct transaction
costs incurred. Subsequently, they are measured at amortised cost and any difference between net proceeds and the
redemption value is recognised in the income statement over the period of the borrowing using the effective interest method.

Debt that can be converted into a fixed number of Fortis’ own shares is separated into two components on initial
recognition: (a) a liability instrument and, (b) an equity instrument. The liability component is first determined by measuring the
fair value of a similar liability (including any embedded non-equity derivative features) that does not have an associated equity
component.

The carrying amount of the equity instrument represented by the option to convert the instrument into common shares is
then determined by deducting the carrying amount of the financial liability from the amount of the compound instrument as a
whole.

Preference shares, which carry a mandatory coupon, or which are redeemable on a specific date or at the option of the
shareholder, including those preferred shares that establish such a contractual obligation indirectly through their terms and
conditions are classified as borrowings. The dividends on these preference shares are recognised in the income statement
as interest expense on an amortised cost basis using the effective interest method.

If Fortis purchases its own debt, it is removed from the balance sheet and the difference between the carrying amount of the
liability and the consideration paid is included in the income statement.

In determining whether preference shares are classified as a financial liability or as an equity instrument, Fortis assesses the
particular rights attached to the shares to determine whether they exhibit the fundamental characteristic of a financial liability.

2.29 Employee benefits

Pension liabilities

Fortis operates a number of defined benefit and defined contribution plans throughout its global activities, in accordance with
local conditions or industry practices. The pension plans are generally funded through payments to insurance companies or
trustee administered plans, determined by periodic actuarial calculations.

A defined benefit plan is a pension plan that defines an amount of pension benefit that an employee will receive on
retirement, usually dependant on one or more factors such as age and years of service. A defined contribution plan is a

pension plan under which Fortis pays fixed contributions.

Qualified actuaries calculate the pension assets and liabilities at least annually.



For defined benefit plans, the pension costs and related pension assets or liabilities are estimated using the projected unit
credit method. This method sees each period of service as giving rise to an additional unit of benefit entitement and
measures each unit separately to build up the final liability. Under this method, the cost of providing these benefits is charged
to the income statement to spread the pension cost over the service lives of employees. The pension liability is measured at
the present value of the estimated future cash outflows using interest rates determined by reference to market yields on high
quality corporate bonds that have terms to maturity approximating the terms of the related liability. Net cumulative
unrecognised actuarial gains and losses for defined benefit plans exceeding the corridor (greater than 10% of the present
value of the defined benefit obligation or 10% of the fair value of any plan assets) are recognised in the income statement
over the average remaining service lives of the employees.

Past-service costs are recognised immediately in the income statement, unless the changes to the pension plan are
conditional on the employees remaining in service for a specified period of time (the vesting period). In this case, the past-
service costs are amortised on a straight-line basis over the vesting period.

Assets that support the pension liabilities of an entity, must meet certain criteria in order to be classified as ‘qualifying
pension plan assets’. These criteria relate to the fact that the assets should be legally separate from Fortis or its creditors. If
these criteria are not met, the assets are included in the relevant item on the balance sheet (such as investments, property,
plant and equipment). If the assets meet the criteria, they are netted against the pension liability.

When the fair value of the plan assets is netted against the present value of the obligation of a defined benefit plan, the
resulting amount could be negative (an asset). In this case, the recognised asset cannot exceed the total of any cumulative
unrecognised net actuarial losses and past service costs, and the present value of any economic benefits available in the
form of refunds from the plan or reductions in future contributions to the plan.

Benefit plans that provide long-term service benefits, but that are not pension plans, are measured at present value using the
projected unit credit method.

Fortis’ contributions to defined contribution pension plans are charged to the income statement in the year to which they
relate.

Other post-retirement liabilities

Some of the Fortis companies provide post-retirement employee benefits to retirees such as preferential interest rate loans
and health care insurance. Entitlement to these benefits is usually based on the employee remaining in service up 1o
retirement age and the completion of a minimum service period. Expected costs of these benefits are accrued over the
period of employment, using a methodology similar to that for defined benefit pension plans. These liabilities are determined
based on actuarial calculations.

Equity options and equity participation plans

Share options and restricted shares are granted to directors and to employees for services received. The fair value of the
services received is determined by reference to the fair value of the share options and restricted shares granted.
Compensation expense is measured on the grant date based on the fair value of the options and restricted shares and is
recognised, either immediately at grant date if there is no vesting period, or over the vesting period of the options and

* restricted shares.

The fair value of the share options is determined using an option-pricing model that takes into account the stock price at the
grant date, the exercise price, the expected life of the option, the expected volatility of the underlying stock and the expected
dividends on it, and the risk-free interest rate over the expected life of the option. When the options are exercised and new
shares are issued, the proceeds received, net of any transaction costs, are credited to share capital (par value) and the
surplus to share premium. If for this purpose own shares have been repurchased, they will be eliminated from treasury stock.



Loans granted at preferential rates

Loans are sometimes provided to employees at an interest rate which is lower than the market rate. The terms of the loans
granted at preferential rates state that employees lose the benefit of receiving a preferential rate upon termination of
employment, at which time the interest rate on the loan is adjusted to the applicable market rate. However, some Fortis
entities allow their employees to keep the preferential rate subsequent to retirement.

For the first category, the difference between the net present value of the loans at preferential rate and the net present value
at the prevailing market rate is recognised in the balance sheet as a deferred compensation expense and recorded under
operating and administrative expenses over the period that the employee obtains the benefit. Likewise, interest income is
corrected to show the loans at market rate.

When loans continue after retirement and the former employees continue to benefit from preferential rates due to their past
service at Fortis, this benefit is taken into account in determining post-retirement benefits other than pensions.

Employee entitlements

Employee entitlements to annual leave and long-service leave are recognised when they accrue to employees. A provision is
made for the estimated liability for annual leave and long-service leave as a result of services rendered by employees up to
the balance sheet date.

2.30 Provisions, contingencies, commitments and financial guarantees

Provisions

Provisions are liabilities involving uncertainties in the amount or timing of payments. Provisions are recognised if there is a
present obligation to transfer economic benefits, such as cash flows, as a result of past events and if a reliable estimate can
be made at the balance sheet date. Provisions are established for certain guarantee contracts for which Fortis is responsible
to pay upon default of payment. Provisions are estimated based on all relevant factors and information existing at the
balance sheet date, and are typically discounted at the risk-free rate.

