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DIRECTORS’ REPORT

The Directors have pleasure in presenting their report together with the annual audited financial
statements of the Company for the financial year ended 31 December 2020.

PRINCIPAL ACTIVITIES

The Company is engaged principally in the underwriting of all classes of general insurance business.
There has been no significant change in the principal activity during the financial year.

FINANCIAL RESULTS
RM'000

Profit after tax for the financial year 80,553

There were no material transfers to or from reserves or provisions during the financial year other
than those disclosed in the financial statements.

In the opinion of the Directors, the results of the operations of the Company during the financial year
were not substantially affected by any item, transaction or event of a material and unusual nature
other than as disclosed in the financial statements.

SIGNIFICANT EVENT DURING THE FINANCIAL YEAR

The COVID-19 pandemic and associated economic impact continue posing challenges and
uncertainties to the Malaysian economy and general insurance industry. The Company has been
taking necessary and thoughtful steps to strengthen its business resilience and adjust its operating
models in managing the business in a very different market and dynamic operating landscape as
concerns on job security remain heightened and consumers will be more cautious on their spending.

In considering the recent spike of COVID-19 cases, the Malaysian Government has re-imposed
Movement Conirol Order ("MCQ") from 13 January 2021 to 4 March 2021, It is certainly an
expectation that economic activities will take some time to recover. Amid the uncertainties in current
economic environment to support business expansion, the Company will continue to monitor the
situation and remain vigilant and cautious in managing operating costs, business growth and risk
profile of our portfolio,
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DIRECTORS’ REPORT (CONTINUED)

SUBSEQUENT EVENT AFTER THE FINANCIAL YEAR

There were no material events subsequent to the reporting date that require disclosures or
adjustments to the financial statements.

DIVIDENDS

In respect of the financial year ended 31 December 2019:

RM’000
Final single tier dividend of 42.11% (RM0.4211 per ordinary share) on
190,000,000 ordinary shares, paid on 29 July 2020 80,000

The Directors have not recommended any final dividend to be paid for the current financial period
under review.

SHARE CAPITAL

There were no changes in the issued share capital of the Company during the year.

DIRECTORS

The Directors in office during the financial year and during the period from the end of the financial
year to the date of the report are:

Ching Yew Chye @ Chng Yew Chye {Chairman)

Datuk Husni Zai bin Yaacob (Resigned on 10 January 2020)
Kang Ah Lai @ Kang Hak Koon

Khadijah binti Abdullah

Heng Zee Wang (Resigned on 8 May 2020)

Chong Kin Leong (Appointed on 10 January 2020)

Eric Chang Chee Heong {Appointed on 8 May 2020)

DIRECTORS’ BENEFITS

During and at the end of the financial year, no arrangements subsisted to which the Company is a
party with the object of enabling Directors of the Company to acquire benefits by means of the
acquisition of shares in or debentures of the Company or any other body corporate.

Since the end of the previous financial period, no Director has received or become entitled to receive
a benefit (other than the benefits shown under Directors' Remuneration in Note 24) by reason of a
contract made by the Company or a related corporation with any Directors or with a firm of which
the Director is a member, or with a company in which the Director has a substantial financial interest.
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DIRECTORS’ REPORT (CONTINUED)

DIRECTORS’ INTERESTS AND DEBENTURES

According to the register of Directors’ shareheldings required to be kept under Section 59 of the
Companies Act 20186, ncne of the Directors who held office at the end of the financial year held any
shares or debentures in the Company or its subsidiaries or its holding company or subsidiaries of

the holding company during the financial year except as follows:

AlA Group Limited
Direct Interest
Eric Chang Chee Heong

Indirect Interest
Ching Yew Chye
@ Chng Yew Chye

AlA Group Limited
Eric Chang Chee Heong

AlA Group Limited
Eric Chang Chee Heong

Number of ordinary shares

As at As at

1 January 2020/ 31 December
Date of Appointment Disposed 2020
14,211 11,832 2,538

217,000 - 217,000

Number of matching restricted stock

purchase unit over ordinary shares

under Employee Share Purchase Plan

As at As at

1 January 2020/ 31 December
Date of Appeointment Vested 2020
390 - 449

Number of restricted share units

over ordinary shares

As at As at

1 January 2020/ 31 December
Date of Appointment Vested 2020
32,954 - 32,954

Matching restricted stock purchase units, restricted share units and share options are granted {o
certain employees, Directors and officers of the Company under the Employee Share Purchase
Plan, Restricted Share Unit Scheme and Share Option Scheme of AlA Group Limited respectively.
Details of the employee share purchase plan are set out in Note 31 to the financial statements.
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IMMEDIATE AND ULTIMATE HOLDING COMPANIES

The Directors regard AIA Bhd., 2 company incorporated in Malaysia and AIA Group Limited
{"AIAGL"}, a company incorporated in Hong Kong and listed on the Stock Exchange of Hong Kong
Limited, as the Company’s immediate holding company and ultimate halding company respectively.

STATEMENT ON CORPORATE GOVERNANCE

The Board of Directors ("the Board") is satisfied that, the Company has complied with all the
prescriptive requirements of, and adopts the Corporate Governance Policy Document, issued by
Bank Negara Malaysia (“"BNM").

(A) BOARD OF DIRECTORS

The brief profile of the Directors in office during the financial year and during the period from the end
of the financial year io the date of the report are as follows:

1. Ching Yew Chye @ Chng Yew Chye {Chairman)
Independent Non-Executive Director

Mr Ching holds a Bachelor of Science (Honours) degree from the University of London, UK.
Mr Ching has extensive consulting experience in retail and commercial banking as well as
capital markets. Between 1997 and 2007, Mr Ching assumed various regional senior
management roles in Accenture, including the roles of Managing Pariner of the Financial
Services Industry Group-Asia, Geographic Council Chairman-Asia and Managing Partner
for the South Asia Region.

2. Datuk Husni Zai bin Yaacob {Resigned on 10 January 2020)
Independent Non-Executive Director

Datuk Husni holds a Bachelor of Science (Hons.) Resource Economics from University
Putra Malaysia. Datuk Husni had served at Malaysian missions in the Philippines, Pakistan
and United Kingdom and was an Ambassador of Malaysia {o Kuwait and Ambassador of
Malaysia to Thailand. Datuk Husni was appointed as the High Commissioner of Malaysia to
Singapore on 23 August 2013 before his retirement from government service in 2016, Datuk
Husni has over 34 years of experience and expertise in managing international relations as
a diplomat and Senior Management team of the Malaysian Ministry of Foreign Affairs.

3. Kang Ah Lai @ Kang Hak Koon
Independent Non-Executive Director

Mr Kang is a Fellow of The Association of Chartered Certified Accountants, UK, a Member
of the Malaysian Institute of Accountants, and an Associate of The Chartered Insurance
Institute, UK. Between 1979 and 2000, Mr Kang served in various capacities in Finance and
Business Operations, his last position being General Manager of the General Insurance
Division of Sime AXA Assurance Bhd. He has also served as Chief General Insurance
Officer of Prudential Malaysia and was a pioneer in starting Prudentfal's General Insurance
business.
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STATEMENT ON CORPORATE GOVERNANCE (CONTINUED)
(A) BOARD OF DIRECTORS (CONTINUED)

The brief profile of the Directors in office during the financial year and during the period from the end
of the financial year to the date of the report are as follows: {continued)

4. Khadijah binti Abduliah
Independent Non-Executive Director

Khadijah Abdullah holds a Bachelor and Master's degree in Education from the University
of London. She started her career in the education sector before moving inte the corporate
financial sector covering both banking and insurance industries for the past 20 years.
Currently she is the CEO of the Education and Performance Delivery Unit which is focused
on executing the Malaysia Education Blueprint. She has served on Advisory Councils as
well as Board of Trustees at both local and international levels.

5. Heng Zee Wang (Resigned on 8 May 2020)
Executive Director

Zee Wang has the overall responsibility for developing and driving an integrated marketing
strategy to bring to life AlA’s brand promise of helping people live healthier, longer and better
lives. This is achieved through key functions such as Product and Customer Marketing, AlA
Vitality, Brand and Digital, Corporate Communications, and Business Analytics.

6. Chong Kin Leong (Appointed on 10 January 2020)
Independent Non-Executive Director

Mr Chong graduated in Accounting from the University of Malaya in 1981 and is a Member
of the Malaysian Institute of Certified Public Accountants and the Malaysian Institute of
Accountants, Mr Chong has more than 40 years of continuous work experience in all aspects
of financial and business management in the corporate sector, financial institutions and
auditing. His last executive position prior to retirement was Chief Financial Officer of Genting
Berhad, where he worked for 16 years.

7. Eric Chang Chee Heong (Appointed on 8 May 2020)
Executive Director

Mr. Chang holds a Bachelor of Communication {Honours) from Universiti Sains Malaysia.
As the Chief Executive Officer of AIA General Berhad, he leads AlA's general insurance
business which comprises personal accident, property and motor insurance, distributed
through AlA’s vast network of Life Planners, bank partners, telesales representatives,
nationwide branches and directly to consumers online.

in promoting independent oversight by the Board, the tenure limit for Independent Directors is nine
(9) years from the date of the Director's initial appeointment. The Board is also discouraged from
having more than eight (8) Directors. However, a maximum of ten (10) Directors may be allowed
provided the additional Directors are Independent Directors.
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STATEMENT ON CORPORATE GOVERNANCE (CONTINUED)
(A)  BOARD OF DIRECTORS (CONTINUED)

During the financial year, a total number of twenty-four (24) Board and Board Committee Meetings
were held, as set out below:

Risk
Audit Management  Nominating Remuneration
Committee Committee Committee Committee

Board

Number of meetings

The Directors' attendance to the Board and Board Committee Meetings during the financial year
was as follows:

Risk
Name of Director Audit Management Nominating Remuneration Board
Committee Committee Committee Committee Meeting

Ching Yew Chye @

Chng Yew Chye 5/5 4/4 4/4 313 8/8
Datuk Husni Zai bin Yaacob

{Resigned on 10 January N/A N/A N/A N/A N/A

2020)
Kggg AhLal @ Kang Hak 5/5 474 414 313 8/8
Khadijah binti Abdullah 5/5 4/4 414 313 8/8
Heng Zee Wang

{Resigned on 8 May 2020) NIA NIA " NIA 212
Chong Kin Leong

{Appointed on 10 January 5/5 4/4 4/4 3/3 5/8

2020}
Eric Chang Chee Heong N/A N/A 33 N/A 6/6

(Appointed on 8 May 2020)

The Board is responsible for the overall governance of the Company and discharges this
responsibility through compliance with the FSA and Corporate Governance Policy Document issued
by BNM and other directives, in addition to adopting other best practices on corporate governance.

The Board has an overall responsibility to lead the Company, including setting the strategic future
direction, review viability of the corporate objective and overseeing the conduct and performance of
business.

As at the date of the report, the Board comprises four Independent Non-Executive Directors and one
Executive Director 10 enable a balanced and objective consideration of issues, hence facilitating
optimal decision-making.

The Board met eight times during the financial year. All Directors in office at the end of the financial
year complied with the 75% minimum attendance requirement at such meeting.

* N/A — Not Applicable (Not a Member)
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DIRECTORS’ REPORT (CONTINUED)

STATEMENT ON CORPCRATE GOVERNANCE (CONTINUED)

{A) BOARD OF DIRECTORS (CONTINUED)

The Members of the Board had attended briefings, conferences, seminars and trainings during the
financial year, which include the following:

Nc. Description

Business Banking & Personal Financial Services Business Presentation

Technology Risk Management Briefing

1
2
3. New Era of Corporate Liability under Malaysian Anti Bribery Laws
4

Transaction Banking Business Presentation

Tightening the Screws on Corruption Risk Management Program and Raising Defences — Section

5. 17A, Malaysian Anti-Corruption Commission Act

6. Discourse Session: [nsurance Sector Are You Ready For The New Reality?

7. Seminar on Risks: A Fresh Look from the Board's Perspective

8. Digital Financial Institutions Series: Managing Virtual Banking And Insurance Businesses
9, Anti-Money Laundering/Combating the Financing of Terrorism & Anti Corruption Update

10. | Cyber Security Awareness Update

11. | Training on Environmental Social Govermnance

12. | Digital Financial Institutions Series: Fidor's Experience

13. | Sharing Sessicn on IFRS17 and its Implications to Products and Industry

14. | Annual Dialogue with the Governor of Bank Negara Malaysia

15. | Focus Group Discussion: Board Effectiveness Evaluation Project

16. | Malaysian Institute of Accountants Series: IFRS/MFRS9

17. | Dialogue on Section 17A Corporate Liability & Adequate Procedures

18. | Climate Action: The Board's Leadership in Greening the Financial Sector

Training on the Anti-Money Laundering, Anti-Terrorism Financing and Proceeds of Unlawful Activities

1. Act 2001: Risk, Challenges, Governance & Transparency In Managing Business & Compliance

20. | FIDE Board Simulation Exercise: Insurance Group

21. | Agile Leadership Training

22. | Green Fintech: Ping An's Journey to Becoming a Top ESG-Performing Financia! [nstitution
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STATEMENT CN CORPORATE GOVERNANCE (CONTINUED)
(A) BOARD OF DIRECTORS (CONTINUED)

The Members of the Board were also regularly updated on the issuance of new related Acts and
regulations as well as the reguirements to be observed both by the Company and Directors.

The Company provides an in-house orientation to newly appointed Directors and the Directors may
request trainings on specific subjects in facilitating the Directors to discharge their duties effectively.
On an annual basis, the Nominating Committee will conduct annual review of trainings attended by
the Directors during each financial year.

To support sound corporate governance and processes, the Board formed various Board
Committees namely the Nominating Committee, the Remuneration Committee, the Risk
Management Committee and the Audit Committee {"the Committees”) in accordance with the
requirements of BNM's Corporate Gevernance Policy Document.

The roles and members of the Commitiees are as provided below.

Nominating Committee

As at the date of this report, the Nominating Committee {"NC") comprises five {(5) members as
follows:

Khadijah binti Abdullah Chairperson {Independent Non-Executive)

Ching Yew Chye @ Chng Yew Chye Member (Independent Non-Executive)

Kang Ah Lai @ Kang Hak Koon Member (Independent Non-Executive)

Chong Kin Leong Member (Independent Non-Executive)
(Appointed on 10 January 2020)

Eric Chang Chee Heong Member {(Executive)

{Appointed on 8 May 2020)

The objective of the NC is to establish a documented, formal and transparent procedure for the
appointment of Directors, Chief Executive Officer ("CEQ") and Key Senior Officers ("KSQs") and to
assess the effectiveness of individual Directors, the Board as a whole {including various committees
of the Board), CEO and KSOs on an on-going basis.
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DIRECTORS’ REPORT (CONTINUED)

STATEMENT ON CORPORATE GOVERNANCE (CONTINUED)

(A)

BOARD OF DIRECTORS (CONTINUED)

Nominating Committee (continued)

The principal duties and respensibilities of the NC are:

(a)

(b)

(c)

(d)

(e)

(f)

{9}

(h)

establishing the minimum requirements of the Directors and senior management at the time
of appointment and on a continuing basis;

establishing and regularly reviewing succession plans for senior management and the
Board to promote the Board’s renewal and address any vacancies;

ensuring that the composition of the board and the designated board-level committee should
include at least a member with technology experience and competencies;

establishing a rigorous process for the appointment and removal of Directors and senior
management. The process must involve the assessment of candidates against the minimum
requirements as set out in the Corporate Governance Policy Document to maintain the
engagement between a candidate and the Commitiee and to ascertain the suitability of each
candidate for the Board;

assessing against the minimum requirements for each senior management and Director on
an annual basis, and as and when the Board becomes aware of information that may
materially compromise the individual/Director’s fitness and propriety, or any circumstance
that suggests that the Director is ineffective, errant or otherwise unsuited to carry out his
responsibilities;

recommending and assessing the appointment and reappointment of Directors and senior
management as per the minimum requirements as set out in the Corporate Governance
Policy Document before an application for approval is submitted to BNM;

assessing the Board and the Board Commiitees in terms of the appropriate size that
promotes effective deliberation and encourages the active participation of all Directors and
allows the work of the various Board Committees to be discharged without giving rise to an
over-extension of Directors that are required to serve on multiple Board Committees;

assessing the performance and effectiveness of the Board, the Board Committees and
individual Directors. This is important to enable the Board to identify areas for professional
development and process improvements, having regard to the changing needs of the
Company; and

overseeing the effective implementation of the transfer of knowledge of expatriates to local
employees.
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STATEMENT ON CORPORATE GOVERNANCE (CONTINUED)

(A) BOARD OF DIRECTORS (CONTINUED)

Remuneration Committee

As at the date of this report, the Remuneration Committee {"RC") comprises four (4} members as
follows:

Khadijah binti Abdullah Chairperson (Independent Non-Executive)
Kang Ah Lai @ Kang Hak Koon Member (Independent Non-Executive)
Ching Yew Chye @ Chng Yew Chye Member (Independent Non-Executive)
Chong Kin Leong Member (Independent Non-Executive)

{Appointed on 10 January 2020)
The objective of the RC is to provide a formal and transparent procedure for developing a
remuneration policy for Directors, CEQ and KSOs and ensuring that their compensation is
competitive and consistent with the Company’s culture, objectives and strategy.

The principal duties and responsibilities of the RC are to review and assess:

(2) the remuneration policy of the Company which must be approved by the Board, which must
be subject to periodic Board’s review, including when material changes are made to the
policy.

(b) the remuneration for each Director, members of senior management and other material risk

taker must be approved by the Board annually. The Company must maintain and regularly
review a list of officers who fall within the definition of "other material risk takers”.

{c) the overall remuneration system for the Company which must:
{i) be subject fo the Board's active oversight to ensure that the system operates as
intended;
(ii) be in line with the business and risk strategies, corporate values and long-term

interests of the Company;

(i) promote prudeni risk-taking behaviour and encourage individuals to act in the
interests of the Company as a whole, taking into account the interests of its
customers; and

(iv) be designed and implemented with input from the control functions and the Board's
Risk Management Committee to ensure that risk exposures and risk outcomes are
adequately considered.

10
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DIRECTORS’ REPORT (CONTINUED)

STATEMENT ON CORPORATE GOVERNANCE (CONTINUED)

(A)

BOARD OF DIRECTORS {CONTINUED)

Remuneration Committee {continued)

The principal duties and responsibilities of the RC are to review and assess: (continued)

(d)

(e)

(f)

the remuneration for individuals which must be aligned with prudent risk-taking. Hence,
remuneration outcomes must be symmetric with risk outcomes. This includes ensuring that:

0]

(i)
(iii)
(iv)
(v)

remuneration is adjusted to account for all types of risk, and must be determined by

both quantitative measures and qualitative judgement;

the size of the bonus pool is linked to the overall performance of the Company;

incentive payments are linked to the contribution of the individual and business unit

to the overall performance of the Company;

bonuses are not guaranteed, except in the context of sign-on bonuses; and

for members of senior management and other material risk takers:

- a portion of remuneration consists of variable remuneration to be paid on the
basis of individual, business-unit and institution-wide measures that adequately
assess performance; and

- the variable portion of remuneration increases along with the individual's level
of accountability.

the remuneration payout schedules which must reflect the time horizon of risks and take
account of the potential for financial risks to crystallise over a longer period of time. As such,
the Company must adopt a multi-year framework to measure the performance of members
of senior management and other material risk takers. Such a framework must provide for:

(i)

(i)
(iii)

the deferment of payment of a portion of variable remuneration to the extent that
risks are realised over long periods, with these deferred portions increasing along
with the individual's level of accountability;

the calibration of an appropriate mix of cash, shares, share-linked instruments, and
other forms of remuneration to reflect risk alignment; and

adjustments to the vested and unvested portions of variable remuneration (through
malus, claw backs and other reversals or downward revaluations of awards) in the
event of bad performance of the business unit or institution attributable to the
individual or if he commits serious legal, regulatory or internal policy breaches.

the incentive structure to ensure that:

(i)
(ii)

(iii)

variables used to measure risk and performance outcomes of an individual relate
closely to the level of accountability of that individual;

the determination of performance measures and variable remuneration considers
that certain indicators (such as share prices) may be influenced in the short term by
factors like market sentiment or general economic conditions which are not
specifically related to the Company’s performance or an individual's actions, and
the use of such indicators does not create incentives for individuals io fake on
excessive risk in the short term; and

members of senior management and other material risk takers commit not to
undertake activities (such as personal hedging strategies and liability-related
insurance) that will undermine the risk alignment effects embedded in their
remuneration.

11
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(A)

BOARD OF DIRECTORS (CONTINUED)

Risk Management Committee

As at the date of this report, the Risk Management Committee ("RMC") comprises four {(4) members

as follows:

Kang Ah Lai @ Kang Hak Kocn Chairman (Independent Non-Executive)
Ching Yew Chye @ Chng Yew Chye Member (Independent Non-Executive)
Khadijah binti Abdullah Member {Independent Non-Executive)
Chong Kin Leong Member {Independent Non-Executive)

(Appointed on 10 January 2020)

The objective of the RMC is to oversee the senior management's activities in managing the key risk
areas of the Company and to ensure that an appropriate risk management process is in place and
functioning effectively. Risk Management Committee is also the designate board-fevel committee to
oversee technology related matters and frameworks.

