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VISION

Our vision is to be the leading, independently-owned,
Canadian financial services company known for simplicity,
being easy to do business with and having a personal touch.
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MISSION

Our mission is to help you build wealth and protect
your financial security.

VALUES

Integrity

We are honest, fair and respectful, honour our
commitments, and take pride in being a good
corporate citizen.

Know our customer
We listen to our customers to provide products and
services that meet their needs.

Can-do attitude
We are positive, creative and always search for better ways to
do things.

High-performance team
We are focused on our priorities, have high expectations and
standards and celebrate effort and achievement.
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“While my tenure as
Chairman has not been as
long as my father'’s, | am
equally passionate about
and impressed by the
ability of Empire Life to
anticipate and respond to
the significant changes we

have seen in the financial

. ”
services marketplace.

— Duncan N.R. Jackman
Chairman of the Board
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Message from the
Chairman of the Board

At our Board of Directors meeting last June, my father,
and former Chairman of the Board of Empire Life, Henry
(Hal) N. R. Jackman, gave an impassioned speech about the
history of this company. He talked about how Empire Life
has adapted and thrived in this ever-changing and often
challenging industry.

While my tenure as Chairman has not been as long as my
father's, | am equally passionate about and impressed by
the ability of Empire Life to anticipate and respond to the
significant changes we have seen in the financial services
marketplace. Each year it seems the impact of increased
regulation, changing capital rules, market volatility, complex
products and a shifting competitive landscape becomes
greater, creating new challenges.

| believe this company's leadership has done an exemplary
job of navigating these challenges. The team has taken a
thoughtful, detailed and thorough approach to mapping out
a new strategic direction and has successfully galvanized the
energy and commitment of its employees to make it happen.

As a Board, we recognize the importance of making strategic
investments to continue to move Empire Life forward. The
Board of Directors fully supports the vision of the company
and the direction its leadership is taking to ensure sustainable
prosperity for our shareholders and all our stakeholders.

In closing, | would like to express my appreciation and

good wishes to Robert Long, who has been a member of
the Empire Life Board of Directors for the past nine years.
Bob will not be standing for re-election at the upcoming
Annual General Meeting. His support, counsel, expertise and
commitment have been greatly appreciated.

%‘/- m-%‘

Duncan N.R. Jackman
Chairman of the Board
Toronto, Ontario
February 24,201 |
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““I am pleased with our
results and the progress
we made as a company
in 2010 to clearly define
our role and future in the

financial services

industry in Canada.”’

— Les Herr, President and Chief
Executive Officer
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Message from the President
and Chief Executive Officer

If | had to describe the past year in a few simple words, focus
and commitment come to mind.

While markets improved in 2010, they were still volatile.
Globally, we saw economic instability continue, with the US
struggling to recover and avoid a double-dip recession. The
global financial crisis, the slower than anticipated economic
recovery, low interest rates, and changing capital and regulatory
requirements all made it more challenging to manage business
growth and expenses.

In this economic climate, Canadians deserve and demand to
do business with a strong, reliable company with a healthy
balance sheet, strong capital position and good expense
management. While other companies have expanded

their operations globally, we have remained focused on

the Canadian market and stayed true to our conservative,
disciplined approach in the best interests of our customers.
This focus and commitment on Canada has helped us maintain
and build on our position of strength in these uncertain times.

| am pleased with our results and the progress we made as
a company in 2010 to clearly define our role and future in
the financial services industry in Canada. | believe we made
good progress on our strategic initiatives at a pace that is
consistent with managing the company during very complex
and uncertain conditions.We focused on delivering results
while making strategic changes that will differentiate us in the
Canadian marketplace, enable us to better meet the needs
of our customers, and achieve sustained profitable growth to
benefit all our stakeholders.

Our results

From an income perspective, we ended 2010 with
shareholders’ net income of $30.2 million, compared to

$53.8 million in 2009.This was primarily due to the
strengthening of policy liabilities in response to the low interest
rate environment and its impact on the profitability of our
Individual Insurance line, and the fact that our net income in 2009
was positively affected by a favourable non-recurring tax item.

This long-term trend toward lower interest rates has affected
the entire industry. In 201 |, we will increase rates on some of
our insurance products to ensure the long-term viability of this
line of business.

Sales in all product lines were higher than the previous year,
with particularly strong sales in our Individual Insurance and
Employee Benefits product lines. Individual Insurance sales
ended the year at $68.1 million, a 12% increase from 2009,
and our Employee Benefits product line had an exceptional
year, recording the second highest sales year in its history
of $43.0 million, which was an increase of 20% from 2009.
Positive results for retention and claims experience all
contributed to a very strong year for this line of business.
Segregated fund sales of $778.4 million were up 12% from
2009. Continued volatility in the markets caused many
investors to choose more conservative fixed interest deferred
annuities rather than segregated funds. As a result, our overall
Wealth Management sales finished the year strong at $1.0 billion
compared to $996.1 million in 2009.

We saw a positive contribution of $21.5 million from our Capital
and Surplus account, and | am happy to report our assets under
management increased by 10% from 2009 to $9.6 billion.

We continue to do a good job of managing our day-to-day
operating expenses, spending $116.5 million in 2010, while still
making significant investments in our future growth.

Our 2010 results reflect our steady commitment to growing and
supporting our three lines of business. As we've seen again this
past year, this diversified, balanced approach helps us generate
consistent revenue and premium income in all economic and
market conditions, resufting in a stronger company.

Throughout our 88-year history of providing financial services

to Canadians, Empire Life has been a well-run company with a
strong capital position. Our Minimum Continuing Capital and
Surplus Requirements Ratio was 243% as at December 31,2010,
well above minimum requirements. Our continued strong capital
and surplus ratio means that we can meet our future obligations
and gives our customers and distribution partners confidence
that we are there when they need us. This strength and stability is
consistently recognized by rating agencies AM. Best and DBRS.

In 201 I, new International Financial Reporting Standards
(IFRS) will replace Canadian generally accepted accounting
principles (GAAP).We are prepared for the Phase | changes
being implemented in 201 | and have not identified any
significant impact on the company’s information systems,
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business processes or other business activities as a result

of our transition to IFRS. Although the net impact on the
company’s transition balance sheet is minimal, we may see
income statement and earnings volatility in future periods as a
result of current and proposed IFRS accounting standards such
as financial instruments, impairment of financial instruments,
employee benefits and insurance contracts.

You can read in more detail the impact of this change in
the Management'’s Discussion and Analysis. | would like to
acknowledge the tremendous amount of work and effort
our team has made to ensure we are prepared for IFRS and
compliant with the new standards.

Planning for the future

If 2009 was a year of charting a new strategic direction for our
company, 2010 was a year of planning and starting to execute
on key activities that will help us realize our vision of being

the leading, independently-owned, Canadian financial services
company known for simplicity, being easy to do business with
and having a personal touch.

We made excellent progress on our eight major initiatives
that support our new strategic direction. In 201 |, we'll be
launching a new Web site, restructuring our sales teams to
position us for future growth, and continuing progress to
enhancing our systems so that we can better know and serve
our customers and grow our business.

| am very proud of our accomplishments this past year. | have
always said one of our greatest strengths is our people. We
focus on what we do best and work well as a team.We seek
out and retain the best talent in the industry and we celebrate
our successes. Relationships matter to us. Our culture, with a
focus on having a personal touch in everything we do, is what
makes us a strong, competitive player in the financial services
industry today.

Having a voice and making a difference

Our focus on relationships is evident in our role as a
community leader. Empire Life and its employees have always
been committed to investing in the communities where

we live and work. Through partnerships with organizations
like Pathways to Education, a community program that
provides tutoring, mentoring, and other support to kids in
need, Students in Free Enterprise at St. Lawrence College,
and through scholarships such as the Queen’s University
Fellowship in Community Health & Epidemiology, we are
making a difference. | was especially pleased and honoured to
chair the Kingston, Frontenac, Lennox and Addington

United Way campaign this past fall and to see Empire Life
once again exceed its campaign goal, raising an astounding
$245,781 for United Way agencies across the country.
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We have also made significant efforts to enhance our profile
and influence within the industry at large and in particular
among regulators. Our senior leaders are actively involved both
at provincial and federal levels with organizations like the Office
of the Superintendent of Financial Institutions (OSFI), providing
input on the new segregated fund capital rules, and other key
organizations such as the Canadian Life and Health Insurance
Association (CLHIA) and LLGlobal (LIMRA and LOMA).

Our promise

Author and entrepreneur Seth Godin has said, ‘Making
promises and keeping them is a great way to build a brand.”

As a financial services company, we are in the business of
making and keeping promises. Our customers rely on us to
pay claims, invest their money wisely, and help them build their
wealth and protect their financial security. Our reputation
depends on it.

The world of financial services has become a very complex
place.We need to simplify this world for our customers and
help them understand their options, so they can make smart,
informed financial decisions. This focus on our customers

and making complex choices easier to navigate has become

a guiding principle for everything we do. | would like to

thank our customers for their loyalty and confidence in our
company and for entrusting us with one of their most valuable
assets—their financial security.

From a personal perspective, this is an exciting time to lead
Empire Life. | would like to thank my senior management team
for their vision and leadership and all our employees for their
commitment this past year. | would also like to express my
appreciation to our Board of Directors for their continued
guidance and confidence, and thank Robert Long, who is
stepping down from the Board, for his commitment to

Empire Life over the past nine years.

Our new strategic direction has infused a fresh energy and
focus into our organization and we are all excited at what
the future will bring. | am confident that by continuing to
meet the needs of our customers, distribution partners, and
employees—we will create sustained profitable growth and
deliver an acceptable return on equity for our shareholders in
2011 and beyond.

do flor

Leslie C. Herr

President and Chief Executive Officer
Kingston, Ontario

February 24,201 |



Source of Earnings

Source of earnings is a methodology for identifying and quantifying the various sources of Canadian generally accepted
accounting principles (GAAP) income of a life insurance company. It presents shareholders’ net income in a different format
from the traditional income statement form and provides a better understanding of the Company's sources of profit for each
major product line.

Expected Profit from In-Force Business

This source of earnings represents the profit the Company expects to generate on in-force business if experience is in line
with the Company's best estimate assumptions for mortality, morbidity, persistency, investment returns, expenses and taxes.

Impact of New Business

Writing new business typically adds economic value to a life insurance company. However, as of the point of sale, new
business may have a positive or negative impact on earnings. A negative impact (new business strain) will result when the
provision for adverse deviation included in the actuarial liabilities at the point of sale exceeds the expected profit margin in
the product pricing. The impact of new business also includes any excess acquisition expenses not covered by product pricing
at the point of issue.

Experience Gains and Losses

This item represents gains or losses due to the difference between actual experience and the best estimate assumptions.

Management Actions and Changes in Assumptions

This component includes earnings generated by management actions during the year (e.g. acquisition or sale of a block of
business, changes to product price, fees or asset mix, etc.) or the impact of changes in assumptions or methodology used for
the calculation of actuarial liabilities for in-force business.

Other

This item includes any source of earnings from operations not included above.

Earnings on Surplus

This component represents the pre-tax earnings on the shareholders’ capital and surplus funds.
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Source of Earnings by Line of Business

For the year ended December 31

Wealth Employee Individual Capital &
Management Benefits Insurance Surplus Total

(in millions of dollars) 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009
Expected profit on

in-force business $ 229 $ 134 $ 135 $ 135 $ 380 $ 374 $ 744 $ 643
Impact of new business (15.3) (109) 4 (54 41.3) (274 (66.0) (437)
Experience gains & losses (34) (29) 144 56 0.3 (269) 1.3 (242)
Management actions and

changes in assumptions 28 252 04) 1.8 (18.0) 231 (15.6) 50.1
Other - 22 - - 0.8 9.8 08 120
Earnings on operations

before income taxes 7.0 270 18.1 55 (21.8) 160 = = 33 585
Earnings on surplus - - - — - = 293 (€H)) 29.3 (3.1
Income before

income tax $ 70 $270 $ 181 $I155| $218) $160| $ 293 $ 31| $ 326 $ 554
Income taxes 28) 4.6 53 52 79 07 78 89) 24 1.6
Shareholders’

net income $ 98 $ 224 $128 $103 | $(139 $ 153 | $ 215 $ 58 | $ 302 $ 538

Wealth Management

Wealth Management’s 2010 earnings on operations were lower than the level achieved in 2009. Most of the decrease related

to a reduction in income from management actions and changes to assumptions. 2009 had unusually large gains resulting from
achievement of improved investment spreads. 2009 also had more favourable earnings than 2010 resulting from the annual update
of actuarial assumptions for both annuitant mortality and segregated fund guarantees. In addition earnings declined due to an
increase in new business strain. This was primarily due to higher segregated fund sales in 2010 relative to 2009. Experience losses
were similar to 2009, and Other earnings were reduced to zero from the small gain from policy liability releases related to tax law
changes in 2009. These items were partly offset by an increase in expected profit on in-force business. This increase was due to the
increase in average segregated funds under management in 2010 versus 2009 resulting from the continued improvement in stock
market conditions during 2010.

Employee Benefits

Employee Benefits’ earnings on operations were higher than the level achieved in 2009. Most of the increase was due to
very favourable claims experience during 2010. This was partially offset by an increase in new business strain resulting from
higher sales in 2010 relative to 2009, and a reduction in earnings from management actions due to a non-recurring gain from
a reinsurance transaction in 2009.

Individual Insurance

The decrease in Individual Insurance earnings on operations was primarily due to a significant strengthening of policy
liabilities from the annual assumption update during 2010 relative to 2009. This is reported in the management actions and
changes in assumptions line. This strengthening was primarily related to the strengthening of reinvestment assumptions,
driven by the persisting low interest rate environment. This strengthening was partly offset by releases related to ongoing
mortality improvement in this product line.

2010 earnings were also depressed by the increase in new business strain. This was primarily due to higher sales in 2010
relative to 2009, and higher strain rates arising from the low interest rate environment.

There was also a decrease in Other earnings in 2010 relative to last year due to a mildly unfavourable impact on policy
liabilities from tax changes in 2010, compared against a favourable impact on policy liabilities from the 2009 tax law update
related to Financial Instrument Accounting rules.

Experience gains were close to zero in 2010, and much improved from 2009 when experience losses occurred. This was
due to improved mortality experience and improved investment experience. Investment experience in 2009 included the
impact of a significant write-down of impaired equity assets.

Expected profit on in-force business increased due to growth of the insurance block of business.
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Management's Discussion and Analysis

This document has been prepared for the purpose of providing Management’s Discussion and Analysis (MD&A) of the
operating results and financial condition of The Empire Life Insurance Company (“Empire Life” or the “Company”) for the
years ended December 31,2010 and 2009.This MD&A should be read in conjunction with the Company’'s December 31,
2010 financial statements, which form part of The Empire Life Insurance Company 2010 Annual Report dated February 24,
201 1. The financial statements have been prepared in accordance with Canadian generally accepted accounting principles
(GAAP) and unless otherwise noted, the reporting currency for the Company is the Canadian dollar; and all amounts in the
financial statements and this MD&A are expressed in Canadian dollars.

MD&A may contain certain forward-looking statements that are subject to risks and uncertainties that may cause the results
or events mentioned in this discussion to differ materially from actual results or events. No assurance can be given that
results, performance or achievement expressed in, or implied by, any forward-looking statements within this discussion will
occur, or if they do, that any benefits may be derived from them.

Use of Non-GAAP Measures

MD&A contains references to annualized premium sales. This term does not have any standardized meaning according to GAAP
and therefore may not be comparable to similar measures presented by other companies. The Company believes that this
measure provides information useful to its shareholders and policyholders in evaluating the Company's underlying financial results.

Financial Analysis

Overview
Quarterly results Year
(in millions of dollars) Q42010 Q42009 2010 2009
Shareholders’ net income $ 59 $ 40 $ 302 $ 538

Empire Life reported full year shareholders’ net income of $30.2 million for 2010, compared to $53.8 million in 2009.

The primary contributors to the overall decrease in 2010 full year earnings were the low long-term interest rate environment and
its impact on Individual Insurance line profitability and last year's favourable impact of amendments to the Income Tax Act related
to Financial Instruments (described below) that mainly benefited the Individual Insurance line in 2009. These decreases were partly
offset by increased net income in 2010 from sale of investments and lower impairments primarily resulting from write-downs of
certain available for sale equity investments in 2009.

For the fourth quarter net income was higher relative to last year primarily due to higher Capital and Surplus net income. This
improvement resufted from lower impairment write-downs in 2010.

Empire Life has three major product lines (Wealth Management, Employee Benefits and Individual Insurance) and maintains
distinct accounts for Capital and Surplus. A discussion of each product line’s 2010 net income compared to 2009 is shown in the
Product Line Results sections later in this report.