Contingencies
Contingencies are those uncertainties where an amount cannot be reasonably estimated or when it is not probable that
payment will be required to settle the obligation.

Commitments

Loan commitments that allow for draw down of a loan within the timeframe generally established by regulation or convention
in the market place are not recognised as derivative financial instruments. Loan commitments that are designated as at fair
value through profit or loss or where Fortis has a past practice of selling the assets resulting from its loan commitments are
recognised on the balance sheet at fair value with the resulting change recognised in the income statement. Acceptances
comprise undertakings by Fortis to pay bills of exchange drawn on customers. Fortis expects most acceptances to be
settled simultaneously with the reimbursement from customers. Acceptances are not recognised in the balance sheet and
are disclosed as commitments.

Financial guarantees

Financial guarantee contracts that require payments to be made in response to changes in a specified interest rate, financial
instrument price, commodity price, foreign exchange rate, index of prices or rates, credit rating or credit index, or other
variables, and non-financial variables which are not specific to a party to the contract, are accounted for as derivatives.

Financial guarantee contracts requiring Fortis to make specified payments to reimburse the holder for a loss it incurs
because a specified debtor fails to make payment when due, are accounted for as insurance contracts if significant
insurance risk is transferred to Fortis.



2.31  Equity

Share capital and treasury shares

Share issue costs
Incremental costs directly attributable to the issue of new shares or share options, other than on a business combination, are
deducted from equity net of any related income taxes.

Preference shares
Preference shares which are non-redeemable and upon which dividends are declared at the discretion of the directors are
classified as equity.

Treasury shares

When the Parent Companies or their subsidiaries purchase Fortis share capital or obtain rights to purchase their share
capital, the consideration paid including any attributable transaction costs, net of income taxes, are shown as a deduction
from equity.

Dividends paid on treasury shares that are held by Fortis companies are eliminated when preparing the Consolidated
Financial Statements.

Fortis shares held by Fortfinlux S.A. in the framework of FRESH capital securities are also not entitled to dividend or capital.
In calculating dividend, net profit and equity per share, these shares are eliminated. The cost price of the shares is deducted
from equity.

Compound financial instruments
Components of compound financial instruments (liability and equity parts) are classified in their respective area of the
balance sheet.

Other equity components

Other elements recorded in equity are related to:

¢ direct equity movements associates (see section 2.5 Consolidation principles)

o foreign currency (see section 2.6 Foreign currency)

¢ available-for-sale investments (see section 2.16 Investments)

e cash flow hedges (see section 2.24 Derivative financial instruments and hedging)

e discretionary participation features (see section 2.26 Liabilities arising from insurance and investment contracts).

2.32 Interest income and expense

Interest income and interest expense are recognised in the income statement for all interest-bearing instruments (whether
classified as held to maturity, available for sale, held at fair value through profit or loss, derivatives or other assets or liabilities)
on an accrual basis using the effective interest method based on the actual purchase price including direct transaction
costs. Interest income includes coupons earned on fixed and floating rate income instruments and the accretion or
amortisation of the discount or premium.

Once a financial asset has been written down to its estimated recoverable amount, interest income is thereafter recognised
based on the effective interest rate that was used to discount the future cash flows for the purpose of measuring the
recoverable amount.



2.33  Gross premium income, claims and benefits

Short-duration contracts
A short-duration insurance contract is a contract that provides insurance protection for a fixed period of short duration and
that enables the insurer to cancel the contract or to adjust the terms of the contract at the end of any contract period.

Long-duration contracts

Along-duration contract is a contract that generally is not subject to unilateral changes in its terms, such as a non-
cancellable or guaranteed renewable contracts, and that requires the performance of various functions and services
{including insurance protection) for an extended period.

Premium income when received

Premiums from Life insurance policies and investment contracts with discretionary participation features that are considered
long duration type contracts are recognised as revenue when due from the policyholder. Estimated future benefits and
expenses are provided against such revenue to recognise profits over the estimated life of the policies. This matching is
accomplished by the establishment of liabilities of the insurance policies and investment contracts with discretionary
participation features and by the deferral and subsequent amortisation of policy acquisition costs.

Premium income when earned

For short duration type contracts (principally Non-life), premiums are recorded as written upon inception of the contract.
Premiums are recognised in the income statement as earned on a pro rata basis over the term of the related policy
coverage. The unearned premium reserve represents the portion of the premiums written relating to the unexpired terms of
the coverage.

2.34 Realised and unrealised gains and losses

For financial instruments classified as available for sale, realised gains or losses on sales and divestments represent the
difference between the proceeds received and the initial book value of the asset sold, minus any impairment losses
recognised in the income statement after adjusting for the impact of any fair value hedge accounting adjustments. Realised
gains and losses on sales are included in the income statement in the caption ‘Realised capital gains (losses) on
investments’.

For financial instruments carried at fair value through profit or loss, the difference between the carrying value at the end of
the current reporting period and the previous reporting period is included in ‘Other realised and unrealised gains and losses’.

For derivatives, the difference between the carrying clean fair value (i.e. excluding the unrealised portion of the interest
accruals) at the end of the current reporting period and the previous reporting period is included in ‘Other realised and
unrealised gains and losses’.

Previously recognised unrealised gains and losses recorded directly into equity are transferred to the income statement upon
derecognition or upon the financial asset becoming impaired.



2.35 Fee and commission income

Fees as integral part of effective interest rate

Fees that are an integral part of the effective interest rate of a financial instrument are generally treated as an adjustment to
the effective interest rate. This is the case for origination fees, received as compensation for activities such as evaluating the
borrower’s financial condition, evaluating and recording guarantees, etc., and also for origination fees received on issuing
financial liabilities measured at amortised cost. Both types of fees are deferred and recognised as an adjustment to the
effective interest rate. However, when the financial instrument is measured at fair value through profit or loss, the fees are
recognised as revenue when the instrument is initially recognised.

Fees recognised as services are provided
Fees are generally recognised as revenue as the services are provided. If it is unlikely that a specific lending arrangement will
be entered into and the loan commitment is not considered a derivative, the commitment fee is recognised as revenue on a
time proportion basis over the commitment period.

Fees recognised upon completion of the underlying transaction
Fees arising from negotiating or participating in the negotiation of a transaction for a third party, are recognised upon
completion of the underlying transaction. Commission revenue is recognised when the performance obligation is complete.

Loan syndication fees are recognised as revenue when the syndication has been completed.