The principal duties and responsibilities of the RMC are:

(a)

(b)

(c)

(d)

(e)

(f)

(9

ensuring that the Company’s corporate objectives are supported by a sound risk strategy
and an effective risk management framework that is appropriate to the nature, scale and
complexity of its activities;

providing effective oversight of senior management's actions to ensure consistency with the
risk strategy and policies approved by the Board, including the risk appetite framework;

ensuring senior management oversight in the day-to-day management of the financial
institution’s activities is consistent with the risk strategy, including the risk appetite and
policies approved by the Board;

ensuring that the risk management framework enabies the identification, measurement and
continuous monitoring of all relevant and material risks on a Company-wide basis, supported
by robust management information systems that facilitate the timely and reliable reporting
of risks and the integration of information across the institution. The sophistication of the
Company's risk management framework must keep pace with any changes in the
institution’s risk profile {including its business growth and complexity) and the external risk
environment;

ensuring that the risk management is well-integrated throughout the organisation and
embedded into the culture and business operations of the institution;

establishing an independent senior risk executive role (chief risk officer or its equivalent)
with distinct responsibility for the risk management function and the institution's risk
management framework across the entire organisation. The executive must have sufficient
stature, authority and seniority within the organisation to meaningfully participate in and be
able to influence decisions that affect the Company's exposures to risk;

establishing and maintaining an effective risk management function with sufficient authority,
stature, independence, resources and access to the Board;

12
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STATEMENT ON CORPORATE GOVERNANCE (CONTINUED)
(A)  BOARD OF DIRECTORS {CONTINUED)

Risk Management Committee (continued)

The principal duties and responsibilities of the RMC are: {continued)

{h) effectively implementing the risk management framework that is reinforced with an effective
compliance function and subjected to an independent internal audit review;

(i) ensuring that the Company has appropriate mechanisms in place for communicating risks
across the organisation and for reporting risk developments to the Board and senior
management;

(i} ensuring that the executive remuneration is aligned with prudent risk-taking and

appropriately adjusted for risks. The Board must actively oversee the institution's
remuneration sfructure and its implementation, and must monitor and review the
remuneration structure to ensure that it operates as intended;

(k) ensuring that the Board and senior management are aware of and understand the
Company's operational and organisational structure and the risks it poses and be satisfied
that it is not overly complex or opaque such that it hampers effective risk management by
the Company;

)] ensuring that the Board and senior management understand the purpose, structure and
unique risks of operations when the Company operates through special-purpose structures.
Appropriate measures must be undertaken to mitigate the risks identified;

(m) establishing and approving the technology risk appetite and risk tolerance;

{n) overseeing the adequacy of the Company's IT and cybersecurity strategic plans covering a
period of no less than three years;

(o) overseeing the effective implementation of a sound and robust technology risk management
framework and cyber resilience framework; and

(p) discussing cyber risks and related issues, including the strategic and reputational risks
associated with a cyber-incident.

Audit Committee

As at the date of this report, the Audit Committee (“AC"} comprises four (4) members as follows:

Chong Kin Leong Chairman (Independent Non-Executive)
Ching Yew Chye @ Chng Yew Chye Member (Independent Non-Executive)
Khadijah binti Abdullah Member {Independent Non-Executive)
Kang Ah Lai @ Kang Hak Koon Member (Independent Non-Executive)

13
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(A)

BOARD OF DIRECTORS (CONTINUED)

Audit Committee (continued)

The primary objective of the AC is to ensure the integrity and transparency of the financial reporting
process.

The principal duties and responsibilities of the AC are:

(a)

(b)

{c)

(d)

(e)

(9)

(h)

{0

1)

(B

(m)

ensuring that the internal audit department is distinct and has the appropriate status within
the overall organisational structure for the internal auditors to effectively accomplish their
audit objectives;

reviewing and concurring the annual audit ptan, audit charter and annual budget of the
internal audit department and the appointment of the external auditors;

ensuring that internal audit staff have free and unrestricted access to the Company's
records, assets, personnel or processes relevant to and within the scope of the audits;

reviewing various relationships between the external auditors and the Company or any other
entity that may impair or appear to impair the external auditors’ judgement or independence
in respect of the Company;

maintaining regular, timely, open and hanest communication with the external auditors, and
require the external auditors to report to the AC on significant matters;

reviewing with the external auditors that appropriate audit plans are in place and the scope
of the audit plans reflect the terms of the engagement |etter;

reviewing with the external auditors on the financial statements and discussing the findings
and issues arising from their work done, including but not limited to, any opinions or
qualifications, significant/material changes and fluctuations reported therein;

audit reports, including obligation reports to BNM and discuss the findings and issues arising
from the external audit;

ensuring that management's remediation efforts with respect to all findings and
recommendations are resolved effectively and in a timely manner;

approving the provision of non-audit services by the external auditors and ensuring that the
level of provision of non-audit services is compatible with maintaining auditor independence;

reviewing the Chairman’s statement, interim financial reports, preliminary announcements
and corporate governance disclosures in the Directors’ Report (where applicable);

reviewing any related party transactions and conflicts of interest situations that may arise
including any transaction, procedure or conduct that raises questions of management
integrity;

ensuring that the Company's accounts are prepared and published in a timely and accurate
manner far regulatory, management and general reporting purposes;
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AlA GENERAL BERHAD
(Incorporated in Malaysia)

DIRECTORS’ REPORT (CONTINUED)

STATEMENT ON CORPORATE GOVERNANCE (CONTINUED)
(A) BOARD OF DIRECTORS (CONTINUED)

Audit Committee (continued)

The principal duties and responsibilities of the AC are: (continued)

(n) menitoring compliance with the Board's conflict of interest policy which would include
monitoring the items set out below:

(i) identifying circumstances which constitute or may give rise to conflicts of interests;

{ii) clearly defining the process for Directors to keep the Board informed on any change
of circumstances that may give rise to a conflict of interest;

(i) identifying those responsible for maintaining updated records on each Director's

conflicts of interest; and
(iv) articulating how any non-compliance with the policy will be addressed.

()] reviewing third-party opinions on the design and effectiveness of the Company's internal
control framework.

The AC has the authority to investigate any matter within its terms of reference and has unlimited
access to alt information and documents relevant to its acitivities, to the internal and external auditors,
and to employees and agents of the Company.

During the financial year, the AC members have met twice with the external auditors without the
presence of the management.

(B) MANAGEMENT ACCOUNTABILITY

The Company has an organisational structure that clearly establishes the job descriptions, authority
limits and other operating boundaries of each management and executive employees and formal
performance appraisal is done annually. Information is effectively communicated to the relevant
employees within the Company. The Company has a formal and transparent procedure for
developing policy on executive remuneration. None of the Directors and senior management of the
Company has, in any circumstances, conflict of interest referred to in Sections 54 and 55 of the FSA.

The management meets all prescriptive requirements under this section, and has already adopted
best practices in the areas of organisational structure and allocation of responsibilities, conflicts of
interest, goal setting and the area of communication.

(C) CORPORATE INDEPENDENCE

All material related party transactions are conducted on agreed terms as specified under BNM's
Guidelines on Related-Party Transactions and BNM's Corporate Governance Policy Document.
Related parties’ transactions and balances have been disclosed in the financial statements in
compliance with Malaysian Financial Reporting Standards and International Financial Reporting
Standards.
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DIRECTORS’ REPORT (CONTINUED)

STATEMENT ON COCRPORATE GOVERNANCE (CONTINUED)
{D) INTERNAL CONTROL FRAMEWORK

The Board assisted by its sub-committees has averall responsibility for ensuring that the Company
maintains an adequate system of internal control and risk management and for reviewing its
effectiveness. Enterprise Risk Management, Compliance and Internal Audit functions, among
others, provide assessment, reporting and assurance on the effectiveness of the Company's policies
and operations as well as its compliance with legal and regulatory obligations.

Such processes are designed to manage rather than eliminate the risk of failure to achieve business
objectives, and can only provide reasonable and not absolute assurance against material
misstatement or loss.

The criteria applied by the Directors in judging the effectiveness of these controls are that they allow
the maximisation of shareholders’ value by exploiting business opportunities whilst ensuring that
risks are properly identified and managed. The controls are regularly reviewed to ensure that they
enable the proper management of business risks without so restricting efficiency and entrepreneurial
nature that they inhibit proper running of the business.

The Company has a management structure with clear lines of responsibility and accountability,
staffed by appropriate personnel. The Board is responsible for setting the overall strategy and
reviewing the performance of the Company.

The day to day running of the Company’s operations is managed by the Company's Management
Committee, chaired by the CEQ. This team is also responsible for the recommendation to the Board
of the Company’s strategy and its subsequent implementation, for ensuring that appropriate internal
controls are in place to manage and assess risk and that they are fully complied with,

The fundamental elements of the Company’s internal control and risk management framework are
described below:

1. Struciure and reporting

A clear organisational structure exists, detailing lines of authority and control responsibilities.
The professionalism and competence of staff is maintained both through rigorous
recruitment policies and a performance appraisal system which establishes targets,
reinforces accountability and awareness of controls, and identifies appropriate training
requirements. Action plans are prepared and implemented to ensure that staff develop and
maintain the required skills to fulfil their responsibilities, and that the Company can meet its
future management requirements.

2. Approval procedures

The Company has delegated authority structures that ensure that decisions are taken at an
appropriate level, with an appropriate level of input by internal and external expert advisers.
The delegated authority structure prescribes financial limits of approval at each level and
requires decisions with significant financial, operational, legal or reputational impact for the
Company to be approved by the Board.
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DIRECTORS’ REPORT (CONTINUED)

STATEMENT ON CORPORATE GOVERNANCE (CONTINUED)

(D)

INTERNAL CONTROL FRAMEWORK (CONTINUED)

The fundamental elements of the Company’s internal control and risk management framework are
described below: (continued}

3.

Operating philosophy

The Company has identified and adopted the following Operating Philosophy as being about
“Doing the Right Thing, in the Right Way, with the Right People.....And the results will come”.
Underlying this Operating Philosophy are 12 Operating Principles that help guide and shape
our employees’ actions and behaviours, informing how we interact with one another and
how we behave externally with our customers, shareholders and other stakeholders,
including the community at large.

Corporate policies, values and compliance

There are various policies and procedures in place as internal control to govern the
operations of the Company. The following policies have been adopted by the Company:

(a) AlA Code of Conduct: AIA Code of Conduct lays the foundation for good business
decisions and guides staff and agents in conducting business honourably,
ethically and with utmost professionalism. The Code specifies the standards of
behaviour to which every AlA employee and stakeholder is expected to adhere,
The Code guides us on compliance, ethics and risk issues and allows us to
contribute positively to the societies where we operate.

(b) Whistleblower Protection Policy: Whistleblower Protection Policy aims to
establish corporate values and culture that support ethical behaviour and to
assure confidentiality and non-retaliation to whistleblowers. Every employee has
the obligation to report unethical behaviour or suspected violations of law or
company policy connected with AIA Group business activities.

(c) Anti-Fraud Policy: The Company is committed to conducting all of its business
with the highest level of ethics and integrity. To uphold this commitment and in
particular, a zero-tolerance approach to fraud, the Company requires adherence
to this Anti-Fraud Policy. The policy is intended to reinforce management
procedures designed to aid in the prevention, detection and investigation of fraud,
thereby safeguarding the Company’'s assets and providing protection from the
legal and reputational consequences of fraudulent activities.

(d) Anti-Corruption Policy: The Company is committed to conducting all of its
business in an honest and ethical manner. Bribery or any improper payment to
gain an advantage in any situation is never acceptable and may have serious
legal, reputation and regulatory implications for the Company. The Anti-
Corruption Palicy also makes good husiness sense.
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DIRECTORS’ REPORT (CONTINUED)

STATEMENT ON CORPORATE GOVERNANCE (CONTINUED)

(D)

INTERNAL CONTROL. FRAMEWORK (CONTINUED)

The fundamental elements of the Company’s internal control and risk management framework are
described below: (continued)

4,

Corporate policies, values and compliance (continued)

(e)

()

Anti-money Laundering & Counter Financing of Terrorism (AML/CFT) Policy: The
Group is committed to a strict programme of compliance with al! applicable
AML/CFT laws and regulations to prevent the use of its products and services for
money laundering and terrorist financing purposes. The policy sets out the
detailed requirements of the Group AML/CFT Programme, which includes a risk-
based approach to conducting customer due diligence, ongoing monitoring,
suspicious activity reporting, training and record keeping. AIA uses a
comprehensive AML/CFT monitoring software and online tool to screen, risk
profile and monitor customer activity. All staff and agents are also required to
complete AML/CTF training. In addition, our Group Economic Sanctions Policy
sets out standards to manage the risk of dealings with governments, individuals
and entities subject to sanctions programmes.

Data Privacy Compliance Policy: AlA is committed to protecting the interests of
our customers, partners, staff, agents and stakeholders, ensuring high standards
of information security. The policy prescribes adequate safeguards for our
customer and business data as well as compliance with data protection
legislation. AlA's Group Information Security Policy is consistent with industry
leading standards to ensure that our systems, processes and information are
secured.

These controls that are embedded in the Company as a result of the adoption of the policies
are designed to manage rather than eliminate the risk of failure to achieve business
objectives due to circumstances which may reasonably be foreseen and can only provide
reasonable and not absolute assurance against material misstatement or loss.
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DIRECTORS’ REPORT (CONTINUED)

STATEMENT ON CORPORATE GOVERNANCE (CONTINUED)

(D)  INTERNAL CONTROL FRAMEWORK (CONTINUED)

The fundamental elements of the Company's internal control and risk management framework are
described below: (continued)

4, Corporate policies, values and compliance {continued)

The Company recognises the importance of sound risk management in every aspect of our business
and for all our stakeholders. For the Company’s policyholders, it provides the security of knowing
that the Company will always be there for them; for the Company’s investors, it is key to protecting
and enhancing the long-term value of their investment. Also for the regulators, the Company is
supportive of industry growth and the public’s trust in the industry.

While effective risk management is vital to any organization, it goes to the core of a general
insurance business where it is a main driver of value. The Company's Risk Management Framework
("RMF”) does not seek to eliminate all risks but rather to identify, understand and manage them
within acceptable limits in order to support the creation of long-term value.

The Company's RMF is built around developing an appropriate and mindful risk culture at every
level of the organisation in support of the Company's strategic cbjectives. The RMF provides the
Company with appropriate tools, processes and capabilities for the identification, assessment and
where requires, upward referral of identified material risks for further evaluation.

The RMF consists of the following components:
(i Risk Culture

The Company recognises the importance of risk culture in the effective management of
risks. Risk culture defines the Company's attitude to risks and ensures its remuneration
structure promates the right behaviour. The Board and senior management are committed
to fostering a corporate culture which promotes proactive risk management.

(a) Accountability

A key component of the risk culture is accountability. The respective business functions
in the Company are owners of the risks arising from within their areas and is responsible
for managing risks. The Company's Head of Enterprise Risk Management has overall
accountability for the Enterprise Risk Management function with primary reporting line to
the Board Risk Management Committee {(BRMC) and the AIA Malaysia Chief Risk Officer
("*CRO") and a secondary reporting line to the CEOQ. This structure ensures independence
of the Enterprise Risk Management and Compliance functions and allows the respective
control functions full access to business discussions so as to provide risk management
perspectives and insights.
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STATEMENT ON CORPORATE GOVERNANCE {CONTINUED)
(D) INTERNAL CONTROL FRAMEWORK (CONTINUED)
The RMF consists of the following components: {(continued)
(0 Risk Culture (continued)

(b) Remuneration

The Company's executive remuneration structure ensures appropriate consideration of
the RMF within a strong performance-oriented culture. This is supporied by a
performance management system where all staff are measured on ‘how' as well as ‘what’
they deliver. This structure places significant emphasis on conduct as well as
achievement and is consistent with the Company’s fundamental Operating Philosophy
of “Deing the Right Thing, in the Right Way, with the Right People.... And the results will
come’.

{ii) Risk Management Process

In order to encourage good management and to embed a culture of iterative process of
continuous improvement, all business functions must incorporate the four key risk
management process in their activities to identify, quantify, manage and monitor the risk
exposures. This ensures that risk reviews undertaken by the Company are appropriate and
contributing to optimise business decisions.

(il Risk Governance

AlA General Berhad Board

Enterprise Risk

Executive Committee Management & Internal Audit
Compliance
Executive Management Risk Oversight Independent Assurance
First Line of Defence Second Line of Defence Third Line of Defence
{“First Ling") (“Second Line”} (“Third Line”)

The Company's Risk Governance Framework is built on the “Three Lines of Defence”
model. With regard to risk management, the objective is to ensure that an appropriate
framework is in place, including an independent system of checks and balances, to provide
assurance that risks are identified, assessed, managed and governed properly. The
framework clearly defines roles and responsibilities for the management of risk between the
Executive Management (“First Line”), Enterprise Risk Management & Compliance (“Second
Line") and Internal Audit ("Third Line") functions. While each line of defence is independent
from the others, they work closely to ensure effective oversight.

20



Registration No.

201001040438 (924363-W)

AlA GENERAL BERHAD

{Incorporated in Malaysia)

DIRECTORS’ REPORT (CONTINUED)

STATEMENT ON CORPORATE GOVERNANCE (CONTINUED)

(D)

INTERNAL CONTROL FRAMEWORK (CONTINUED)

The RMF consists of the following components: (continued)

(iii)

(v}

Risk Governance (continued)

The First Line is made up of the business decision-takers who are responsible for ensuring
that effective and appropriate processes, limits and controls are in place at all times to
effectively identify, assess and manage risk in a manner consistent with the RMF. In
particular, the amount of risk taken at each level of the organisation must be consistent with
the risk appetite and in accordance with approved risk policies, standards and procedures.

The Second Line consists of the Enterprise Risk Management and Compliance functions.
These funclions are independent of the First Line and are responsible for overseeing First
Line activities and ensuring that the Company adheres to its own high standards. The
Second Line works consultatively with the First Line to support the business in achieving its
objectives whilst operating within the risk appetite limits.

The Third Line is Group Internal Audit (“GIA”} function, which reports to the Audit Committee
of the Board. GlA is responsible for providing independent assurance over the effectiveness
of key internal controls and makes recommendations based on the audit findings.

The Three Lines of Defence converge at the Board, which retains overall responsibility for
the Company’s RMF.

Risk Appetite Framework

The Company's Risk Appetite Framework is the foundation of its risk management
practices. It establishes the risk boundaries within which the business will operate and sets
stakeholder expectations in regard to the risk being run in the Company.

Risk Landscape

The Company maintains a detailed risk taxonomy to ensure all risks are identified and
systematically managed. Under the Company's RMF, the Company adopts a common
language in the description of risks to proactively manage a wide spectrum of financial and
non-financial risks.
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STATEMENT ON CORPORATE GOVERNANCE {CONTINUED)
(E) REMUNERATION POLICY

The AlA Group's Remuneration Guidelines, Philosophy and Standards applies to the Company and
guide the design, operation and management of remuneration programmes. The elements of the
remuneration policy applied are compensation (fixed and variable), benefits, performance and
recognition.

There are KSOs, Key Responsible Persons (‘KRPs”) and Management Committee (“MC") which
forms the senior management of the Company, the roles include:
i. Chief Executive Officer;
ii. Head of Finance;
ifi. Head of Operations and Product Management;
iv. Head of Distribution & Partnerships;
v. Head of Digital Business;
vi.  Associate Direcfor, Enterprise Risk Management; and
vil. Senior Manager, Compliance.

The Company conducts yearly overall Salary Increment ("SI"), overall Short Term Incentive (“STI?)
Payout, Long Term incentive ("LTI") Scheme Grant and Nominations and Total Compensation
Review ("TCR”) for the senior management. The yearly exercise was recommended by the CEQ
(excluding that of the CEQ) and consulted with the CEO of AlA Malaysia and the Regional Chief
Executive of AlA Group. The proposal is then tabled to the Remuneration Committee and the Board
for approval.

The remuneration programmes should be market competitive, transparent and within prudent risk
limits to attract and retain best talents in financial services industry. The compensation comprises of
fixed pay and variable pay. Variable pay refers to discretionary pay or pay-at-risk which is cash
based and does not consist of shares or non-cash instrument. Market competitiveness ensures
remuneration is aligned with the relevance of the market movement and the overall target market
position of the Company will be at market median.

Remunerations are determined based on individual performance as well as the Company's
performance. The Performance Development Dialogue platform used by the Company in assessing
the employees’ performance include both “What" and “How”. “What” refers to results an employee
achieved, aligned with strategic priorities which help achieve the Company’s business goal. On the
other hand, "How" refers to behaviours an employee demonstrated to achieve the results, guided by
the Company's Operating Philosophy of “Doing the Right Thing, in the Right Way, with the Right
People And the results will come”. Both "What" and "How" are equally important and taken into
consideration in determining the employees’ remuneration for the financial year.
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{E) REMUNERATION POLICY (CONTINUED)

The Directors’ remuneration for the financial year is required to be tabled to the Remuneration
Committee, Board and Members of the Company for approval. Set out below is the breakdown of
the total amount of remuneration for the following Directors during the financial year:

Name of Director

Fixed

Remuneration

Variable
Remuneration

Total
Remuneration

(RM)

(RM)

(RM)

Ching Yew Chye @ Chng Yew Chye 160,000 25,000 185,000
Chong Kin Leong

(Appcinted on 10 January 2020) 127,807 27,000 154.807
Kang Ah Lai @ Kang Hak Koon 156,699 27,000 183,699
Khadijah binti Abdullah 154,000 27,000 181,000
TOTAL 598,506 106,000 704,506

The Directors’ and Officers’ liability insurance is taken and borne by AIA Bhd. covering all Directors
and Officers of the Company and its related companies incorporated in Malaysia, collectively.