Last year, on March 4, 2009, the above mentioned amendments to the Income Tax Act related to Financial Instruments
passed fourth reading and became substantively enacted. The impact of these amendments, which were recorded in the first
quarter of 2009, was a non-recurring after-tax gain of $22.2 million for shareholders, and a non-recurring after-tax gain of
$13.6 million for policyholders.
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Management's Discussion and Analysis

The following tables provide a summary of Empire Life results by major product line:

For the year ended December 31

Wealth Employee Individual Capital &
Management Benefits Insurance Surplus Total
(in millions of dollars) 2010 2009 2010 2009 2010 2009 2010 2009 2010 2009
Revenue
Premium income $ 240 $ 300 $ 262 $ 2492 $ 317 $ 297 |$ - 3 -1 % 819 § 839
Fee and other income 105 87 6 6 | | | | 113 95
Investment income 58 55 6 7 104 93 37 29 205 184
Realized gain on held for
trading investments 4 4 - 3 4 23 - | 8 31
Realized gain (loss) on
available for sale investments
including impairment write-downs 0] - - - 6 (12) 10 (22) 15 (34)
Fair value change in assets 10 43 8 — 180 64 — — 198 107
416 489 282 258 612 466 48 9 1,358 1,222
Expenses
Benefits and expenses 409 463 258 237 638 429 15 12 1,320 [,141
Income and other taxes 3) 4 I [ 4) [ 9 (10) 13 16
406 467 269 248 634 440 24 2 1,333 1,157
Net income (loss) after tax $ 10 $ 22 13 %5 10 % (220 $ 26 % 24 $ 7% 25 3 65
Policyholders’ portion (5) l
Shareholders’ net income $ 30 $ 54
Assets under management
General fund assets $ 1,141 $ 1060 $4900 $ 4402
Segregated fund assets $4707 $ 4310 $ 4707 $ 4310
Annualized premium sales 43 $ 36| % 68 $ ¢l
Total Revenue
Quarterly results Year
(in millions of dollars) Q42010 Q42009 2010 2009
Revenue
Premium income $ 199 % 93 % 819 $% 839
Fee and other income 30 27 113 95
Investment income 55 49 205 184
Fair value change in HFT investments including realized amounts (45) (56) 206 138
Realized gain (loss) on available for sale investments
including impairment write-downs 2 (15) I5 (34)
Total $ 241 % 196 $ 1,358 3 1,222

For the year, total revenue at Empire Life increased by | 1% to $1.4 billion compared to $1.2 billion in 2009. Major revenue items

are discussed below.

Premium income for the year decreased in 2010 relative to 2009.The decrease primarily related to fixed interest annuity
premiums which declined from 2009's exceptionally strong levels.
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Management's Discussion and Analysis

Fee and other income grew strongly in 2010 relative to 2009 as management fees earned on segregated funds recovered strongly
due to the impact of rising stock markets and positive net segregated fund sales on average assets under management during 2010.

Fair value change in held for trading (HFT) investments including realized amounts often causes large revenue volatility. On a full
year basis, these assets experienced a net gain in both 2010 and 2009.The gains in both 2010 and 2009 resulted primarily from
an increase in bond prices (due to a decrease in market interest rates) and an increase in common share prices. The impact of this
on net income is largely reduced due to a corresponding change in policy liabilities (discussed in the Total Benefits and Expenses
section below).

Realized gain (loss) on available for sale investments was a gain for the year in 2010 versus a loss in 2009.These gains and losses
impact net income and are considered in the net income investment experience comments for each of the impacted product
lines (see Product Line Results sections later in this report). The gains and losses in 2010 primarily resulted from the sale of certain
available for sale equity investments. The losses in 2009 primarily related to impairment write-downs of certain available for sale
equity investments. Most of the assets sold or written down backed capital and surplus, while the balance sold or written down
primarily matched Individual Insurance long duration liabilities.

Total Benefits and Expenses

Quarterly results Year

(in millions of dollars) Q42010 Q42009 2010 2009
Benefits and expenses

Insurance benefits $ 75 % 6/ % 307 $ 279
Policy dividends 5 5 19 I8
Annuity benefits 66 60 230 199
Increase in policy liabilities I (6) 476 385
Operating expenses 33 28 17 |04
Commissions 42 40 157 145
Interest expense 3 3 14 Il
Total $ 235 % 197 $ 1320 $ 1,14l

Total benefits and expenses at Empire Life for the year increased by 6% to $1.3 billion compared to $1.1 billion in 2009.
Major benefit and expense items are discussed below.

Insurance benefits experience variability is dependent on the claims incurred. Generally, claims rise year-over-year due to
growth of the insurance blocks.Variability in claims amounts does not, in isolation, impact net income as policy liabilities are
released when claims occur. The policy liabilities released can be larger or smaller than the claims incurred depending on
whether claims experience has been favourable or unfavourable. Claims experience is the combination of claims incurred
compared to claims expected in product pricing and in policy liabilities. Year-over-year claims experience is discussed in each
of the impacted product lines (see Product Line Results sections later in this report).

Policy dividends increased year-over-year due to business in-force growth.

Annuity benefits increased as the annuity block has grown over recent years resulting in larger annuity benefit payments.
Variability in annuity benefit amounts does not, in isolation, impact net income as policy liabilities are released when annuity
payments occur. The policy liabilities released can be larger or smaller than the annuity payments depending on whether the
annuity block investment and mortality experience has been favourable or unfavourable.
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Management's Discussion and Analysis

Increase in policy liabilities varies with many factors including new business sold, claims incurred, surrender and lapse
experience, assumptions about the future, and changes in the market value of assets matching policy liabilities. The main
reason for the large change from 2009 for this item was the change in policy liabilities resulting from the fair value change in
matching assets (described above in the Total Revenue section).Variability in the increase in policy liabilities amounts does not,
in isolation, impact net income as it must be looked at in concert with other lines of the income statement.

Operating expenses and commission expenses increased year-over-year due to growth in annualized premium sales and
business in-force growth.

Interest expense increased from 2009 levels due to the May 2009 subordinated debt issue that fully impacted 2010 interest expense.

Product Line Results - Wealth Management

As at Dec. 31
(in millions of dollars) 2010 2009
Assets under management
General fund annuities $ L1411 % 1,060
Segregated funds 4,707 4,310
Quarterly results Year
(in millions of dollars) Q42010 Q42009 2010 2009
Selected financial information
Fixed interest annuity premiums $ 51 70 % 240 $ 300
Segregated fund gross sales 226 204 778 696
Segregated fund net sales 14 55 79 188
Segregated fund fee income 28 24 104 87
Net income after tax fixed income annuity portion $ 3 % 4 $ 4 3% |6
Net income after tax segregated fund portion 3 6 6 6
Net income after tax $ 6 % 0 $ 10 % 22

Assets in Empire Life general fund annuities and segregated funds increased by 8% and 9% respectively during the last twelve
months. The increase for general fund annuities was primarily due to fixed interest annuity premium income received during the
last twelve months. The increase for segregated funds was attributable to positive investment returns, due to the stock market
recovery that began in the fourth quarter of 2009, and positive net sales (gross sales net of withdrawals) described below.

Premium income for the Wealth Management product line is comprised solely of new deposits on fixed interest annuities and
excludes deposits on the segregated fund products. For the year, fixed interest annuity premiums were down 20% compared
to 2009 due to decreased sales of fixed interest deferred annuities. However, 2009 was an exceptionally strong year for fixed
interest annuity sales. 2010 fixed interest annuity premiums, while lower than 2009, continued to be strong as many customers
continued to select fixed interest products over segregated funds due to continuing stock market uncertainty.

For the year, segregated fund gross sales were up 12% from 2009 despite continuing stock market volatility. However, net sales,
while positive in three of the last four quarters, were lower than 2009 due to increased withdrawals.

For the year, segregated fund fee income increased by 20% in 2010 relative to 2009 as management fees earned on segregated
funds recovered strongly. This recovery was due to growth in average assets under management resulting from the favourable
impact of rising stock markets and positive net segregated fund sales. During the fourth quarter of 2010 a significant milestone
was reached as segregated fund fee income for the quarter returned to pre-financial crisis levels by surpassing the level of fee
income earned in the second quarter of 2008 (just before the financial crisis severely depressed markets).
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Management's Discussion and Analysis

During the fourth quarter and for the year, earnings from this product line decreased relative to 2009.The following table
provides a breakdown of the components of this year-over-year change in net income.

(in millions of dollars) Q4 Year

Wealth Management Net Income Analysis

Net income after tax 2010 $ 6 $ 10
Net income after tax 2009 10 22
Increase (decrease) net income after tax $ 4 $ (12)

Components of increase (decrease)

Non-recurring 2009 gain from tax law changes $ - $ (2)
Higher (reduced) investment experience gains | (10)
Release of segregated fund guarantee policy liabilities in 2009 - 4)
Higher new business strain - (n
Increase in in-force profit margins - 6
Improved segregated fund death benefit guarantee and mortality results - 4
Update of policy liability assumptions (5) (5)
Total $ 4 3 (12)

The 2009 non-recurring tax law change resulted from amendments to the Income Tax Act primarily related to Financial
Instruments. Investment experience gains were exceptionally strong in 2009 due to the favourable impact 2009 fixed interest
investing activities had on policy liabilities. This 2009 investing activity locked in favourable future investment returns resulting

in a release of policy liabilities in 2009. Fixed interest investing opportunities diminished in 2010 as corporate bond and
preferred share market yields have dropped significantly. The release of segregated fund guarantee policy liabilities in 2009 was
primarily due to the rise in stock markets in the second quarter of 2009. Higher new business strain resulted from rising sales
and differing product mix. Higher net income on in-force business in 2010 was due to the increase in segregated funds under
management relative to 2009. Improved segregated fund death benefit guarantee and mortality results compared to 2009 was
primarily due to the recovery of stock markets. The update of policy liability assumptions was unfavourable in 2010 relative to
2009.The updates for general fund annuities primarily related to the unfavourable impact of annuitant mortality assumptions. In
addition, the 2010 update of policy liabilities related to segregated funds was less favourable than 2009.

Product Line Results - Employee Benefits

Quarterly results Year
(in millions of dollars) Q42010 Q42009 2010 2009
Selected financial information
Annualized premium sales $ 10 $ 13 $ 43 % 36
Premium income 66 43 262 242
Net income after tax $ I $ 2 $ 13 % 10

For the year; sales in this product line increased by 20% relative to 2009.The sales result is a strong recovery from
recessionary lows and may signal a return to more typical sales levels. This product line's quarterly and annual premium
income increased significantly in 2010, however 2009 premiums were depressed by a non-recurring transaction that
terminated a reinsurance assumed agreement. After removing the impact of this non-recurring item, premium levels were flat
compared to the corresponding period of 2009.This slow premium income growth resulted from this product line's

in-force block of business being negatively impacted by the severity of the economic downturn, particularly in Ontario.
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Management's Discussion and Analysis

During the fourth quarter earnings from this product line decreased relative to 2009. However, for the year, 2010 earnings
from this product line increased compared to 2009.The following table provides a breakdown of the components of this
year-over-year change in net income.

(in millions of dollars) Q4 Year
Employee Benefits Net Income Analysis

Net income after tax 2010 $ | $ 13
Net income after tax 2009 2 10
Increase (decrease) net income after tax $ n s 3

Components of increase (decrease)

Improved (worsened) claims experience $ n s 5
Decrease in in-force profit margins - 2)
Total $ (1 $ 3

Improved claims experience related to group life, group long-term disability and group health claims results. The decrease in
profit margins resulted from the in-force block of business being negatively impacted by the severity of the economic downturn.

Product Line Results - Individual Insurance

Quarterly results Year

(in millions of dollars) Q42010 Q42009 2010 2009
Selected financial information

Annualized premium sales $ 19 % 18 $ 68 % 61

Premium income 84 79 317 297
Net income (loss) after tax

Net income (loss) after tax shareholders' portion $ 6) % 5) % (14) $ I5

Net income (loss) after tax policyholders’ portion (2) (6) (8) Il
Net income (loss) after tax $ 8 % (rn % 22) ¢ 26

For the year, annualized premium sales in this product line increased by 2% compared to 2009, and premium income
increased by 6% compared to 2009.

During the fourth quarter earnings from this product line increased relative to 2009. However, for the year, earnings from this
product line decreased compared to 2009.The following table provides a breakdown of the components of this year-over-
year change in net income.
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(in millions of dollars)

Q4 Year

Individual Insurance Net Income Analysis
Net income (loss) after tax 2010
Net income (loss) after tax 2009

$ ©® $ (22
() 26

Increase (decrease) net income after tax

$ 3§ (49)

Components of increase (decrease)
Non-recurring 2009 gain from tax law changes
Reduced loss from tax rate changes

Improved (reduced) investment experience
Higher new business strain

Change in mortality and surrender experience
Increase in in-force profit margins

Update of policy liability assumptions

$ - $ ()
2 2
8 ©)
) (13)
) (1)
- 2
(3) 3)

Total

$ 3% (48)

The 2009 non-recurring tax law change resulted from amendments to the Income Tax Act primarily related to Financial
Instruments. Investment experience gains were exceptionally strong in 2009 due to the favourable impact 2009 fixed interest
investing activities had on policy liabilities. This 2009 investing activity locked in favourable future investment returns resulting
in a release of policy liabilities in 2009. Fixed interest investing opportunities diminished in 2010 as corporate bond and
preferred share market yields have dropped significantly. Higher new business strain resulted from the rise in sales and lower
long-term interest rates. The update of policy liability assumptions was unfavourable in 2010 relative to 2009.The updates
primarily related to the unfavourable impact of decreases in investment return assumptions, partly offset by the favourable

impact of improving mortality assumptions and updates to policyholder dividend assumptions.

Results - Capital and Surplus

Quarterly results Year
(in millions of dollars) Q42010 Q4 2009 2010 2009
Net income (loss) after tax
Net income (loss) after tax shareholders' portion $ 5 3 % 21 % 6
Net income after tax policyholders’ portion I - 3 |
Net income (loss) after tax $ 6 % (n % 24 3 7

In addition to the three major lines of business, Empire Life maintains distinct accounts for the investment income attributable to
Shareholders’ Capital and Surplus and to Policyholders’ Surplus. During the fourth quarter and the full year Capital and Surplus
earnings increased relative to 2009.The following table provides a breakdown of the components of this year-over-year change

in net income.
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(in millions of dollars) Q4 Year

Capital and Surplus Net Income Analysis

Net income after tax 2010 $ 6 $ 24
Net income (loss) after tax 2009 (n 7
Increase (decrease) net income after tax $ 7 % 17

Components of increase (decrease)

Non-recurring 2009 gain from tax law changes $ - % 7)
Reduced loss from tax rate changes | -
Increased net income from sale of investments and lower impairments 5 20
Increased investment income | 6
Increased interest expense on subordinated debt - (2)
Total $ 7 % 17

The 2009 non-recurring tax law change resulted from amendments to the Income Tax Act primarily related to Financial
Instruments. Increased net income from sale of investments and lower impairments primarily resulted from write-downs

of certain available for sale equity investments in the third and fourth quarters of 2009 and gains from the sale of certain
available for sale equity investments in the first quarter of 2010.The increase in investment income resulted from a larger
fixed interest portfolio due to asset mix changes and investment of the proceeds from the May 2009 subordinated debt
issue. Increased interest expense primarily resulted from a larger amount of subordinated debt during 2010 relative to 2009.

Total Cash Flow

Quarterly results Year
(in millions of dollars) Q42010 Q42009 2010 2009
Cash Flow provided from (used for)
Operating Activities $ 36 3 66 % 170 % 328
Investing Activities (25) (70) (153) (425)
Financing Activities $ - % - $ (15) % 74
Net change in cash and cash equivalents $ I $ 4 % 2 3 (23)

The decrease in cash provided by operating activities during the year in 2010 relative to 2009 was primarily due to
decreased cash inflows related to annuity business, the payment of income taxes, and increased commission expenses due to
higher life insurance, employee benefits and segregated fund sales.

The decrease in cash used for investment activities during the year in 2010 relative to 2009 was primarily due to investment
of the higher amount of cash provided by operations in 2009 and the investment of proceeds of the net increase of

$74 million of subordinated debt in 2009 described below. In addition, there were higher net investment purchases in

2009 to take advantage of favourable investment yields, and reduced sales of portfolio investments in 2009 due to stock
market conditions.

The cash used for financing activities during the full year 2010 was due to Empire Life's decision to pay a dividend to
common shareholders in the first quarter of 2010.The cash provided during the full year 2009 of $74 million was the
issuance of $200 million principal amount of subordinated debt in the second quarter of 2009 and the repayment in 2009 of
$125 million of subordinated debt issued to E-L Financial Corporation Limited.
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Capital Resources

Dec 31 Sept30 June30 Mar3l Dec3l
2010 2010 2010 2010 2009

MCCSR Ratio 243% 244% 251% 258% 266%

Empire Life continues to maintain a strong balance sheet and capital position. Empire Life's risk-based capital ratio, as measured
by Minimum Continuing Capital and Surplus Requirements (MCCSR), at 243% as of December 31,2010 continued to be well
above requirements and above minimum internal targets. The A (Excellent) rating given to Empire Life by A.M. Best Company
provides third party confirmation of this strength.

Other Comprehensive Income

Quarterly results Year
(in millions of dollars) Q42010 Q42009 2010 2009
Other comprehensive income (OCI)
Shareholders' OCl $ 18 $ 21 % 25 3 94
Policyholders' OCI 2 | 2 8

Unrealized gains and losses on Capital and Surplus financial assets and on certain financial assets matching policy liabilities
are recorded as Other Comprehensive Income (OCI) or Other Comprehensive Loss (OCL). When these assets are sold or
written down the resulting gain or loss is reclassified from OCI to net income. A gain reclassified to net income lowers OCI.
A loss reclassified to net income increases OCI.

During the full year 2010 OCI decreased relative to 2009 due to a stronger rise in Canadian stock markets in 2009 and the
reclassification to net income of a realized gain in 2010 versus a realized loss in 2009.

Industry Dynamics and Management’s Strategy

Empire Life's operations are organized by product line with each line of business having responsibility for product
development, marketing, distribution and customer service within their particular markets. This structure recognizes that there
are distinct marketplace dynamics in each of the three major product lines. Management believes this structure enables each
line of business to develop strategies to achieve the enterprise-wide objectives of business growth and expense management
while recognizing the unique business environment in which each operates. The lines of business are supported by corporate
units that provide product pricing, administrative and technology services to the lines of business, manage invested assets, and
oversee enterprise risk management policies.