Fee revenue from investment contracts

This relates to contracts, without discretionary participation features, issued by insurance companies that are classified as
investment contracts, because the covered insurance risk is not significant. Revenues from these contracts consist of fees
for the coverage of insurance, administration fees and surrender charges. Expenses include mortality claims and interest
credited.

2.36 Transaction costs

Transaction costs are included in the initial measurement of financial assets and liabilities other than those measured at fair
value through profit or loss. Transaction costs refer to incremental costs directly attributable to the acquisition or disposal of
a financial asset or liability. They include fees and commissions paid to agents, advisers, brokers and dealers, levies by
regulatory agencies and securities exchanges, and transfer taxes and duties.

2.37  Borrowing costs

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

e expenditures for the asset and borrowing costs are being incurred; and

e activities necessary to prepare the asset for its intended use or sale are in progress.

Capitalisation ceases when the asset is substantially ready for its intended use or sale. If active development is interrupted
for an extended period, capitalisation is suspended. Where construction occurs piecemeal and use of each part is possible
as construction continues, capitalisation for each part ceases upon substantial completion of that part.

For borrowing associated with a specific asset, the actual rate on that borrowing is used. Otherwise, a weighted average
cost of borrowings is used.



2.38 Income tax expenses

Current tax is the amount of income taxes payable (recoverable) in respect of the taxable profit (tax loss) for a period.
Deferred tax liabilities are the amounts of income taxes payable in future periods in respect of taxable temporary differences.

Deferred tax assets are the amounts of income taxes recoverable in future periods in respect of deductible temporary
differences, the carry forward of unused tax losses and of unused tax credits.

Income tax payable on profits is recognised as an expense based on the applicable tax laws in each jurisdiction in the period
in which profits arise. The tax effects of income tax losses available for carry-forward are recognised as a deferred tax asset
if it is probable that future taxable profit will be available against which those losses can be utilised.

Deferred tax is provided in full, using the balance sheet liability method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts in the Consolidated Financial Statements.

The rates enacted or substantively enacted at the balance sheet date are used to determine deferred taxes.

Deferred tax assets are recognised to the extent that it is probable that sufficient future taxable profit will be available to allow
the benefit of part or the entire deferred tax asset to be utilised.

Deferred tax liabilities are provided on taxable temporary differences arising from investments in subsidiaries, associates, and
joint ventures, except where the timing of the reversal of the temporary difference can be controlled and it is probable that
the difference will not reverse in the foreseeable future.

Current and deferred tax related to fair value re-measurement of available-for-sale investments and cash-flow hedges which
are charged or credited directly to equity is also credited or charged directly to equity and is subsequently recognised in the
income statement together with the deferred gain or loss.

2.39 Earnings per share

Basic earnings per share are calculated by dividing net result attributable to ordinary shareholders by the weighted average
number of ordinary shares in issue during the year, excluding the average number of ordinary shares purchased by Fortis
and held as treasury shares.

For the diluted earnings per share, the weighted average number of ordinary shares in issue is adjusted to assume
conversion of all dilutive potential ordinary shares, such as convertible debt, preferred shares, share options and restricted
shares granted to employees. Potential or contingent share issuances are treated as dilutive when their conversion to shares
would decrease net earnings per share.

The impact of discontinued operations on the basic and diluted earnings per share is shown by dividing net result before
discontinued operations by the weighted average number of ordinary shares in issue during the year, excluding the average
number of ordinary shares purchased by Fortis and held as treasury shares.



3  Acquisitions and disposals

This note provides information on key disposals and acquisitions of Fortis.

3.1 Discontinued operations in 2008

Due to the turmoil on the financial markets, Fortis had to sell large parts of its operations to the local governments in the
Benelux. A chronological description of all transactions is given below.

On 29 September 2008, Fortis and the Governments of Belgium and Luxembourg entered into an agreement, whereby the
Government of Belgium agreed to invest EUR 4.7 billion in Fortis Bank Belgium in exchange for a 49.93% share in the
common equity of the bank while the Government of Luxembourg agreed fo invest EUR 2.5 billion in Fortis Banque
Luxembourg, a wholly owned subsidiary of Fortis Bank, by subscribing to a mandatory convertible loan issued on 29
September by Fortis Banque Luxembourg.

On 3 October 2008, the Government of the Netherlands acquired Fortis Bank Netherlands including the participation of
Fortis Bank Netherlands in RFS Haldings, which held the activities of ABN AMROQO, Fortis Insurance Netherlands and Fortis
Corporate Insurance. The allocation of the overall consideration of EUR 16.8 billion, agreed between Fortis and the Dutch
State in the Term Sheet, was subseguently set by the Belgian government as follows: EUR 12.8 billion for the sale by Fortis
Bank SA/NV of the Dutch banking activities (sale of the shares in Fortis Bank Nederland (Holding) N.V., i.e. including Fortis’s
stake in ABN AMRO) and EUR 4 billion for the sale by Fortis Insurance N.V. of the Dutch insurance activities (sale of the
shares in Fortis Verzekeringen Nederland N.V. and Fortis Corporate Insurance N.V.).

On 10 October 2008, the Belgian Government acquired from Fortis the remaining ownership (50% + one share) in Fortis
Bank for a total consideration of EUR 4.7 billion in cash. At the same time, the Belgian Government signed an agreement
with BNP Paribas on the subsequent transfer of 74,94% of Fortis Bank. Fortis and BNP Paribas furthermore agreed on the
sale of 100% of Fortis Insurance Belgium for a total consideration of EUR 5.73 billion in cash, subject to a final closing
adjustment of minus EUR 0.2 billion. The transactions between Fortis and the Belgian State on 29 September and 10
October are considered one transaction.

However, on 12 December 2008 the Court of Appeal of Brussels ruled that all transactions with BNP Paribas had to be
suspended as the shareholders of Fortis SA/NV were not consulted on the transactions. Hence on 11 February 2009 a
shareholders mesting was held by Fortis SA/NV. During this meeting the shareholders voted against the proposed
agreements (as modified by an Avenant of 1 February 2009). Consequently, new negotiations were started between Fortis,
BNP Paribas and the Belgian Government. These negotiations resulted on 12 March 2009 in a new agreement on the
structure and content of the transaction. One element of the agreement is that Fortis will no longer sell 100% of Fortis
Insurance Belgium to BNP Paribas but will sell 25% of the shares + 1 share to Fortis Bank Belgium. Detailed information
about the agreement is provided in note 55 Post-balance sheet date events. The agreement will be on the agenda of
shareholders’ meetings of Fortis SA/NV and Fortis N.V. for approval by the shareholders.