The senior management’s remuneration for the financial year was tabled to the Remuneration
Committee and the Board for approval. The breakdown of the total amount of remuneration for the
senior management during the financial year are as follows:

Total value of remuneration awards for the

Unrestricted

Deferred

financial year
Fixed remuneration

(RM)

(RM)

+ Cash-based 3,842 542 -
« Shares and share-linked instruments - -
¢  Other 629,322 -

Variable remuneration

s Cash-based

«  Shares and share-linked instruments

664,332

e (Other

" PUBLIC ACCOUNTABILITY

As a custodian of public funds, the Company's dealings with the public are always conducted fairly,
honestly and professionally. The Company meets all prescriptive and best practice requirements

under this section relating to unfair practices.
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OTHER STATUTORY INFORMATION

(a)

(b)

(c)

(d)

Before the financial statements of the Company were prepared, the Directors took
reascnable steps to ascertain that:

(i)

proper action had been taken in relation to the writing off of bad debts and the making
of allowance for doubtful debts and satisfied themselves that all known bad debts
had been written off and that adequate impairment losses had been made for
doubtful debts; and

any current assets which were unlikely to be realised in the ordinary course of
business including the values of current assets as shown in the accounting records
of the Company have been written down to an amount which the current assets might
be expected to realise.

At the date of this report, the Directors of the Company are not aware of any circumstances:

i)

(ii)

(iif)

(iv)

which would render the amounts written off for bad debts or the amount of
impairment losses or allowance for doubtful debt in the Company inadequate to any
substantial extent; or

which would render the values atfributed to current assets in the financial
statements of the Company misleading; or

which have arisen which would render adherence to the existing method of
valuation of assets or liabilities of the Company misleading or inappropriate; or

not otherwise dealt with in this report or the financial statements of the Company
that would render any amount stated in the financial statements misleading.

As at the date of this report, there does not exist:

(i)

(ii)

any charge on the assets of the Company which has arisen since the end of the
financial year which secures the liabilities of any other person; and

any contingent liability of the Company which has arisen since the end of the
financial year.

In the opinion of the Directors:

(i)

(i)

(i)

no contingent or other liability has become enforceable or is likely to become
enforceable within the period of twelve months after the end of the financial year
which, in the opinion of the Directors, will or may substantially affect the ability of
the Company to meet their obligations as and when they fall due; and

no item, transaction or event of a material and unusual nature has arisen in the
interval between the end of the financial year and the date of this report which is
likely to affect substantially the results of the operations of the Company for the
financial year in which this report is made; and

the results of the operations of the Company during the financial year were not

substantially affected by any item, transaction or event of a material and unusual
nature.
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OTHER STATUTORY INFORMATION (CONTINUED)

For the purpose of paragraphs (c) and (d), contingent and other liabilities do not include liabilities
arising from insurance contracts underwritten in the ordinary course of business of the Company.

(e) Before the income statement and statement of financial position of the Company were made
out, the Directors took reasonable steps to ascertain that there were adequate provisions
for its insurance contract liabilities in accordance with the valuation methods specified in
Part D of the Risk-Based Capital (“RBC”) Framework for Insurers.

AUDITORS’ REMUNERATION

Details of auditors’ remuneration are set out in Note 24 to the financial statements.

INSURANCE AND INDEMNITY COST

There was no indemnity given to, or insurance effected for auditors of the Company in respect of
the liability for any of act omission in their capacity as auditor of the Company during the financial
year.

AUDITORS

The auditors, PricewaterhouseCoopers PLT (LLP0014401-LCA & AF 1146), have expressed their
willingness to accept re-appointment as auditors.

This report was approved by the Board of Directors on 26 March 2021. Signed on behalf of the
Board of Directors:

CHONG KIN LEONG ERIC CHANG CHEE HEONG
DIRECTOR DIRECTOR

Kuala Lumpur
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STATEMENT BY DIRECTORS
PURSUANT TO SECTION 251(2) OF THE COMPANIES ACT 2016

We, Chong Kin Leong and Eric Chang Chee Heong, two of the Directors of AIA General Berhad, do
hereby state that, in the opinion of the Directors, the accompanying financial statements set out on
pages 31 to 118 are drawn up so as to give a true and fair view of the financial position of the
Company as at 31 December 2020 and financial performance of the Company for the financial year
ended 31 December 2020 in accordance with the Malaysian Financial Reporting Standards,
International Financial Reporting Standards and the requirements of the Companies Act 2016 in
Malaysia.

Signed on behalf of the Board of Directors in accordance with a resolution of the Directors dated on
26 March 2021.

CHONG KIN LEONG ERIC CHANG CHEE HEONG
DIRECTOR DIRECTOR

Kuala Lumpur

STATUTORY DECLARATION PURSUANT TO
SECTION 251(1) OF THE COMPANIES ACT 2016

I, Lai Ann Nee, the officer primarily responsible for the financial management of AIA General Berhad,
do solemnly and sincerely declare that, the financial statements set out on pages 31 to 118 are, to
the best of my knowledge and belief, correct and | make this solemn declaration conscientiously
believing the same to be true, and by virtue of the provisions of the Statutory Declarations Act, 1960.

LAI ANN NEE

Subscribed and solemnly declared by the abovenamed at Kuala Lumpur in the Federal Territory on
26 March 2021.

Before me:

COMMISSIONER FOR OATHS
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INDEPENDENT AUDITORS' REPORT
TO THE MEMBER OF ATA GENERAL BERHAD

(Incorporated in Malaysia)
Registration No. 201001040438 (924363-W)

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS

Our opinion

In our opinion, the financial statements of AIA General Berhad (“the Company”) give a true and fair
view of the financial position of the Company as at 31 December 2020, and of its financial performance
and its cash flows for the financial year then ended in accordance with Malaysian Financial Reporting
Standards, International Financial Reporting Standards and the requirements of the Companies Act
2016 in Malaysia.

What we have audited

We have audited the financial statements of the Company, which comprise the statement of financial
position as at 31 December 2020, and the income statement, statement of comprehensive income,
statement of changes in equity and statement of cash flows for the financial year then ended, and notes
to the financial statements, including a summary of significant accounting policies, as set out on pages
31to 118.

Basis for opinion

We conducted our audit in accordance with approved standards on auditing in Malaysia and
International Standards on Auditing. Our responsibilities under those standards are further described
in the “Auditors’ responsibilities for the audit of the financial statements” section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion.

Independence and other ethical responsibilities

We are independent of the Company in accordance with the By-Laws (on Professional Ethics, Conduct
and Practice) of the Malaysian Institute of Accountants (“By-Laws”) and the International Ethics
Standards Board for Accountants’ International Code of Ethics for Professional Accountants (including
International Independence Standards) (“IESBA Code”), and we have fulfilled our other ethical
responsibilities in accordance with the By-Laws and the IESBA Code.

PricewaterhouseCoopers PLT (LLP0014401-LCA & AF 1146), Chartered Accountants, Level 10, 1 Sentral, Jalan
Rakyat, Kuala Lumpur Sentral, P.O. Box 10192, 50706 Kuala Lumpur, Malaysia
T: +60 (3) 2173 1188, F: +60 (3) 2173 1288, www.pwe.com/my
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INDEPENDENT AUDITORS' REPORT
TO THE MEMBER OF ATIA GENERAL BERHAD (CONTINUED)

(Incorporated in Malaysia)
Registration No. 201001040438 (924363-W)

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS (CONTINUED)

Information other than the financial statements and auditors’ report thereon

The Directors of the Company are responsible for the other information. The other information
comprises the Directors' Report, but does not include the financial statements of the Company and our
auditors’ report thereon.

Our opinion on the financial statements of the Company does not cover the other information and we
do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements of the Company, our responsibility is to read
the other information and, in doing so, consider whether the other information is materially inconsistent
with the financial statements of the Company or our knowledge obtained in the audit or otherwise
appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of the Directors for the financial statements

The Directors of the Company are responsible for the preparation of the financial statements of the
Company that give a true and fair view in accordance with Malaysian Financial Reporting Standards,
International Financial Reporting Standards and the requirements of the Companies Act 2016 in
Malaysia. The Directors are also responsible for such internal control as the Directors determine is
necessary to enable the preparation of financial statements of the Company that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements of the Company, the Directors are responsible for assessing the
Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the Directors either intend to liquidate
the Company or to cease operations, or have no realistic alternative but to do so.

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements of the
Company as a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditors’ report that includes our opinion. Reasonable assurance is a high level of assurance, but is not
a guarantee that an audit conducted in accordance with approved standards on auditing in Malaysia and
International Standards on Auditing will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.
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INDEPENDENT AUDITORS' REPORT
TO THE MEMBER OF AIA GENERAL BERHAD (CONTINUED)

(Incorporated in Malaysia)
Registration No. 201001040438 (924363-W)

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS (CONTINUED)

Auditors’ responsibilities for the audit of the financial statements (continued)

As part of an audit in accordance with approved standards on auditing in Malaysia and International
Standards on Auditing, we exercise professional judgement and maintain professional scepticism
throughout the audit. We also:

(a)

(b)

(c)

(d)

(e)

Identify and assess the risks of material misstatement of the financial statements of the
Company, whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for
our opinion. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Directors.

Conclude on the appropriateness of the Directors’ use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Company’s ability to continue as a
going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditors’ report to the related disclosures in the financial statements of the
Company or, if such disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditors’ report. However, future
events or conditions may cause the Company to cease to continue as a going concern.

Evaluate the overall presentation, structure and content of the financial statements of the
Company, including the disclosures, and whether the financial statements of the Company
represent the underlying transactions and events in a manner that achieves fair presentation.

We communicate with the Directors regarding, among other matters, the planned scope and timing of
the audit and significant audit findings, including any significant deficiencies in internal control that we
identify during our audit.
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INDEPENDENT AUDITORS’ REPORT
TO THE MEMBER OF ATA GENERAL BERHAD

(Incorporated in Malaysia)
Registration No. 201001040438 (924363-W)

OTHER MATTERS
This report is made solely to the members of the Company, as a body, in accordance with Section 266 of

the Companies Act 2016 in Malaysia and for no other purpose. We do not assume responsibility to any
other person for the content of this report.

PRICEWATERHOUSECOOPERS PLT WONG HUI CHERN
LLP0014401-LCA & AF 1146 03252/05/2022 J
Chartered Accountants Chartered Accountant

Kuala Lumpur
26 March 2021
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Registration No.
201001040438 (924363-W)

AIA GENERAL BERHAD
(Incorporated in Malaysia)

STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2020

Property and equipment
Right-of-use assets

Intangible assets
Available-for-sale financial assets
Fair value through profit or loss financial assets
Loans and receivables
Reinsurance assets

Insurance receivables

Current tax assets

Cash and cash equivalents

Total assets

SO ~NO U W

—

Equity and liabilities

Share capital 13
Retained earnings 14
Available-for-sale fair value reserve

Total equity

Insurance contract liabilities 15
Insurance payables 16
Other payables 17
Lease liabilities 4
Current tax liabilities

Deferred tax liabilities 11
Total liabilities

Total equity and liabilities

2020 2019
RM000 RM’Q00
340 290
1,622 948
2,724 2,723
540,977 453,601
5,395 5,465
49,402 53,807
18,674 16,794
36,189 40,334

- 366

26,431 94,021
661,654 668,349
190,000 190,000
115,101 114,548
18,566 9,450
323,667 313,998
305,337 303,411
6,392 10,867
36,071 35,989
1,582 966
4,040 -
4,565 3,118
357,987 354,351
681,654 668,349

The accompanying notes form an integral part of these financial statements.
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Registration No.
201001040438 {924363-W)

AlA GENERAL BERHAD

(Incorporated in Malaysia)

INCOME STATEMENT

FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020

Gross earned premiums
Premiums ceded to reinsurers
Net earned premiums

Investment income

Net realised gains

Fair value (losses)/gains

Other operating (expenses)/income
Total net revenue

Gross benefits and claims paid

Claims ceded to reinsurers

Gross change to insurance contract liabilities

Change in insurance contract liahilities
ceded to reinsurers

Net insurance benefits and claims

Fee and commission expenses
Management expenses
Other expenses

Profit before tax
Tax expenses
Profit after tax for the financial year

Basic earnings per share (sen)

Note 2020 2019
RM’000 RM’000

19(a) 291,172 303,435
19(b) (17,932) (19,193)
273,240 284,242

20 22,538 20,970
21 4,880 181
22 (70) 224
23 (874) 120
299,714 305,737
(73,862) (87,209)

2,312 5,045
942 (3,742)

1,862 2,080
(68,746) (83,826)
(63,464) (69,612)
24 (63,526) (70,579)
(126,990) (140,191)

103,978 81,720
25 (23,425) (15,288)
80,553 66,432

13 42.40 34.96

The accompanying notes form an integral part of these financial statements.
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Registration No.
201001040438 (924363-W)

AlA GENERAL BERHAD

{Incorporated in Malaysia)

STATEMENT OF COMPREHENSIVE INCOME
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020

2020 2019
RM'000 RM’000
Profit after tax for the financial year 80,553 66,432
Other comprehensive income:
ltems that may be subsequently reclassified to
profit or loss
Fair value gains arising during the financial year 15,670 11,145
Fair value gains transferred to income statement (4,880) {181)
Deferred taxation {1,674) (2,631)
Total other comprehensive income
- net of tax, for the financial year 9,116 8,333
Total comprehensive income for the financial year 89,669 74,765

The accompanying notes form an integral part of these financial statements.
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Registration No.
201001040438 (924363-W)

AlA GENERAL BERHAD

{Incorporated in Malaysia)

STATEMENT OF CHANGES IN EQUITY
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020

Non-
distributable Distributable
Avazilable-for-
Share sale fair value Share-based Retained
capital reserve reserves earnings _ Total
RM’000 RM’'000 RM'000 RM’000 RM’000
At 1 January 2020 190,000 9,450 - 114,548 313,998
Total comprehensive income for the financial year - 9,116 - 80,553 89,669
Share-based compensation:
- value of employee services - - 68 - 68
- repayment to ultimate holding company - - (68) - (68)
Dividend paid during the financial year - - - (80,000) {80,000}
At 31 December 2020 190,000 18,566 - 115,101 323,667
At 1 January 2019 190,000 1,117 - 48,116 239,233
Total comprehensive income for the financial year - 8,333 - 66,432 74,765
Share-based compensation:
- value of employee services - - 35 - 35
- repayment to ultimate holding company - - (35) - (35)
At 31 December 2019 190,000 9,450 - 114,548 313,998
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Registration No.
201001040438 (924363-W)

AlA GENERAL BERHAD
(Incorporated in Malaysia)

STATEMENT OF CASH FLOWS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020

Note 2020 2019
RM’000 RM’000

CASH FLOWS FROM OPERATING ACTIVITIES
Profit before taxation 103,978 81,720
Interest and dividend income (22,986) (21,733)
Net amortisation of premium on investments 20 759 741
Realised gains 21 (4,880} {181)
Fair value loss/(gains) 22 70 (224)
Allowancef{reversal of} for impairment losses 23 185 {(2,541)
Write off of allowances for bad debts 23 10 1,518
Depreciation
- property and equipment 24 84 86
- right-of-use assets 24 371 380
Amortisation
- intangible assets 24 1,007 1,690
Interest expenses 32 44
Operating profit before working capital changes 78,630 61,500
Changes in working capital:
Increase in AFS and FVTPL financial assets (64,765) (92,553)
Increase in reinsurance assets (1,880) (1,799)
Decrease in insurance receivables 3,950 2,098
Decrease in loans and receivables 7,035 9,860
{Decrease)/increase in insurance payables (4,475) 806
Increase/(decrease) in insurance contract liabilities 1,926 (1,966)
Increase in other payables 81 9,698
Cash generated used in operating activities 20,502 (12,356)
Income taxes paid (22,195) (6,029)
Interest income received 14,951 16,241
Interest paid (32) (44)
Dividend income received 655 287
Net cash outflow from operating activities 13,881 {1,901)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment (134) (53)
Purchase of intangible assets (1,008) (777)
Proceeds from disposal of investment in an associate - 75,000
Net cash inflow/{outflow) from investing activities {1,142) 74,170
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Registration No.
201001040438 (924363-W)

AlIA GENERAL BERHAD

{Incorporated in Malaysia)

STATEMENT OF CASH FLOWS

FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

CASH FLOWS FROM FINANCING ACTIVITIES

Payment of lease liabilities
Dividend paid
Net cash (outflow) from financing activities

NET (DECREASE)/INCREASE IN CASH AND CASH
EQUIVALENTS
CASH AND CASH EQUIVALENTS AT 1 JANUARY

CASH AND CASH EQUIVALENTS AT 31 DECEMBER

Cash and cash equivalents comprised:

Cash and bank balances

Fixed and call deposits with licensed financial
Institutions with maturity of equal and less than 3
months

Reconciliation of liabilities arising from financing activity:

2020 2019

RM’'000 RM’000
{329) (362)

{80,000) -
{80,329) (362)

(67,590) 71,907

94,021 22,114

26,431 94,021

21,211 20,774

5,220 73,247

26,431 94,021

Cash changes Non-cash changes
Net cash Net cash Interest

Balance flowfrom fiow from Effect of paid on Balance
asat operating financing lease lease as at

01.01.2020 activities activities
12019

modification liabilities 31.12.2020

12019

RM'000 RM’000 RNM’000
2020
Lease
Liabilities 966 (32) (329)

2019
Lease
Liabilities 1,328 (44) (362)

RM'000 RM’000 RM’000

845

32 1,582

44 966

The Company classifies cash flows from the acquisition and disposal of financial assets as
operating cash flows as the purchases are funded from cash flows predominantly associated with
the origination of insurance contracts, net of cash flows for payments of benefits and claims
incurred for insurance contracis, which are respectively freated under the operating activities.

The accompanying notes form an integral part of these financial statements.
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Registration No.

201001040438 (924363-W)

AIA GENERAL BERHAD

{Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020

CORPORATE INFORMATION

The Company is engaged principally in the underwriting of all classes of general insurance
business.

There has been no significant change in the principal activity during the financial year.

The Company is a public limited liability company, incorporated under the Companies Act 2016
and FSA and domiciled in Malaysia. The registered office and principal place of business of the
Company are located at Level 29, Menara AlA, 99 Jalan Ampang, 50450 Kuala Lumpur and Level
13, Menara AlA, 99 Jalan Ampang, 50450 Kuala Lumpur respectively.

The immediate holding company of the Company is AlA Bhd., a company incorporated in Malaysia.
The Directors regard AlA Group Limited, a company incorporated in Hong Kong and listed on the
Stock Exchange of Hong Kong Limited, as the ultimate holding company.

The financial statements are authorised for issue by the Board on 26 March 2021,

SIGNIFICANT ACCOUNTING POLICIES

Unless otherwise stated, the following accounting policies have been applied consistently in
dealing with items that are considered material in relation to the financial statements of all the years
presented,

Basis of preparation

The financial statements of the Company are prepared under the historical cost convention, except
as disclosed in the summary of significant accounting policies and comply with Malaysian Financial
Reporting Standards ("MFRS"), International Financial Reporting Standards (*IFRS™) and the
requirements of the Companies Act 2016 in Malaysia.

The preparation of financial statements in conformity with MFRS and IFRS requires the use of
certain critical accounting estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenses during the reported year. It also
requires Directors to exercise judgement in the process of applying the Company’s accounting
policies. Although these estimates and judgement are based on the Directors’ best knowledge of
current events and actions, actual result may differ.

The areas involving a higher degree of judgement or complexity, or areas where assumptions and

estimates are significant to the financial statements, are disclosed in Note 2.4 to the financial
statements.
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Registration No.

201001040438 (924363-W)

AlA GENERAL BERHAD

(Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Summary of significant accounting policies

(@)

(b)

Business combination under common control

Business combinations under common control are accounted for using the predecessor
method of accounting. Under the predecessor metheod of accounting, the income
statement includes the results of the acquired business from the date of combinations. The
assets and liabilities of the acquired business are accounted for at the date of combination,
based on the carrying amounts of the acquiree adjusted for alignment of accounting
policies, if any. The excess of the cost of acquisition over the aggregate carrying amounts
of assets and liabilities as of the date of the combination is taken to equity.

Property and equipment and depreciation

Property and equipment are stated at cost less accumulated depreciation and
accumulated impairment losses. Historical cost includes expenditure that is directly
attributable to the acquisition of the items.

Subsequent costs are included in the asset's carrying amount or recognised as a separate
asset, as appropriate, only when it is probable that future economic benefits associated
with the item will flow to the Company and the cost of the item can be measured reliably.
The carrying amount of the replaced part is derecognised. All other repairs and
maintenance are charged to the income statement during the financial year in which they
are incurred. The cost of major renovations is included in the carrying amount of the asset
when it is probable that future economic benefits in excess of the original assessed
standard of performance of the existing asset will flow to the Company.

The residual values, useful life and depreciation method are reviewed and adjusted, if
applicable, at each date of the statement of financial position. An asset's carrying amount
is written down to its recoverable amount if the asset’s carrying amount is greater than its
estimated recoverable amount.

The gains and losses on disposal of an asset is the difference between the net sale
proceeds and the carrying amount of the relevant asset, and is recognised in the income
statement and presented within net realised gains/{losses).

Depreciation of other property and equipment is calculated using the straight-line method
to allocate cost less any residual value over the estimated useful life, as summarised as
follows:

Furniture, fixtures and fittings 5-10years
Office equipment 35 years
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Registration No.

201001040438 {924363-W)

AlA GENERAL BERHAD

{Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED})

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Summary of significant accounting policies (continued)

(c)

Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost.
Following initial recognition, intangible assets are carried at cost less any accumulated
amortisation and any accumulated impairment losses. Intangible assets with finite lives are
amortised on a straight-line basis over the estimated economic useful lives and assessed
for impairment whenever there is an indication that the intangible asset may be impaired.
The amortisation period and the amortisation method for an intangible asset with a finite
useful life are reviewed at least at each date of the statement of financial position. The
amortisation expense on intangible assets with finite lives is recognised in the income
statement.