Based on general fund and segregated fund assets, Empire Life is among the ten largest life insurance companies in Canada.
Empire Life has less than six per cent market share in all three of its product lines. To be priced competitively in the
marketplace while simultaneously providing acceptable long-term financial contribution to shareholders, Empire Life, as a
mid-sized company, must find a way to be cost competitive with the larger companies that have some natural economy of
scale advantages. In order to improve its unit expenses, management's enterprise-wide strategic focus has been on achieving
profitable growth in its selected markets and on expense management. Empire Life has focused exclusively on the Canadian
marketplace and within it, on particular market segments where management feels there are opportunities to build solid,
long-term relationships with independent distribution partners by offering competitive products and more personal service.
By focusing on particular market segments and by being seen by these independent advisors as a viable alternative to broadly
focused competitors, management believes these solid relationships will enable profitable growth.
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The Wealth Management product line at Empire Life is comprised of segregated fund products and guaranteed interest
products. These products compete against products offered by a variety of financial institutions. A key element of any
competitive strategy in this market is providing a competitive rate of return to clients. The value-oriented equity investment
strategy used by Empire Life has focused on developing long-term performance in the fund marketplace. Management is
expecting to grow market share through this long-term performance along with broadened distribution reach and the
addition of new funds and fund products such as mutual funds.

Within the broader employee benefits marketplace in Canada, Empire Life continues to focus on the small group market
comprised of employers with fewer than 200 employees. This niche strategy coupled with an ongoing focus on balancing
growth and profit has enabled Empire Life to be cost competitive within this market segment and is expected to enable this
product line to continue to grow its market share while generating acceptable returns.

Individual Insurance products are very long-term in nature and consequently can be subject to significant levels of new
business strain. New business strain occurs when the provision for adverse deviation included in the actuarial policy liabilities
exceeds the profit margin in the product pricing. Unless a company opts for increased levels of reinsurance, current price
levels in the Canadian marketplace create significant new business strain that has a negative impact on short-term earnings.
Sales strain has been particularly high in 2010 due to the low long-term interest rate environment that followed the financial
crisis. This has impacted the entire industry resulting in price increases in 201 | for individual insurance products by Empire
Life and many of our competitors. Rather than give up the future earnings that would emerge if the trend in mortality
improvement witnessed in recent decades continues, Empire Life continues to utilize lower than average levels of reinsurance
with the resultant negative impact on short-term earnings. Because of the reasonable long-term returns of this product line,
management continues to focus on steady growth, technology development and process improvement in order to continue
to improve this product line's unit expenses and maintain a competitive market position while generating acceptable long-
term financial contribution.

Risk Management

Empire Life's MCCSR ratio is sensitive to stock market volatility, primarily due to liability and capital requirements related to
segregated fund guarantees. As of December 31,2010 Empire Life had $4.7 billion of segregated fund assets. Of this amount,
approximately $4.4 billion have guarantees.The following table provides a percentage breakdown by type of guarantee:

Dec 31 Dec 31
2010 2009
Percentage of segregated fund assets with:
75% maturity guarantee and a 100% death benefit guarantee 83.2% 88.6%
|00% maturity and death benefit guarantees (with a minimum
of 15 years between deposit and maturity date) 5.5% 5.0%
100% maturity and death benefit guarantees (guaranteed minimum
withdrawal benefit (GMWB)) 11.3% 6.4%

All Empire Life segregated fund guarantees are policy-based (not deposit-based), thereby lowering Empire Life’s stock market
sensitivity. For segregated fund guarantee policy liabilities the level of sensitivity is highly dependent on the level of the stock
market at the time of performing the estimate. If period end stock markets are high relative to market levels at the time that
segregated fund policies were issued, the sensitivity is reduced. If period end stock markets are low relative to market levels at
the time that segregated fund policies were issued, the sensitivity is increased. Based on stock market levels on December 3|

for 2010 and December 31 for 2009, the sensitivity of Empire Life’s shareholders’ net income to changes in segregated fund
guarantee policy liabilities resulting from stock market increases and decreases is as follows:
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(in millions of dollars) 10% Increase ~ 10% Decrease ~ 20% Increase  20% Decrease

Sensitivity To Segregated Fund Guarantees:
2010 Shareholders' net income $ nil $ nil $ nil $ nil
2009 Shareholders' net income $ nil $ nil $ nil $ nil

Based on stock market levels on the dates indicated below the sensitivity of Empire Life's MCCSR ratio to stock market
increases and decreases for all Empire Life stock market exposures, including segregated fund guarantees is as follows:

(in millions of dollars) 10% Increase ~ 10% Decrease 20% Increase  20% Decrease
Sensitivity To Stock Markets:

December 31,2010 MCCSR Ratio 3.7% -3.8% 7.2% -8.5%
December 31,2009 MCCSR Ratio 2.5% -74% 4.9% -36.5%

Empire Life has not historically hedged or reinsured its segregated fund guarantee risk. Given the current segregated fund
product mix and level of sensitivity to stock markets, Empire Life has not hedged or reinsured its segregated fund guarantee
risk as of December 31,2010. In addition, Empire Life does not reinsure any other insurer's segregated fund products.

The amount at risk related to segregated fund maturity guarantees and segregated fund death benefit guarantees and the
resulting actuarial liabilities and MCCSR required capital for Empire Life segregated funds is as follows:

Segregated Funds Guarantee > Fund Value Death Benefit > Fund Value

Actuarial MCCSR
(in millions of dollars) FundValue  Amount At Risk FundValue  Amount At Risk Liabilities  Required Capital
December 31,2010 $ M3 $ 12 $ 1,422 % 137 $ nil  $ nil
December 31,2009 $ 186 % 22 % 2,046 % 316 % nil % nil

The amount at risk represents the excess of the future maturity guarantee or future death benefit guarantee amount

over the fund value on all segregated fund policies where the future maturity guarantee or future death benefit guarantee
is greater than the fund value. The amount at risk is not currently payable. Payment is contingent on future outcomes
including fund performance, deaths, deposits, withdrawals and maturity dates.The level of actuarial liabilities and required
capital is calculated based on the probability that Empire Life will ultimately have to make payment to the segregated fund
policyholders for any fund value deficiency that may exist upon either future maturity of the segregated fund policies, or
upon future death of the segregated fund policyholders. The amounts at risk decreased in December 2010 from December
2009 levels primarily due to the rise of global stock markets.

In addition to the discussion of risks included in this MD&A, a comprehensive discussion of the material risks that impact
Empire Life is included in the Annual Information Form of Empire Life's parent company, E-L Financial Corporation Limited,
which is available at www.sedar.com. Additional disclosures of Empire Life's sensitivity to risks are included in Note 22 to the
financial statements.

Critical Accounting Estimates

The Company's significant accounting policies are described in Note 2 to the Financial Statements. Certain of these policies require
management to make estimates and assumptions about matters that are inherently uncertain. The most critical of these accounting
estimates for Empire Life are the valuation of policy liabilities and the determination of allowances for impaired investments.
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Policy Liabilities

The determination of policy liabilities requires best estimate assumptions that cover the remaining life of the policies for
mortality, morbidity, investment returns, persistency, expenses, inflation and taxes and include consideration of related
reinsurance effects. Due to the long-term risks and measurement uncertainties inherent in the life insurance business,

a margin for adverse deviation from best estimates is included in each assumption. These margins allow for possible
deterioration in future experience and provide for greater confidence that policy liabilities are adequate to pay future
benefits. The resulting provisions for adverse deviations have the effect of increasing policy liabilities and decreasing the
income that otherwise would have been recognized at policy inception. A range of allowable margins is prescribed by the
Canadian Institute of Actuaries. Assumptions are reviewed and updated at least annually and the impact of changes in those
assumptions is reflected in earnings in the year of the change. Empire Life’s sensitivity to risks related to policy liabilities are
included in Note 22 to the Financial Statements.

Provision for Impaired Investments

Empire Life maintains a prudent policy in setting the provision for impaired investments. VWhen there is no longer reasonable
assurance of full collection of loan principal and loan interest related to a mortgage or policy contract loan, management
establishes a specific provision for loan impairment and charges the corresponding reduction in carrying value to income

in the period the impairment is identified. In determining the estimated realizable value of the investment, management
considers a number of events and conditions. These include the value of the security underlying the loan, geographic location,
industry classification of the borrower, an assessment of the financial stability of the borrower, repayment history and an
assessment of the impact of current economic conditions. Changes in these circumstances may cause subsequent changes in
the estimated realizable amount of the investment and changes in the specific provision for impairment.

Available for sale securities are subject to a regular review for losses that are other than temporary. If a security is assessed

to have a loss that is other than temporary, the security is written down to fair value in the statement of general fund
operations. Factors considered in determining whether a loss is temporary include the length of time and extent to which fair
value has been below cost, the financial conditions and near-term prospects of the issuer and the ability and intent to hold
the investment for a period of time sufficient to allow for recovery.

Quarterly Results

The following table summarizes various financial results on a quarterly basis for the most recent eight quarters:

Dec 31 Sept 30 June 30 Mar 31 Dec 31 Sept 30 June 30 Mar 31

(in millions of dollars) 2010 2010 2010 2010 2009 2009 2009 2009
Revenue $ 241 $ 409 $ 341 $ 367 $ 197 $ 390 $ 396 $ 239
Shareholders’ net

income (loss) $ 6 % 5 % 4 3% 5 % 4 % O 4 3 37

Revenue for the three months ended December 31, 2010 increased to $241 million (2009 $197 million) primarily due to
losses in 2009 related to impairment write-downs of certain available for sale equity investments (see Total Revenue section
earlier in this report).

For the fourth quarter net income was higher relative to last year primarily due to higher Capital and Surplus net income.
This improvement resulted from lower impairment write-downs in 2010. See Product Line Results sections earlier in this
report for further information on quarterly results.
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Conversion to International Financial Reporting Standards (IFRS)

All amounts are expressed in thousands of dollars in this section. IFRS will replace Canadian GAAP for publicly accountable
enterprises for fiscal years beginning on or after January I, 201 |. Empire Life, as a federally regulated financial institution,

is considered a publicly accountable enterprise. Empire Life will begin to report its financial results, including comparative
information, in accordance with IFRS in its quarterly regulatory filing starting with the March 31,201 | quarter end.

Empire Life’s first annual financial results on an IFRS basis will be for the December 31,201 | reporting vear.

A steering committee comprised of senior management has overseen the IFRS conversion project. Over the course of the
last two years, both steering committee members and project staff have developed an in-depth technical understanding of
IFRS and its application to the Company’s financial reporting. In addition, Audit Committee members have gained sufficient
knowledge about the impact of the conversion to IFRS on the Company through quarterly status reporting from the steering
committee and the review of key IFRS project deliverables throughout the transition period. Training sessions for staff, where
appropriate, and the distribution of educational materials will continue throughout the first quarter of 201 I.

The accounting standards to be in effect for the 201 | financial reporting year have stabilized. Regulatory and capital

requirements have been amended to reflect the adoption of IFRS-based financial reporting. The project team has assessed the
impact of the changes to regulatory and capital requirements and there are no material impacts on the Company's regulatory
and capital requirements as a result of the accounting policy choices and transition elections currently selected by Empire Life.

At this time, draft financial statement presentation and note disclosures have been prepared on an IFRS basis, and based on

the results, no significant impacts have been identified from the transition to IFRS on Empire Life’s information systems, business
processes and other business activities, including debt covenants, treasury activities and executive compensation. Additionally, Empire
Life has not identified any significant impacts on internal controls over financial reporting and disclosure controls and procedures.

At this time, the International Accounting Standards Board (IASB) is planning to complete a number of projects during 201 |
that will impact Empire Life (including Phase 2 of IFRS 4 Insurance Contracts and IFRS 9 Financial Instruments), which will
have implementation dates of 2013 or later. Empire Life plans to assess the impact of these new standards beginning in 201 I.

Empire Life has completed its draft IFRS opening statement of financial position as at January I, 2010, as well as detailed
reconciliations of its 2010 comparative financial statements from a Canadian GAAP basis to an IFRS basis. These
reconciliations will be used for the preparation of Empire Life’s interim financial information and annual financial reporting
under IFRS in 201 . IFRS | “First-Time Adoption of International Financial Reporting Standards” provides a number of
optional exemptions and mandatory exceptions, in certain areas, to the general requirement for full retrospective application
of IFRSs. Details of Empire Life's planned elections under IFRS | and relevant mandatory exceptions are provided below.

IFRS Exemption Options

. Business combinations - IFRS | provides the option not to apply IFRS 3 “Business Combinations”, retrospectively. The
Company plans to take this election with respect to business combinations that occurred prior to its transition date and
therefore such business combinations will not be restated.

2. Employee benefits - IFRS | provides the option to retrospectively apply the corridor approach under IAS 19 “Employee
Benefits” for the recognition of actuarial gains and losses or recognize all cumulative gains and losses deferred under Canadian
GAAP in opening Retained earnings at the date of transition. The Company plans to elect to recognize all cumulative
unamortized actuarial gains and losses that existed at the transition date in opening Retained earnings for all defined benefit
pension and other post-employment benefit plans, as it would be impracticable to restate each plan from its inception date
under IAS 19.The Company also intends to elect under IFRS | to disclose the present value of its defined benefit obligations,
fair value of plan assets, surplus or deficit positions and experience adjustments prospectively from the date of transition.

3. Fair value or revaluation as deemed cost - IFRS | allows an entity to use a previous GAAP revaluation of an item of
property, plant and equipment at, or before, the date of transition to IFRS as deemed cost if, at the date of the revaluation,
the revaluation was broadly comparable to fair value, cost or depreciated cost in accordance with IFRS. The Company plans
to elect to use a previous GAAP revaluation as deemed cost at the transition date for land and building since this value
is expected to be broadly comparable to fair value at the date of the revaluation.The property, which was presented as a
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real estate investment under Canadian GAAP was last valued as of September 22, 2009. The Company will not apply this
election to any other items of property and equipment in its opening statement of financial position.

4. Designation of previously recognized Financial instruments - IFRS | permits the redesignation of previously recognized
financial assets at the date of transition as available for sale (AFS) or, provided the asset meets the criteria specified in
IAS 39 “Financial Instruments: Recognition and Measurement”, fair value through profit or loss (FVTPL). The Company plans
to elect to redesignate $151,047 of financial assets held in support of insurance operations as FVTPL and maintain financial
assets held in support of shareholders’ equity as AFS. The assets to be redesignated are currently classified as AFS and are
valued at fair value under both designations.

IFRS Mandatory Exceptions

|. Estimates - IFRS | requires that an entity’s estimates under IFRS at the date of transition be consistent with estimates
made for the same date under previous GAAP unless there is objective evidence that those estimates were in error. The
Company's estimates under IFRS at January |, 2010 will be consistent with the estimates made under Canadian GAAPR

2. Hedge accounting - Hedge accounting can only be applied prospectively from the transition date to transactions that
satisfy the hedge accounting criteria in IAS 39 “Financial Instruments: Recognition and Measurement” at that date. Hedging
relationships cannot be designated retrospectively and the supporting documentation cannot be created retrospectively.
As a result, only hedging relationships that satisfy the hedge accounting criteria as of the Company's transition date will
be reflected as hedges in the Company's results under IFRS. At January 1, 2010 the Company will reclassify amounts from
Accumulated other comprehensive income to Retained earnings relating to hedging relationships under Canadian GAAP
that will no longer be designated as hedging relationships under IFRS.

IFRS Reconciliations

The following reconciliations provide details of the quantitative impact that the transition to IFRS is expected to have on the
Company's opening statement of financial position at January |, 2010, including the above-noted elections that the Company
plans to make under IFRS | and other transitional adjustments resulting from accounting policy differences between Canadian
GAAP and IFRS. The first reconciliation shows the estimated impact to each component of equity and the second reconciliation
provides the Company’s fully reconciled Canadian GAAP balance sheet to an IFRS basis at January |, 2010. Explanations for each
transitional adjustment are provided below.

These estimates and current policy choices may be subject to change until the issuance of our 201 | annual financial statements.