The new agreement signed on 12 March 2009 does not have an impact on the result on the discontinued entities (Fortis
Bank Belgium, Fortis Bank Netherlands, Fortis Insurance Netherlands and Fortis Corporate Insurance) as the sales price of
Fortis Bank Belgium to the Belgian State was not changed.

In accordance with IFRS 5, the subsidiaries sold, which represented a substantial part of the businesses of Fortis, and
transferred out of Fortis are presented as discontinued operations. The post-tax results of discontinued operations until the
moment of sale are presented separately from continuing operations in the income statement under Net result on
discontinued operations. Prior period results are reclassified in accordance with the IFRS requirements. Details of the
discontinued operations are set out below.



The impact of discontinued operations on Fortis’ income statement based on the above mentioned allocation of the overall
consideration of EUR 16.8 billion, is as follows:

2008 2007
Fortis Bank nv-sa (Fortis Bank Belgiurn) ; : ' (20,822} 491
Fortis Bank Nederland (Holding)  {Fortis Bank Netherlahds) . (8,590) 1,284
Fortis Verzerkeningen Nederland (Fortis Insurance Netherlands) 1,745 890
Fortis. Corporate Insurance o B ’ : S 255 64
CaiFor 1,018
Eliminations and-minority interests ; 168
Total - (27,412) 3,910

The tables below provide a further breakdown of the operating result and the result on disposal of discontinued operations
per legal entity.

3.1.1  Fortis Bank Belgium

The detailed result for the discontinued operation Fortis Bank Belgium can be explained as follows:

2008 2007
Total iricome: : e SRR ; ' 84,203
Total expenses v RPN : ; ; (81,608)
Change in ifmpairments - s S (2,792)
Profit before taxation s . (197)
Income tax expense : i 702
Net profit for the period : 505
Net result on disposal
Net result attributable to minority: interests : 14
Net result on discontinued operations . (20,822) 491

The income statement for 2008 as shown above does not include detailed information for 2008. This is due to the fact that
Fortis Bank Belgium has informed Fortis that it is not able to provide Fortis with the full detail of the operational resullt for the
period 1 January 2008 — 10 October 2008 (the date that Fortis Bank Belgium was sold to the Belgian State) due to material
uncertainties.

3.1.1.1  Fortis Bank Netherlands
The detailed result for the discontinued operation Fortis Bank Netherlands (including the participation in RFS Holdings) as
part of Fortis Bank Belgium can be explained as follows:

2008 2007
Tolincome , 21,509
Total expenses T e T o ‘ B ' (19,820)
Changekin impéirments } E N ' (41)
Profit before taxation .~ P » » : ' 1,648
Income tax expense R A N ‘ (346)
Net profit for the period S , L 1302
Net result on disposal ‘ ‘ ‘
Net result attributable td minority intereéts ‘ o 18

Net result on discontinued operations ’ ) (8,590) 1,284



The income statement for 2008 as shown above does not include detailed information for 2008. This is due to the fact that
Fortis Bank Netherlands has informed Fortis Bank Belgium that it is not able to provide Fortis Bank Belgium with the full
detail of the operational result for the period 1 January 2008 — 3 October 2008 (the date that Fortis Bank Netherlands was
sold to the Dutch State by Fortis Bank Belgium) due to material uncertainties.

3.1.2  Fortis Insurance Netherlands
The detailed result for the discontinued operation Fortis Insurance Netherlands can be explained as follows:

2008 2007
Total income SR : k 8,102
Total expenses I ; ) (6,926)
Change in impairments _ (159)
Profit before taxation 1,017
Income tax expense ; (111)
Net profit for the period v 906
Net result on disposal '
Net result attributable to minority interésts 16
Net result on discontinued operations 1,745 890

The income statement for 2008 as shown above does not include detailed information for 2008. This is due to the fact that
Fortis Insurance Netherlands has informed Fortis that it is not able to provide Fortis with the full detail of the operational result
for the period 1 January 2008 — 3 October 2008 (the date that Fortis Insurance Netherlands was sold to the Dutch State)
due to material uncertainties.

3.1.3  Fortis Corporate Insurance
The detailed result for the discontinued operation Fortis Corporate Insurance can be explained as follows:

2008 2007
Total income ’ : ; - i 781
Total expenses : : (701)
Change in impairments '
Profit before taxation : 80
Income.tax expense (16)
Net profit for the period 64
Net result on disposal '
Net result on discontinued operations 255 64

The income statement for 2008 as shown above does not include detailed information for 2008. This is due to the fact that
Fortis Corporate Insurance has informed Fortis that it is not able to provide Fortis with the full detail of the operational result
for the period 1 January, 2008 ~ 3 October, 2008 (the date that Fortis Corporate Insurance was sold to the Dutch State) due
to material uncertainties.



3.2 Discontinued operations in 2007

On 13 November 2007, Fortis sold Fortis’ interests in the Spanish bancassurance joint venture CaiFor to ‘la Caixa’ for a total
cash consideration of EUR 980 million, including 2007 interim dividend of EUR 30 million. In accordance with IFRS 5, the
investment in CaiFor is presented as a discontinued operation. The post-tax results of discontinued operations are presented
separately from continuing operations in the income statement under the section Net gain on discontinued operations.

The detailed result on CaiFor in 2007 can be presented as follows:

2007
Net result for the year 66
Realised capital gains on sale 947
Total net gain on discontinued operations 1,013

3.3 Acquisitions

In 2008, Fortis made no significant acquisitions but only a number of smaller acquisitions. The only significant acquisition that
took place related to the new Fortis scope in 2007 was:

Capitalised Goodwill/

Quarter of Acaquisition Percentage intangible (negative

Acquired company acquisition amount acquired assets gooawill)
Fortis Insurance Company Asia (FICA) Q2 2007 666 100 266 292

The amounts of the capitalised intangible assets and the goodwill presented above are the final amounts, converted to euro
and taking into account changes that were necessary because the accounting for a business combination was only
determined provisionally by the end of the period in which the combination was effected. Subsequent changes due to net
exchange differences and other changes are excluded.



3.4 Assets and liabilities of acquisitions and disposals

The table below provides details on the assets and liabilities resulting from the acquisitions or disposals of subsidiaries,

associates and joint ventures at the date of acquisition or disposal.