Gains or losses arising from derecognition of an intangible asset is measured as the
difference between the net disposal proceeds and the carrying amount of the asset and is
recognised in the income statement and presented within net realised gains/{losses) when
the asset is derecognised.

Software

The cost of acquired computer software licenses are capitalised on the basis of the costs
incurred to acquire and bring to use the specific software. These costs are amortised over
their estimated useful life, generally not exceeding a period of 5 years.

The cost of significant development of knowledge-based software and computer
application to meet the unique requirements of the insurance business is capitalised and
recognised as an intangible asset in accordance with MFRS 138. The Company
establishes that these development costs will generate economic benefits beyond one
year and are associated with identifiable software applications controlled by the
commissioning, on a straight-line basis over its useful economic life. The carrying amount
is assessed for impairment when there is an indication of impairment.
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Registration No.

201001040438 (924363-W)

AlIA GENERAL BERHAD
(Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Summary of significant accounting policies (continued)

(d)

(e)

Impairment of non-financial assets

Property and equipment, intangible assets and other non-financial assets that are subject
to amortisation are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is
recognised to the extent that the carrying amount of the asset exceeds its recoverable
amount, which is the higher of the asset's or cash generating unit's fair value less costs of
disposal and its value in use. Recoverable amounts are estimated for individual assets, or,
if it is not possible, for the cash-generating unit.

An impairment loss is charged to the income statement. Subsequent increase in the
recoverable amount of an asset is treated as reversal of the previous impairment loss and
is recognised to the extent of the carrying amount of the asset that would have been
determined (net of amortisation and depreciation) had no impairment loss been
recognised. The reversal is recognised in the income statement immediately.

Financial assets and financial liabilities

The Company classifies its financial assets into financial assets at fair value through profit
or loss ("FVTPL™), loans and receivables ("LAR") and available-for-sale ("AFS"). The
classification depends on the purpose for which the financial assets were acquired or
originated. Management determines the classification at initial recognition and, in the case
of assets classified as held-to-maturity, re-evaluates this designation at the end of each
reporting period.

The significant accounting policies by the categories above are as follows:
EVTPL

Financial assets at FVTPL are initially recorded at fair value. Subseguent to initial
recognition, financial assets at FVTPL are remeasured at fair value. Fair value adjustments
and realised gains and losses on derecognition are recognised in the income statement
and presented within fair value gains/{losses). Transaction costs in respect of financial
assets at FVTPL are expensed as they are incurred.

Dividend income from equity instruments is recognised as investment income in the
income statement, generally when the security becomes ex-dividend or the right to receive
payment is established. Interest income is recognised as investment income in the income
statement of the Company using the effective interest rate method.
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Registration No.

201001040438 (924363-W)

AlA GENERAL BERHAD

{Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 {CONTINUED)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Summary of significant accounting policies (continued)

(e)

Financial assets and financial liabilities {continued)
LAR

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market other than those the Company intends
to sell in the short term or that it has designated as FVTPL. They are initially recognised
at fair value plus transaction costs. Subsequently, they are carried at amortised cost using
the effective interest rate method less any impairment losses.

Interest income from loans and receivables is recognised as investment income in the
income statement using the effective interest rate method. Gains and losses are
recognised in the income statement when the investments are derecognised or impaired,
as well as through the amortisation process.

AFS

Financial assets, other than those at FVTPL and LAR, are classified as AFS. AFS category
is used where the relevant investments backing the insurance contract liabilities and
shareholders’ equity are not managed on a fair value basis. These principally consist of
the Company's debt securities. AFS financial assets are initially recognised at fair value
plus atiributable transaction costs. For AFS debt securities, the difference between their
cost and par value is amortised. AFS financial assets are subsequently measured at fair
value.

Interest income from debt securities classified as AFS is recognised as investment income
in the income statement using the effective interest rate method.

Unrealised gains and losses on securities classified as AFS are analysed between
differences resulting from foreign currency translation, and other fair value changes.
Foreign currency ftranslation differences on monetary AFS investments, such as debt
securities, and impairment of AFS financial assets are recognised under “other operating
incomef(expense)” in the income statement.

Changes in the fair value of securities classified as AFS, except for impairment losses and
relevant foreign exchange gains and losses on monetary AFS investments, are recorded
in a separate fair value reserve within equity.

On derecognition, the cumulative fair value gains and losses previously repeorted in equity
are transferred fo the income statement and presented within net realised gains/(losses).

Financial liabilities

All financial liabilities are initially recorded at fair value. Subsequent to initial recognition,
financial liabilities are carried at amortised cost using effective interest rate method.
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201001040438 (924363-W)

AlA GENERAL BERHAD

{Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Summary of significant accounting policies (continued)

()

{(9)

Fair value of financial instruments

The fair value of a financial instrument is the amount that would be received to seil an
asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date, having regard to the specific characteristics of the asset or liability
concerned, assuming that the transfer takes place in the most advantageous market to
which the Company has access. The fair values of financial instruments traded in active
markets (such as financial instruments at FVTPL and AFS) are based on quoted market
prices at the date of the statement of financial position. The quoted market price used for
financial assets held by the Company is the current bid price. The fair values of financial
instruments that are not traded in active markets are determined using valuation
techniques. The Company uses a variety of methods and makes assumptions that are
based on market conditions at the date of each statement of financial position. The
objective of using a valuation technique is to estimate the price at which an orderly
transaction would take place between market participants at the date of the statement of
financial position.

The fair value of floating rate and over-night deposits with financial institutions is their
carrying value, i.e. the cost of the deposits/placements and accrued interest.

If the fair value cannot be measured reliably, these financial instruments are measured at
cost, being the fair value of the consideration paid for the acquisition of the instrument or
the amount received on issuing the financial liability. All transaction costs directly
attributable to the acquisition are also included in the cost of the investment.

Impairment of financial assets
General

Financial assets are assessed for impairment on a regular basis. A financial asset is
impaired if its carrying value exceeds the estimated recoverable amount and there is
objective evidence of impairment to the financial asset. The Company assesses at each
reporting date whether there is objective evidence that a financial asset or group of
financial assets is impaired. A financial asset, or group of financial assets, is impaired and
impairment losses are incurred only if there is objective evidence of impairment as a result
of one or more events that have occurred after the initial recognition of the asset (a ‘loss
event') and that loss event (or events) has an impact on the estimated future cash flows of
the financial asset or group of financial assets that can be reliably estimated.
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AlIA GENERAL BERHAD

{Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Summary of significant accounting policies (continued)

(9)

Impairment of financial assets (continued)
General (continued)

Objective evidence that a financial asset, or group of assets, is impaired includes
observable data that comes to the attention of the Company about the following events:

- significant financial difficulty of the issuer or debtor; or

- a breach of contract, such as a default or delinquency in payments; or

- it becomes probable that the issuer or debtor will enter bankruptcy or other financial
reorganisation; or

- the disappearance of an active market for that financial asset because of financial
difficuities; or

- observable data, including market prices, indicating that there is a potential decrease
in the estimated future cash flows since the initial recognition of those assets,
including:
- adverse changes in the payment status of issuers
- national or local economic conditions that correlate with increased default risk.

The Company first assesses whether objective evidence of impairment exists for financial
assets that are individually significant. If the Company determines that no objective
evidence of impairment exists for an individually assessed financial asset, whether
significant or not, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment. Assets that are individually
assessed for impairment and for which an impairment loss is or continues to be recognised
are not included in a collective assessment of impairment.

Financial assets carried at amortised cost

For financial assets carried at amortised cost, impairment is considered to have taken
place if it is probable that the Company will not be able to collect principal and/or interest
due according to the contractual terms of the instrument. When impairment is determined
to have occurred, the carrying amount is decreased through a charge to the income
statement. The carrying amount of receivables is reduced through the use of an allowance
account, and the amount of any allowance is recognised as an impairment loss in the
income statement.

If in a subsequent period, the amount of the impairment loss decreases and the decrease
can be related objectively to an event occurring after the impairment was recognised, the
previously recognised impairment loss is reversed. Any subsequent reversal of an
impairment loss is recognised in the income statement, to the extent that the carrying value
of the asset does not exceed its amortised cost at the reversal date.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

Summary of significant accounting policies (continued)

(9)

(h)

(i)

Impairment of financial assets {continued)
AFS financial assets

When a decline in the fair value of an AFS financial asset has been recognised in
shareholders’ equity and there is objective evidence that the financial asset is impaired,
the cumulative loss already recognised directly in shareholders’ equity is recognised in the
income statement. The Company generally considers an AFS debt security for evidence
of impairment when it is identified as credit impaired. In the absence of any other evidence
of credit impairment, a debt security would be assessed for impairment when there is a
significant decline in fair value.

If the fair value of a debt security classified as AFS increases in a subsequent period, and
the increase can be objectively related to an event occurring after the impairment loss was
recognised in the income statement, the impairment loss is reversed through the income
statement.

Where, following the recognition of an impairment loss in respect of an AFS debt security,
the financial asset suffers further decline in value, such further decline are recognised as
an impairment only in the case when objective evidence exists of a further impairment
event to which the losses can be attributed.

Derecognition of financial assets

Financial assets are derecognised when the rights to receive cash flows from the financial
assets have expired or where the Company has transferred substantially all risks and
rewards of ownership.

Equity instruments

Ordinary share capital

Issued capital represents the nominal value of shares issued. Incremental external costs
directly attributable to the issue of new shares are shown in equity as a deduction, net of
tax, from the proceeds of the issue.

Dividends on ordinary share capital

Dividends on ordinary shares are recognised as liabilities when proposed or declared
before the date of the statement of financial position. A dividend proposed or declared after
the date of the statement of financial position, but before the financial statements are
authorised for issue, is not recognised as a liability at the date of statement of financial
position. Upon the dividend becoming payable, it will be accounted for as a liability.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Summary of significant accounting policies {continued)

(i}

(k)

Product classification
The Company issue contracts that transfer insurance risk or financial risk or both.

insurance contracts are those contracts that transfer significant insurance risk. An
insurance contract is a contract under which the Company (the insurer) has accepted
significant insurance risk from another party {the policyholders) by agreeing to compensate
the policyholders if a specified uncertain future event (the insured event) adversely affects
the policyholders, As a general guideline, the Company determine whether they have
significant insurance risk, by comparing benefits paid with benefits payable if the insured
event did not occur.

Once a contract has been classified as an insurance contract, it remains an insurance
contract for the remainder of its life-time, even if the insurance risk reduces significantly
during this period, uniess all rights and obligations are extinguished or expire.

Insurance contracts

Gross premium

Gross premium income is recognised in the period in respect of risks assumed during that
particular period.

Acquisition costs and deferred acquisition costs (“DAC"}

The costs of acquiring and renewing insurance policies net of income derived from ceding
reinsurance premiums, are recognised as incurred and properly allocated to the period in
which it is probable they give rise to income.

Commission costs are deferred to the extent that these costs are recoverable out of future
premium. All other acquisition costs are charged to the income statement in the period in
which they are incurred.

Subsequent {o initial recognition, these costs are amortised on a straight-line basis based
on the terms of expected future premiums. Amortisation is recognised in the income
statement.

An impairment review is performed at each date of the statement of financial position or
more frequently when an indication of impairment arises. When the recoverable amount is
less than the carrying value, an impairment loss is recognised in the income statement.

DAC is also considered in the liability adequacy test for each accounting period. DAC is
derecognised when the related contracts are either settled or disposed of.

DAC is netted against premium liabilities in the financial statements.
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SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Summary of significant accounting policies {continued}

(k)

Insurance contracts {continued)

Claims and expenses

Claims and losses adjustment expenses are charged to the income statement as incurred
based on the estimated liabilities for compensation owed to policyholders or third parties
damaged by the policyholders. They include direct and indirect claims settlements costs
and arise from events that have occurred up to the end of the reporting period even if they
have not yet been reported to the Company.

General insurance contracts liabilities are recognised when contracts are entered into and
premiums are charged. These liabilities comprise of (i) unearned premium reserves and
{ii) claims liabilities.

(i

Unearned premium reserves

Unearned Premium Reserves (“UPR") represents the portion of the net premiums
of insurance policies written that relate to the unexpired periods of policies at the
end of the financial year. In determining UPR at the date of the statement of
financial position, the method that most accurately reflects the actual unearned
premiums is used as follows:

(i) 1/24th method for all other classes of Malaysian policies; and
(i) time apportionment method for non-annual policies.

At each reporting date, the Company reviews its unexpired risks and a liability
adequacy test is performed to determine whether there is any overall excess of
expected claims and deferred acquisition costs over unearned premium. This
calculation uses current estimates of future contractual cash flows (taking into
consideration current loss ratios) after taking account of the investment return
expected to arise on assets relating to the relevant general insurance technical
provisions and a Provision of Risk Margin for Adverse Deviation ("PRAD")
calculated at the overall fund [evel. The current estimate of future contractual cash
flow is a prospective estimate of the expected future payments arising from future
events insured under policies in force as at the valuation date and also includes
allowance for the insurer's expenses, including overheads and cost of
reinsurance, expected to be incurred during the unexpired period in administering
these policies and settling the relevant claims, and shall allow for expected future
premium refunds.

If these estimates show that the carrying amount of the unearned premium less

related deferred acquisition costs is inadequate, the deficiency is recognised in
the income statement by setting up a provision for liahility adequacy.
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Summary of significant accounting policies {continued)

(k)

)

Insurance contracts (continued)

Claims and expenses (continued)

{ii) Claims liabilities

Claims liabilities are determined based on the estimated ultimate cost of all claims
incurred but not settled at the date of the statement of financial position, whether
reported or not, together with related claims handling costs and reduction for the
expected value of salvage and other recoveries. Delays can be experienced in the
notification and settlement of certain types of claims, therefore, the ultimate cost
of these claims cannot be known with certainty at the date of the statement of
financial position.

The liabilities are calculated at the reporting date using a range of standard
actuarial claim projection techniques based on empirical data and current
assumptions at best estimate and a PRAD calculated at the overall fund level. The
liabilities are not discounted for the time value of money. No provision for
equalisation or catastrophe reserves is recognised.

The liabilities are derecognised when the contract expires, is discharged or is
cancelled.

The liability adequacy test has been in-built in the estimation of claims liabilities
and hence no separate assessment is carried out.

Reinsurance

The Company cedes reinsurance in the normal course of business, with retentions varying
by line of business. The cost of reinsurance is accounted for over the life of the underlying
reinsured policy contracts, using assumptions consistent with those used to account for
such policies/contracts.

Premiums ceded and claims reimbursed are recognised in the same accounting period as
the original policy/contract in which the reinsurance relates, and are presented on a gross
basis in the income statement.

Fee income derived from reinsurers in the course of reinsurance are credited fo the income
statement in the financial year in which they are earned.

Reinsurance assets consist of amounts receivable in respect of ceded insurance liabilities.
Amounts recoverable from reinsurers are estimated in a manner consistent with the
reinsured's insurance contract or benefits paid and in accordance with the relevant
reinsurance contract.
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Summary of significant accounting policies {continued)

{

(m)

(n)

Reinsurance {(continued)

To the extent that reinsurance contracts principally transfer financial risk (as opposed to
insurance risk), they are accounted for directly through the statement of financial position
and are not included in reinsurance assets or liabilities. A deposit 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.

If a reinsurance asset is impaired, the Company reduces the carrying amount accordingly
and recognises that impairment losses in the income statement. A reinsurance asset is
impaired if there is objective evidence, as a result of an event that occurred after initial
recognition of the reinsurance asset, that the Company may not receive all amounts due
to it under the terms of the contract, and the impact on the amounts that the Company will
receive from the reinsurer can be reliably measured.

The Company also assumes reinsurance risk in the normal course of business for general
insurance contracts when applicable.

Premiums and claims on assumed facultative reinsurance are recognised as revenue or
expenses in the same manner as they would be if the reinsurance were considered direct
business, taking into account the product classification of the reinsured business.
Premiums, claims and other transactions costs on assumed treaty reinsurance are
accounted for upon notification by the ceding companies or upon receipt of the statements
of accounts.

Insurance receivables

Insurance receivables are recognised when due and measured on initial recognition at the
fair value of the consideration received or receivable. Subsequent to initial recognition,
insurance receivables are measured at amortised cost, using the effective interest method.

If there is objective evidence that the insurance receivable is impaired, the Company
reduces the carrying amount of the insurance receivable accordingly and recognises that
impairment losses in the income statement. The Company gathers the objective evidence
that an insurance receivable is impaired using the same process adopted for financial
assets carried at amortised cost. These processes are described in Note 2.2(h) to the
financial statements.

Other financial liabilities and insurance payables
Other liabilities and payables are recognised when due and measured on initial recognition
at the fair value of the consideration received less directly attributable transaction costs.

Subsequent to initial recognition, they are measured at amortised cost using the effective
interest method.
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Summary of significant accounting policies (continued)

(0)

(p}

{q)

Provisions

Provisions are recognised when the Company has a present obligation as a result of a
past event and it is probable that an outflow of resources embodying economic benefits
will be required to settle the obligation, and a reliable estimate of the amount can be made.
Provisions are reviewed at each date of the statement of financial positicn and adjusted to
reflect the current best estimate. Where the effect of the time value of money is material,
provisions are discounted using a current pre-tax rate that reflects, where appropriate, the
risks specific to the liability. Where discounting is used, the increase in the provision due
to the passage of time is recognised as finance cost.

Cash and cash equivalents

Cash and cash equivalents consist of cash in hands, deposits held at call with financial
institutions with original maturities of three months or less. It excludes deposits which are
held for investment purposes. The Company classifies the cash flows for purchase and
disposal of investments in financial assets in its operating cash flows as the purchases are
funded from the cash flows predeminantly associated with the origination of insurance
contracts, net of the cash flows for payments of insurance benefits and claims benefits.

Leases

Contracts may contain both lease and non-lease components. The Company allocates the
consideration in the contract to the lease and non-lease components based on their
relative stand-alone prices. However, for leases of properties for which the Company is a
lessee, it has elected the practical expedient provided in MFRS 16 not to separate lease
and non-lease components. Both components are accounted for as a single lease
component and payments for both components are included in the measurement of lease
liability.

(i) Lease term

In determining the lease term, the Company considers ail facts and circumstances
that create an economic incentive to exercise an extension option, or not to
exercise a termination option. Extension options (or periods after termination
options) are only included in the fease term if the lease is reasonably certain to be
extended (or not to be terminated).
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Summary of significant accounting policies {continued}

{q) Leases {(continued)

(i}

(ii)

(iii)

Lease term (continued)

The Company reassess the lease term upon the occurrence of a significant event
or change in circumstances that is within the control of the Company and affects
whether the Company is reasonably certain to exercise an option not previously
included in the determination of lease term, or not to exercise an option previously
included in the determination of lease term. A revision in lease term results in
remeasurement of the lease liabilities. See accounting policy below on
reassessment of lease liabilities.

ROU assets
ROU assets are initially measured at cost comprising the following:

s The amount of the initial measurement of lease liability;

» Any lease payments made at or before the commencement date less any
lease incentive received;
Any initial direct costs; and

¢ Decommissioning or restoration costs.

ROU assets that are not investment properties are subsequently measured at
cost, less accumulated depreciation and impairment loss {if any). The ROU asseis
are generally depreciated over the shorter of the asset's useful life and the lease
term on a straight-line basis. If the Company is reasonably certain to exercise a
purchase option, the ROU asset is depreciated over the underlying asset's useiul
life. In addition, the ROU assets are adjusted for certain remeasurement of the
lease liabilities.

Lease liabilities

Lease liahilities are initially measured at the present value of the lease payments
that are not paid at that date. The lease payments include the following:

+ Fixed payments {including in-substance fixed payments), less any lease
incentive receivable;

« Variable lease payments that are based on an index or a rate, initially
measured using the index or rate as at the commencement date;

« Amounts expected to be payable by the Company under residual value
guarantees;

s The exercise price of a purchase and extension options if the Company is
reasonably certain to exercise that option; and

e Payments of penalties for terminating the lease, if the lease term reflects
the Company exercising that option.
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Summary of significant accounting policies {continued)

(q) Leases (continued)

(iii)

Lease liabilities (continued)

Lease payments are discounted using the interest rate implicit in the lease. If that
rate cannot be readily determined, which is generally the case for leases in the
Company, the lessee’s incremental borrowing is used. This is the rate that the
individual lessee would have to pay to borrow the funds necessary to obtain an
asset of similar value to the ROU in a similar economic envirenment with similar
term, security and conditions.

Lease payments are allocated between principal and finance cost. The finance
cost is charged to income statement over the lease period so as {0 produce a
constant periodic rate of interest on the remaining balance of the liability for each
period.

Variable lease payments that depend on sales are recognised in income
statement in the period in which the condition that triggers those payments occurs.

The Company presents the lease liabilities as a separate line item in the statement
of financial position. Interest expense on the lease liability is presented within the
finance cost in the statement of comprehensive income.

Reassessment of lease liabilities

The Company is also exposed to potential future increases in variable lease
payments that depend on an index or rate, which are not included in the lease
liability until they take effect. When adjustments to lease payments based on an
index or rate take effect, the lease liability is remeasured and adjusted against the
ROU assets.

Short-term leases and leases of low-value assets

Short-term leases are leases with a lease term of 12 months or less. Low-value
assets comprise IT equipment and small items of office furniture. Payments
associated with short-term leases of equipment and vehicles and all leases of low-
value assets are recognised on a straight-line bases as an expense in income
statement.
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Summary of significant accounting policies {(continued)

{r) Employee benefits

(i)

(ii)

(iii)

Short term benefits

Wages, salaries, bonuses and social security contributions are recognised as an
expense in the period in which the associated services are rendered by employees
of the Company. Shoert term accumulating compensated absences such as paid
annual leaves are recognised when services are rendered by employees that
increases their entitlement to future compensated absences, and shert term non-
accumulating compensated absences such as sick leaves are recognised when
the absences occur.