Draft Reconciliation of Shareholders’ equity at January 1,2010

Reference  Share capital Contributed Retained AOCI Shareholders'
(in thousands of dollars) surplus earnings equity
As reported under Canadian GAAP $ 985 % 19387 $ 697212 $ 33470 $ 751,054
- December 31,2009
Differences increasing (decreasing)
reported amount:
[ Financial instruments a - - 8,976 (8,940) 36
2. Employee benefits b - - 3,430 - 3,430
3. Impairment of financial assets f - - (647) 647 -
4. Contract classification C — - 1,190 - 1,190
5. Investment property d — - 18 - 18
6.Income taxes e - - (46l) 461 -
Total equity under IFRS
- as at January 1,2010 $ 985 $ 19387 $ 709718 $ 25,638 $ 755728
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Draft opening Statement of financial position at January 1,2010

Canadian GAAP Accounts Reference Canadian GAAP Effects of IFRS IFRS Accounts
Transition to
IFRS
Assets Assets
General Funds _
Cash and cash equivalents $ 149,141 $ - $ 149,141 Cash and cash equivalents
- Investments
Short-term investments 37,080 - 37,080 Short-term investments
Bonds 2,795,896 - 2,795,896 Bonds
Common and preferred shares a 949,742 36 949,778 Common and preferred shares
Mortgages 223,642 - 223,642 Mortgages
Real Estate d 15,601 (15,601) - -
Loans on policies 38,728 - 38,728 Loans on policies
Policy contract loans 137,764 - 137,764 Policy contract loans
- - 2,493 2,493 Derivative Assets
- 4,198,453 (13,072) 4,185,381 Total investments
Accrued investment income 17,827 - 17,827 Accrued investment income
Premiums receivable 3914 13,746 | 7,660 Insurance receivables
Current income taxes receivable - - — Current income taxes receivable
- ah - 32,693 32,693 Reinsurance asset
Other assets b,i 29315 (12,260) 7,055 Other assets
- d,i — 19,973 19,973  Property and equipment
- i - 3,688 3,688 Intangible Assets
- g - 4,186,585 4,186,585 Segregated fund assets
Total General Fund Assets $4398650 $ 4,231,353 $ 8,630,003 Total Assets
Total Segregated Fund Assets $4310401 $ (4310401) $ - -
Liabilities Liabilities
General Funds -
Accounts payable and other liabilities bd, $ 82769 % (37,626) % 45,143 Accounts payable and other liabilities
- i - 52,648 52,648 Insurance payables
- h,j - 5,260 5,260 Due to reinsurance companies
Current income taxes payable 30,065 - 30,065 Current income taxes payable
Policy liabilities ach 3,192,988 33,157 3,226,145  Insurance contract liabilities
- C - 17,566 17,566  Investment contract liabilities
Policyholders' funds on deposit 29,702 - 29,702  Policyholders' funds on deposit
Provision for unpaid and unreported
claims h 32,606 (32,606) - -
Provision for profits to policyholders 18,558 - 18,558  Provision for profits to policyholders
Future income taxes ab 116 1,695 2,811 Deferred income taxes
Subordinated debt 198,980 - 198,980 Subordinated debt
- g - 4,186,585 4,186,585  Segregated fund policy liabilities
3,586,784 4,226,679 7,813,463
Shareholders' & Policyholders' Equity Shareholders’ & Policyholders’ Equity
Shareholders' equity Shareholders' equity
Capital stock 985 - 985 Capital stock
Contributed surplus 19,387 - 19,387  Contributed surplus
Retained earnings abcdef 697,212 12,506 709,718  Retained earnings
Accumulated other comprehensive Accumulated other comprehensive
income aef 33,470 (7,832) 25,638 income
751,054 4,674 755,728
Policyholders' equity Policyholders' equity
Retained earnings ae 57,839 (196) 57,643 Retained earnings
Accumulated other comprehensive Accumulated other comprehensive
income ae 2,973 196 3,169  income
60812 - 60812
811,866 4,674 816,540
Total General Fund Liabilities and Equity $4398650 $ 4231353 $ 8,630,003 Total Liabilities and Equity
Segregated Fund Liabilities g $ 4310401 $ (4310401) % - -
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Notes to the IFRS reconciliations

The following narratives explain the significant differences between Canadian GAAP and IFRS impacting the Company's draft
IFRS opening statement of financial position. The letter references correspond to the adjustments in the above reconciliations.

Transitional adjustments
a. Financial Instruments

As noted in the “IFRS Exemption Options” section, $ 151,047 of financial assets supporting insurance liabilities
previously designated as AFS under Canadian GAAP will be re-designated as fair value through profit or loss
(FVTPL) under IFRS. Any accumulated unrealized gains and losses on the redesignated investments currently
recorded at fair value on the Balance Sheet will be reclassified from Accumulated other comprehensive income
to opening Retained earnings as at January |, 2010. Subsequent unrealized gains and losses will be recorded in the
Statement of Operations.

The effect of this re-designation and a change in the accounting treatment of certain derivative investments
previously accounted for using hedge accounting, will be an increase in Retained earnings of $8,976 and a decrease
in Accumulated other comprehensive income (AOCI) of $8,940. In addition, Common and preferred shares will
increase by $36.The impact on Policyholders’ equity will be a decrease to Retained earnings and an increase to
Accumulated other comprehensive income of $133.

b. Employee Benefits

As noted in the “IFRS Exemption Options” section, the Company plans to elect under IFRS | to recognize all cumulative
unamortized actuarial gains and losses related to its defined benefit plans in opening Retained earnings at the date of
transition. The Company will also recognize unamortized transitional amounts that exist at the date of transition. The
recognition of these two unamortized amounts will result in the following adjustments to the Company’s draft statement
of financial position at January |,2010: a decrease in Other liabilities of $348, an increase in Other assets of $4,263, an
increase in Deferred income taxes of $1,181,and an increase in Retained earnings of $3,430.

The Company plans to apply the corridor method available under IAS 19 to recognize actuarial gains and losses on
defined benefit plans subsequent to the date of transition to IFRS.

c. Contract Classification

Under Canadian GAAP all policy contracts were presented as a single item on the face of the financial statements.
Under IFRS, investment contracts without a significant insurance element are presented as investment contract
liabilities. Certain of the Company's insurance contracts do not meet the significant insurance element requirement
under IFRS and as a result will be reclassified to investment contracts. Deposits and withdrawals on these contracts
will be recorded in a liability account rather than revenue and benefit accounts. Contract liabilities of $19,270 will
be removed from insurance contract liabilities on transition. These contracts have been measured as investment
contracts under IAS 39 using the effective interest rate method and valued at $17,566. Deferred income tax
liabilities of $514 will arise on the difference in measurement. Retained earnings will increase by $1,190.
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Property and Equipment

The Company's office properties that were classified as real estate investments under Canadian GAAP do not
meet the definition of investment property under IFRS. As a result, they will be accounted for as property and
equipment under IAS 16 "“Property, Plant and Equipment” and will be reclassified accordingly on the Company’s
draft statement of financial position.The effect on the Company’s draft opening statement of financial position
will be a decrease in Real estate investments of $15,601 and an increase of the same amount to Property and
equipment, a decrease in other liabilities of $18, and an increase of $18 to Retained earnings.

The Company plans to elect to use a previous GAAP revaluation as deemed cost at the transition date for
land and buildings and to apply the cost model available under IAS 16 for the measurement of all Property and
equipment subsequent to the date of transition to IFRS.

Income Taxes

Under Canadian GAAP the full impact of the March 4, 2009 amendments to the Income Tax Act (Canada) was
recorded in Net income. Under IAS 12 “Income Taxes”, the impact of any substantively enacted amendments relating to
items in OCl would have been reported in OCI. The unrealized tax recovery at January |, 2010 will be reclassified from
Retained earnings to AOCI on transition (Shareholders $461, Policyholders $63).

Impairment of AFS Assets

IAS 39 “Financial Instruments: Recognition and Measurement”’ requires the recognition of an impairment loss on a financial
asset or group of financial assets when there is objective evidence that the financial assets are impaired. Under Canadian
GAAR an impairment loss is recognized when there is objective evidence of impairment and the decline in fair value

is other than temporary. The Company plans to recognize additional impairment on certain preferred share equity
investments at January 1,2010 as a result of the impairment review conducted in accordance with IAS 39.The impact of this
adjustment on the Company's draft statement of financial position at January 1,2010 will be a decrease in Retained earmnings
of $647 and an increase to Accumulated other comprehensive income of $647.

Presentation reclassifications

Certain amounts on the statement of financial position will be reclassified to conform to the presentation adopted under
IFRS. The following presentation differences between Canadian GAAP and IFRS have been reflected in the draft opening
statement of financial position and have no impact on total equity.

g

Segregated Funds

Under Canadian GAARP segregated fund assets and liabilities were presented separately from general funds on the
face of the statement of financial position. Under IFRS total segregated fund assets will be presented as a separate
line item and included in total assets. Segregated fund policy liabilities will also be presented as a separate line item
and included in total liabilities. Segregated fund assets and Segregated fund liabilities will decrease by $123,816 to
eliminate Empire Life's investment in Segregated Funds.

Presentation of Reinsurance

Under Canadian GAAP reinsurance ceded to third parties was netted against insurance contract liabilities,
insurance premiums, annuity premiums, insurance benefits and annuity benefits. IFRS will require these items to be
presented on a gross basis with no effect on comprehensive income or equity.
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Management's Discussion and Analysis

i. Disaggregation of Other Assets

IFRS requires that insurance related assets, intangible assets and property and equipment be presented separately
on the face of the statement of financial position. These line items will be reclassified from Other Assets and Real
Estate Investments, where they were presented under Canadian GAAR

j. Disaggregation of Other Liabilities

IFRS requires that insurance related liabilities and amounts due to reinsurers be presented separately on the face
of the statement of financial position. These line items will be reclassified from Accounts payable and other liabilities,
where they were presented under Canadian GAAP

Impact on 2010

The redesignation of assets held in support of insurance operations from AFS to FVTPL is an accounting policy change which is
recognized in the transitional statement of financial position. In the first quarter of 2010 Empire Life has updated the method for
setting the investment return on policy liability valuations to be consistent with the new accounting policy for assets. This change
in policy liability estimate results in an initial reduction to Shareholders' net income of $6,086 in the first quarter of 2010.

The preparation of Empire Life's Canadian GAAP to IFRS reconciliations for the comparative year ended December 31,2010
has confirmed that the two most significant changes that impact equity are: a decrease in Shareholders’ net income resulting
from the initial change in policy liability valuations described above; and a decrease in Shareholders’ OCl resulting from the
redesignation of $151,047 of financial assets held in support of insurance operations from AFS to FVTPL. Other adjustments do
not have a significant impact on equity.

IFRS prescribes certain presentation changes. The most significant presentation changes include the grossing up of reinsurance
balances and the inclusion of Segregated fund assets and liabilities with General fund assets and liabilities. While these changes
are significant to particular line items in the financial statements, they do not have an impact on income or equity.
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Management's Responsibility for Financial Reporting

The financial statements in this annual report have been prepared by management, who is responsible for their integrity,
objectivity and reliability. This responsibility includes selecting and applying appropriate accounting policies, making judgements
and estimates and ensuring information contained throughout the annual report is consistent with these statements. These
financial statements are prepared in accordance with the Insurance Companies Act (Canada) which states that, except as
otherwise specified by the Office of the Superintendent of Financial Institutions Canada (OSFl), the financial statements are
to be prepared in accordance with Canadian generally accepted accounting principles (GAAP).

The Company maintains a system of internal control over financial reporting which is designed to provide reasonable assurance
that assets are safeguarded, expenditures are made in accordance with authorizations of management and directors, transactions
are properly recorded and the financial records are reliable for preparing the financial statements in accordance with Canadian
generally accepted accounting principles. Under the supervision of management, an evaluation of the effectiveness of the
Company's internal control over financial reporting was carried out as at December 31,2010. Based on that evaluation,
management concluded that the Company’s internal control over financial reporting was effective as at December 31,2010.

The Board of Directors, acting through the Audit Committee which is comprised of directors who are not officers or
employees of the Company, oversees management’s responsibility for financial reporting and for internal control systems.
The Audit Committee is responsible for reviewing the financial statements and annual report and recommending them to
the Board of Directors for approval. The Audit Committee meets with management, internal audit and the external auditors
to discuss audit plans, internal controls over accounting and financial reporting processes, auditing matters, and financial
reporting issues.

The Appointed Actuary is appointed by the Board of Directors and is responsible for ensuring that the assumptions and
methods used in the valuation of the policy liabilities are in accordance with accepted actuarial practice and regulatory
requirements. The Appointed Actuary is required to provide an opinion regarding the appropriateness of the policy liabilities
at the balance sheet date to meet all policyholder obligations of the Company. Examination of supporting data for accuracy
and completeness and analysis of Company assets for their ability to support the amount of policy liabilities are important
elements of the work required to form this opinion. The Appointed Actuary is also required each year to analyze the financial
condition of the Company and prepare a report for the Board of Directors. The analysis tests the capital adequacy of the
Company under adverse economic and business conditions for the current year and the next four years.

Deloitte & Touche’s responsibility as external auditors is to report to the policyholders, shareholders and OSFI regarding
the fairness of presentation of the Company's annual financial statements. The external auditors have full and free access
to, and meet periodically with, the Audit Committee to discuss their audit. The Auditors’ Report outlines the scope of their
examination and their opinion.

o o M ioalL

Leslie C. Herr Gary J. McCabe

President and Chief Executive Officer Senior Vice-President and Chief Financial Officer
Kingston, Ontario Kingston, Ontario

February 24,201 | February 24,201 |
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Independent Auditor's Report

To the Policyholders and Shareholders of The Empire Life Insurance Company

We have audited the accompanying financial statements of The Empire Life Insurance Company, which comprise the balance
sheet including the balance sheet of its segregated funds as at December 31,2010, and the statements of general fund
operations, comprehensive income, shareholders’ equity, policyholders' equity, general fund cash flows and changes in segregated
funds for the year then ended, and a summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
Canadian generally accepted accounting principles, and for such internal control as management determines is necessary to
enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with Canadian generally accepted auditing standards. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error In making those risk assessments, the auditor considers internal control
relevant to the entity's preparation and fair presentation of the financial statements 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 entity’s internal
control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

In our opinion, the financial statements present fairly, in all material respects, the financial position of

The Empire Life Insurance Company and its segregated funds as at December 31,2010 and the results of its operations,

its cash flows and changes in segregated funds for the year then ended in accordance with Canadian generally accepted
accounting principles.

Chartered Accountants
Licensed Public Accountants
Toronto, Ontario
February 24,201 |
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Appointed Actuary’s Report

To the Policyholders and Shareholders of The Empire Life Insurance Company

| have valued the policy liabilities of The Empire Life Insurance Company for its balance sheet as at December 31,2010 and
their change in the statement of operations for the year then ended in accordance with accepted actuarial practice, including
selection of appropriate assumptions and methods.

In my opinion, the amount of policy liabilities makes appropriate provision for all policyholder obligations and the statements
fairly present the results of the valuation.

J. Edward Gibson, FS.A,FC.ILA.
Fellow, Canadian Institute of Actuaries
Kingston, Ontario

February 24,201 |
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Balance Sheet
As at December 3|

(in thousands of dollars)

2010 2009

Assets

General Funds
Cash and cash equivalents $ 151,332  $ 49,141
Short-term investments (note 3) 50,914 37,080
Bonds (note 3) 3,221,908 2,795,896
Common and preferred shares (note 3) 1,002,238 949,742
Mortgages (note 3) 226,887 223,642
Real estate (note 3) 15,656 15,601
Loans on policies (note 3) 40,242 38,728
Policy contract loans (note 3) 119,896 137,764
Accrued investment income 18,411 17,827
Premiums receivable 3,108 3914
Current income taxes receivable (notes 7 and 9) 11,054 -
Other assets (note 15) 38,281 32,718
TOTAL GENERAL FUND ASSETS $ 4899927 % 4,402,053

Segregated Funds
Cash and cash equivalents $ 233,078 $ 142,279
Short-term investments 109,150 230,409
Bonds 768,350 627,045
Common and preferred shares 3,576,969 3,294,346
Other assets 19,111 16,322
TOTAL SEGREGATED FUND ASSETS $ 4706658 $ 4310401

On Behalf of the Board of Directors:

%‘/—. m-%

Duncan N.R. Jackman
Chairman of the Board
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Balance Sheet
As at December 3|

(in thousands of dollars)

2010 2009
Liabilities
General Funds
Policy liabilities (notes 5 and 6) $ 3,669,504 $ 3,192,988
Policyholders' funds on deposit 30,037 29,702
Provision for unpaid and unreported claims 42,977 32,606
Provision for profits to policyholders 20,104 18,558
Accounts payable and other liabilities (note 19) 81,654 86,172
Current income taxes payable (notes 7 and 9) - 30,065
Future income taxes (note 7) 7,343 116
Subordinated debt (note 16) 199,185 198,980
4,050,804 3,590,187
Shareholders’ and Policyholders’ Equity
Shareholders’ equity (note 11)
Capital stock (note 10) 985 985
Contributed surplus 19,387 19,387
Retained earnings 712,402 697212
Accumulated other comprehensive income 58,744 33470
791,518 751,054
Policyholders’ equity (note 11)
Retained earnings 52,968 57,839
Accumulated other comprehensive income 4,637 2,973
57,605 60,812
849,123 811,866
TOTAL GENERAL FUND LIABILITIES AND EQUITY $ 4899927 $ 4.402,053
Segregated Funds
Policy liabilities $ 4706658 $ 431040l

Empire Life Annual Report 2010 35



Statement of General Fund Operations

Year ended December 3|

(in thousands of dollars)

2010 2009
Revenue
Insurance premiums $ 577,847 % 539,570
Annuity premiums 239,864 300,306
Investment income (note 3) 205,360 183,964
Fair value change in held for trading assets 198,111 106,699
Realized gain on held for trading assets 8,248 30,641
Realized gain (loss) on available for sale assets including impairment
write-downs (note 3) 15,463 (34,409)
Fee income 113,151 95453
1,358,044 1,222,224
Benefits and Expenses
Insurance benefits 306,847 279,362
Annuity benefits 230,048 199,213
Policy dividends 19,079 17,629
Increase in policy liabilities (notes 5 and 6) 476,516 385,242
Operating expenses 116,527 103,765
Commissions 157,081 144,530
Interest expense 13,665 [1,399
1,319,763 [,141,140
NET INCOME BEFORE TAXES 38,281 81,084
Taxes — premium 12,198 1,436
— investment and capital 3,300 3,300
— income (note 7) (2,536) 1,422
12,962 16,158
NET INCOME 25,319 64,926
Participating policyholders (4,871) 1,124
Shareholders’ Net Income $ 30,190 $ 53,802
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Statements of Comprehensive Income

Year ended December 3|

(in thousands of dollars)