2008 2007

Acquisitions Divestments Acquisitions Divestments
Assets and liabilities of acquisitions and divestments
Cash and cash equivalents : (23,354) 280 (32)
Assets held for trading (74,594) 1
Due from banks (117,833) 35
Due from customers (310,425) 321
Investments ) 37 (158,463) 27,310 (475)
Investments related to unit-linked contracts {9,960) 83
Reinsurance and other receivables (8,411) 80
Property, plant and equipment (2,942) 34 (1)
Gooadwill and other intangible assets 1 (1,964) 924 (14)
Accrued interest and other.assets - (6) (78,032) 36 (14)
Liabilities held for trading (89,105)
Due to banks : ! i 10 (188,539) 207 (25)
Due to customers o ; (262,153) 260
liabilities arising from insurance and im}estment contracts {19,246) 697
Liabilities related 10 unit-linked contractis ' (10,632) 83
Debt certificates ‘ (94,291) 8
Suberdinated liabilities (20,165) 8
Other. borrowings ’ 4 (-1,064) 84
Provisions o (868) (53)
Current and deferred tax liabilities ; 2 (1,767) 26 (4)
Accrued interest and other liabilities. ... 9 (59,451) 122 (138)
Minority interests (667) 1
Changes in equity related to divestments (1,918)
Net assets acquired / Net assets divested 7 (36,112) 27,608 (441)
Result on disposal, gross 1,197
Taxes on result on:disposal (128)
Result-on discontinued operations, netiof taxes (27,412) 1,069
Cash used for acquisitions /:réceived ffom divestments:
Total purchase consideration 7 Proceeds ,frorﬁ sale. (7) 8,700 (27,608 ) 1,510
Less: Cash and cash equivalents acquired / divested (23,354) 280 (32)
Cash used for acquisitions / received for divestments (7) (14,854) (27,328) 1,478



4 Shareholders’ equity

The following table shows the composition of Shareholders’ equity as at 31 December 2008.

Share capital )
- Ordinary shares: 2,516,657,248 shares issued consisting of

one share of Fortis NV norminal value EUR 0,42 and one share of Fortis SA/NV par value EUR 4.28 11,838
- Cumulative preference shares Fortis NV nominal value EUR 0.42; 1,820 million shares authorised; no shares issued

Share premium reserve : 23,508
Other reserves (879)
Currency translation reserve (73)
Net profit attributable to shareholders (28,022)
Unrealised gains and losses 423
Shareholders' equity 6,795

4.1 Ordinary shares

Shares issued and potential number of shares

In addition to the shares already outstanding, Fortis issued options or instruments containing option features, which could
upon exercise lead to an increase in the number of outstanding shares. Shares can also be issued due to the so called
Alternative Coupon Satisfaction method (ACSM) ( for details see note 29). The table below shows an overview of the shares
issued and the potential number of shares as at 31 December 2008.

Number of shares at 31 December 2008 2,516,657,248
Shares that may be issued:

- in connection.with option plans, including warrants (see note 10) 41,432,398
- inconnection with convertible securities related to the MCS (see note 29) 105,386,849
Total potential number of shares at 31 December 2008 2,663,476,495

Treasury shares

Treasury shares are ordinary shares reacquired by Fortis. The shares are deducted from Shareholders’ equity under the
heading Other reserves. No gain or loss is recognised on the purchase or sale of treasury shares, nor on rights obtained to
buy or sell such shares. Consideration paid or received, including after tax transaction costs, is recognised directly in
Shareholders’ equity.

Outstanding shares
The following table shows the number of outstanding shares:

Shares Treasury Shares

issued shares outstanding
Number of shares at 1 January 2007 1,342,815,545 (50,698,454 ) 1,292,117,091
Issued related to option plans 2,284,985 2,284,985
Issued related to Rights Issue 896,181,684 896,181,684
Issued related to convertible securities (CASHES, see note 29) 125,313,283 125,313,283
Balance (acquired)/sold (123,934,575) (123,934,575}
Number of shares at 31 December 2007 2,366,595,497 (174,633,029 2,191,962,468
Issued 150,000,000 150,000,000
Issued related to option plans « : 61,751 61,751
Balance {acquired)/sold 132,804,832 132,804,832

Number of shares at 31 December 2008 2,516,657,248 (41,828,197) 2,474,829,051



Fortis placed on June 26, 2008 150,000,000 Fortis shares at EUR 10.00 per New Share; the total gross proceeds of the
offering amounted to EUR 1.5 billion. The cost related to the issue of these shares amounted to EUR 19.2 million.

Fortis placed on 25 September 2007 a fully underwritten Rights Issue of 896,181,684 new shares at a subscription price of
EUR 15.00 per new share (with Fortis SA/NV VPR Strip) on the basis of 2 new shares for every 3 existing shares held at
market close on 24 September 2007. The subscription period for the Rights concluded on 9 October 2007. 878,216,262
new shares and 878,216,262 VPR strips Fortis SA/NV, representing approximately 97.995% of the total number of new
shares offered o shareholders pursuant to the fully underwritten Rights Issue, were subscribed to. Settlement of the Rights
Issue occurred with value on 15 October 2007. The remaining 17,965,422 new shares were placed through an accelerated
private placement. The cost related to the issue of Rights Issue amounted to EUR 121.2 million.

The following table provides a specification of treasury shares as at 31 December.

2008 2007
Number Value Number Value
Held in trading portfolio 4,369,337 79
Held in investment portfolio 41,828,197 1,061 167,612,894 3,335
Held in other assets for option plans 7
Held for unit-linked contracts 1,865,020 34
Held by Associates - . 785,778 14
Balance at 31 December : 41,828,197 1,061 174,633,029 3,462

The treasury shares that are held by Fortis at year end 2008 mainly relate to the FRESH (39,682,540). The value of these
shares is based on the price at the date of issue. Details about the FRESH are provided in note 29.

4.2 Cumulative preference shares Fortis N.V.

None of Fortis’ 1,820 million authorised cumulative preference shares with a nominal value of EUR 0.42 have been issued or
are outstanding.

If the cumulative preference shares are issued, a General Meeting of Shareholders will be convened within two years of the
date on which the cumulative preference shares are issued so that a resolution can be passed regarding the repurchase or
cancellation of these issued cumulative preference shares.

If the General Meeting of Shareholders does not resolve to repurchase or cancel the cumulative preference shares,
subsequent General Meetings of Shareholders will be convened and held in each case within two years of the previous
meeting. A resolution concerning repurchase or cancellation of the cumulative preference shares will be on the agenda of
these meetings for as long as there are cumulative preference shares outstanding.