Post retirement benefit obligations

Defined contribution plans

As required by law, the Company makes contributions to the state pension
scheme, the Employees Provident Fund (*EPF"). Such contributions are
recognised as an expense in the income statement as incurred. Once the
contributions have been paid, the Company has no further payment obligations.

Share-based compensation plans

AlA Group Limited ("AIAGL") launched a number of share-based compensation
plans, under which the Company receives services from the employees, Directors
and Officers as consideration for the shares and/or options of AIAGL. These
sharebased compensation plans comprise the Share Option Scheme (SO
Scheme”), the Restricted Share Unit Scheme ("RSU Scheme") and the Employee
Share Purchase Plan {("ESPP").

The AIA Group’s share compensation plans offered to the Company’'s employees
are equity-setfled plans. Under the equity-setiled share-based compensation
plan, the fair value of the employee services received in exchange for the grant of
AlAGL's shares and/or options is recognised as an expense in the income
statements over the vesting period with a corresponding amount recorded in
equity. Any amounts recharged from AIAGL related to equity-settled share-based
payment arrangements are offsetted against the amounts recorded in equity.

The total amount to be expensed over the vesting period is determined by
reference to the fair value of the share and/or options granted. Non-market vesting
conditions are included in assumptions for the number of shares and/or options
that are expected to be vested. At each period end, the Company revises its
estimates of the number of shares and/or options that are expected to be vested.
Any impact of the revision to original estimates is recognised in income statements
with a corresponding adjustment to equity. Where awards of share-based
payment arrangements have graded vesting terms, each tranche is recognised as
a separate award, and therefore the fair value of each tranche is recognised over
the applicable vesting period.

52



22

Registration No.

201001040438 (924363-W)

AlA GENERAL BERHAD
(Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Summary of significant accounting policies {continued)

{r) Employee benefits (continued)

(iii)

Share-based compensation plans (continued)

The Company estimates the fair value of options using a binomial lattice model.
This model requires inputs such as share price, implied volatility, risk free interest
rate, expected dividend rate and the expected life of the option.

Where modification or cancellation of an equity-settied share-based compensation
plan occurs, the grant date fair value continues to be recognised, together with
any incremental value arising on the date of modification if non-market conditions
are met.

(s) Foreign currency

0]

(i)

Functional and presentation currency

items included in the financial statements of the Company are measured using the
currency of the primary economic environment in which the entity operates (the
“functional currency"). The functional currency of the financial statements are
presented in thousands of Ringgit Malaysia ("RM?}, which is the Company's
presentation currency.

Foreign currency transactions

Foreign currency transactions are translated into the functional currency using the
exchange rates prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in the income statement.

Translation differences on nen-monetary items carried at fair value are translated
at the rates prevailing on the date when the fair value is determined. Non-monetary
items that are measured in terms of historical cost in foreign currency are not re-
translated.
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®

(u)

v

Taxation

Income tax on income statement for the financial year comprises current and deferred tax.
Current tax is the expected amount of income taxes payable in respect of the taxable profit
for the financial year and is measured using the tax rates that have been enacted at the
date of statement of financial position.

Deferred tax is provided for, using the liability method, on temporary differences at the date
of the statement of financial position between the tax bases of assets and liabilities and
their carrying amounts in the financial statements. In principle, deferred tax liabilities are
recognised for all taxable temporary differences and deferred tax assets are recognised
for all deductible temporary differences, to the extent that it is probable that taxable profits
will be available against which the deductible temporary differences can be utilised.

Deferred tax is measured at the tax rates that are expected to apply in the period when the
asset is realised or the liability is settled, based on tax rates that have been enacted or
substantively enacted at the date of the statement of financial position. Deferred tax is
recognised in the income statement, except when it arises from a transaction which is
recognised in other comprehensive income or directly in equity in which case the deferred
tax is also charged or credited in other comprehensive income.

Other revenue recognition

Gains and losses on disposal of investments are determined by comparing the sales
proceeds and the carrying amounts of the investments and the resulting difference is
credited or charged to the income statement. Cost is determined by specific identification.

Contingent liabilities and contingent assets

The Company does not recognise a contingent liability but disclose its existence in the
financial statements. A contingent liability is a possible obligation that arises from past
events whose existence will be confirmed by the occurrence or nen-occurrence of one or
more uncertain future events beyond the control of the Company or a present obligation
that is not recognised because it is not probable that an outflow of resources will be
required to settle the obligation. A contingent liability also arises in the extremely rare case
where there is a liability that cannot be recognised because it cannot be measured reliably.

A contingent asset is a possible asset that arises from past events whose existence will
be confirmed by the occurrence or non-occurrence of one or more uncertain future events
beyond the control of the Company. The Company does not recognise contingent assets
but discloses their existence where inflows of economic benefits are probable, but not
virtually certain.
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SIGNIFICANT ACCOUNTING POLICIES {(CONTINUED)
Changes in accounting policies and effects arising from adoption of revised MFRS

(a) Standards, amendments to published standards and interpretations to existing
standards that are effective and relevant to the Company’s financial year beginning
on or after 1 January 2020

The following accounting standards, amendments and interpretations have been adopted
for the first time for the financial year beginning on 1 January 2020.

Amendments to MFRS 3 "Definition of a Business”

Amendments to MFRS 9,139 & 7 "Interest Rate Benchmark Return”

Amendments to MFRS 101 and MFRS 108 “Definition of Material”

The Conceptual Framework for Financial Reporting (Revised 2018)

Amendments to MFRS 4 “Extension of the Temporary Exemption from Applying MFRS
9’

The adoption of the above accounting standards, amendments and interpretations does
not have any significant impact to the financial statements, except for disclosed below:

e MFRS 9 "Financial Instruments” replaces MFRS 139 “Financial Instruments:
Recognition and Measurement'

MFRS 9 retains but simplifies the mixed measurement model in MFRS 139 and
establishes three primary measurement categories for financial assets: amortised
cost, fair value through profit or loss ("FVTPL") and fair value through other
comprehensive income (*OCI"). The basis of classification depends on the entity's
business model and the contractual cash flow characteristics of the financial asset.
Investments in equity instruments are always measured at fair value through profit or
loss with an irrevocable opiion at inception to present changes in fair value in OCI
(provided the instrument is not held for trading). A debt instrument is measured at
amortised cost only if the entity is holding it to collect contractual cash flows and the
cash flows represent principal and interest.
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SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Changes in accounting policies and effects arising from adoption of revised MFRS
{continued)

(a)

Standards, amendments to published standards and interpretations to existing
standards that are effective and relevant to the Company’s financial year beginning
on or after 1 January 2020 (continued)

MFRS 9 ‘“Financial Instruments” replaces MFRS 139 “Financial [nstruments:
Recognition and Measurement” (continued)

For liabilities, the standard retains most of the MFRS 139 requirements. These include
amortised cost accounting for most financial liabilities, with bifurcation of embedded
derivatives. The main changes are:

- For financial liabilities classified as FVTPL, the fair value changes due to own
credit risk should be recognised directly to OCI. There is no subsequent recycling
to income statement; and

- When a financial liability measured at amortised cost is modified without this
resulting in derecognition, a gain or loss, being the difference between the original
contractual cash flows and the modified cash flows discounted at the original
effective interest rate, should be recognised immediately in income statement.

MFRS 9 introduces an expected credit loss model on impairment for certain financial
assets that replaces the incurred loss impairment model used in MFRS 139. The
expected credit loss model is forward-looking and eliminates the need for a trigger
event to have occurred before credit losses are recognised.

The Company has applied the temporary exemption under Amendments to MFRS 4 -
Applying MFRS 9 “Financial Instruments” with MFRS 4 “Insurance Contracts” which
enable eligible entities to defer the implementation date of MFRS 9 to annual periods
beginning before 1 January 2021 at the latest. Hence the Company has not adopted
MFRS & for the financial year beginning on or after 1 January 2020.
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Changes in accounting policies and effects arising from adoption of revised MFRS
{continued)

(a)

Standards, amendments to published standards and interpretations to existing
standards that are effective and relevant to the Company’s financial year beginning
on or after 1 January 2020 (continued)

Amendments to MFRS 4 - Applying MFRS @ “Financial Instruments” with MFRS 4
{(“Insurance Contracts”)

The amendments allow entities to avoid temporary volatility in profit or loss that might
result from adopting MFRS 9 “Financial Instruments” before the forthcoming new
insurance confracts standard. This is because certain financial assets have to be
measured at fair value through profit or loss under MFRS 9; whereas, under MFRS
“Insurance Contracts”, the related liabilities from insurance confracts are often
measured on amortised cost basis.

The amendments provide 2 different approaches for entities: (i) a temporary exemption
from MFRS 9 for entities that meet specific requirements; and (i} the overlay approach.
Both approaches are optional.

The temporary exemption enables eligible entities to defer the implementation date of
MFRS 9 for annual periods beginning before 1 January 2023 at the latest. An entity
may apply the temporary exemption from MFRS 9 if its activities are predominantly
connected with insurance whilst the overlay approach allows an entity to adjust profit
or loss for eligible financial assets by removing any accounting volatility to other
comprehensive income that may arise from applying MFRS 9.

An entity can apply the temporary exemption from MFRS 9 from annual periods
beginning on or after 1 January 2019. An entity may start applying the overlay
approach when it applies MFRS @ for the first time.

The Company’s business activity is predominantly General Insurance business as the
liabilities connected with the Company's General Insurance business made up of more
than 90% of the Company’s total liabilities. Hence, the Company qualifies for the
temporary exemption from applying MFRS 9 and intends to defer and adopt MFRS 9
together with MFRS 17, Insurance Contracts for the financial year beginning on or after
1 January 2023. On 17 August 2020, the Malaysian Accounting Standards Board
("MASB") issued the Amendments to MFRS 17 and the Amendments to MFRS 4 that
defers the effective date of MFRS 17 and the temporary exemption from applying
MFRS 9 to annual reporting periods beginning on or after 1 January 2023.

Additional disciosures as required under Amendments to MFRS 4 are included in the
financial statements of the Company as stated in Note 34.
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SIGNIFICANT ACCOUNTING POLICIES {(CONTINUED)

Changes in accounting policies and effects arising from adopfion of revised MFRS
{continued)

(b)

Standards, amendments to published standards and interpretations to existing
standards that are relevant to the Company but are not yet effective and have not
been early adopted

The Company will apply the new standards, amendments to standards and interpretations
in the following year:

Financial year beginning on/after 1 January 2022

Annual Improvements to MFRS 9 "Fees in the 10% test for derecognition of financial
liabilities”

Annual Improvements toc MFRS 9 “Fees in the 10% test for derecognition of financial
liabilities” clarifies that only fees paid or received between the borrower and the lender,
including the fees paid or received on each other's behalf, are included in the cash
flow ¢f the new loan when performing the 10% test.

An entity shall apply the amendment to financial liabilities that are modified or
exchanged on or after the beginning of the annual reporting period in which the entity
first applies the amendment.

Amendments to MFRS 3 “Reference to Conceptual Framework”

Amendments to MFRS 3 “Reference to Conceptual Framework” replace the reference
to Framework for Preparation and Presentation of Financial Statements with 2018
Conceptual Framewaork. The amendments did not change the current accounting for
business combinations on acquisition date.

The amendments provide an exception for the recognition of liabilities and contingent
liabilities should be in accordance with the principles of MFRS 137 “Provisions,
contingent liabilities and contingent assets™ and IC Interpretation 21 “Levies” when falls
within their scope. It also clarifies that contingent assets should not be recognized at
the acquisition date.

The amendments shall be applied prospectively.
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Changes in accounting policies and effects arising from adoption of revised MFRS
(continued)

(b)

Standards, amendments to published standards and interpretations to existing
standards that are relevant to the Company but are not yet effective and have not
been early adopted (continued)

The Company will apply the new standards, amendments to standards and interpretations
in the following year: {continued)

Financial year beqginning on/after 1 January 2022 {(continued)

Amendments to MFRS 116 “Proceeds before intended use”’

Amendments to MFRS 116 "Proceeds before intended use" prehibit an entity from
deducting from the cost of a property, plant and equipment the proceeds received from
selling items produced by the property, plant and equipment before it is ready for its
intended use. The sales proceeds should instead be recognized in profit or loss.

The amendments also clarify that testing whether an asset is functioning properly
refers to assessing the technical and physical performance of the property, plant and
equipment.

The amendments shall be applied retrospectively.

Amendments to MFRS 137 “Onerous contracts — cost of fulfilling a contract”
Amendments to MFRS 137 "Onerous contracts — cost of fulfilling a contract” clarify
that director costs of fulfilling a contract include both the incremental cost of fuifilling
the contracts as well as an allocation of other costs directly related to fulfilling
contracts. The amendments also clarify that before recognizing a separate provision
for an onerous contract, impairment loss that has occurred on assets used in fulfilling
the contract should be recognized.

The amendments shall be applied retrospectively.
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SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Changes in accounting policies and effects arising from adoption of revised MFRS
{continued)

(b)

Standards, amendments to published standards and interpretations to existing
standards that are relevant to the Company but are not yet effective and have not
been early adopted (continued}

The Company will apply the new standards, amendments to standards and interpretations
in the following year: (continued)

Financial year beginning on/after 1 January 2023

MFRS 17 “Insurance Contracts” replaces MFRS 4 “Insurance Contracts”

MFRS 17 “Insurance Contracts” replaces MFRS 4 “Insurance Contracts” applies to
insurance confracts issued, to all reinsurance contracts and to investment contracts
with discretionary participating features if an entity also issues insurance contracts.
For fixed-fee service contracts whose primary purpose is the provision of services, an
entity has an accounting policy choice to account for them in accordance with either
MFRS 17 or MFRS 15 “Revenue”. An entity is allowed to account financial guarantee
contracts in accordance with MFRS 17 if the entity has asserted explicitly that it
regarded them as insurance contracts. Insurance contracts, (other than reinsurance)
where the entity is the policyholder are not within the scope of MFRS 17. Embedded
derivatives and distinct investment and service components should be ‘unbundled’ and
accounted for separately in accordance with the related MFRSs. Voluntary unbundling
of other components is prohibited.
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SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Changes in accounting policies and effects arising from adoption of revised MFRS
{continued)

{b) Standards, amendments to published standards and interpretations to existing
standards that are relevant to the Company but are not yet effective and have not
been early adopted (continued)

e  MFRS 17 “Insurance Contracts” replaces MFRS 4 "Insurance Contracts” {continued)

MFRS 17 requires a current measurement model where estimates are remeasured at
each reporting pericd. The measurement is based on the building blocks of
discounted, probability-weighted cash flows, a risk adjustment and a contractual
service margin ("CSM") representing the unearned profit of the contract. An entity has
a policy choice fo recognise the impact of changes in discount rates and other
assumptions that are related to financial risks either in profit or loss or in other
comprehensive income.

Alternative measurement models are provided for the different insurance coverages:

a) Simplified premium allocation approach if the insurance coverage period is a year
or less; and

b) Variable fee approach should be applied for insurance contracts that specify a link
between payments to the policyholders and the returns on the underlying items.

The requirements of MFRS 17 align the presentation of revenue with other industries.

Revenue is aliccated to the periods in proportion to the value of the expected coverage

and other services that the insurer provides in the period, and claims are presented
when incurred. Investment componenis are excluded from revenue and claims.

Insurers are required to disclose information about amounts, judgements and risks
arising from insurance contracts.

The Company is in the midst of conducting a detailed assessment of the new
standard.
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SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Changes in accounting policies and effects arising from adoption of revised MFRS
(continued)

(b)

Standards, amendments to published standards and interpretations to existing
standards that are relevant to the Company but are not yet effective and have not
been early adopted (continued)

Amendments to MFRS 17 ‘Insurance Contracts’

Amendments to MFRS 17 Insurance Contracts defers the effective date of MFRS 17
Insurance Contracts. An entity shall apply MFRS 17 and Amendments to MFRS 17 for
annual reporting periods beginning on or after 1 January 2023. If an entity applies
MFRS 17 earlier, it shall disclose that fact. Early application is permitted for entities
that apply MFRS 9 Financial Instruments on or before the date of initial application of
MFRS 17.

The Company is in the process of assessing the financial impact onto the Group’s
financial statements.

Amendments to MFRS 101 'Classification of liabilities as current or non-current’
Amendments to MFRS 101 ‘Classification of liabilities as current or non-current’ clarify
that a liability is classified as non-current if an entity has a substantive right at the end
of the reporting period to defer settlement for at least 12 months after the reporting
period.

A liability is classified as current if a condition is breached at or before the reporting
date and a waiver is obtained after the reporting date. A loan is classified as non-
current if a covenant is breached after the reporting date.

The amendments shall be applied retrospectively.
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SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Critical accounting estimates and judgements in applying accounting policies

In the preparation of the financial statements, management has made judgements and estimates
in applying accounting policies in respect of the reported amounts of assets, liabilities, income and
expenses. Estimates and judgementis are continually evaluated and are based on historical
experience and other factors, including expectations of future events that are believed to be
reasconable under the circumstances.

The foliowing are the judgements made by management that have the most significant effect on
the amounts recognised in the financial statements:

Valuation of general insurance contract liabilities

For general insurance contracts, Bornheutter-Ferguson (“BF”) methods are used to estimate the
ultimate cost of outstanding claims.

BF method basically assumes that the claim experience for an accident year will produce a
particular loss ratio and adjusted with subsequent actual claim experience.

The estimates of general insurance contract liabilities are therefore sensitive to various factors and
uncertainties. These uncertainties may arise from changes in expected loss ratio used for each
accident years and changes in average claim settlement period. Thus, the general settlement of
eventual insurance contract liabilities may vary from the estimates.

The key assumptions used and the sensitivity analysis on the key assumptions as at 31 December

2020, based on the change in one specific assumption while holding all other assumptions constant
are disclosed in Note 28 to the financial statements.
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PROPERTY AND EQUIPMENT

Cost

At 1 December 2018

Additions

At 31 December 2019/
At 1 January 2020

Additions

At 31 December 2020

Accumulated depreciation

At 1 December 2018
Depreciation charge for the
financial period (Note 24}

At 31 December 2019/
At 1 January 2020
Depreciation charge for the
financial year (Note 24)
At 31 December 2020

Net Book Value at
31 December 2020

Net Book Value at
31 December 2019

LEASES

The statement of financial position shows the following amounts relating to leases:

Right-of-use assets
Properties

Lease liabilities
Current
Non current

Furniture,
fixtures Office
and fittings equipments Total
RM’000 RM'000 RM'000
360 4 364
3 50 53
363 54 417
- 134 134
363 188 551
39 2 41
75 11 86
114 13 127
51 33 84
165 46 211
198 142 340
249 41 290
2020 2019
RNM000 RM’000
1,522 948
265 375
1,317 501
1,582 966

64



Registration No.
201001040438 (924363-W)

AlA GENERAL BERHAD

{Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

LEASES (CONTINUED)

The income statement shows the following amounis relating to leases:

Depreciation charge of right-of-use assets
- Properties (Note 24)

Interest expense (included in other operating expenses)

2020 2019
RM’000 RM’000
371 380

32 44

403 424

The total cash outflow for leases for the financial year ended 31 December 2020 and December 2019

was RM361,000 and RM406,000 respectively.