2010 2009
Shareholders’
Net income 30,190 3 53,802
Other comprehensive income (loss), net of income taxes:
Unrealized fair value change on available for sale investments (note 9) 33,690 67,009
Less realized fair value change on available for sale investments including
impairment write-downs reclassified to net income (notes 3 and 9) 9,063 (24,518)
Net unrealized fair value increase 24,627 91,527
Gain on derivative investments designated as cash flow hedges (notes 3 and 9) _ 912
Less loss on derivative investments designated as cash flow hedges reclassified
to net income (notes 3 and 9) (462) (268)
Net gain on derivatives designated as cash flow hedges 462 [,180
Shareholder portion of policyholder other comprehensive income 185 841
Total other comprehensive income 25,274 93,548
COMPREHENSIVE INCOME 55464 ¢ 147,350
Policyholders’
Net income (loss) 4871) % 1,124
Other comprehensive income (loss), net of income taxes:
Unrealized fair value change on available for sale investments (note 9) 2,388 6,757
Less realized fair value change on available for sale investments
including impairment write-downs reclassified to net income (notes 3 and 9) 539 (1,650)
Net unrealized fair value increase 1,849 8,407
Shareholder portion of policyholder other comprehensive income (loss) (185) (841)
Total other comprehensive income 1,664 7,566
COMPREHENSIVE INCOME (LOSS) (3,207) % 18,690

Empire Life Annual Report 2010 37



Statement of Shareholders’ Equity

Year ended December 3|

(in thousands of dollars)

2010 2009
Capital stock 985 % 985
Contributed surplus 19,387 19,387
Retained earnings — beginning of year 697,212 643,410
Net income 30,190 53,802
Dividends to common shareholders (15,000) -
Retained earnings — end of year 712,402 697,212
Accumulated other comprehensive income (loss) — beginning of year 33,470 (60,078)
Other comprehensive income 25,274 93,548
Accumulated other comprehensive income — end of year (note /2) 58,744 33,470
TOTAL SHAREHOLDERS' EQUITY 791,518 $ 751,054
. y .
Statement of Policyholders' Equrty
Year ended December 3|
(in thousands of dollars)
2010 2009
Retained earnings — beginning of year 57839 $ 46,715
Share of net income (loss) (4.871) 1,124
Retained earnings — end of year 52,968 57,839
Accumulated other comprehensive income (loss) — beginning of year 2,973 (4,593)
Other comprehensive income 1,664 7,566
Accumulated other comprehensive income — end of year (note 12) 4,637 2,973
TOTAL POLICYHOLDERS EQUITY 57,605 $ 60,812
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Statement of General Fund Cash Flows

Year ended December 3|

(in thousands of dollars)

2010 2009
Operating Activities
Net income $ 25319 % 64,926
Non-cash items affecting net income
Increase in policy liabilities 476,516 385,242
Fair value change in held for trading assets (198,111) (106,699)
Realized (gain) loss on assets including impairment write-downs (23,711) 3,768
Amortization related to invested assets (68,419) (68,325)
Future income taxes 6,227 (8,389)
Other items (47,981) 57,235
CASH PROVIDED FROM OPERATING ACTIVITIES 169,840 327,758
Investment Activities
Portfolio investments
Purchases and advances (1,375,230) (1,046,238)
Sales and maturities 1,223,373 579,985
Loans on policies
Advances (7,800) (8,073)
Repayments 24,791 12,202
Decrease (increase) in short-term investments (13,834) 38,815
Other (3,949) (1,893)
CASH USED FOR INVESTMENT ACTIVITIES (152,649) (425,202)
Financing Activities
Dividends to common shareholders (15,000) -
Debt issue (note 16) - 198,861
Debt repayment (note 18) - (125,000)
CASH PROVIDED FROM (USED FOR) FINANCING ACTIVITIES (15,000) 73,861
Net change in cash and cash equivalents 2,191 (23,583)
Cash and cash equivalents — beginning of year 149,141 172,724
CASH AND CASH EQUIVALENTS — END OF YEAR (note 21) $ 151,332 $ 49, 141
Supplementary information:
Cash disbursements made for:
Interest on subordinated debt $ 13,460 $ [1,618
Income taxes, net of (refunds) $ 42,129 % (42,866)
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Statement of Changes in Segregated Funds

Year ended December 3|

(in thousands of dollars)

2010 2009
Segregated funds — beginning of year 4,310,401 3,348,827
Additions to segregated funds:
Amounts received from policyholders 1,081,289 1,024,694
Interest 36,230 33,024
Dividends 95,929 81,790
Net realized gains on sale of investments - 167,652
Net unrealized increase in market value of investments 354,406 572517
5,878,255 5,228,504
Deductions from segregated funds:
Amounts withdrawn or transferred by policyholders 1,049,679 830,800
Net realized losses on sale of investments 16,109
Management fees and other operating costs 105,809 87,303
SEGREGATED FUNDS — END OF YEAR 4,706,658 4,310,401
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Notes to Financial Statements

Year ended December 31, 2010 (all amounts are expressed in thousands of dollars)

(b)

Nature of the Business

The Empire Life Insurance Company (the Company) underwrites life and health insurance policies and annuity contracts
for individuals and groups across Canada. The Company is a subsidiary of E-L Financial Corporation Limited. As at
December 31,2010 the Company has no separate subsidiaries.

Significant Accounting Policies

These financial statements have been prepared in accordance with the Insurance Companies Act (Canada) which states
that, except as otherwise specified by the Office of the Superintendent of Financial Institutions Canada (OSFl), the
financial statements are to be prepared in accordance with Canadian generally accepted accounting principles (GAAP).

The Company's financial statements report general fund and segregated fund results separately. The significant accounting
policies, which follow, relate to the general fund unless they are specifically identified as segregated fund related:

Change in Accounting Policies

There were no accounting policy changes in 2010.

(i) Future Accounting Changes
International Financial Reporting Standards (IFRS)

In accordance with the requirements of the Canadian Accounting Standards Board, all publicly accountable
enterprises will adopt IFRS as of January |, 201 | with comparatives for the prior year The Company’s first annual
consolidated financial statements in accordance with IFRS will be for the year ending December 31,201 |.

Financial Instruments

Most financial assets supporting policy liabilities are classified as held for trading (HFT). These assets may be
comprised of cash, short-term investments, bonds and debentures, common and preferred shares, futures, forwards
and options. Changes in the fair value of these financial assets are recorded in fair value change in HFT assets in the
statement of general fund operations in the period in which they occur.

Most financial assets supporting capital and surplus and certain financial assets supporting policy liabilities are
classified as available for sale (AFS). These assets may be comprised of cash, short-term investments, bonds and
debentures, or common and preferred shares. AFS assets with a quoted price in an active market are carried at fair
value in the balance sheet. Any changes in the fair values are recorded, net of income taxes, in other comprehensive
income (OCI). Gains and losses realized on disposal of AFS assets are reclassified from other comprehensive income
to realized gain (loss) on AFS assets in the statement of general fund operations.

AFS assets are subject to periodic impairment reviews. Upon recognition of an impairment that management has
deemed other than temporarily impaired (OTTI), the write-down is reclassified from other comprehensive income if
applicable and recorded in the statement of general fund operations. Impairment write-downs on debt instruments
classified as AFS are required to be reversed if objective evidence exists that they are no longer impaired.

Loans and receivables may include mortgage loans, loans on policies, policy contract loans, and premiums receivable.
These assets are recorded at amortized cost, using the effective interest method, net of provisions for impairment
losses, if any.

Interest income and dividend income are included in investment income in the statement of general fund operations
for all financial assets, regardless of classification.
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Notes to Financial Statements

Year ended December 31, 2010 (all amounts are expressed in thousands of dollars)

(c)

(d)

Related Transaction Costs:
All transactions are recorded on the trade date.Transaction costs are expensed for HFT instruments and capitalized
for all others.

Fair Value of Financial Instruments

Fair value of a financial instrument is the amount of consideration that would be agreed upon in an arm’s length
transaction between knowledgeable, willing parties who are under no compulsion to act. When a financial
instrument is initially recognized, its fair value is generally the value of the consideration paid or received. Subsequent
to initial recognition, the fair value of a financial asset quoted in an active market or based on observable market
inputs, is generally the bid price and, for a financial liability quoted in an active market or based on observable
market inputs, the fair value is generally the ask price. Due to the short-term nature of accrued investment income
and premiums receivable, the carrying value of these instruments approximates fair value.

Fair value measurements used in these financial statements have been classified by using a fair value hierarchy that
reflects the significance of the inputs used in making the measurements. The three levels of the hierarchy are:

Level | — Fair value is based on quoted market prices in active markets for identical assets or liabilities;

Level 2 — Fair value is based on observable inputs other than Level | prices, such as quoted market prices for
similar (but not identical) assets or liabilities in active markets, quoted market prices for identical assets
or liabilities in markets that are not active, and other inputs that are observable;

Level 3 — Fair value is based on non-observable inputs that are supported by little or no market activity and that are
significant to the fair value of the assets or liabilities. Level 3 financial instruments are initially fair valued
at their transaction price. After initial measurement, the fair value of Level 3 assets and liabilities is
determined using valuation models, discounted cash flow methodologies, or similar techniques.

All of the Company’s financial instruments requiring fair value measurements meet the requirements of Level | or
Level 2 of the fair value hierarchy.

Impairment

All investments other than HFT instruments are assessed for objective evidence of impairment at each balance sheet date.
Impairment is recognized in the statement of general fund operations when it is considered to be other than temporary (OTT).

AFS debt instruments

An AFS debt security would be identified as impaired when there is objective observable evidence that suggests that
timely collection of the contractual principal or interest is no longer reasonably assured. An impairment charge equal
to the cumulative loss recorded in AOCI is recognized in the statement of general fund operations when impairment
is considered OTT. In assessing whether an impairment is OT T, the Company considers its intent and ability to hold the
investment for a period of time sufficient to allow for any anticipated recovery.

AFS equity instruments

Objective evidence of impairment exists if there has been a significant or prolonged decline in the fair value of the
investment below its cost, if there is a significant adverse change in the technological, market, economic or legal
environment in which the issuer operates or if the issuer is experiencing financial difficulties. In assessing whether
an impairment is OTT, the Company considers its intent and ability to hold the investment for a period of time
sufficient to allow for any anticipated recovery.
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Notes to Financial Statements

Year ended December 31, 2010 (all amounts are expressed in thousands of dollars)

(e)

(f)

(8

Loans

To the extent there is no longer reasonable assurance of full collection of loan principal and loan interest related to
a mortgage or policy contract loan, the Company establishes a specific allowance for loan impairment which reduces
the carrying value of that loan to its estimated realizable amount and charges the reduction directly to income in
the period in which the impairment in value is identified.

Any change in the estimated realizable amount subsequent to the initial recognition of impairment is included in
income in the period in which the change occurs as a charge or credit for loan impairment.

Events and conditions considered in determining the charge to income during the period include the value of the
security underlying the loan, geographic location, industry classification of the borrower, an assessment of the financial
stability of the borrower, repayment history and an assessment of the impact of current economic conditions.

The Company ceases to accrue interest on non-performing loans which are 90 days or more in arrears, as well
as those which are less than 90 days in arrears but are deemed by management to be impaired. Once loans are
classified as non-performing, any accrued but uncollected interest is reversed.

Subsequent payments are recorded in interest income after any prior write-off has been recovered and if
management has determined that a specific provision is not required; otherwise, they are recorded as a reduction in
carrying value of the loan.

Provisions are also made for anticipated future losses of principal and interest on invested assets. These provisions
are included as a component of policy liabilities.

Restructured Loans

If a loan is restructured, its carrying value is reduced as at the date of restructure to an amount, which does not
exceed the estimated realizable value under the modified loan terms. The reduction in carrying value is recognized
immediately as a charge for loan impairment. When collection of the scheduled future cash flows in accordance with
the modified loan terms is reasonably assured, interest income is recognized at the effective interest rate inherent in
the loan at the time it was initially recognized as being impaired.

Assets Acquired on Foreclosure

Assets acquired on foreclosure of a mortgage and held for resale are initially measured at fair value less cost to
sell. Subsequent to foreclosure, assets held for resale are measured at the lower of their carrying amount or the
fair value less cost to sell. Any write-offs or recoveries are recognized immediately as a charge or credit for loan
impairment in income in the period.

Assets acquired on foreclosure to be held and used are initially measured at fair value and thereafter are accounted
for in the same manner as similar assets acquired in the normal course of business.

Real Estate

Real estate is carried at cost plus unrealized gains and losses amortized to income as described below. Realized gains
and losses on real estate are deferred and amortized to income at 3% each quarter. The unamortized realized gains
and losses are included in accounts payable and other liabilities in the balance sheet.

Market values for each property are established periodically by qualified independent appraisers and the unrealized
appraisal gains and losses are amortized to income at 3% each quarter. The accumulated unrealized gains and losses
amortized to income are included in real estate in the balance sheet.
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Notes to Financial Statements

Year ended December 31, 2010 (all amounts are expressed in thousands of dollars)

(h)  Segregated Funds

Certain policy contracts allow the policyholder to invest in segregated investment funds managed by the Company
for the benefit of these policyholders. The assets of these funds are carried at their period-end fair values, which also
represents the segregated fund policy liability. The financial results of the segregated funds are presented separately
from the financial results of the general fund. The Company's statement of general fund operations includes fee
income earned for management of the segregated funds.

(i) Income Taxes

Future income tax assets and liabilities are recorded for the expected future income tax consequences of events
that have been included in the financial statements or income tax returns. Future income taxes are provided for

using the asset and liability method. Under the asset and liability method, future income taxes are recognized for

all significant temporary differences between the tax and financial statement bases of assets and liabilities and for
certain carry-forward items.

Future income tax assets are recognized only to the extent that, in the opinion of management, it is more likely than
not that the future income tax assets will be realized. Future income tax assets and liabilities are adjusted for the
effects of changes in tax laws and rates, on the date of the enactment or substantive enactment.

)] Policy Liabilities
The Company's policy liabilities have been prepared in accordance with GAAP The Company's policy liabilities were
determined using accepted actuarial practices according to the standards established by the Canadian Institute of
Actuaries (CIA). The provisions for policy liabilities are recorded net of amounts ceded to reinsurers. Policy liabilities
represent an estimate of the amount, which together with estimated future premiums and investment income, will
be sufficient to pay future benefits, dividends, expenses and taxes on policies in force.

The liabilities incorporate management's best estimate assumptions regarding such factors as mortality and
morbidity, investment returns, rates of policy terminations (lapses), level of operating expenses, inflation, policyholder
dividends and taxes. Due to the long-term risks and uncertainties inherent in the life insurance business, a margin for
adverse deviations from best estimates is evaluated separately for each variable and included in policy liabilities.

(k)  Reinsurance Ceded

Reinsurance is ceded to other insurers in order to limit exposure to significant losses. Reinsurance ceded does not
relieve the original insurer of its primary liability. Premiums, policy expenses and operating expenses are recorded
net of amounts ceded to and recoverable from reinsurers.

Amounts recoverable from reinsurers are estimated in a manner consistent with the policy liability associated with
the reinsured policy.

)] Employee Future Defined Benefit Plans

The Company accrues its obligations for its employee defined benefit plans, net of plan assets. The cost of defined
benefit pensions and other retirement benefits earned by employees is actuarially determined using the projected
benefit method pro-rated on services and using management'’s best estimate of expected plan investment
performance, salary escalation, retirement ages of employees and expected health care costs. For the purpose of
calculating the expected return on plan assets, those assets are valued at fair value. Actuarial gains (losses) arise from
the difference between actual long-term rate of return on plan assets for a period and expected long-term rate of
return on plan assets for that period or from changes in actuarial assumptions used to determine the accrued benefit
obligation. The excess of the net accumulated actuarial gain (loss) over 10% of the greater of the accrued benefit
obligation and the fair value of plan assets is amortized over the average remaining service period of active employees.
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Notes to Financial Statements

Year ended December 31, 2010 (all amounts are expressed in thousands of dollars)

(m)

P)

(q)

(r)

(s)

Foreign Currency Translation

Assets and liabilities measured at fair value are translated at period-end exchange rates. Otherwise, assets and
liabilities are translated at exchange rates prevailing at the transaction dates. Revenue and expense items are
translated at actual rates prevailing during the period.

Deferral of Acquisition Costs

Distribution costs of segregated funds having a deferred sales charge are deferred and amortized over the term of
the related deposits or the applicable period of such sales charges, as appropriate. These deferred costs form part of
policy liabilities on the balance sheet and the related amortization forms part of the increase in policy liabilities on
the statement of general fund operations.

Capital Assets

Capital assets (furniture, equipment, and leasehold improvements) are carried at cost less accumulated depreciation.
Depreciation is provided on a straight-line basis over the useful life of the capital assets, which varies from two to
five years.

Intangible Assets

Intangible assets include computer software, related licences and software development costs, which are carried at
cost less accumulated depreciation and any impairment losses. Depreciation of intangible assets is calculated using

the straight line method to allocate costs over their estimated useful lives, which are generally between three and

seven years.

Revenue Recognition

Insurance premiums net of reinsurance and annuity premiums, as well as reinsurance assumed premiums, are
generally recorded as revenue when due. Annuity premiums are comprised solely of new deposits on general fund
products with a guaranteed rate of return or guaranteed income and exclude deposits on segregated fund products.

Fee income earned for investment management and administration of the segregated funds is generally calculated
and recorded as revenue daily based on closing segregated funds asset market values.

Dividend income is recognized on the ex-dividend date. Interest income is recognized in the income statement as it
accrues and is calculated using the effective interest rate method.