Any dividend from Fortis N.V." profits will first be paid to holders of cumulative preference shares before being paid to
holders of ordinary shares. The dividend to be paid will be equal to the average Euribor for a term of one year, as published
by the European Gentral Bank during the year for which the dividend is to be paid, increased by 1.5%. The dividend will be
calculated as a percentage of the amount paid to Fortis N.V. on such shares and pro rata to the period outstanding.

Cumulative preference shares have a liquidation value equal to the amount paid to Fortis N.V. on such shares plus any
accumulated but unpaid dividends. Cumulative preference shares have priority over ordinary shares in the case of
liquidation. Issued preference shares can be transferred only with the Board’s consent.

Fortis N.V. had granted Stichting Continuiteit Fortis (see separate section on Stichting Continuiteit Fortis) an option to acquire
a number of cumulative preference shares of Fortis N.V. not exceeding the number of ordinary (twinned) shares issued at
that time.



However, Fortis N.V. has asked the Board of Stichting Continuiteit Fortis to discontinue and liquidate Stichting Continuiteit
Fortis. The reason for the discontinuation is that due to the recent developments and the significant changes in the
organisation of Fortis, the Board believes it is no longer in the interest of Fortis to keep the Stichting in place. The purpose of
the Stichting was to guarantee the continuity of Fortis N.V. and as such to safeguard the interests of Fortis and of all the
companies belonging to Fortis. The Board of Stichting Continuiteit Fortis has agreed with this proposal and consequently,
the Stichting Continuiteit Fortis was liquidated as per 13 March 2009.

4.3 Other reserves

The negative amount in Other reserves relates mainly to the accounting principles Fortis applied prior to the introduction of
IFRS as well as the application of exemptions provided for in IFRS 1, First-time Adoption of International Financial Reporting
Standards.

IFRS 1 requires the retrospective application of IFRS at the time of first adoption. However, to ease the impact of IFRS
implementation, the standard provides entities with optional exemptions. Fortis has opted to utilise some of these
exemptions. The exemptions relating to business combinations and employee benefits have had a significant impact on
equity (Other reserves).

The exemptions concerning business combinations allows entities not to apply IFRS 3, Business Combinations,
retrospectively to past business combinations. Fortis applies the provisions of IFRS 3, to all business combinations occurring
on or after 1 January 2004. Accordingly, business combinations that occurred prior to 1 January 2004 — and the goodwill
that was included in Shareholders’ Equity — are not restated under IFRS. As a result, the previously recorded goodwiill
included in Other reserves remains in Shareholders’ Equity.

Under the exemption concerning employee benefits in IFRS 1, entities may elect to add or charge to equity in full, all
cumulative actuarial gains and losses that have not been recognised in the income statement prior to 1 January 2004. Fortis
has decided to take advantage of this exemption and therefore does not apply IAS 19 retrospectively. Fortis recognised all
actuarial gains and losses in the opening balance sheet on 1 January 2004, leading to a decrease in equity (Other reserves).

Treasury shares, i.e. ordinary shares reacquired by Fortis, are adjusted to Shareholders’ equity and reported in Other
reserves.

Other reserves include an amount of EUR 266 miliion (2007: EUR 675 million) that relates to the equity component of
convertible securities (see note 29).



solidated Fina

4.4 Currency translation reserve

The Currency translation reserve is a separate component of Shareholders’ equity in which are reported the exchange
differences, arising from translation of the results and financial positions of foreign operations that are included in the
Fortis Consolidated Financial Statements.

Fortis hedges net investments in foreign operations. The net investment in a foreign operation is Fortis’ interest in the net
assets of that operation. Exchange differences arising on borrowings and other currency instruments designated as hedging
instruments of such investments are also recorded in equity (under the heading Currency translation reserve) until the
disposal of the net investment, except for any hedge ineffectiveness which will be immediately recognised in the income
statement. On disposal of a foreign entity, such exchange differences are recognised in the income statement as part of the
gain or loss on the sale.

4.5 Unrealised gains and losses included in Shareholders’ equity

The table below shows changes in Unrealised gains and losses included in Shareholders’ equity.

Available Revaluation
for sale of Cash flow DPF-

investments associates hedges component Total
31 December 2008
Gross ' 528 95 623
Related tax . (183) (183)
Shadow accounting (73) (73)
Related tax 36 36
Minority interests 20 20
Discretionary Participation Feature (DPF) 2 (2)
Total 330 95 (2) 423
31 December 2007
Gross 109 49 (4) 154
Related tax 243 243
Shadow accounting 210 210
Related tax (44) (44)
Minority interests 39 39
Discretionary Participation Feature (DPF) (47) 47
Total 510 49 (4) 47 602

Unrealised gains and losses on Available for sale investments are discussed in detail in note 19.2 Changes in the fair value of
derivatives that are designated and qualify as cash-flow hedge are recognised as an unrealised gain or loss in Shareholders’
equity. Any hedge ineffectiveness is immediately recognised in the income statement. Exchange differences arising on
instruments designated as hedges of a net investment in a foreign entity are recorded in Shareholders' equity, until the
disposal of the net investment, except for any hedge ineffectiveness which is immediately recognised in the income
statement.

Fortis enters into insurance contracts that feature not only a guaranteed part but also other benefits of which the amounts
and the timing of declaration and payment are solely at the discretion of Fortis. Depending on the contractual and statutory
terms and conditions, unrealised changes in the fair value of the asset mix related to such contracts are after the application
of shadow accounting, reported as part of Shareholders’ equity under separate discretionary participation features (DPF) and
in Unrealised gains and losses related to Available for sale investments.



The table below shows changes in gross Unrealised gains and losses included in Shareholders’ equity for 2007 and 2008.

Available Revaluation
for sale of Cash flow DPF-
investments associates hedges component Total

Gross unrealised gains (losses) at 1 January 2007 4,793 149 3 4,945
Changes in unrealised gains (losses) during the year (3,164) (44) (7) (3,215)
Reversal unrealised gains (losses) because of sales (1,504) (1,504)
Foreign exchange differences 18 (2) 16
Divestments of associates (54) (54)
Other (34) (34)
Gross unrealised gains {losses) at 31 December 2007 109 49 {4) 154
Unrealised gains (iosses) related to discontinued operations. - - i :

teclassed to income statement ' ' L R 3- A k e 569
Changes in unrealised gains (losses) duririg theyear - o : S .. 548 ; o 27 e : e ' 575
Reversal unrealised gains (Iosseé) b’écéuse of sales e - (686) ’ o ' : : (686)
Foreign exchange differences : o (7} 3 . (4)
Divestments of associates ' : : T ,
Other o Ve oo 13 SEEE R i 15
Gross unrealised gains (losses) at 31:December 2008 528 95 : . 8 : o : 623

4.6 Dividend

Once a dividend'is announced, shareholders may choose to receive the dividend from Fortis SA/NV (Belgium) or from
Fortis N.V. (the Netherlands). The dividend of Fortis SA/NV is equal to the dividend of Fortis N.V.