In the current reporting period, the Company has increased its lease term for property leases and
rental rate was revised. This resulted in an increase of RM 945,000 for both rights-of-use assets and
iease liabilities. Lease liabilities were measured at the present value of the remaining lease payments,
discounted using the lessee's incremenial borrowing rates. The weighted average lessee's
incremental borrowing rate applied to the lease liabilities on 1 January 2020 was 3.58% (2019:

3.87%)

INTANGIBLE ASSETS

Cost

At 1 December 2018

Additions

At 31 December 2012/At 1 January 2020
Additions

Transfer (to)/from

At 31 December 2020

Accumulated amortisation

At 1 December 2018

Amortisation for the financial year {Note 24)
At 31 December 2019/At 1 January 2020
Amortisation for the financial year {Note 24)
At 31 December 2020

Net Book Value at 31 December 2020

Net Book Value at 31 December 2019

Work-in-
Software progress Total
RM’000 RAM'000 RM'000
4,424 - 4,424
- 777 777
4,424 777 5,201
- 1,008 1,008
(47) 47 -
4377 1,832 6,209
788 - 788
1,690 - 1,680
2,478 - 2,478
1,007 - 1,007
3,485 - 3,485
892 1,832 2,724
1,946 777 2,723
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AVAILABLE-FOR-SALE FINANCIAL ASSETS

At fair value

Malaysian government securities
Cagamas papers

Unquoted corporate debt securities
Mutual fund

Accrued interest

Carrying values of financial instruments

At 1 January

Purchases

Maturities

Disposals at amortised cost

Fair value gains recorded in other comprehensive income
Fair value gains transferred to income statement (Note 21)
Movement in accrued interest

Net amortisation of premiums (Note 20)

At 31 December

Current
Non current
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2020 2019
RM’000 RM’000
29,393 217,734
10,082 20,419
278,521 211,629
219,729 -
3,252 3,819
540,977 453,601
453,601 349,713
354,915 162,937
(20,400) (25,100)
(256,603) (45,103)
15,670 11,145
(4,880) (181)
(567) 931
(759) (741)
540,977 453,601
21,419 24,473
519,558 429,128
540,977 453,601
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AVAILABLE-FOR-SALE FINANCIAL ASSETS (CONTINUED)

Fair value of financial instruments

The following tables show the financial instruments recorded at fair value analysed by the different
level of fair values as follows:

Carrying
amount Level 1 Level 2 Level 3
RM’000 RM'000 RM'000 RM’000
At 31 December 2020
Malaysian government securities 29,393 - 29,393 -
Cagamas papers 10,082 - 10,082 -
Unquoted corporate debt
securities 278,521 - 278,521 -
Mutual fund 219,729 - 219,729 -
Accrued interest 3,252 - 3,252 -
Total assets on a recurring fair
value measurement basis 540,977 - 540,977 -
Carrying
amount Level 1 Level 2 Level 3
RM’000 RM’000 RM’000 RM’000
At 31 December 2019
Malaysian government securities 217,734 - 217,734 -
Cagamas papers 20,419 - 20,419 -
Unquoted corporate debt
securities 211,629 - 211,629 -
Accrued interest 3,819 - 3,819 -
Total assels on a recurring fair
value measurement basis 453,601 - 453,601 -

Fair value hierarchy for financial and non-financial instruments

A level is assigned to each fair value measurement based on the significance of the input to the fair
value measurement in its entirety. The three-level hierarchy is defined as per Note 12 to the financial
statements.
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FAIR VALUE THROUGH PROFIT OR LOSS FINANCIAL ASSETS

2020 2019
RM'000 RM’000
At fair value
Equity securities of corporations
- Unguoted 5,395 5,465
Carrying values of financial instruments
At 1 January 5,465 5,241
Fair value (loss)/gain recorded in income statement (Note 22) {70) 224
At 31 December 5,395 5,465
Current - -
Non current 5,395 5,465
5,395 5,465

Fair value of financial instruments

The following tables show the financial instruments recorded at fair value analysed by the different
basis of fair values as follows:

Carrying
amount Level 1 Level 2 Level 3
RM'000 RM’000 RM’000 RM’000
At 31 December 2020
Equity securities of corporations
- Unguoted 5,395 - 5,395 -
Total assets on a recurring fair 5.395 _ 5.395 }

value measurement basis

At 31 December 2019

Equity securities of corporations
- Unquoted 5,465 5,465 -

Total assets on a recurring fair
value measurement basis 5,465 ) 5,465 j

Fair value hierarchy for financial and non-financial instruments

A level is assigned to each fair value measurement based on the significance of the input to the fair
value measurement in its entirety. The three-level hierarchy is defined as per Note 12 to the financial
statements.
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LOANS AND RECEIVABLES
2020 2019
At amortised cost RM’000 RM’000
Staff loans 1,720 1,408
1,720 1,408
Other receivables:
Assets held under the Malaysian Motor Insurance
Pool (*MMIP") 47,591 49,662
Others N 2737
47,682 52,399
Total 49,402 53,807
Current 47,890 52,560
Non current 1,512 1,247
49,402 53,807
At fair value
Staff loans 1,521 1,250
1,521 1,250

69



Registration No.
201001040438 (924363-W)

AlA GENERAL BERHAD

(Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

REINSURANCE ASSETS
2020 2019
RM’000 RM'000
Reinsurance of insurance contracts 18,674 16,794
Current 7,214 6,030
Non current 11,460 10,764
18,674 16,794
INSURANCE RECEIVABLES
2020 2019
RM’000 RM’000
QOutstanding premiums including agents’ balances 35,877 40,233
Amount due from reinsurers 1,624 1,228
37,501 41,461
Allowance for impairment losses {1,312) {1,127)
36,189 40,334
Receivable within 12 months 36,189 40,334
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INSURANCE RECEIVABLES (CONTINUED)

Offsetting of financial assets and financial liabilities

The following table shows the financial assets and financial liabilities that are subject to offsetting,
enforceable master netting agreements and similar arrangements at each financial year end:

Gross amount of

recognised Net amount of
financial financial
Gross amount assets/(liabilities) assets/(liabilities)
of recognised setoffinthe presented inthe
financial statement of statement of
assets/(liabilities) financial position financial position
RM’000 RM’000 RM’000

2020
Insurance receivables 37,518 (17) 37,501
Insurance payables (6,409) 17 (6,392)
31,109 - 31,109

2019
insurance receivables 41,474 (13) 41,461
Insurance payables {10,880) 13 (10,867)
30,594 - 30,594

Certain amount due from reinsurers and amount due to reinsurers were set off for presentation
purpose because they have enforceable right to set off and they intend either to settle on a net basis,
or to realise the assets and settle the liabilities simultaneously.
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DEFERRED TAX ASSETS/(LIABILITIES)

Deferred tax assets and liabilities are offsetted when there is a legally enforceable right to set-off
current tax assets against current tax liabilities and when the deferred income taxes relate to the
same fiscal authority, The net deferred tax assets/liabilities shown in the statement of financial
position are determined after appropriate offsetting.

2020 2019
RM’000 RM’000
Presented after appropriate offsetting as follows:
Deferred tax liabilities (4,565) {3,118)
Current (176) (151)
Non current (4,389) (2,967)
(4,565) {3.118)
2020 2019
RM’000 RM’000
At 1 January/1 December (3,118) 7,078
Recognised in:
Income statement (Note 25) 227 {(7,565)
Other comprehensive income {1,674) (2,631)
At 31 December {4,565) (3,118)
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DEFERRED TAX ASSETS/(LIABILITIES) (CONTINUED)

At 31 December 2020
Deferred tax assets at 1 January 2020
Recognised in:
Income statement
Deferred tax assets at 31 December 2020 (before offsetting)

Offsetting
Deferred tax assets at 31 Decemhber 2020 (after offsetting)

Deferred tax liabilities at 1 January 2020
Recognised in:

Income statement

Other comprehensive income

Deferred tax liabilities at 31 December 2020 (before offsetting)

Offsetting
Deferred tax liabilittes at 31 December 2020 (after offsetting)
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Unutilised Unrealised Total
tax losses amortisation RM’000
RN’000 RM’000
- 217 217
- (14) (14)
- 203 203
203
Accelerated Revaluation
depreciation of investments Total
RM’000 RM’000 RM'000
(284) (3,051) {3,335)
224 17 241
- (1,674) (1.674)
(60) (4,708) {4,768)
203
(4,565)
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DEFERRED TAX ASSETS/(LIABILITIES) (CONTINUED)

At 31 December 2019
Deferred tax assets at 1 January 2019
Recognised in:
Income statement
Deferred tax assets at 31 December 2019 (before offsetting)

Offsetting
Deferred tax assets at 31 December 2019 (after offsetting)

Deferred tax liabilities at 1 January 2019
Recognised in:

Income statement

Other comprehensive income

Deferred tax liabilities at 31 December 2019 (before offsetting)

Offsetting
Deferred tax liabilities at 31 December 2019 (after offsetting)

74

Unutilised Unrealised
tax losses amortisation Total
RM’000 RAN’000 RM'CO0
8,021 86 8,107
{8,021) 131 (7,890}
- 217 217
217
Accelerated Revaluation
depreciation of investments Total
RM’000 RM’000 RM’000
{663) (366) (1,029}
379 (54) 325
- (2,631) (2,631)
(284) (3,051) {(3,335)
217
(3,118)
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FAIR VALUE MEASUREMENTS

Fair value measurements on a recurring basis

The Company measures at fair value for financial instruments classified at fair value through profit
or loss, available for sale and investments in non-consolidated investment funds on a recurring
basis. The fair value of a financial instrument is the amount that would be received on sale of an
asset or paid to transfer a liability in an orderly transaction hetween market participants at the
measurement date.

The degree of judgement used in measuring the fair value of financial instruments generally
correlates with the level of pricing observability. Financial instruments with quoted prices in active
markets generally have more pricing observability and less judgement is used in measuring fair
value. Conversely, financial instruments traded in other than active markets or that do not have
quoted prices have less observability and are measured at fair value using valuation models or
other pricing techniques that require more judgement. An active market is one in which transactions
for the asset or liability being valued occur with sufficient frequency and volume to provide pricing
information on an ongoing basis.

An other than active market is one in which there are few transactions, the prices are not current,
price quotations vary substantially either over time or among market makers, or in which little
information is released publicly for the asset or liability being valued. Pricing observability is affected
by a number of factors, including the type of financial instrument, whether the financial instrument
is new to the market and not yet established, the characteristics specific to the transaction and
general market conditions.

The Company does not have assets or liabilities measured at fair value on a non-recurring basis
during the financial year ended 31 December 2020.

The following methods and assumptions were used by the Company to estimate the fair value of
financial instruments:

Level 1 - Financial instruments measured in whole or in part by reference to published quotes in
an active market. A financial instrument is regarded as quoted in an active market if quoted prices
are readily and regularly available from an exchange, secondary market via dealer and broker,
pricing service or regulatory agency and those prices represent actual and regularly occurring
market transactions on an arm'’s length basis.

Level 2 - Financial instruments measured using a valuation technique based on assumptions that
are supported by prices from observable current market transactions for which pricing is cbtained
via pricing services but where prices have not been determined in an active market, instruments
with fair values based on broker quotes, investment in unit and property trusts with fair values
obtained via fund managers and instruments that are valued using the Company’'s own models
whereby the majority of assumptions are market observable.
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FAIR VALUE MEASUREMENTS (CONTINUED)

Fair value measurements on a recurring basis (continued)

Level 3 - Financial instruments measured in whole or in part using a valuation technique based on
assumptions that are neither supported by prices from observable current market transactions in
the same instrument nor are they based on available market data. The main asset class in this
category is unquoted equity securities. Valuation techniques are used to the extent that abservable
inputs are not available, thereby allowing for situations in which there is little, if any, market activity
for the instrument at the measurement date. However, the fair value measurement objective
remains the same, that is, an exit price at the measurement date from the perspective of a market
participant that holds the asset or owes the liability. Therefore, unobservable inputs reflect the
Company's own assumptions about the assumptions that market participants would use in pricing
the instrument (including assumptions about risk). These inputs are developed based on the best
information available, which might include the Company's own data.

The Company's policy is to recognise transfers of assets and liabilities between Level 1 and Level
2 at their fair values as at the end of each reporting period, consistent with the date of the
determination of fair value. Assets are transferred out of Level 1 when they are no longer transacted
with sufficient frequency and volume in an active market. During the financial year ended 31
December 2020, there is no transfer of assets measured at fair value from Level 1 to Level 2.
Conversely, assets are transferred from Level 2 to Level 1 when transaction volume and frequency
are indicative of an active market. There is no transfer of assets from Level 2 to Level 1 during the
financial year ended 31 December 2020.

The Company's Level 2 financial instruments include equity securities. The fair values of Level 2
financial instruments are estimated using values obtained from private pricing services and brokers
corroborated with internal review as necessary. When the quotes from third-party pricing services
and brokers are not available, internal valuation techniques and observable inputs will be used to
derive the fair value for the financial instruments.

The Company has the valuation policies, procedures and analyses in place to govern the valuation
of financial assets required for financial reporting purposes, including Level 3 fair values. In
determining the fair values of financial assets, the Company in general uses third-party pricing
providers and, only in rare cases when no third-party prices exist, will use prices derived from
internal models. The Company is required to review the reasonableness of the prices used and
report price exceptions, if any. The Company's investment team analyses reported price
exceptions and reviews price challenge responses from third party pricing providers and provides
the final recommendation on the appropriate price to be used. Any changes in valuation policies
are reviewed and approved by the Company Pricing Committee {(*GPC") which is part of the
Company's wider financial risk governance processes. Changes in Level 2 and 3 fair values are
analysed at each reporting date.

A significant increase/(decrease) in any of the unobservable input may result in a significantly
lower/(higher) fair value measurement. The Company has subscriptions to private pricing services
for gathering such information. If the information from private pricing services is not available, the
Company uses the proxy pricing method based on internally developed valuation inputs.
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FAIR VALUE MEASUREMENTS {CONTINUED)

Fair value measurements on a recurring basis (continued)

Eair value for assets and liabilities for which fair value is disclosed at reporting date

A summary of the fair value hierarchy of assets and liabilities not carried at fair value but for which
fair value is disclosed as at 31 December 2020 and 31 December 2019 is set out below.

Level 1 Level 2 Level 3 Total
RM’000 RM'000 RM’000 RM'000
At 31 December 2020
Financial assets
Loans and receivables - - 47,682 47,682
Insurance receivables - - 36,189 36,189
- - 83,871 83,871
Financial liabilities
Insurance payables - - 6,392 6,392
Other payables - - 36,071 36,071
- - 42,463 42,463
At 31 December 2019
Financial assets
Loans and receivables - - 52,399 52,399
Insurance receivables - - 40,334 40,334
- - 092,733 92,733
Financial liabilities
Insurance payables - - 10,867 10,867
Other payables - - 35,989 35,889
- - 46,856 46,856
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SHARE CAPITAL
Number of shares Amount
2020 2019 2020 2019
‘000 ‘000 RN'000 RM'000
Issued and paid-up:
Ordinary shares at the
beginning/end of the financial year 190,000 190,000 190,000 190,000
2020 2019
RM’000 RM'000
Profit after tax attributable to the Company 80,553 66,432
Weighted average number of shares in issue
during the financial year 190,000 190,000
Basic earnings per share (sen) 42.40 34.96

RETAINED EARNINGS

Under the single tier system, there are no resfrictions on the Company to frank the payment of
dividends out of its entire retained earnings as at the date of the statement of financial position.

The Company may distribute single tier exempt dividend to its shareholders out of its retained earnings.
Pursuant to Section 51(1) of the FSA, the Company is required to obtain BNM's written approval prior
to declaring or paying any dividend with effect from financial year beginning 1 January 2020. Pursuant
to the RBC Framework for Insurers, the Company shall not pay dividends if its Capital Adequacy Ratio
("CAR") position is less than its internal target capital level or if the payment of dividend would impair

its CAR position to below its internal target.
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INSURANCE CONTRACT LIABILITIES

Gross Reinsurance Net
RM'000 RM’000 RNM’000
At 31 December 2020
Claims reported by policyholders 121,566 (10,979) 110,587
Incurred but not reported (“IBNR") claims 69,557 {4,794) 64,763
Claims liabitities {i) 191,123 (15,773) 175,350
Premium liabilities (i) 114,214 {2,901) 111,313
305,337 (18,674) 286,663
At 31 December 2019
Claims reported by policyholders 111,225 {11,462) 99,763
Incurred but not reported ("IBNR") claims 80,840 {2,449) 78,391
Claims liabilities (i) 192,065 {13,911) 178,154
Premium liabilities {ii) 111,346 {2,883) 108,463
303,411 {(16,794) 286,617
{iy Claims liabilities
Gross Reinsurance Net
RM’000 RM’000 RM'000
At 31 December 2020
At 1 January 2020 192,065 {13,911) 178,154
Claims incurred in the current accident year 60,073 (3,624) 56,449
Movement in claims incurred in prior
accident years 16,885 (430) 16,455
Claims paid during the financial year (73,862) 2,312 {71,550)
Others (3,887) - (3.887)
Change in expense liabilities and risk margin (151) (120) (271)
At 31 December 2020 191,123 (15,773) 175,350
At 31 December 2019
At 1 January 2019 188,323 (11,831) 176,492
Claims incurred in the current accident year 62,265 {2,282) 59,983
Movement in claims incurred in prior
accident years 33,848 {4,741) 29,105
Claims paid during the financial year (87,209) 5,045 (82,164)
Others (5,665) - {5,665)
Change in expense liabilities and risk margin 505 {102) 403
At 31 December 2019 192,065 (13,911) 178,154
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NOTES TO THE FINANCIAL STATEMENTS
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INSURANCE CONTRACT LIABILITIES (CONTINUED)

(i) Premium liabilities

Gross Reinsurance Net
RM’000 RM’000 RM’000
At 31 December 2020
At 1 January 2020 111,346 {2,883) 108,463
Premium written during the finangcial 294,040 (17,952) 276,088
year (Note 19)
Premium earned during the financial year (291,172) 17,934 (273,238)
At 31 December 2020 114,214 (2,901) 111,313
At 31 December 2019
At 1 January 2019 117,054 (3,164) 113,890
Premium written during the financial
year {Note 19) 297,727 (18,912) 278,815
Premium earned during the financial year {303,435) 19,193 {284,242)
At 31 December 2019 111,346 (2,883) 108,463
INSURANCE PAYABLES
2020 2019
RM’000 RM’000
Due to reinsurers 1,938 2,827
Due to agents and insureds 4,454 8,040
6,392 10,867

The carrying amounts disclosed above approximate their fair values as at the date of the statement
of financial position. All amounts are payable within one year.

QOffsetting of financial assets and financial liabilities

Certain amounts due from reinsurers and amounts due to reinsurers were set off for presentation
purpose because they have the enforceable right to set off and they intend either to settle on a net
basis, or to realise the assels and settle the liabilities simultaneously as disclosed in Note 10 {o the
financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

OTHER PAYABLES
2020 2019
RM'000 RM’000
Amount due to immediate holding company 8,197 16,265
Amount due to penultimate company 950 1,238
Amount due to related companies 76 131
Accruals 20,006 15,581
QOther payables 6,842 2,774
36,071 35,989

The carrying amounts disclosed above approximate their fair values as at the date of the statement

of financial position. All amounts are payable within one year.

OPERATING REVENUE
2020 2019
RM’000 RM’000
Gross earned premiums (Note 19(a)) 291,172 303,435
Investment income (Note 20) 22,538 20,970
313,710 324,405
NET EARNED PREMIUMS
2020 2019
RM’000 RM’000
{a) Gross earned premiums
Gross premiums 294,040 297,727
Change in premium liabilities (2,868) 5,708
291,172 303,435
{b) Premiums ceded to reinsurers
Gross premiums ceded (17,951) {18,912)
Change in premium liabilities 19 {281)
(17,932) {19,193)
Net earned premiums 273,240 284,242
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INVESTMENT INCOME

Financial assets at FVTPL —
designated upon initial recognition:
Dividend income:

- equity securities unguoted in Malaysfa
AFS financial assets:

Dividend income:

- mutual funds

Interest income

Amortisation of premiums — net (Note 6)
Loan and receivables:

Interest income
Cash and cash_equivalents:

Interest income
Others

Less:
Investment expenses

NET REALISED GAINS

AFS financial assets
Reazlised gains:

Debt securities

- unquoted in Malaysia
Mutual fund
Total net realised gains

82

2020 2019
RM’000 RM’000
655 287
5,316 -
14,083 16,618

(759) (741)

51 89

579 853
2,632 3,886
22,557 20,892

(19) (22)
22,538 20,970
2020 2019
RM'000 RM’'000
3,588 181
1,292 -
4,880 181
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FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

FAIR VALUE (LOSSES)/GAINS

Financial assets at FVTPL

- designated upon initial recognition (Note 7)

OTHER OPERATING (EXPENSES)INCOME

Foreign exchange gains:
- realised

{Allowance for)/reversal of impairment losses:
- insurance receivables

Write off of allowance for bad debts:
- insurance receivables

Others

83

2020 2019
RM’000 RM°000
(70) 224
2020 2019
RM°000 RM’000
65 39
(185) 2,541
(10) (1,518)
(744) (942)
(874) 120
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24 MANAGEMENT EXPENSES

Advertising
Fees payable to PricewaterhouseCoopers PLT
- Statutory audit
- current financial year
- Audit-related
- Non-audit services
Staff salaries and bonuses
Contribution to EPF
Staff benefits
Management fees (Note 26(a))
Travelling expenses
Printing and stationery
Postage
Directors’ remuneration and other emoluments
Depreciation
- property and equipment {Note 3)
- right-of-use assets {Note 4)
Amortisation
- intangible assets {Note 5)
IT expenses
Legal expenses
Repairs and maintenance
Other expenses

2020 2019
RM’000 RM’000
501 967
204 212

5 5

36 48
11,452 9,839
1,809 1,525
573 399
26,411 33,620
41 244

729 654

91 505

705 652

84 86

371 380
1,007 1,690
6,076 1,830
- 14

62 23
13,369 17,886
63,526 70,579

(i) The remuneration of the Chief Executive Officer and Directors of the Company for the financial

year are as follows:

Chief Executive Officer:
Salaries, allowances and benefits-in-kind
Defined contribution plans

Non-executive Directors:
Directors’ fee
- Ching Yew Chye @ Chng Yew Chye
- Chong Kin Leong
- Datuk Husni Zai bin Yaacob
- Kang Ah Lai @ Kang Hak Koon
- Khadijah binti Abdullah

a4

2020 2019
RM’000 RM’000
1,489 1,039
165 236
1,654 1,275
160 160
128 -

- 70

167 158
154 154
599 542
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)
MANAGEMENT EXPENSES {(CONTINUED)

() The remuneration of the Chief Executive Officer and Directors of the Company for the financial
year are as follows: {continued)

2020 2019
RM’000 RM 000
Non-executive Birectors: (continued)
Allowances
- Ching Yew Chye @ Chng Yew Chye 25 29
- Chong Kin Leong 27 -
- Datuk Husni Zai bin Yaacob - 13
- Kang Ah Lai @ Kang Hak Koon 27 34
- Khadijah binti Abdullah 27 34
106 110
Total 2,359 1,927

The number of directors whose total remuneration received during the financial year that fall
within the following bands are as follows:

Number of Directors

2020 2019
Non-executive Direciors:
RMO — RM50,000 - -
RM50,001 — RM100,000 - 1
RM100,001 — RM200,000 4 ) 3
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TAX EXPENSE
2020 2019
RM’000 RM’000
Tax expense/(credit):
- current tax 23,652 7,723
- deferred tax (Note 11) {227) 7,665
23,425 15,288
Current tax
Current financial year/period 21,747 7,723
Under provision in prior financial years 1,905 -
23,652 7,723
Deferred tax
Origination and reversal of temporary differences {227) 8,136
Over provision in prior financial years - {571)
(227) 7,565
Total 23,425 15,288

Under provision in prior financial years include the recognition of tax credit for prior years of
assessment arising from a change in tax position taken upon clarification by the tax authority.