Comprehensive Income

Comprehensive income consists of net income and other comprehensive income (OCI). OCl includes unrealized
gains or losses on available for sale financial assets, net of amounts reclassified to the statement of general fund
operations, and the effective portion of the change in the fair value of cash flow hedging instruments, net of
amounts reclassified to the statement of general fund operations all net of taxes. The balance of shareholders’
accumulated other comprehensive income (AOCI) is shown as a separate component of shareholders’ equity. The
balance of policyholders’ AOCI is shown as a separate component of policyholders’ equity.

Hedge Accounting

From time to time, the Company enters into hedging arrangements. Where the Company has elected to use
hedge accounting, a hedge relationship is designated and documented at inception. The Company evaluates hedge
effectiveness at the inception of the relationship and at least on a quarterly basis using a variety of techniques
including the cumulative dollar offset method. Both at inception and throughout the term of the hedge, the
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()

Company expects that each hedging instrument will be highly effective in offsetting the risk being hedged. When it is
determined that the hedging relationship is no longer effective, or the hedged item has been sold or terminated, the
Company discontinues hedge accounting prospectively. In such cases, if the derivative hedging instrument is not sold
or terminated, any subsequent changes in fair value of the derivative is recognized in investment income.

In a cash flow hedging relationship, the effective portion of the change in the fair value of the hedging instrument

is recorded in OCI while the ineffective portion is recognized in investment income. Gains and losses accumulated
in AOCI are reclassified and recognized in investment income during the periods when the variability in the cash
flows hedged or the hedged forecasted transactions are recognized in income. Gains and losses on cash flow
hedges accumulated in AOCI are reclassified immediately to investment income when either the hedged item is
sold or the forecasted transaction is no longer expected to occur When hedge accounting is discontinued, and the
hedged forecasted transaction remains probable of occurring, then the amounts previously recognized in AOCI are
reclassified and recognized in investment income in the periods during which variability in the cash flows hedged or
the hedged forecasted transaction is recognized in income.

The Company may enter into fair value hedging relationships associated with currency risk in available for sale
assets. Changes in the fair value of the derivatives used for fair value hedges are recorded in investment income.
The change in fair value of these available for sale investments related to the hedged risk is recorded in investment
income. As a result, ineffectiveness, if any, is recognized in investment income.

Participating Policyholders’ Interest

Certain life, health, and annuity policies are defined as participating policies by contractual provisions, and are eligible
for periodic dividends. The distribution of dividends is made from the earnings attributed to the performance of the
participating business.
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3. Portfolio Investments

()  Summary of Invested Assets
The carrying values and fair values of portfolio investments are as follows:

2010
Required to  Designated Loans & Total
be Held for  as Held for Available Receivables Carrying Total Fair
Asset category Trading Trading for Sale and Real Estate Value Value
Short-term investments
Canadian federal government $ 1,990 $ 1,997 % 34,954 $ - $ 38941 $ 3894I
Canadian provincial governments - - 11,973 - 11,973 11,973
Corporate - - - - - _
TOTAL SHORT-TERM INVESTMENTS 1,990 1,997 46,927 - 50,914 50,914
Bonds
Bonds issued or guaranteed by:
Canadian federal government 7,148 46,536 107,870 - 161,554 161,554
Canadian provincial and
municipal government 4410 1,847,287 150,735 — 2,002,432 2,002,432
Total government bonds issued
or guaranteed 11,558 1,893,823 258,605 - 2,163,986 2,163,986
Canadian corporate bonds by
industry sector:
Financial services 9,052 479,173 158,274 - 646,499 646,499
Infrastructure 2,370 143,065 26,656 - 172,091 172,091
Utilities 1,541 119,347 17,221 - 138,109 138,109
Energy 480 19,782 4,937 - 25,199 25,199
Consumer staples 206 37,981 3,152 - 41,339 41,339
Industrials 189 24,869 2,695 - 27,753 27,753
Health care — 6,932 — 6,932 6,932
Total Canadian corporate bonds 13,838 831,149 212,935 - 1,057,922 1,057,922
ToTAL BONDS 25,396 2,724,972 471,540 - 3,221,908 3,221,908
Preferred shares
Canadian - 250,187 121,143 - 371,330 371,330
TOTAL PREFERRED SHARES - 250,187 121,143 - 371,330 371,330
Common shares
Canadian 127,351 - 484,970 - 612,321 612,476
US. 16,934 - - - 16,934 16,934
Other 1,653 - - - 1,653 1,653
TOTAL COMMON SHARES 145,938 - 484,970 - 630,908 631,063
Mortgages - - - 226,887 226,887 236,824
Real estate - - - 15,656 15,656 16,079
Loans on policies - - - 40,242 40,242 40,242
Policy contract loans - - - 119,896 119,896 119,896
ToTAL $ 173,324 $ 2,977,156 $ 1,124,580 $ 402,681 $ 4,677,741 $ 4,688,256

Common shares Canadian in the above table include AFS at cost assets with a carrying value of
$2,280 (2009 $2,280) and a fair value of $2,435 (2009 $2,316).

The Company has financial liabilities comprised of subordinated debentures with a carrying value of
$199,185 (2009 $198,980) and a fair value of $218,858 (2009 $213,420) as of December 31,2010.

Due to the nature of loans on policies and policy contract loans, the carrying value of these instruments approximates fair value.
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2009
Loans &
Required to Designated Receivables Total
be Held for  as Held for Available and Real Carrying Total Fair
Asset category Trading Trading for Sale Estate Value Value
Short-term investments
Canadian federal government $ 1,100 $ 2999 % 12986 % - % 17,085 $ 17,085
Corporate - - 19,995 — 19,995 19,995
TOTAL SHORT-TERM INVESTMENTS [,100 2,999 32,981 - 37,080 37,080
Bonds
Bonds issued or guaranteed by:
Canadian federal government 8,353 118,406 191,664 318423 318423
Canadian provincial and
municipal government 2,952 1,423,457 149,427 1,575,836 1,575,836
Other foreign government 153 - 1,418 1,571 1,571
Total government bonds issued
or guaranteed 11,458 1,541,863 342,509 - 1,895,830 1,895,830
Canadian corporate bonds by
industry sector:
Financial services 6,551 458469 | 22,544 — 587,564 587,564
Infrastructure 2,211 85,261 19,109 - 106,581 106,581
Utilities 2,250 116,047 20,108 - 138,405 138,405
Energy 475 9,013 5,252 - 14,740 14,740
Consumer staples 394 38,050 4,176 - 42,620 42,620
Industrials 165 8,664 1,327 — 10,156 10,156
Total Canadian corporate bonds 12,046 715,504 172,516 - 900,066 900,066
TOTAL BONDS 23,504 2,257,367 515,025 - 2,795,896 2,795,896
Preferred shares
Canadian - 275,640 124,985 - 400,625 400,625
TOTAL PREFERRED SHARES - 275,640 124,985 - 400,625 400,625
Common shares
Canadian 11,548 - 362,133 - 473,681 473,717
us. 17,989 - 27,609 - 45,598 45,598
Other 2,065 — 27,773 — 29,838 29,838
TOTAL COMMON SHARES 131,602 - 417515 - 549,117 549,153
Mortgages - - - 223,642 223,642 225,160
Real estate - - - 15,601 15,601 16,079
Loans on policies - - - 38,728 38,728 38,728
Policy contract loans - - - 137,764 137,764 137,764
TotaL $ 156206 $ 2536006 $ 1090506 $ 415735 $ 4,198453 $ 4,200,485
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(b)  Impairments

The Company's financial assets are subject to a regular review for impairment. Except as provided below, no
additional impairments have been recorded in these financial statements.

Investments in individual assets have been reduced by the following specific allowances for impairment:

2010
Recorded Allowance for Carrying
Impaired Loans Investment Impairment Amount
Mortgages $ 10,649 $ 2421 $ 8,228
Policy contract loans 813 565 248
ToTAL $ 11,462 $ 2986 $ 8,476
2009
Recorded Allowance for Carrying
Impaired Loans Investment Impaimnent Amount
Mortgages $ 10214 % 2,061 % 8,153
Policy contract loans 813 578 235
ToTAL 3 11,027 $ 2,639 % 8,388

The Company holds collateral of $8,268 in respect of these mortgages and $247 in respect of these policy
contract loans. Policy contract loans are secured by life insurance policies.

Continuity of Allowance for Loan Impairment 2010 2009
Allowance — beginning of year $ 2639 % 2,940
Provision for loan impairment 925 258
Write-off of loans (578) (559)
ALLOWANCE — END OF YEAR $ 2986 $ 2,639

The Company has recorded interest income of $1,046 on these assets.

Provisions made for anticipated future losses of principal and interest on investments and included as a
component of policy liabilities are $86,900 (2009 $65,100).

As at December 31,2010, financial assets past due, but not impaired are $nil (2009 $9,270).The 2009 amount
was comprised entirely of mortgages past due less than 90 days.

Management regularly reviews securities classified as available for sale for evidence of impairment. The following
table summarizes available for sale assets with unrealized losses recognized in AOCI as at December 31. Factors
considered in determining whether a loss is temporary include the length of time and extent to which fair value has
been below cost, the financial conditions and near-term prospects of the issuer, and the ability and intent to hold
the investment for a period of time sufficient to allow for recovery. Management has conducted an evaluation of the
portfolio and concluded that the unrealized losses on these securities are temporary.
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2010 2009
Fair Value Unrealized FairValue Unrealized
Loss Loss
Bonds $ 47,394 $ 490 $% 186873 % 3,059
Preferred shares 7,141 309 20,093 1,803
Common shares 14,706 1,043 - -
ToTAL $ 69,241 $ 1,842 % 206966 % 4,862

Changes in the fair value of available for sale assets are recorded in unrealized fair value change on available for sale
investments in other comprehensive income (OCI). Where there is objective evidence that a decline in fair value is
other than temporary, the loss accumulated in AOCI is reclassified to realized gain (loss) on available for sale assets
including impairment write-downs on the statement of general fund operations. The Company reclassified a pre-
tax loss of $3,447 due to write-downs of impaired available for sale common and preferred shares (2009 $34,970).
Management considers the impairment of these assets to be other than temporary due to the length of time that
the fair value was less than the cost and the extent and nature of the loss.

An impairment review has been performed on all AFS investments carried at cost where there was an unrealized
loss at year end. Based on the results of this review, the Company recorded a pre-tax loss of $nil (2009 $140)
directly to the statement of general fund operations, due to the write-downs of impaired AFS common shares that
were carried at cost. Management considers the impairment of these assets to be other than temporary due to the
length of time that the fair value was less than cost and the extent and nature of the loss.

(c)  Investment Income

Investment income is comprised of the following:

2010 2009
Interest income $ 169423 $ 155,330
Dividend income 35,713 29,147
Real estate net income 1,056 [,300
Other 93 (1,555)
Impaired asset recovery (write-down) (925) (258)
INVESTMENT INCOME $ 205360 % 183,964

Interest income includes $49,257 (2009 $46,262) relating to assets not classified as held for trading.

(d)  Composition of Held for Trading Income

The following amounts have been recognized in the statement of general fund operations:

2010 2009
Change in fair value of instruments required to be classified
as held for trading $ 13,167 $ 28576
Change in fair value of instruments designated as held
for trading $ 184,944 ¢ 78,123
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(e)

(f)

(8

Securities Lending

During 2010, the Company continued its securities lending agreement with its custodian, RBC Dexia Investor Services
Trust ("RBC Dexia"). Under this agreement, the custodian may lend securities from the Company’s portfolio to other
institutions for periods of time. In addition to a fee, the Company receives collateral which exceeds the market value
of the loaned securities, which is retained by the Company until the underlying security has been returned to the
Company. In the event that any of the loaned securities are not returned to RBC Dexia, RBC Dexia at its option, may
either restore to the Company securities identical to the loaned securities or it will pay to the Company the value

of the collateral up to but not exceeding the market value of the loaned securities on the date on which the loaned
securities were to have been returned (‘'Valuation date”) to RBC Dexia. If the collateral is not sufficient to allow RBC
Dexia to pay such market value to the Company, RBC Dexia shall indemnify the Company only for the difference
between the market value of the securities and the value of such collateral on the Valuation date.

As at December 31,2010, the Company had loaned securities (which are included in invested assets) with a carrying
value of $159,500. Income from securities lending activities of $31 is included in other in the table of investment income.

Unrealized Investment Gains
Net unrealized investment gains of $2,080 (2009 $2,025) relating to real estate are included in real estate in the balance sheet.

Hedge Accounting

In conjunction with the issuance of unsecured subordinated debentures (note |6), the Company entered into a
bond forward derivative with a notional amount of $75,000 which matured on May |3, 2009.This derivative has
been accounted for as a hedging item in a cash flow hedging relationship.

On a year-to-date basis, the Company recognized a loss of $nil (2009 $1,265) related to the ineffective portion of its
cash flow hedge in investment income on the statement of general fund operations. The Company expects to reclassify
a loss of $735 from AOCI to investment income on the statement of general fund operations in the next |2 months.
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(h)  FairValue of Financial Instruments

The following table presents the financial instruments measured at fair value classified by the fair value hierarchy:

2010
Total Fair
Level | Level 2 Level 3 Value
Cash and cash equivalents (15979) $ 167,311  $ - $ 151,332
Held for trading:
Bonds - 2,750,368 - 2,750,368
Common shares 145,938 - — 145,938
Preferred shares 250,187 - — 250,187
Short-term investments - 3,987 - 3,987
Auvailable for sale:
Bonds - 471,540 - 471,540
Common shares 482,690 - - 482,690
Preferred shares 121,143 - - 121,143
Short-term investments - 46,927 — 46,927
Derivative assests - 767 767
Derivative liabilities - (720) - (720)
ToTAL 983,979 $ 3,440,180 $ - $ 4,424,159
2009
Total Fair
Level | Level 2 Level 3 Value
Cash and cash equivalents (12445) % 161,586 % - % 149,141
Held for trading:
Bonds — 2,280,871 — 2,280,871
Common shares 131,602 - - 131,602
Preferred shares 275,640 - - 275,640
Short-term investments - 4,099 - 4,099
Available for sale:
Bonds - 515,025 - 515,025
Common shares 415,235 - — 415,235
Preferred shares 124,985 - - 124,985
Short-term investments - 32,981 - 32,981
Derivative assests - 2,493 2,493
Derivative liabilities - (247) - (247)
ToTAL 935017 % 2996808 $ - $ 3931825
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All of the Level | fair value instruments have been priced using exchange listed prices or broker quotes representing
actual transactions in an active market. Level 2 fair value instruments are priced through a vendor supplied evaluated
price which is based on observable market information (matrix pricing).

The classification of a financial instrument into a level is based on the lowest level of input that is significant to
the determination of the fair value. There were no transfers between Level | and Level 2 during the year ended
December 31,2010.

For additional information on the composition of the Company’s invested assets, and analysis of the Company’s risks
arising from financial instruments refer to note 22.

Derivative Financial Instruments

In the ordinary course of business, the Company has policy obligations which have a savings component that varies
with a variety of indices and currencies. The financial instruments used for matching this liability include various futures
contracts and foreign currency forward contracts. In addition, the Company may use futures contracts and foreign
currency forward contracts in its shareholders’ and policyholders’ equity accounts. The Company may also use other
equity derivative contracts as part of a portfolio of assets to match policy liabilities as to duration and amounts. The
Company periodically uses bond contracts for cash flow hedging purposes (see Hedge Accounting, note 3(g)).

The notional amounts of these financial instruments are not recognized on the balance sheet. Notional amounts are
the contract amounts used to calculate the cash flows to be exchanged. They are a common measure of volume of
outstanding transactions, but do not represent credit or market risk exposures.

Current replacement cost represents the estimated cost of replacing all contracts with a positive value, at current
quoted market prices. For over-the-counter contracts, the current replacement cost represents the estimated
current fair value.

Credit equivalent amount is the current replacement cost plus an amount for future credit exposure associated with
the potential future changes in currency and interest rates. The future credit exposure is calculated using a formula
prescribed by OSFI in its capital adequacy guidelines.

Risk-weighted balance represents the regulatory capital required to support the Company's derivative activities.
The credit equivalent amounts are weighted according to the creditworthiness of the counterparty using factors
prescribed by OSFl in its capital adequacy guidelines.

2010
Current Credit Risk
Notional Replacement Fair Value Equivalent Weighted
Principal Cost Positive Negative Amount Balance

Exchange-traded
Equity index futures $ 9424 $ 25 % 25 % 154 $ - 3 -

Equity options - - - - - -

Over-the-counter

Foreign currency forwards 6,571 12 12 40 78 I
Other equity contracts 11,545 730 730 526 1,422 23
ToTaL $ 27540 $ 767 % 767 % 720 % 1,500 $ 24
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2009
Current Credit Risk
Notional Replacement FairValue Equivalent Weighted
Principal Cost Positive  Negative Amount Balance
Exchange-traded

Equity index futures $ 10,128 % 66 66 % - % - % -
Equity options 7 3 3 - 3 -

Over-the-counter
Foreign currency forwards 22,425 124 124 247 349 5
Other equity contracts 15515 2,300 2,300 - 3,407 55
ToTAL $ 48075 % 2493 % 2493 % 247 % 3759 % 60

All contracts mature in less than one year. Fair value positive amounts and fair value negative amounts are reported

on the balance sheet as other assets.

5. Nature and Composition of Policy Liabilities

Policy liabilities represent the amounts which, together with estimated future premiums and investment income, will
be sufficient to pay estimated future benefits, dividends, expenses, and taxes on policies in force. Policy liabilities are
determined using accepted actuarial practice according to standards established by the CIA.