If a shareholder does not elect to receive dividend from one of the above, a default procedure will apply based primarily on
the domicile of the shareholder (for registered shares) or of the Central Securities Depository with which the shareholders’
bank has deposited the shares (in the case of shares held in a securities account), with Belgian residents receiving solely
Belgian dividends and Dutch residents receiving solely Dutch dividends. Shareholders domiciled in neither Belgium nor the
Netherlands will receive a Belgian and a Dutch dividend in equal proportion. Holders of physical bearer shares who do not
specify the source of their dividend will receive a wholly Belgian dividend.

The companies comprising Fortis are subject to legal restrictions regarding the amount of dividend they may pay to their
shareholders. The Dutch Civil Code stipulates that a Dutch company may pay dividends only if the net equity of that
company exceeds the total of the paid-up and called-up capital and the reserves required by law or by the company’s
Articles of Association.

Under the Belgian Companies Code, 5% of a company’s annual net profit must be placed in a reserve fund until this fund
reaches 10% of the share capital. No dividends may be paid if the value of the company’s net assets falls below, or following
payment of a dividend would fall below, the sum of its paid-up capital and non-distributable reserves.

Belgian and Dutch subsidiaries are also subject to dividend restrictions arising from minimum capital and solvency
requirements imposed by regulators in the countries in which those subsidiaries operate.

Proposed dividend for 2008

As part of the accelerated capital plan launched on 26 June 2008, it was decided not to pay an interim dividend for the 2008
financial year. On 15 March 2009, Fortis announced that the statutory loss carried forward of EUR 22.5 billion at Fortis
SA/NV had resulted in a depletion of the amounts available for distribution at year-end 2008. Consequently, the Board of
Directors concluded that no dividend wouid be proposed for the 2008 financial year (the dividend for 2007 amounted to
EUR 1.18 per Fortis share).



5 Minority interests

The following table provides information about the most significant minority interests in the Fortis entities.

% of minority

interest
Group company.
Fortis Bank AS (Turkey)
Fortis Bank NV/SA ;
Fortis Fixed Rate Quarterly Capital Funding Trust
Fortis Luxembourg Vie SA 50.0%
Interparking SA k ) 10.1%
Millenniumbep Fortis 49.0%
Moeara Enim

Archimedes Investments Coéperatiever.A.
Fortis FBN Preferred I’nvestment B.V. '
Other ‘ :

Total

Amount at
31 December 2008

37
81
396

1
515

% of minority

interest

6.0%
0.1%

n/a

10.1%
49.0%
30.3%
15.0%

0.1%

Amount at

31 December 2007

59
37
50

73
366
136
180
210

36

1,147

Fortis Group used to own 100% of Fortis Luxembourg Vie through Fortis Insurance International (50%) and Fortis Bank
Luxembourg (50%). However, due to the sale of Fortis Bank Belgium, the parent company of Fortis Bank Luxembourg,

Fortis now only owns 50% of Fortis Luxembourg Vie.



§) Earnings per share

Fortis placed on June 26, 2008 150,000,000 Fortis shares at EUR 10.00 per New Share; the total gross proceeds of the
offering amounted to EUR 1.5 billion. The cost related to the issue of these shares amounted to EUR 19.2 million.

Fortis placed on 25 September 2007 a fully underwritten Rights Issue of 896,181,684 New Shares at a subscription price of
EUR 15.00 per New Share (with Fortis SA/NV VVPR Strip) on the basis of 2 New Shares for every 3 Existing Shares held at
market close on 24 September 2007. The subscription period for the rights concluded on 9 October 2007. 878,216,262
New Shares and 878,216,262 VVPR strips Fortis SA/NV, representing approximately 97.995% of the total number of New
Shares offered to shareholders pursuant to the fully underwritten Rights Issue, were subscribed to. Settlement of the Rights
Issue occurred with value on 15 October 2007. The remaining 17,965,422 New Shares were placed through an accelerated
private placement. The cost of issuance of these shares amounted to EUR 121.2 million.

Fortis placed on 19 December 2007 125.313.283 shares at a subscription price of EUR 18.75. The placement of these
shares related to the issuance of the CASHES, undated floating rate convertible and subordinated hybrid equity-linked
securities. The shares are not entitled to dividend nor have they voting rights until the moment of conversion. In 2007 the
shares were not included in the earnings per share calculation as the shares were held by Fortis Bank Belgium. However, as
Fortis Bank Belgium is at year-end 2008 no longer a subsidiary of Fortis the shares have been included in the earnings per
share calculation for 2008 as in the event of conversion they have a share in the equity of Fortis.

Earnings per share

Fortis has adjusted the calculation of basic and diluted earnings per share for 2007 in accordance with IAS 33 Earnings per
share, Appendix 2. IAS 33A2 states that if the number of ordinary or potential ordinary shares outstanding increases as a
result of a bonus element in a Rights Issue to existing shareholders, the per share calculations for those and any period
financial statements presented, shall be based on the new number of shares.

The Fortis Rights Issue was offered to all existing shareholders, so the number of ordinary shares to be used in calculating
basic and diluted earnings per share for all periods before the Rights Issue is the number of ordinary shares outstanding
before the issue, multiplied by the following factor:

Fair value per share immediately before the exercise of rights
Theoretical ex-rights fair value per share

The theoretical ex-rights fair value per share is calculated by adding the aggregate market value of the shares immediately
before the exercise of the rights to the proceeds from the exercise of the rights, and dividing by the number of shares
outstanding after the exercise of the rights. The adjustment factor related to this Rights Issue is 1.1945.



The following table details the calculation of earnings per share, taking into account the adjustment as described above on
the number of ordinary shares outstanding before the issue.