A reconciliation of income tax expense applicable to profit before taxation at the statutory income
tax rate to income tax expense at the effective income tax rate of the Company are as follows:

2020 2019

RNM’000 RM’000

Profit before tax 103,978 81,720

Tax at Malaysian statutory tax rate of 24% 24,955 19,613
Income not subject to tax (4,110) (6,990)

Expenses not deductible for tax 675 3,236
Under/{over) provision of tax expense in prior financial years 1,905 (571)

Tax expense 23,425 15,288
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RELATED PARTY DISCLOSURES

In the normal course of business, the Company undertakes various transactions with its immediate
holding company and other related corporations deemed related parties by virtue of them being
members of AIA Group Limited and its subsidiaries ("AlA Group™). These transactions were carried
out on terms and conditions negotiated between the related parties.

(a) Significant related party transactions

The following are the significant transactions held by the Company with the related parties
during the financial year:

2020 2019
RM’000 RM’000
Penultimate company:
AlA Company Lid.
- Technical and consultation services {1,743) (1,238)
Immediate holding company:
AlA Bhd.
- Outsourcing fees (Note 24) (25,799) {33,288)
- Information technology services (1,974) (238)
- Rental of office premises (627) (558)
- Vitality and group insurance {33) -
- Technical and consultation services (347) {521)
- Premium income 58 106
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RELATED PARTY DISCLOSURES (CONTINUED)

(a) Significant related party transactions {continued)

The following are the significant transactions held by the Company with the related parties
during the financial year: {continued)

2020 2019
RM’000 RM’000
Fellow related companies:
AlA Shared Services Sdn. Bhd.
- Outsourcing fees (Note 24) (79) {51)
- Premium income 9 -
AlA Health Services Sdn. Bhd.
- Qutsourcing fees (Note 24) (533) (281)
AlA Pension and Asset Management.
- Premium income 43 -
(b) Related party balances
2020 2019
RM'000 RM'000
Receivable
Other receivables — AlA Pension and Asset 46 -
Management
Payables
Other payables - AIA Company Ltd. (950) (1,238)
Other payables - AlA Bhd. (8,197) {16,265)
Other payables - AIA Shared Services Sdn. Bhd. (35) {39)
Other payables - AlA Health Services Sdn. Bhd. (41) {92)
(9177) (17,634)

The amounts due from/(to) related parties are unsecured, interest free and repayable within
30 days.
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26 RELATED PARTY DISCLOSURES (CONTINUED)

(c)

Compensation of key management personnel

Members of key management personnel comprise those persons having the authority and
responsibility for planning, directing and controlling the activities of the Company, directly
or indirectly, including any director {whether executive or otherwise) of the Company.

Compensation of key management personnel during the financial year are as follows:

2020 2019
RM’000 RM'000
Short-term employee benefits 4,535 3,901
Other long-term employee benefits 601 719
Fees and allowances 705 652
5,841 5,272

Included in the compensation of key management personnel are:
2020 2019
RM’000 RM'000

Chief Executive Officer:

- Salaries, allowances and benefits-in-kind 1,489 1,039
- Defined contribution plans 165 236
1,654 1,275
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RISK MANAGEMENT
Risk Management Framework

The Company's Risk Management Framework consist of the following key components — Risk
Culture, Risk Management Process, Risk Governance, Risk Appetite and Risk Landscape as set
out in part of the Directors’ Report on Statement on Corporate Governance on Internal Control
Framework.

Capital Management Framework

The Company actively manages its capital adequacy by taking into account the potential impact of
business strategies on the Company's risk profile and overall resilience. This is in line with BNM
Guidelines on Internal Capital Adequacy Assessment Process ("ICAAP") for Insurers and the Risk-
Based Capital Framework for Insurers ("RBC Framework").

Under the RBC Framework, the Company has to maintain a capital adequacy level that is
commensurate with its risk profiles at all times. The Capital Adequacy Ratic of the Company
remained well above the minimum capital requirement of 130% under the RBC Framework,
regulated by BNM.

The ICAAP is the overall process (including oversight and operational frameworks and processes)
by which the Company ensures adequate capital to meet its capital requirements on an ongoing
basis. The key elements of ICAAP includes Beard and senior management oversight;
comprehensive risk assessment; individua! target capital level and stress testing; sound capital
management and ongeing monitoring, reporting and review of the ICAAP.

A capital management plan has been established which list the thresholds that act as triggers for
actions to ensure maintenance of appropriate capital levels at all times as well as the corresponding
corrective aclions that are required for different scenarios and at each specified thresholds. Results
of stress tests shall be considered when evaluating the appropriateness of capital thresholds and
corrective actions with consideration of the particular stage of the business cycle in which the
Company is operating, given the potential changes in the external environment that could affect
the risk profile,

The Company sets an Individual Target Capital Level ("ITCL") that refiects the overall risk tolerance
and risk appetite set by the Board, its own risk profile and risk management practices. The
Company shall operate at capital levels above ITCL at all times. The ITCL provides a robust
threshold in the management of capital adequacy, where a breach of this level would trigger timely
responses by management to restore capital to the ITCL and heighten the Board's scrutiny based
on the Capital Management Plan.

The planning and assessment of capital and ITCL will be formally conducted by senior

management at least annually or as and when the need arises. The result will be reported to the
Board andfor the Board's RMC.
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RISK MANAGEMENT (CONTINUED)
Governance and Regulatory Framework

The Company's risk governance framework is built on the “three lines of defence” model. With
regards to risk management, the objective is to ensure that an appreopriate frameweork is in place,
including an independent system of checks and balances to provide assurance that risks are
identified, assessed, managed and governed properly. The framework clearly defines roles and
responsibilities for the management of risks between the Executive Management, Compliance and
Enterprise Risk Management and Internal Audit functions. While each line of defence is
independent from the others, they work closely to ensure effective oversight.

The Company is required to comply with the requirements of the relevant regulations, laws and
guidelines including those from BNM and Persatuan Insurans Am Malaysia ("PIAM"}.

The Company has complied with the capital requirements prescribed by BNM during the reported
financial year.

INSURANCE RISK

Insurance risk is the risk arising from changes in claims experience as well as more general
exposure relating to the acquisition and persistency of insurance business.

The Company considers insurance risk to be a combination of the following component risks:

{a) Product risk;

{b) Pricing and underwriting risk;
{c) Lapse risk; and

{d) Reserving risk

The Company manages its exposure to insurance risk across a spectrum of components. The
Company has adequate underwriting and actuarial resources, and has implemented well-defined
relevant guidelines and practices. The Company has established relevant experience which assists
in the evaluation, pricing and underwriting of its products. The Company's Product Governing
Committee ("PGC"}, Investment Committee (“IC") and Management Risk Management Committee
("MRMC") play an important oversight role in relation to these insurance related risks, as discussed
below.

(a) Product risk

Product development process is overseen by PGC, which governs the products and pricing
related guidelines set by the Company. The Company seeks to manage this risk by
completing pre-launch reviews of each new product including product management,
actuarial, legal, underwriting and claims. The Company has adequate experience and has
established expertise in identifying potential flaws in product development. The Company
monitors closely the performance of new products and focus on actively managing each
part of the actuarial product contral cycle.
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INSURANCE RISK (CONTINUED)

(b)

(c)

(d)

Pricing and underwriting risk

The Company seeks to manage pricing and underwriting risk by adhering to its
underwriting guidelines.

The Company maintains a team of underwriters who review and select risks consistent
with acceptable risk profile and underwriting strategy. A second layer of underwriting review
is conducted at the Company level for large risks. In certain circumstances, such as when
the Company enters into new lines of business, products or segments and do not have
sufficient experience data, it makes use of Group experience, industry statistics and/or
reinsurers to obtain product pricing expertise.

The Company seeks to mitigate pricing risk by conducting regular monitoring and
experience studies, reviewing internal and industry data, product design and claims
management policies and procedures. The Company also uses reinsurance sclutions as
a mitigation to manage concentration risk.

Lapse risk

Lapse risk refers to the possibility of actual lapse experience that diverges from the
anticipated experience assumed when products were priced. It includes the potential
financial loss incurred due to early termination of policies or contracts in circumstances
where the acquisition costs incurred are no longer recoverable from future revenue. The
Company carries out regular reviews of persistency experience and the results are
assimitated into new and in-force product management.

Reserving risk

The Company regularly reviews and establish relevant best practices to ensure the
reserving risk is mitigated. The Company ensures that claims case reserves are set at the
best estimate level by ensuring the relevant practices are in place for claims handling,
claims reserving, claims recovery and litigation claims. The technical reserving to establish
hest estimates reserves is carried out by the valuation team. The aggregated case reserves
determined case-by-case by the claims handlers for each reported claims; the Incurred But
Not Reported ("IBNR") reserves covering the liability for not enough reported and for
incurred but not yet reported claims (later reported claims); and best estimate is set at a
level is neither deliberately overstated nor deliberately understated. The best estimates are
calculated using standard actuarial projection methods. From time to time, risk assessment
is carried out on the overall reserving practices in the Company.
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INSURANCE RISK (CONTINUED)

The insurance risk of general insurance contracts consists of premium liabilities and claims liabilities. Premium liabilities represent the risk of loss because
of an unexpected high loss volume resulting in an insufficient coverage of premiums. Claims liabilities represents the risk of loss resulting from deviations
between payments for incurred losses that have not yet been definitely settled and the reserves are set up to cover these payments.

The table below shows the concentration of General insurance contract liabilities by type of contract.

31 December 2020 31 December 2019
Gross Reinsurance Net Gross Reinsurance Net
RM'000 RM’000 RM’000 RMW'000 RM'000 RM’000
Claims liabilities

Personal accident 123,821 (13,999) 109,822 123,932 (12,265) 111,667
Motor 64,284 {1,700) 62,584 64,691 {1,561) 63,130
Fire 2,809 (69) 2,740 3,244 (80) 3,164
Miscellaneous and liabilities 209 {5) 204 198 (5) 193
Total 191,123 (15,773) 175,350 192,065 (13,911) 178,154

Premium liabilities
Personal accident 86,257 (2,238) 84,019 84,039 {1,964) 82,075
Motor 23,883 (601) 23,282 22,637 (827) 21,810
Fire 3,864 (58) 3,806 4,420 {86) 4,334
Miscellaneous and liabilities 210 (4) 206 250 (6) 244
Total 114,214 (2,901) 111,313 111,346 (2,883) 108,463
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INSURANCE RISK (CONTINUED)

Key assumptions

Expenses

Three elements of management expenses were considered, namely marketing, claims-related and
premium-related expense. The premium-related expense is further segregated into two parts, i.e.
a one-off expense incurred at the policy issuance and an on-going expense incurred during the
policy period. Expense provision only takes into account the provision for claims-related expenses
and the on-going premium-related expenses in outstanding claims liabilities and unexpired
premium liabilities, respectively.

Premium liabilities

Premium liabilities for all classes of general insurance is the higher of Unexpired Risk Reserves
{"URR") at 75% probability of adequacy or Unearned Premium Reserves (“UPR").

URR is assumed as the adjusted unearned premium reserve {net of reinsurance after adjustment
for non-qualifying offshore reinsurance but gross of commission) multiplied by the selected Ultimate
Loss Ratio ("ULR").

Provision for claims related expenses and overhead expenses are added to the ultimate unexpired
risk reserves plus Provision of Risk Margin for Adverse Deviation (*“PRAD") as follows:

. Provision for claims related expense at 10.0% of the unexpired risk to allow for internal claims
expenses including staff costs and administrative expenses expected to be incurred in
settling claims on the unexpired portion of risk. This rate was based on the most recent
financial year's data of claims-related expenses as a proportion of the average of the total
claims paid and total claims reported.

. Provision for overhead expense at 10.0% of the UPR (gross of reinsurance and commission)
to allow for on-going premium related expenses including reinsurance costs, staff costs and
administrative expenses not related to settling claims. This rate is based on a historic
comparison of the sum of premium-related expenses and reinsurance costs against gross
earned premiums over the most recent financial years.
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INSURANCE RISK (CONTINUED)

Key assumptions (continued)

Claim liabilities

Claim liabilities include provision for outstanding claims of Incurred But Not Repaorted (“IBNR®) and
Incurred But Not Enough Reported ("IBNER”) claims on best estimate basis using primarily the Link
Ratio method for all classes of business, coupled with the Bornhuetter-Ferguson and/or Expected
Loss Ratio methods where deemed necessary and appropriate. In addition, provisions for claims-
related expense plus a Provision of Risk Margin for Adverse Deviation (‘PRAD") are included to
derive the total claims liabilities.

Explicit allowance is not made for future inflation. However, an implicit allowance is made based
on projection of past development rates of claim inflation contained within the historical claims
development data.

Sensitivities

The general insurance claim liabilities are sensitive to the key assumptions shown below. It has not
heen possible to quantify the sensitivity of certain assumptions such as legislative changes or
uncertainty in the estimation process.

The analysis below is performed for reasonably possible movements in key assumptions with all
other assumptions held constant, showing the impact on gross and net claim liabilities included in
insurance contract liabilities and profit after tax. The correlation of assumptions will have a
significant effect in determining the ultimate claim liabilities, but to demonstrate the impact due to
changes in assumptions, assumptions had to be changed on an individual basis. It should be noted
that movements in these assumptions are non-linear,

Impact on Impact on
qross net
insurance insurance Impact on
Change in contract contract profit after
assumption liabilities liabilities tax
% RM’000 RM'000 RM'000
2020
Expected loss ratio +10 11,783 11,267 (8,563)
Provision for expenses +10 876 876 (665)
PRAD +10 1,224 1,107 (842)
2018
Expected loss ratio +10 13,502 12,955 (9.846)
Provision for expenses +10 911 911 (692)
PRAD +10 1,203 1,098 {834)
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INSURANCE RISK (CONTINUED)

Key assumptions (continued)

Claims development table

The following tables show the estimate of cumulative incurred claims, including both claims notified
and IBNR for each successive accident year at each date of the statement of financial position,
together with cumulative payments to-date.

In setting provisions for claims, the Company gives consideration to the probability and magnitude
of future experience being more adverse than assumed and exercises a degree of caution in setting
reserves when there is considerable uncertainty. In general, the uncertainty associated with the
ultimate claims experience in an accident year is greatest when the accident year is at an early
stage of development and the margin necessary to provide the necessary confidence in adequacy
of provision is relatively at its highest. As claims develop and the ultimate cost of claims becomes
more certain, the relative level of margin maintained should decrease.
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INSURANCE RISK (CONTINUED)

Claims development table {continued)

Gross Claims Liabilities as at 31.12.2020:

Accident year

At end of accident year

One year later

Two years [ater

Three years later

Four years later

Five years |ater

Six years later

Current estimate of cumulative claims
incurred

At end of accident year

One year later

Two years later

Three years later

Four years later

Five years later

Six years later

Cumulative payments to-date

Gross claims liabilities

Treaty inwards and MMIP

Best estimate of claims liabilities
Claims handling expenses
PRAD at 75% confidence level
Gross claims liabilities

Before
2014
RM'000

7,963

2014 2015 2016 2017 2018 2019 2020
RM’000 RM’000 RM000 RM’000 RM’000  RM’000 RM*000
257,497 160,793 108,657 107,920 109,160 84,252 68,563
240,380 161,191 102,693 103,746 104,021 99,060

236933 158,326 97,380 111,829 104,586

236,751 156,335 94,331 108,742

237,193 160,381 94,374

241,008 159,429

236,647

236,647 150,429 94,374 108,742 104,586 99,060 68,563
(169,749)  (96,783)  (36,488) (46,816) (38,548)  (41,336)  (30,941)
(216,580)  (133.213) (75,669 (76,252) (66,886)  (64,808)
(225,861)  (147.752)  (84,467) (84,379) (77,829)

(230,010)  (151,376)  (87.327) (87,724)

(233,749)  (153,048)  (87,856)

(234,229)  (153,574)

(234,434)

(234,434) __ (153,574) __ (87,856) (87.724) (77,829) __ (64,808) (30,941}
2,213 5,855 6,518 21,018 26,757 34,252 37,622
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RM'000

142,198

23,700

165,898
8,756
16,469
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INSURANCE RISK (CONTINUED)

Claims development table {continued)
Net Claims Liabilities as at 31.12.2020:

Accident year

At end of accident year

One year later

Two years later

Three years later

Four years later

Five years later

Six years fater

Current estimate of cumulative
claims incurred

At end of accident year

One year later

Two years later

Three years later

Four years later

Five years later

Six years later

Cumulative payments to-date

Net claims liabilities

Treaty inwards and MMIP

Best estimate of claims liabilities
Claims handling expenses
PRAD at 75% confidence level
Net claims fiabilities

Before
2014
RM’000

4,809

2014 2015 2016 2017 2018 2019 2020 Total

RM’000 RM’000 RM000 RM'000  RM’000 RM’000 RM'000  RM’000

248,076 163,819 103,548 102,102 104,354 80,574 66,308

230,865 155,047 97,224 94,641 97,610 93,985

227,940 150,699 92,487 103,073 96,832

227,707 148,675 89,879 100,958

228,147 152,381 89,711

231,799 151,408

227,481

227,481 151,408 89,711 100,958 96,832 93,985 66,308

(164,546) (93,632)  (35307)  (44,365)  (35,974) (38270)  (30,161)

(209,064) (128,679)  (72,866)  (70,676)  (62.932) (61,071)

(217,879) (140,908)  (80,639)  (80,519)  (73,598)

(221,904) (143.974)  (82,945)  (83,585)

(225,552) (145,557)  (83,460)

(225,812) (146,033)

(225,991)

(225,991) (146,033) __ (83,460) __ (83,585) __ (73,598) (61,071) __ (30,161)

1,490 5,375 6,251 17,373 23,234 32,914 36,147 127,593
23,700
151,293
8,756
15,301
175,350
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INSURANCE RISK {CONTINUED)

Claims development table (continued)
Gross Claims Liabilities as at 31.12.2019:

Before
2013
Accident year RM’000

At end of accident year

One year later

Two years later

Three years later

Four years later

Five years later

Six years later

Current estimate of cumulative claims
incurred

At end of accident year

One year later

Two years later

Three years later

Four years later

Five years later

Six years later

Cumulative payments to-date

Gross claims liabilities 6,884

Treaty inwards and MMIP

Best estimate of claims liabilities
Claims handling expenses
PRAD at 75% confidence level
Gross claims liabilities

2013 2014 2015 2016 2017 2018 2019 Total

RM’000 RM*000 RM’000 RM000  RMP000 RM’000 RM'000  RM’000

276,542 257,497 169,793 108,657 107,920 109,160 84,252

280,151 240,380 161,191 102,693 103,746 104,021

278,308 236,933 158,326 97,380 111,829

276,243 236,751 156,335 94,331

275,406 237,193 160,381

275,885 241,008

277,697

277,697 241,008 160,381 94,331 111,829 104,021 84,252

(183,774)  (160,749) (96,783) (36,488)  (46,816)  (38,548)  (41,336)

(254,384)  (216,580)  (133,213) (75.669)  (76,252)  (66,886)

(265,715)  (225,861)  (147,752) (84,467)  (84,379)

(270,390)  (230,010)  (151,376) (87,327)

(271,508)  (233,749)  (153,048)

(272,800)  (234,229)

(274,097)

(274,097) _ (234,229) __ (153,048) (87.327)  (84,379) _ (66,886) _ (41,336)

3,600 6.779 7,333 7,004 27,450 37,135 42,916 139,101
26,706
165,807
9,114
17,144
192,065
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

INSURANCE RISK (CONTINUED)

Claims development table (continued)

Net Claims Liabilities as at 31.12.2019:

Before
2013 2013 2014 2015 2016 2017 2018 2019 Total

Accident year RM’000 RM'000 RM’000 RM’'000 RM'000 RM’000 RM'000 RM'000 RM’000
At end of accident year 256,068 248,076 163,819 103,548 102,102 104,354 80,574
One year later 245,302 230,865 155,047 97,224 94,641 Q7,610
Two years later 243,233 227,940 150,699 92,487 103,073
Three years later 239,880 227,707 148,675 89,879
Four years later 239,898 228,147 152,381
Five years later 240,284 231,799
Six years later 241,814
Current estimate of cumulative

claims incurred 241,814 231,799 152,381 89,879 103,073 97,610 80,574
At end of accident year {171,511) (164,546) {93,632) {35,307) (44,365) (35,974) (38,270)
One year later {223,021) (209,064) (128,679) (72,866) (70,676) (62,932)
Two years later {232,156) (217,879) (140,908) (80,639) (80,519)
Three years later (235,870) (221,904) (143,974) (82,945)
Four years later {236,821) (225,552) (145,557)
Five years later (237,844) (225,812)
Six years later {239,089)
Curnulative payments to-date {239,089) (225,812) (145,557} {82,945} (80,519) (62,832) (38,270)
Net claims liabilities 4,232 2,725 5,087 6,824 6,934 22,654 34,678 42,304 126,238
Trealy inwards and MMIP 26,706
Best estimate of claims liabilities 152,944
Claims handling expenses 9,114
PRAD at 75% confidence level 16,096
Net claims liabilities 178,154
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FINANCIAL RISKS

The Company is exposed to a range of financial risks, including credit risk, liquidity risk and market
risk. The Company applies a consistent risk management philosophy that is embedded in
management's processes and controls such that both existing and emerging risks are considered
and addressed.

(a)

Credit risk

Credit risk arises from the possibility of financial loss arising from default by borrowers and
transactional counterparties and decrease in the value of financial instruments due to
deterioration in credit quality. The key areas where the Company is exposed to credit risk
include repayment risk are in respect of;

. cash and cash equivalents;

. investments in debt securities;

. loans and receivables (including insurance receivables); and

. reinsurance receivables.