The Company is active in most life insurance and annuity product lines across Canada and does not operate in
foreign markets. The composition of the policy liabilities is as follows:

2010 2009
Participating — Individual Life $ 391,884 3 344,725
— Other 480 483
Non-participating Individual — Life 2,033,286 1,708,422
— Annuity 1,067,736 988,086
— Health 51,185 35,186
Non-participating Group — Life 18,933 17,343
— Health 89,829 82,097
— Annuity 74,691 75,581
Segregated fund deferred acquisition costs (58,520) (58,935)

Segregated fund guarantee liability

PoLICY LIABILITIES

$ 3669504 $  3,192988
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6.

(2)

The Valuation of Policy Liabilities

The Company is in the business of measuring and managing risk, as reflected in the valuation of policy liabilities. To the
extent that emerging experience is more favourable than assumed in the valuation, income will emerge. If emerging
experience is less favourable, losses will result.

The computation of policy liabilities requires “best estimate” assumptions covering the remaining life of the policies.
These assumptions are made for mortality, morbidity, investment returns, persistency (lapse), expenses and inflation.
Due to the long-term risks and measurement uncertainties inherent in the life insurance business, a margin for adverse
deviations from best estimates is calculated separately for each variable and included in policy liabilities. Refer to Note
22 Risk Management for a detailed discussion of assumptions, risks and related sensitivities.

Change in Policy Liabilities

2010 2009

Policy liabilities — beginning of year $ 3,192988 % 2,807,746
Changes in methods and assumptions 7,668 (5,056)
Normal changes — new business 250,302 310,975
— in-force business 218,546 79,323

POLICY LIABILITIES — END OF YEAR $ 3669504 $ 3,192,988

Changes in actuarial assumptions are made based on emerging and evolving experience with respect to major
factors affecting estimates of future cash flows and consideration of economic forecasts of investment returns,
industry studies and requirements of the CIA and OSFI.

The changes in actuarial methods and assumptions in 2010 include a net decrease of $29,715 (2009 $28,756)
to reflect improving mortality/morbidity experience and a net increase of $36,987 (2009 $12,072) to reflect
decreases in the investment return assumptions. The net impact of other changes amounted to a net increase of
$396 (2009 $11,628).
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(b)  Mix of Assets Allocated to Policy Liabilities and Shareholders’ and Policyholders’ Equity

2010
Insurance Annuity
Liabilities Liabilities Equity Total
Cash & short-term investments $ 122,637 $ 22,326 % 57,283 % 202,246
Bonds 2,082,779 606,762 532,367 3,221,908
Mortgages - 226,887 - 226,887
Preferred shares 84,928 230,982 55,420 371,330
Common shares 318,235 - 312,673 630,908
Real estate — - 15,656 15,656
Loans on policies 40,242 - - 40,242
Policy contract loans 19,680 49,264 50,952 119,896
Other 6,217 4,935 (46,878) (35,726)
ToTAL $ 2674718 $ 1,141,156 $ 977,473 $ 4,793,347
2009
Insurance Annuity
Liabilities Liabilities Equity Total
Cash & short-term investments $ 97645 % 12897 % 75679  $ 186,221
Bonds 1,740,732 505,306 549,858 2,795,896
Mortgages - 223,642 - 223,642
Preferred shares 90,016 254,624 55,985 400,625
Common shares 282,649 - 266,468 549,117
Real estate - - 15,601 15,601
Loans on policies 38,728 - - 38,728
Policy contract loans 18921 58,051 60,792 137,764
Other (6,649) 5161 (75,379) (76,867)
ToTAL $ 2262042 $ 1059681 % 949,004 $ 4270727

Real estate includes net unrealized investment gains. Other is net of accounts payable and other non-policy liabilities.
Specific assets are nominally matched against specific types of liabilities; however all assets are available to pay all
liabilities if required.

(c)  FairValue of Policy Liabilities

In the absence of an active market for the sale of policy liabilities, the actuarially determined values provide a
reasonable approximation of fair value of policy liabilities.
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(d)  Liquidity

The Company maintains a high level of liquid assets so that cash demands can be readily met. The Company's
liquidity position is as follows:

2010 2009
Assets:
Cash and short-term paper $ 202,246 3 186,221
Canada and provincial bonds 2,140,324 1,880,942
Other readily-marketable bonds and stocks 2,037,552 1,822,602
TOTAL LIQUID ASSETS $ 4,380,122 $ 3,889,765
Liabilities:
Demand liabilities with fixed values $ 438,738 $ 420,280
Demand liabilities with market value adjustments 978,820 873,268
TOTAL LIQUIDITY NEEDS $ 1,417,558 % 1,293,548
7. Income Taxes
(@)  Income Tax Expense
The Company's income tax expense includes provisions for current and future taxes as follows:
2010 2009
Current income tax expense $ (8,763) $ 9811
Future income tax expense (benefit)
— relating to the origination and reversal of temporary differences 7,228 (9,372)
— resulting from substantively enacted changes in tax rates (1,001) 983
INCOME TAX EXPENSE $ (2,536) $ [,422

During 2010 the Company paid income tax instalments totalling $13,004 (2009 $3,288) and paid (recovered)
income taxes in respect of prior years totalling $29,125 (2009 $(46,154)).

The Company had unused tax losses of $69,823 in the province of Ontario related to the harmonization of Ontario
and Federal income tax administration that resulted in income tax credits that expire in 2013.The amount of
income tax recoverable related to this of $4,099 is included in future income taxes. These amounts are unchanged
from 2009.The company also has an Ontario minimum tax carryforward of $2,400 which has a life of 20 years.
Management considers it more likely than not that these tax losses will be realized before they expire.
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(b)  Variance from Statutory Provision

Income taxes provided varies from the expected statutory provision as follows:

2010 2009
Net income before taxes $ 38,281 $ 81,084
Less premium tax 12,198 11,436
Less investment income tax 3,300 3,300
NET INCOME BEFORE INCOME TAXES 22,783 66,348
Income tax provision at statutory rates 6,874 21,065
Increase (decrease) resulting from:
Substantively enacted changes in income tax rates (1,001) 983
Tax paid dividends on stocks (10,026) (8,439)
Impact of recognizing tax rule changes - (12,565)
Miscellaneous 1,617 378
INCOME TAX EXPENSE $ (2,536) % 1,422

(c)  Future Income Taxes

In certain instances the tax basis of assets and liabilities differs from the carrying amount. These differences will give

rise to future income taxes, which are reflected on the balance sheet as follows:

2010 2009
Policy liabilities $ 16,022 % 54,334
Portfolio investments (38,219) (67,480)
Losses recoverable in future years 13,405 10,052
Other, net 1,449 1,978
FUTURE INCOME TAX ASSET (LIABILITY) $ (7,343) $ (1,116)

8. Employee Future Benefit Plans

Pension benefit plans include defined benefit plans available to employees. The Company also provides for

post-retirement health and dental care coverage and other future benefits to qualifying employees and retirees.

Total cash payments by the Company for employee future benefits for 2010, consisting of cash contributed to its
funded pension plans, and cash payments directly to beneficiaries under its unfunded other benefit plans was

$4,475 (2009 $10,733).
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The following tables present financial information for the Company’s defined benefit plans:

Pension Benefit Plans Other Benefit Plans
2010 2009 2010 2009
Accrued benefit obligation
Balance — beginning of year $ 118454 $ [11468 $ 10,509 § [2,045
Current service cost 3,144 2,012 106 109
Employee contributions 2,015 1,856 - -
Interest cost 7,467 7,332 645 667
Benefits paid (7,170) (7,480) (340) (665)
Actuarial loss (gain) 8,899 3,266 743 (1,647)
BALANCE — END OF YEAR $ 132,809 $ [18454 $ 11,663 $ 10,509
Plan assets
Fair value — beginning of year $ 128,961 $ 105878 $ - $ -
Actual return on plan assets 8,797 18,639 — -
Employer contributions 4,135 10,068 - -
Employee contributions 2,015 1,856 - -
Benefits paid (7,170) (7,480) - -
FAR VALUE — END OF YEAR $ 136,738 $ 128961 $ - % -
Funded status — plan surplus (deficit) $ 3929 ¢ 10,507 $ (11,663) $ (10,509)
Unamortized net actuarial loss (gain) 5,545 (2,465) 306 417)
Unamortized transitional obligation (asset) (1,438) (1,798) 56 69
ACCRUED BENEFIT ASSET (LIABILITY) $ 8036 % 6244  $ (rn,3ol) $ (10,857)
Recorded in the balance sheet as:
Other assets $ 8036 % 6244 % - 3 -
Accounts payable and other liabilities - - (11,301) (10,857)
ACCRUED BENEFIT ASSET (LIABILITY) $ 8036 % 6244 $ (rn,3ol) $ (10,857)

Included in the previous figures are defined benefit obligations in excess of plan assets as of December 3 1:

Pension Benefit Plans Other Benefit Plans
2010 2009 2010 2009
Accrued benefit obligation $ - 3% - 3 11,663 $ 10,509
Plan assets at fair value $ - 3% - $ - % -
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The employee future benefit costs for the Company’s defined benefit plans included in the Company's statement of

general fund operations is as follows:

Pension Benefit Plans

Other Benefit Plans

2010 2009 2010 2009
Annual net benefit cost (income)
Current service cost $ 3,144 % 2012 $ 106 $ 109
Interest cost 7,467 7,332 645 667
Actual return on plan assets (8,797) (18,639) - -
Actuarial loss (gain) 8,899 3,266 743 (1,647)
Employee future benefit cost (income)
prior to adjustments to recognize
long-term nature 10,713 (6,029) 1,494 (871)
Adjustments to recognize long-term nature:
Difference between expected return and
actual return on plan assets 815 [1,486 - -
Difference between net actuarial loss (gain)
recognized and actual actuarial loss (gain) (8,824) (3,293) (723) 1,574
Amortization of transitional obligation (asset) (360) (360) 13 13
NET BENEFIT COST RECOGNIZED FOR THE PERIOD $ 2344 $ 1,804 $ 784 $ 716

The Company measures its accrued benefit obligations and the fair value of plan assets for accounting purposes as
at December 31 of each year. The most recent and next required actuarial valuation of the Company’s employee

future benefit plans for funding purposes is as follows:

Recent Valuation Date

Next Valuation Date

Staff Pension Plan December 31,2009
Supplemental Employee Retirement Benefit Plan December 31,2010
Retiree Health Benefits December 31,2008

December 31,2012
December 31,201 |
December 31,201 |

The average remaining service period of the active employees covered by the pension benefit and other benefit

plans as at December 31 is as follows:

2010 2009
Staff Pension Plan 12 Years |2 Years
Supplemental Employee Retirement Benefit Plan 10 Years 10 Years
Retiree Health Benefits 9 Years 9 Years
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The following weighted average assumptions were used in actuarial calculations:

Pension Benefit Plans Other Benefit Plans
2010 2009 2010 2009
Accrued benefit obligation as of December 31:
Discount rate 5.5% 6.3% 5.5% 6.3%
Rate of compensation increase 3.5% 3.5% N/A N/A
Benefit costs for years ended December 31:
Discount rate 6.3% 7.3% 6.3% 7.3%
Expected long-term rate of return on plan assets 6.2% 6.7% N/A N/A
Rate of compensation increase 3.5% 3.5% N/A N/A
Assumed health care cost trend rates at December 31:
Initial health care cost trend rate N/A N/A 7.2% 7.3%
Cost trend rate declines to N/A N/A 4.5% 4.5%
Year ultimate rate reached N/A N/A 2026 2026

A one percentage point change in assumed health care cost trend rates would have the following effects for 2010:

Increase Decrease
Annual total service and interest cost $ 100 $ (84)
Accrued benefit obligation $ 1,541 % (1,291)

Plan assets consist of the following asset categories:

Percentage of Plan Assets

2010 2009
Equity securities 54% 55%
Debt securities 36% 35%
Short-term securities 5% 5%
Other 5% 5%
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9. Income Taxes Included in Other Comprehensive Income (OCI)

Other comprehensive income (loss) is presented net of income taxes. The following income tax amounts are included
in each component of shareholders’ OCl:

2010
Tax Provision
Before Tax (Recovery) After Tax
Unrealized fair value change on available for sale investments $ 48,137 $ 14447 $ 33,690
Fair value change on available for sale investments reclassified
to net income, including impairment write-downs (14,515) (5,452) (9,063)
Gain on derivative investments designated as cash flow hedges - - -
Gain on derivative investments designated as cash flow hedges
reclassified to net income 684 222 462
NET OTHER COMPREHENSIVE INCOME $ 34306 $ 9217 $ 25,089
2009
Tax Provision
Before Tax (Recovery) AfterTax
Unrealized fair value change on available for sale investments $ 100548 $ 33539 % 67,009
Fair value change on available for sale investments reclassified
to net income, including impairment write-downs 31,735 7217 24518
Gain on derivative investments designated as cash flow hedges 1,336 424 912
Gain on derivative investments designated as cash flow hedges
reclassified to net income 397 129 268
NET OTHER COMPREHENSIVE INCOME $ [34016 $ 41,309 % 92,707

The following income tax amounts are included in each component of policyholders” OCI:

2010
Tax Provision
Before Tax (Recovery) After Tax
Unrealized fair value change on available for sale investments $ 3,407 % 1,019 $ 2,388
Fair value change on available for sale investments reclassified
to net income, including impairment write-downs (947) (408) (539)
NET OTHER COMPREHENSIVE INCOME $ 2460 $ 611 $ 1,849
2009
Tax Provision
Before Tax (Recovery) AfterTax
Unrealized fair value change on available for sale investments $ 10029 % 3272 % 6,757
Fair value change on available for sale investments reclassified
to net income, including impairment write-downs 2,533 883 1,650
NET OTHER COMPREHENSIVE INCOME $ 12562 % 4,155 % 8,407
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0. Capital Stock

()  Authorized

Common shares: 2,000,000 shares with no par value.

(b)  Issued and Fully Paid

2010 2009

No. of Common shares: 985,076

1. Shareholders’ Equity Entitlement

985 % 985

Shareholders' entitlement to $6,401 (2009 $6,757) of shareholders’ equity is contingent upon future payment of

dividends to participating policyholders.

2.  Accumulated Other Comprehensive Income (Loss)

Shareholders’ accumulated other comprehensive income (loss) is comprised of unrealized gains (losses) net of
income tax on available for sale assets of $60,580 (2009 $35,769) and unamortized gains (losses) net of income tax
on derivatives designated as cash flow hedges of ($1,836) (2009 ($2,299)).

Policyholders’ accumulated other comprehensive income (loss) is comprised of unrealized gains (losses) net of
income tax on available for sale assets of $4,637 (2009 $2,973).

3. Operating Lease Commitments

The Company has contractual obligations in respect of rents payable on leased premises and equipment as follows:

2010 2009

2010 $ - 3 1,976
2011 2,355 1,523
2012 2,069 1,304
2013 1,819 1,019
2014 1,678 874
2015 985 661
Thereafter 3,065 2614
$ 1,971 % 9,971
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4. Segmented Information

The Company operates in the Canadian life insurance industry and follows a product line management approach for
internal reporting and decision making. Accordingly, operating results are segmented into three product lines along
with the Company’s Capital and surplus segment as follows:

2010
Wealth Employee Individual Capital &
Management Benefits Insurance Surplus Total

Premiums from external customers $ 239,864 $ 261,659 $ 316,188 $ - $ 817,711
Investment income 58,280 5,823 104,408 36,849 205,360
Fair value change in held for

trading assets 10,188 7,785 180,138 — 198,111
Realized gain on held for

trading assets 4,475 142 3,631 - 8,248
Realized gain (loss) on available for

sale assets including impairment

write-downs (187) (188) 5,961 9,877 15,463
Fee income from external customers 103,829 6,462 1,341 1,519 113,151
Benefits 230,048 189,972 116,875 - 536,895
Policy dividends - - 19,079 - 19,079
Increase in policy liabilities 79,185 9,315 388,016 — 476,516
Income tax expense (recovery) (2,840) 5,332 (14,134) 9,106 (2,536)
Segment net income (loss) 9,766 12,778 (21,616) 24,391 25,319
Segment invested assets 1,141,156 132,477 2,542,24] 977,473 4,793,347

2009
Wealth Employee Individual Capital &
Management Benefits Insurance Surplus Total

Premiums from external customers $ 300,306 % 241916 % 297654 % - % 839,876
Investment income 55,330 6,603 92,890 29,141 183,964
Fair value change in held for

trading assets 43511 498 62,690 - 106,699
Realized gain on held for

trading assets 3,866 2,886 23,279 610 30,641
Realized gain (loss) on available for

sale assets including impairment

write-downs 47 79) (11,794) (22,489) (34,409)
Fee income from external customers 86,854 5,884 1,423 1,292 95,453
Benefits 199,213 193,887 85,475 - 478,575
Policy dividends - - 17,629 - 17,629
Increase (decrease) in policy liabilities 175,367 (11,973) 221,848 - 385,242
Income tax expense (recovery) 4,561 5,163 1,785 (10,087) 1,422
Segment net income 22,380 10,335 25,740 6,471 64,926
Segment invested assets 1,059,681 121,806 2,140,236 949,004 4,270,727

Invested assets reported by segment are net of certain liability items.
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The following table provides a reconciliation of total Segment invested assets to Total company general fund assets:

2010 2009
Total invested assets reported for product lines $ 4793347 $ 4270727
Liability items included above 106,580 131,326
ToTAL COMPANY GENERAL FUND ASSETS $ 4899927 $ 4402053

A description of the product lines is as follows:

Wealth Management includes both segregated funds and general fund investment products offered primarily to
individual policyholders.