Net profit attributable to shareholders
Elimination of interest expense on convertible debt (net of tax impact)

Net profit used to determine diluted earnings per share

Weighted average number of ordinary shares for basic earnings per share
Adjustments for:

- assumed conversion of convertible securities

- share options

- restricted shares

Weighted average number of ordinary shares for diluted earnings per share

Basic earnings per share (in euro per share)

Basic earnings per share before resuit on discontinued operations (in euro per share)

Diluted earnings per share (in euro per share)

Diluted earnings per share before result on discontinued operations (in euro per share)

2008
(28,022)
(28,022)

2,295,883,060

738,895
2,296,621,955

(12.21)
(0.27)
(12.21)
(0.27)

2007

3,004
17
4,111

1,735,985,243

270,384,198
4,379,751
1,170,388

2,011,919,580

2.30
0.05
2.04
0.04

In 2008 weighted average options on 43,971,460 shares (2007: 2,678,079) with weighted average exercise prices of

EUR 22.29 per share (2007: EUR 28.46) were excluded from the calculation of diluted EPS because the exercise price of the
options was higher than the average market price of the shares. During 2008, 145,069,389 Fortis shares arising from
convertible securities were excluded from the calculation of diluted earnings per share because the interest per share saved

on these securities was higher than the basic earnings per share.



/ Risk management

7.1 Introduction

The risk management framework used across Fortis was designed to ensure that high standards of risk management are

maintained, to raise executive management’s awareness and understanding of the risks being taken and to encourage

optimisation of the risk/return ratio. This framework combines core policies and measurement methods with broad oversight

by risk management at central and local business level. We continuously review and upgrade our risk management

framework and in 2009 this structure will be reviewed in light of lessons learned from the extreme market environment and

the changes to Fortis.

Given the changes to Fortis this note focuses on the framework that has been in place for the insurance operations.

Fortis’ risk taxonomy is summarised in the following chart.

Total Risk

Financial

Risk

Insurance

Liability Risk

Liquidity
 Risk

Operational
Risk

~—

\___J

Credit Risk Life Risk Funding Liquidity Business Risk
Risk
Adverse changes in
Counterparty Risk Mortality Risk volumes
Country Risk Longevity Risk Adverse changes in
Morbidity Risk margins and costs
Disability Risk Strategic Risk
Market Non-Life Market Liquidity Event
Risk Risk Risk Risk
ALM RISK: e Home Claims Risk stemming from
e Interest Rate Risk o Motor Claims operational events:
* Equity Risk e Third Party Liability * Internal Fraud
¢ Real Estate Risk Claims e External Fraud
e Currency Risk ¢ Accident Claims ® Malicious Damage
e Spread Risk e Business ® Employee Practices &
Interruption Claims Workplace Safety
® Travel Claims ® Clients, Products &
Business
e Practices
e Disasters and Public
Safety

e Technology and
infrastructure Fallures

e Execution, Delivery
and Process

\ management /

A detailed explanation of each risk type is provided in the descriptions of the related risk management framework and
processes (as from 7.3).




7.2 Risk management organisation

The Risk Management organisation is designed to ensure:

e cClear responsibility and accountability regarding risk management

e independence of the risk management functions

¢ transparent and coherent risk-related decision-making, covering all risks of the risk taxonomy

Each stand-alone business: .

e s responsible for managing its inherent risks within the limits, policies and guidelines set by regulators and Insurance
Risk Committee

» has a Business Risk Committee, which supports its management team in ensuring that key risks are well understood and
that appropriate risk management procedures are in place

¢ s responsible for managing its inherent risks and ensuring that it has comprehensive risk management systems in place
which cover the full risk taxonomy.

The additional reporting lines between the Business Chief Risk Officer and the Insurance Chief Risk Officer are designed to
reinforce the principles of full transparency on risk-related information (risk quantification, profitability, reserves, limits, capital,
methodologies, assumptions, risk management organisation, etc.) compliance with group policies, guidelines and limits, and
independence of the risk function in risk decisions and monitoring processes.

The Insurance Risk Committee (IRC), chaired by the Fortis Insurance Chief Executive Officer, supports the management in
ensuring an adequate understanding of its key risks and that it has sound risk management in place. A key role of the
Insurance Risk Committee is to ensure the consistency of risk management approaches across the insurance operations.

The IRC oversess the activities of the following Business and Regional? Risk Committees:
o Business Risk Committee Fortis Insurance Belgium;

e Regional Risk Committee Fortis Insurance International — Europe;

¢ Regional Risk Committee Fortis Insurance International — Asia.

The Business Risk Committees are responsible for:

e Defining the risk policy of the company and ensuring that the company acts within the risk policy, guidelines, and limits
set by the Insurance Risk Committee;

¢ |dentifying, monitoring, and managing all risks (investment risk, liability risk and operational risk) to which the company is
exposed including ALM.

The risks within the General Account mainly relate to interest mismatches on loans to banks, loans from banks and debt
instruments. These risks are directly monitored by the Finance and legal organisation headed by the Chief Financial Officer.
Important decisions related fo the General Account can only be taken by two persons and binding agreements need to be
signed by at least two authorised persons.

2)  Fortis Insurance International-Europe and Fortis Insurance International-Asia Regional Risk Committees provide oversight and aggregate views over the individual stand-
alone businesses in their regions each of which, as noted earlier, has its own Business Risk Committee (BRC).



7.3 Financial Risk

Financial risk encompasses two types of risk: credit risk and market risk.

7.3.1  Credit Risk
Credit risk is defined as the risk to earnings or capital arising from an obligor’s failure to meet the terms of any contract or to
otherwise fail to perform as agreed.

7.3.1.1  Credit Risk Management

Credit risk arises within Insurance primarily in the investment portfolios. Fortis Insurance credit risk management policy aims
to spread the credit risk across several sectors and countries. The average credit rating of the consolidated portfolios is
strong. The risks within the General Account basically relate to loans to banks, loans from banks and debt instruments that
are outstanding o former subsidiaries of Fortis.

7.3.1.2  Credit risk exposure

The overall credit risk exposure (before collateral held and other credit enhancements) is measured and presented as the
principal amount of on-balance sheet claims or off-balance sheet potential claims on customers and counterparties, as at
31 December. Credit risk exposure is presented based on the classification in the balance sheet of Fortis, as this most
accurately reflects the nature and characteristics of the exposure.®

3)  Unit-linked investments are not included in the total credit risk exposure because these risks are born by the policy holders.



inangial Statemen

Cash and cash equivalents
Impairments

Total Cash and cash equivalents, net (see note 15)

Derivative financial instruments
Total assets held for trading
Impairments

Total Assets held for trading, net (see note 16)

Interest bearing deposits

Loans and advances
Subordinated liabilities

Securities borrowing transactions