The Company only takes risks that it understands and can manage effectively. In credit
risk management this means combining a detailed, bottom-up approach to market and
credit analysis that considers individual counterparties with a portfolio approach focusing
on sectors, countries and concentrations.

The Company manages credit risk consistent with the Company’s investment philosophy
and risk appetite, as endorsed by the Board and the Board of Directors of the Company.

With respect to investing activities, investment objectives including asset allocation limits
and permitted variances from such limits ("Investment Guidelines”) undergo through the
governance process which includes the Investment Committee (“IC") and Management
Risk Management Committee ("MRMC"},

The Group Investment (being the investment team in AIA Bhd. and in Group Office)
manages the investment assets of the Company within the Investment Guidelines, utilising
a discipline consistent with an outsourced service provider.

Within the investment guidelines, credit risk-based risk tolerances are set by the MRMC.
Such folerances are based on the BNM Guidelines on Credit Risk and Company's internal
credit ratings framework as approved by the AlA Group's FRC (the "AlA Credit Ratings
Framework"}.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

FINANCIAL RISKS (CONTINUED)

(a)

Credit risk (continued)

Credit exposure

The tahle below shows the maximum exposure to credit risk for the components on the
statement of financial position. The maximum exposure is shown at gross, before the effect
of mitigation through the use of master netting or collateral agreements.

2020 2019
RM'000 RM’000

Available-for-sale financial assets 540,977 453,601

Fair value through profit or loss

financial assets 5,395 5,465
Loans and receivables 49,402 53,807
Reinsurance assets — claim liabilities 15,773 13,911
Insurance receivables 36,189 40,334
Cash and cash equivalents 26,431 94,021
674,167 661,139
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

FINANCIAL RISKS (CONTINUED)

{a) Credit risk {continued)

The table below provides information on the credit risk exposure of the Company by classifying assets according to Rating Agency of Malaysia and
Malaysia Rating Corporation Berhad's and other equivalent rating agencies. AAA is the highest possible rating. Assets that fall outside the range of
AAA to BBB are classified as speculative grade.

Neither past due nor impaired Past due
Investment Past due and impaired/
grade but not partially Not subject to
(AAA-A) Not rated impaired impaired credit risk Total
RM’000 RM’000 RM'000 RM’0C0 RM'000 RM’000
At 31 December 2020
AFS financial assets
Malaysian government securities - 29,393 - - - 29,393
Cagamas papers 10,082 - - - - 10,082
Unquoted corporate debt securities 165,919 112,602 - - - 278,521
Mutual fund - 219,729 - - - 219,729
Accrued interest 1,478 1,774 - - - 3,252
FVTPL financial assets
Unquoted equity securities - - - - 5,395 5,395
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FINANCIAL RISKS (CONTINUED)

(a) Credit risk {continued)

At 31 December 2020 (continued)

Loans and receivables

Staff loans

Other receivables

Reinsurance assets — claims liabilities
Insurance receivables

Cash and cash equivalents

Accrued interest

Allowance for impairment losses

Neither past due nor impaired Past due
Investment Past due and impaired/
grade but not partially Not subject to
{AAA-A) Not rated impaired impaired credit risk Total
RM’000 RN’000 RM’000 RM’000 RM’000 RM’000
- 1,720 - - - 1,720
- 47,682 - - - 47,682
- 15,773 - - - 15,773
- 36,177 12 1,312 - 37,501
26,231 200 - - - 26,431
- - - (1,312) - (1,312)
203,710 465,050 12 - 5,395 674,167
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29 FINANCIAL RISKS (CONTINUED)

(a) Credit risk (continued)

At 31 December 2019

AFS financial assets
Malaysian government securities
Cagamas papers
Unguoted corporate debt securities
Accrued interest

FVTPL financial assets
Unquoted equity securities

Neither past due nor impaired

Past due

Investment Past due and impaired/
grade but not partially Not subject to
{AAA-A) Not rated impaired impaired credit risk
RM’000 RM’000 RN’000 RM’000 RM’000
- 217,734 - - -
20,419 - - - -
129,623 82,007 - - -
1,430 2,388 - - -
- - - - 5,465
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FINANCIAL RISKS (CONTINUED)

(a) Credit risk {continued)

At 31 December 2019 {continued)

Loans and receivables

Staff loans

Other receivables

Reinsurance assets — claims liabilities
Insurance receivables

Cash and cash equivalents

Accrued interest

Allowance for impairment losses

Neither past due nor impaired Past due
Investment Past due and impaired/
grade but not partially Not subject to
{AAA-A) Not rated impaired impaired credit risk Total
RM’000 RM’000 RM’000 RM’000 RM*000 RM’000
- 1,408 - - - 1,408
- 52,399 - - - 52,309
- 13,911 - - - 13,911
- 40,195 139 1,127 - 41,461
93,783 238 - - - 94,021
- - - (1,127) - (1.127)
245,255 410,280 139 - 5,465 661,139
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FINANCIAL RISKS (CONTINUED)

(a)

Credit risk (continued)

The financial assets are classified according to the credit rating assessed by rating
agencies approved by BNM,

The financial assets comprise Malaysian Government Securities and certain corporate
debt securities which are not rated as these investments are issued by the government or
guaranteed by government which were exempted from the need of getting rating from
rating agencies. Other financial assets which are not rated comprise fixed and call deposits
with licensed bank, and loans and receivables as the issuer did not obtain any credit rating
from the respective rating agencies. Such financial assets although not rated are issued
by companies which have sound financial and high creditworthiness. The creditworthiness
of the issuer is monitored on any downgrade news related to any investment in the debt
portfolio,

The Company's loans and receivables include staff loans which are secured by collateral.
The amount of loan is based on the valuation of collateral as well as an assessment of the
credit risk of the counterparty. Guidelines are implemented on the acceptability of the types
of collateral and the valuation parameters.

The type of collaterals, held by the Company as lender, for which it is entitled to in the
event of default is as follows:

Type of collateral 2020 2019
RM000 RM’000
Staff loans Motor vehicles and
properties 1,720 1,408
1,720 1,408

Age analysis of financial assets past-due but not impaired

30 days 60days > 90days TJotal
RM000 RM'000 RM’'0C00 RM’000

At 31 December 2020
Insurance receivables 6 7 - 13

At 31 December 2019
Insurance receivables 19 120 - 139
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FINANCIAL RISKS {CONTINUED)

(a)

(b}

Credit risk (continued)

Impaired financial assets

For assets to be classified as “past-due and impaired”, contractual payments must be in
arrears for more than three (3) months. The Company records impairment allowance for
loan receivables, other receivables and insurance receivables in separate allowance for
impairment accounts. A reconciliation of the allowance for impairment losses is as follows:

Insurance receivables

2020 2019

RM’000 RM’000

At 1 January 1,127 3,668
Net charge for the financial year 185 {2,541)
At 31 December 1,312 1,127

Liquidity risk

Liquidity risk primarily refers to the possibility of having insufficient cash available to meet
the payment obligations to counterparties when they become due. This ¢can arise when
internal funds are insufficient to meet cash oufflow obligations and where the Company is
unable to obtain funding at market rates or liquidate asseis at fair value resulting in the
forced liquidation of assets at depressed prices. The Company is exposed to liquidity risk
in respect of insurance and investment policies that permit surrender, withdrawal or other
forms of early termination for cash surrender value specified in the confractual terms and
conditions.

The Company's liquidity position is monitered in compliance with regulatory and internal
requirements in combination with maturity gap analysis. To manage liquidity risk, the
Company has implemented a variety of measures, including monitoring of Daily Liquidity
Adequacy Ratic (LAR) and quarterly monitoring of Structural LAR.

The Company continuously seeks to match, to the extent possible and appropriate, the
duration of its investment assets with the duration of insurance policies issued. The
Company constantly monitors its liquidity position and has in place several contingency
sources of liquidity in order to minimise the impact of any liquidity risk.
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FINANCIAL RISKS {CONTINUED)
{b) Liquidity risk {continued)

Maturity profiles

The table below summarises the maturity profile of the financial assets and financial liabilities of the Company based on remaining contractual
obligations, including interest payable and receivable. For insurance contract liabilities, maturity profiles are determined based on the estimated
timing of discounted net cash outflows from the recognised insurance liabilities.

No
Carrying Up to 1-3 3-5 >5 maturity
value ayear ears ears ears date Total
RM’000 RM'000 RM’000 RM000 RM'000 RM000 RM’000
At 31 December 2020
Available-for-sale financial assets 540977 33,073 96,594 113,734 347,396 5,232 596,029
Fair value through profit or loss
financial assets 5,395 - - - - 5,395 5,395
Loans and receivables 49,402 47 917 442 289 1,192 - 49,840
Reinsurance assets — claims liabilities 15,773 6,995 5,650 1,873 1,255 - 15,773
Insurance receivables 36,189 36,189 - - - - 36,189
Cash and cash equivalents 26,431 26,431 - - - - 26,431
Total assets 674,167 150,605 102,686 115,896 349,843 10,627 729,657
Insurance contract liabilities 305,337 138,470 126,870 27,758 12,239 - 305,337
Insurance payables 6,392 6,392 - - - - 6,392
Other payables 36,071 36,071 - - - - 36,071
Lease liabilities 1,582 265 559 601 1657 - 1,582
Total liabilities 349,382 181,198 127,429 28,359 12,396 - 349,382
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FINANCIAL RISKS (CONTINUED)

(b) Liquidity risk (continued)

Maturity profiles (continued)

At 31 December 2019

Available-for-sale financial assets

Fair value through profit or loss
financial assets

Loans and receivables

Reinsurance assets — claims liabilities

Insurance receivables

Cash and cash equivalents

Total assets

Insurance contract liabilities
Insurance payables

Other payables

Lease liabilities

Total liabilities

No

Carrying Up to 1-3 3-5 »5 maturity
value a year years years years date Total
RM'000 RM’000 RM'000 RAY000 RM'000 RM’000 RM’000
448,601 38,937 173,952 157,015 167,266 - 537,170
10,465 - - - - 10,465 10,465
53,807 52,572 283 229 923 - 54,007
13,911 5,280 6,345 1,232 1,054 - 13,911
40,334 40,334 - - - - 40,334
94,021 94,021 - - - - 94 021
661,139 231,144 180,580 158,476 160,243 10,465 749,908
303,411 138,093 125,095 27,455 12,768 - 303411
10,867 10,867 - - - - 10,867
35,989 35,989 - - - - 35,989
966 375 591 - - - 966
351,233 185,324 125,686 27.455 12,768 - 351,233
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FINANCIAL RISKS (CONTINUED})

{c)

Market risk

Market risk arises from the possibility of financial losses caused by changes in the
financial instruments’ fair values or future cash flows due to fluctuations in key variables,
including interest rates, equity market prices and foreign exchange rates. The Company
manages the risk of market-based fluctuations in the value of the Company’s investments,
as well as liabilities with exposure to market risk.

The Company uses various quantitative measures to assess market risk, including
sensitivity analysis. The level of movements in market factors on which the sensitivity
analysis is based were determined based on economic forecasts and historical
experience of variations in these factors. The Company routinely conducts sensitivity
analysis of its fixed income portfolios tc estimate its exposure to movements in interest.
The Company's fixed income sensitivity analysis is primarily a duration-based approach.

Policies on asset allocation, portfolio limit structure and diversification benchmark have
been set in line with the Company's risk management policy after taking cognisance of
the regutatory requirements in respect of maintenance of assets and solvency.

(i) Interest rate risk

Interest risk is the risk that the value or future cash flows of a financial instrument
will fluctuate because of changes in market interest yield.

The Company manages its interest rate risk by investing in financial instruments

with tenors that match the duration of its liabilities as much as practicable and
appropriate.
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FINANCIAL RISKS (CONTINUED)
{c) Market risk (continued)
{n Interest rate risk {continued)

The analysis below is performed for reasonably possible movements in key
variables with all other variables held constant, showing the impact on profit after
tax (due to changes in fair value of floating ratefyield financial instruments), AFS
fair value reserves and equity (that reflects adjustments to profit after tax and re-
valuing fixed ratefyield AFS financial assets). The correlation of variables will have
a significant effect in determining the ultimate impact on interest rate yield risk but
to demonstrate the impact due to changes in variables, variables had to be
changed on an individual basis. It should be noted that movements in these
variables are non-linear.

Impact on
profit after Impact on
Change in variabie tax equity
RM’000 RM’000
At 31 December 2020
+50 hasis points shift in vield curves - (11,885)
- 50 basis points shift in yield curves - 12,627
At 31 December 2019
+50 basis points shift in yield curves - (7,225)
- 50 basis points shift in yield curves - 7,545
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FINANCIAL RISKS (CONTINUED)

(c) Market risk {continued)

(i)

Equity price risk

Equity price risk arises from changes in the market value of equity securities and
equity funds. Investments in equity securities on a long-term basis are expected
to provide diversification benefits and enhance returns. The extent of exposure to
equities at any time is subject to the terms of the Company's strategic asset
allocations (“SAA”").

The Company manages equity price risks by setting and monitoring objectives
and constraints on investments, diversification plans, limits on investments in
each sector, market and issuer, having regard also to such limits stipulated by
BNM. The Company has limited exposure to equity risk as guided by the
Company's SAA,

The analysis below is performed for reasonably possible movements in key
variables with all other variables held constant, showing the impact on profit after
tax (due to changes in fair value of financial assets whose changes in fair values
are recorded in income statement). The correlation of variables will have a
significant effect in determining the ultimate impact on price risk, but to
demcnstrate the impact due to changes in variables, the variables had to be
changed on an individual basis. It should be noted that movements in these
variables are non-linear.

Impact on
profit Impact on
after tax equity
RM’000 RM'000
At 31 December 2020
+10% shift in equity price 808 808
- 10% shift in equity price (808) (808}
At 31 December 2019
+10% shift in equity price 795 795
- 10% shift in equity price (795) (795)
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NON FINANCIAL RISKS
The Company's non-financial risks comprise operational risk and strategic risk.
{a) Operational risk

Operational risk is the risk arising from business processes including inadequate
procedures or policies, employee errors, system failures, fraud, criminal activity or from
external events which may result in direct or indirect business impact.

In addition to relevant internal control and governance, the Company protects itself
against financial losses by purchasing insurance cover against a range of operational
loss events including business disruption, property damage and internal fraud. The
coverage is determined after taking into consideration the Company's operational risk
profile,

{b) Strategic risk

Strategic risk is identified as part of the business plan processes and is defined as the
potential impact of the business strategy on the Company’s earnings, capital and
reputation. This also takes into consideration the wider social, economic, political,
reguiatory, competitive or technological trends that could impact the Company's
business sfrategy within a set time period.

SHARE-BASED PAYMENT
Employee Share Purchase Plan (“ESPP”)

Under the plan, eligible employees of the Company can purchase ordinary shares of AIAGL with
qualified employee contributions and the AIA Group will award one matching restricted stock
purchase unit to them at the end of the vesting period for each two shares purchased through the
qualified employee contributions (contribution shares). Contribution shares are purchased from the
open market. During the vesting period, the eligible employees must hold the contribution shares
purchased during the plan cycle and remain employed by the AIA Group. The level of qualified
employee contribution is limited to not more than 5% of the annual basic salary subject to 2a maximum.

For the financial year ended 31 December 2020, eligible employees paid RM 222,278 (2019:
RM137,554) to purchase 5,297 (2019: 3,328) ordinary shares of AIAGL.

Valuation Methodology

The Company utilises a binomial lattice model to calculate the fair value of the share options
grants, a Monte-Carlo simulation model andfor discounted cash flow technique to calculate the
fair value of the ESPP taking into account the terms and conditions upon which the awards were
granted. The price volatility is estimated on the basis of implied volatility of AIAGL's shares which
is based on an analysis of historical data since they are traded in the Stock Exchange of Hong
Kong and takes into consideration the historical volatility of peer companies. The expected life of
the options is derived from the output of the valuation model and is calculated based on an
analysis of expected exercise behaviour of the Company's employees,

114



31

32

Registration No.
201001040438 (924363-W)

AlA GENERAL BERHAD
(Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2020 (CONTINUED)

SHARE-BASED PAYMENT (CONTINUED)

Assumptions

2020
Risk free interest rate 0.16%-1.02%
Volatility N/A
Dividend yield 1.60%
Weighted average fair value per unit at measurement rate (HK$) 78.41

2019
Risk free interest rate 1.45%-1.69%
Volatility 20.00%-24.00%
Dividend yield 1.50%-1.60%
Weighted average fair value per unit at measurement rate {HK$) 75.23

Recognised compensation cost

The total recognised compensation cost (net of expected forfeitures) related to the matching
restricted stock purchase unit awards granted under the ESPP by the Company for the financial

year ended 31 December 2020 is RM&67,644 (2019: RM35,2186).

REGULATORY CAPITAL REQUIREMENT

The capital structure of the Company as at 31 December 2020, as prescribed under the RBC

Framework is provided below:

Eligible Tier 1 Capital
Share capital (paid up)

Reserves, including retained earnings

Tier 2 Capital
Available-for-sale fair value reserves

Amount deducted from capital

Total capital available

2020 2019
RM’000 RM’000
190,000 190,000
115,101 114,548
305,101 304,548
18,566 9,450
18,566 9,450
(3.443) (4,052)
320,224 309,046
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CONTINGENCIES

Malaysia Competition Commission {"MyCC") had on 25 September 2020 delivered their decision
against the General Insurance Association of Malaysia ("PIAM") and its 22 member companies
with regards to an alleged infringement of Section 4(2)(a) of the Act in relation to agreement to fix
parts trade discount and labour rates for 6 vehicle makes. MyCC found PIAM and its 22 members
companies have infringed Section 4 prohibition by participating in an agreement which has, as its
object, the prevention, restriction or distortion in relation to the market of parts trade and labour
charge for PIAM approved repairers scheme (PARS) workshop from 1.1.2012 to 17.2.2017.

MyCC imposed a financial penalty of RM1,837,453.12 on the Company. In view of the impact of
COVID-19 pandemic, MyCC granted a reduction of 25% of the financial penalty, accordingly the
Company financial penalty has been reduced to RM1,378,089.84. MyCC also granted the
Company a moratorium period for the payment of the financial penalty up to 6 months and
payment of the financial penalty by equal monthly installment for up to 6 months.

The Company had filed a Notice of Appeal and applied for a stay on the financial penalty in
October 2020. The case management date for the Appeal and the Hearing for the stay application
which was initially set by Competition Appeal Tribunal (“CAT"} on 27 January 2021 has been
postponed to 25 February 2021. On 25 and 26 February 2021, oral submission was completed
through online hearing for the stay application. The respondent's counsel has completed its
submission on 5 March and Competition Appeal Tribunal {CAT) has fixed an additional date on
12 March 2021 for final response from Appellants’ counsels. The CAT has fixed on 23 March 2021
as the day to issue its decision.

Saved as disclosed above, the Company does not have any other contingent assets and liabilities
since the last annual balance sheet date.
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ADDITIONAL DISCLOSURE UNDER AMENDMENTS TO MFRS 4 “INSURANCE CONTRACT”

The following additional disclosures, required by Amendments to MFRS 4 for entity qualified and
elected the temporary exemption from applying MFRS 9, present the Company's financial assets
by their contractual cash flows characteristics.

Financial assets of the Company are separated into the following two groups:

{i) financial assets with contractual terms that give rise to cash flows that are solely payments
of principal and interest on the principal amount outstanding (SPPI) in accordance with
MFRS 9 and are not held-for-trading or managed on fair value basis, which consist of
cash and cash equivalents, receivables, accrued investment income, loans and deposits,
and debt securities; and

(i) all financial assets other than those specified in (i), which consist of derivative assets,
equity securities, debt securities, and accrued investment income.

The following table shows the fair value and change in fair value of these two groups of financial
assefs.

As at As at
31 December 2020 31 December 2020
RM’000 Fair value Changes in fair
value
Financial assets that met SPPI criteria and
not held-for-trading or managed on fair
value basis 653,000 11,237
Others® 5,305 (70)
Total 658,395 11,167
As at As at
31 December 2019 31 December 2019
RM’000 Fair value Change in fair
value
Financial assets that met SPPI criteria and
not held-for-trading or managed on fair
value basis 641,763 10,964
Others’ 5,465 224
Total _ 647,228 11,188

* Others include financial assets that fail SPPI fest, those that are held for trading and those that
are managed on a fair value basis
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ADDITIONAL DISCLOSURE UNDER AMENDMENTS TO MFRS 4 “INSURANCE CONTRACT”
(CONTINUED)

The following table sets out the credit quality analysis for financial assets that met the SPPI
criteria and are not held for trading or managed on fair value basis.

2020 2019

RM’000 RM'000

AAA 76,432 141,909
AA 127,280 75,709
Not rated 449,288 424,145
Total 653,000 641,763

Reinsurance assets have been excluded from the above assessments as they will be under the
scope of MFRS 17, Insurance Contracts. Other than the financial assets listed in the table above
and the assets that are within the scope of MFRS 17, Insurance Contracts, all other assets in the
statement of financial position are non-financial assets.

SIGNIFICANT EVENT

The COVID-19 pandemic and associated economic impact continue posing challenges and
uncertainties to the Malaysian economy and general insurance industry. The Company has been
taking necessary and thoughtful steps to strengthen its business resilience and adjust its operating
models in managing the business in a very different market and dynamic operating landscape as
concerns on job security remain heightened and consumers will be more cautious on their
spending.

In considering the recent spike of COVID-19 cases, the Malaysian Government has re-imposed
Movement Control Order (*MCQ") from 13 January 2021 to 4 March 2021. It is certainly an
expectation that economic activities will take some time to recover. Amid the uncertainties in
current economic environment to support business expansion, the Company will continue to
monitor the situation and remain vigilant and cautious in managing operating costs, business
growth and risk profile of our portfolioc.
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