Wealth Management's segregated funds are pooled investments beneficially owned by unit holders of the funds.
Accordingly, the assets and liabilities of these funds are not included in the Company's assets and liabilities. The
Company earns a management fee in consideration of professional investment management and administration
of the funds. The segregated fund assets under management are reported on the segregated funds portion of the
balance sheet as total segregated fund assets.

Wealth Management's general fund investment products are primarily guaranteed investment policies and annuities
providing income for life. The amount of investment product liability owing to policyholders is included in the
Company's policy liabilities. Policy liability valuation for annuities providing income for life includes an assumption
for annuitant mortality. The Company invests investment product premiums received from the policyholder into
matching assets of appropriate quality, term and yield. The Company earns income, after covering expenses and
taxes, based on the difference between investment income earned on these assets and interest credited to the
policyholder. Emerging mortality experience on annuities providing income for life also affects income.

The Employee Benefits product line offers group benefit plans to employers for medical, dental, disability, and life
insurance coverage of their employees.

The Individual Insurance product line includes both non-participating and participating individual life and health
insurance products.

The Capital and Surplus segment is made up of assets held in the shareholders’ and policyholders’ equity accounts.
The segment earns investment income on these assets.

While specific general fund assets are nominally matched against specific types of general fund liabilities or held
in the shareholders’ and policyholders’ equity accounts, all general fund assets are available to pay all general fund
liabilities if required.

Segment net income was determined by using allocation methods for certain expenses.

5. Other Assets
Other assets consist of the following:

2010 2009
Capital assets (net of depreciation of $1 1,252 (2009 $11,973)) $ 6300 % 47372
Intangible assets (net of depreciation of $36,656 (2009 $35,079)) 2,244 3,688
Pension asset 8,036 6,244
Accounts receivable from reinsurers 9,550 5311
Other receivables 12,151 13,103
OTHER ASSETS $ 38281 $ 32,718
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|6. Subordinated Debt

On May 20, 2009, the Company issued $200,000 principal amount of unsecured subordinated debentures with a
maturity date of May 20, 2019.The interest rate from May 20, 2009 until May 20, 2014 is 6.73%, and the rate from
May 20, 2014 until May 20, 2019 will be equal to the 3-month Canadian Deposit Offering Rate plus 5.75%. Interest
is payable semi-annually at May 20 and November 20 until May 20, 2014, quarterly thereafter with the first such
payment on August 20, 2014.The debenture has been classified as other liabilities and recorded at amortized cost
using the effective interest rate method.

The debt is subordinated in right of payment to all policy liabilities of the Company and all other senior
indebtedness of the Company. The Company may call for redemption of the issue at any time subject to the
approval of the Office of the Superintendent of Financial Institutions. The holder has no right of redemption.

7. Regulatory Capital

The Company aims to manage its capital in order to meet the capital adequacy requirements of the Insurance
Companies Act (Canada) as established and monitored by the Office of the Superintendent of Financial Institutions
(OSFI). Under the guidelines established by OSFI, the Company's capital consists of two tiers.The Company’s Tier |
Capital includes common shares, contributed surplus, retained earnings and participating policyholders’ equity.

Tier 2 Capital includes the accumulated unrealized gains on AFS equity securities, net of tax, negative reserves on policy
liabilities and subordinated debt. OSFI's target Tier | and total capital ratios for Canadian life insurance companies are
105% and 150% respectively. As at December 31,2010, the Company was in compliance with these ratios.

As at December 31,2010 As at December 31,2009

Tier | Capital $ 710,571 $ 707,141
Tier 2 Capital 328,862 300,527
TOTAL REGULATORY CAPITAL $ 1,039,433 $ 1,007,668

8. Related Party Transactions

On May 22, 2009 the Company repaid a $125,000 subordinated debenture issued to its ultimate parent,
E-L Financial Corporation Limited. On a year-to-date basis, interest expense on this debenture of $nil (2009 $2,946)
is included in the statement of general fund operations.

The Company provides investment management services to other companies under common shareholder control.
The fees charged for these services are $1,462 (2009 $1,337).

9. Accounts Payable and Other Liabilities

Accounts payable and other liabilities consist of:

2010 2009
Accounts payable $ 37,164 $ 31,423
Employee future benefit accrued obligation 11,301 10,857
Premiums collected in advance 2,314 2,608
Accrued interest on subordinated debt 1,604 [,604
Other 29,271 39,680
ACCOUNTS PAYABLE AND OTHER LIABILITIES $ 81,654 $ 86,172
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20. Guarantees and Other Contingencies
The Company by-laws provide indemnification to its current and former directors, officers and employees to the
extent permitted by law, against liabilities arising from their service to the Company.The broad general nature of these
indemnification by-laws does not permit a reasonable estimate of the maximum potential amount of any liability.
In connection with its operations, the Company is from time to time named as defendant in actions for damages and
costs allegedly sustained by plaintiffs. While it is not possible to estimate the outcome of the various proceedings at this
time, the Company does not believe that it will incur any material loss or expense in connection with such actions.
In certain cases, the Company would have recourse against third parties with respect to the foregoing items and the
Company also maintains insurance policies that may provide coverage against certain of these items.
21. Supplementary Cash Flow Information
Cash and cash equivalents are defined as follows:
2010 2009
Outstanding cheques $ (15979) % (12,445)
Short-term investments with maturities of three months or less from
the date of acquisition 167,311 161,586
CASH AND CASH EQUIVALENTS $ 151,332  $ 149,141
22. Risk Management

The objective of the Company's risk management process is to ensure that the operations of the Company that
expose it to risk are consistent with the Company’s objectives and risk philosophy, while maintaining an appropriate
risk/reward balance. The Company is exposed to financial risks arising from its investing activities and its insurance
operations. The risks that management considers to be most significant in terms of likelihood and the potential adverse
impact on the Company, are outlined below in order of importance:

Investment risk:

i) Market risk, including:
a) Market price fluctuations
b) Interest rate risk
c) Foreign currency risk

ii) Liquidity risk

iii) Credit risk

Insurance risk:

i) Experience risk
ii) Product design and pricing risk
iii) Underwriting and claims risk

iv) Reinsurance risk
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I. Investment Risk

i)

(@)

Market Risks

Market risk is the risk of loss arising from adverse changes in market rates and prices, such as interest rates,
trading prices of equity and other securities, credit spreads and foreign currency exchange rates. Market risk

is directly influenced by the volatility and liquidity in the markets in which the related financial instruments are
traded, expectations of future price and yield movements and the composition of the Company’s investment
portfolio. For the Company, the most significant market risks are market price fluctuations, interest rate risk, and
foreign currency risk.

Market Price Fluctuations

The Company's investment portfolio includes primarily bonds and equity securities, and the fair values of its
investments vary according to changes in general economic and securities market conditions, including declines
and volatility in equity markets. Equity market volatility could occur as a result of general market volatility or as
a result of specific social, political or economic events. A decline in securities markets could have an adverse
impact on the return on assets backing capital, capital adequacy, the management fees collected on segregated
fund contracts and on index funds within universal life contracts, and insurance policy liabilities and capital
requirements, particularly in respect of segregated fund guarantees.

The risk of fluctuation of the market value of the Company’s segregated funds is generally assumed by the
policyholders. Market value variations of such assets will result in variations in the income of the Company to
the extent fees are determined in relation to the value of such funds. Moreover, some of the segregated funds
provide guarantees upon the death of the policyholder or, after a fixed number of years, upon maturity of the
policy. A significant and steady decline of the securities markets may result in net losses on such products which
could adversely affect the Company.

Additionally, certain of the Company's segregated fund products contain guarantees upon death, maturity, or
withdrawal, where the guarantee may be triggered by the market performance of the underlying funds. If a
significant market decline is experienced, the resulting increased cost of providing these guarantees could have
an adverse effect on the Company’s financial position, Minimum Continuing Capital and Surplus Requirements
(MCCSR) position, and results of operations.

The investments of the Company in good quality bonds support, to a very large extent, the liabilities under the insurance
and annuity policies of the Company. Cash flows arising from these investments are intended to match the liquidity
requirements of the Company’s policies, within the limits prescribed by the Company. However; if the Company does not
achieve the expected returns underlying the pricing of its products, its operating resutts may be adversely affected.

A core aspect of the Company's investment strategy is to maintain a higher than industry average level of
publicly-listed “large cap” common stocks in its capital and surplus investment portfolio, in pursuit of superior
long-term returns. Therefore, the Company has a relatively large common stock portfolio and is exposed to
significant loss from declines in its fair value. A decrease in the fair value of the Company's common stock
portfolio results in reduced shareholders’ equity, reduced policyholders’ surplus, and a reduced MCCSR position.
Regulatory pressure to increase capital escalates as the MCCSR ratio approaches OSFI's supervisory minimum.
Net income would also be reduced if the declines in value are realized through dispositions or recognized in
provisions for impairment.

The Company manages this risk exposure mainly through investment limits and Investment Committee oversight of its
in-house investment managers and external investment firms.The Investment Committee actively monitors the portfolio
size and asset mix. The Company is fully exposed to the portfolio’s fair value changes and does not hedge this exposure.

The Company's general fund investments are subject to limits established by the Insurance Companies Act and to
investment guidelines established by the Investment Committee of its Board. The investment guidelines are designed
to limit overall investment risk by defining investment objectives, eligible investments, diversification criteria, exposure,
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concentration and asset quality limits for eligible investments by segment. The Investment Committee receives
monthly reporting on general fund asset mix and performance by segment, derivatives matching, segregated fund
asset mix and performance, and investment transactions for all funds. In addition, on at least a quarterly basis,
management and the Company’s investment managers report to the Investment Committee, and through the
Investment Committee to the Board of Directors, on portfolio content, asset mix, the Company's matched position,
the performance of general and segregated funds, and compliance with the investment guidelines.

The Company uses stochastic models to monitor and manage risk associated with segregated fund guarantees,

and establishes policyholder liability provisions in accordance with standards set forth by the Canadian Institute of
Actuaries (CIA). Product development and pricing policies also require consideration of portfolio risk in the design,
development and pricing of the products. The Asset Liability Management Committee (ALM) reports quarterly to the
Investment Committee of the Board on the nature and value of the Company’s segregated fund guarantee liabilities,
including potential top-up exposure and capital requirements.

The Company has established a Capital Management policy, capital management levels that exceed regulatory minimums,
and Dynamic Capital Adequacy Testing that takes into account the potential effect of adverse investment-risk scenarios
(including adverse market conditions and adverse interest rates) on the Company's capital position. Management monitors
its MCCSR position on a regular basis and reports at least quarterly to the Board of Directors on the Company’s MCCSR.

The following table summarizes the potential impact on the Company of both a 10% and a 20% change in global
equity markets. The Company uses a 0% increase or decrease in equity markets as a reasonably possible change

in equity markets. The Company has also disclosed the impact of a 20% increase or decrease in its equity market
sensitivity. For segregated fund guarantee policy liabilities the level of sensitivity is highly dependent on the level of the
stock market at the time of performing the estimate. If period end stock markets are high relative to market levels

at the time that segregated fund policies were issued, the sensitivity is reduced. If period end stock markets are low
relative to market levels at the time that segregated fund policies were issued, the sensitivity is increased. The amounts
shown below for segregated fund guarantee policy liabilities represent the impact on shareholders’ net income.

2010
10% Increase  10% Decrease  20% Increase  20% Decrease
Shareholders' net income $ 7808 $ (7,808) $ 15728 $ (15,728)
Policyholders' net income $ nil $ nil $ nil  $ nil
Shareholders' other comprehensive income $ 31,529 ¢ (31,529) $ 63,058 $  (63,058)
Policyholders' other comprehensive income $ 2254 % (2,254) $ 4,508 $ (4,508)
Segregated fund guarantee policy liabilities $ nil  $ nil  $ nil  $ nil
2009
0% Increase  10% Decrease  20% Increase  20% Decrease
Shareholders' net income $ 7047 % (7047) % 14,161 % (14,161)
Policyholders' net income $ nil $ nil $ nil % nil
Shareholders' other comprehensive income $ 26204 $  (26204) % 52,408 % (52,408)
Policyholders' other comprehensive income $ 2204 % (2204) % 4408 3% (4,408)
Segregated fund guarantee policy liabilities $ nil $ nil $ nl % nil

As of December 31,2010, common equity holdings in the |0 issuers to which the Company had the greatest exposure
were $245,668 (2009 $200,399), which was approximately 5.19% (2009 4.6%) of total cash and investments.The
exposure to the largest single issuer of common equities held as of December 31,2010 was $46,192 (2009 $42,430),

which was approximately 1.0% (2009 1.0%) of total cash and investments.
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(b) Interest Rate Risk

Interest rate risk is the risk of economic loss due to the need to reinvest or divest during periods of changing
interest rates. Changes in interest rates, as a result of the general market volatility or as a result of specific social,
political or economic events, could have an adverse effect on the Company's business and profitability in several
ways. Certain of the Company's product offerings contain guarantees and, if long-term interest rates fall below
those guaranteed rates, the Company may be required to increase reserves against losses, thereby adversely
affecting its operating results. Interest rate changes can also cause compression of net spread between interest
earned on investments and interest credited, thereby adversely affecting the Company's operating results.

Rapid declines in interest rates may result in, among other things, increased asset calls, and mortgage prepayments
and require reinvestment at significantly lower yields, which could adversely affect earnings. Additionally, during
periods of declining interest rates, bond redemptions generally increase, resulting in the reinvestment of such funds
at lower current rates. Rapid increases in interest rates may result in, among other things, increased surrenders.
Fluctuations in interest rates may cause losses to the Company due to the need to reinvest or divest during
periods of changing interest rates, which may force the Company to sell investment assets at a loss. In addition, an
interest rate sensitivity mismatch between assets and the liabilities that they are designated to support could result
in an adverse effect on the Company's financial position and operating resuits.

The following tables summarize the impact on net income and other comprehensive income of a reasonably
possible change in interest rates.

2010
1% Increase 1% Decrease 2% Increase 2% Decrease
Shareholders' net income $ nil $ nil $ nil $ nil
Policyholders' net income $ nil $ nil $ nil $ nil
Shareholders' other comprehensive income $ (12961) $ 13,794 $  (25,125) $ 27,602
Policyholders' other comprehensive income $ (760) $ 801 $ (1,485) $ 1,643
2009
| % Increase |% Decrease 2% Increase 2% Decrease
Shareholders' net income $ nil $ nil $ nl % nil
Policyholders' net income $ nil $ nil $ nil % nil
Shareholders' other comprehensive income $  (13546) % 14422 $  (26278) $ 27478
Policyholders' other comprehensive income $ (835 % 875 % (1,629) % 1,795

Interest rate risk is managed through Investment Committee established limits and regular reporting by
management to the Investment Committee and the Board. The Company’s investment guidelines establish
investment objectives and eligible interest rate sensitive investments, and establish diversification criteria, exposure,
concentration and asset quality limits for these investments. The Asset-Liability Management Committee oversees
sensitivity to interest rates. The objective is to maximize investment yields while managing the default, liquidity and
reinvestment risks at acceptable and measurable low levels. Product development and pricing policies and practices
also require consideration of interest rate risk in the design, development and pricing of the products.
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(c) Foreign Currency Risk

Foreign currency risk is the risk that the fair value of cash flows of a financial instrument will fluctuate because of
changes in exchange rates and create an adverse effect on earnings and equity when measured on the Company'’s
functional currency.

The Company's primary foreign currency exposure arises from portfolio investments denominated in US dollars.
A 10% fluctuation in the US dollar would have an impact of approximately $nil (2009 $nil) on net income, $807
(2009 $3,573) on shareholders’ other comprehensive income and $nil (2009 $314) on policyholders’ other
comprehensive income. The Company has no significant foreign currency exposure in its financial liabilities.

Empire Life uses derivative instruments, including futures contracts and foreign currency forward contracts, to
manage foreign exchange risks. Improper use of these instruments could have an adverse impact on earnings.
Empire Life manages this risk by applying limits established by the Investment Committee in its investment
guidelines, which set out permitted derivatives and permitted uses for derivatives, as well as limits to the use of
these instruments. In particular; no leverage is permitted in the use of derivatives and strict counterparty credit
restrictions are imposed, with total credit exposure limited to $25 million.

The Company has a foreign exchange risk management policy which outlines objectives, risk limits and authority
associated with any foreign exchange exposure.

Liquidity Risk

Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations associated with financial
liabilities that are settled by delivering cash or another financial asset. The majority of the Company’s obligations
relate to its policy liabilities, the duration of which varies by line of business and expectations relating to key
policyholder actions or events (i.e. cash withdrawal, mortality, and morbidity). The remaining obligations of the

Company relate to the subordinated debenture which matures in 2019 (refer to note |16 — Subordinated Debt)
and to ongoing operating expenses as they fall due, which are expected to settle in a very short period of time.

The Company's liquidity risk management strategy is to ensure that there will be sufficient cash to meet all financial
commitments and obligations as they become due.

The Company's liquidity risk management program is monitored by management and by the Board of the
Company through regular reporting to the Investment Committee and the Board. The Company monitors its cash
flow obligations and meets its liquidity needs by holding high quality marketable investments that may be easily
sold, if necessary, and by maintaining a portion of investments in cash and short-term investments.

The Company maintains a liquidity policy requiring an assessment of the Company's liquidity risk and specific
procedures so that liquidity needs are met. Compliance with the policy is monitored and exposures and breaches
are reported to the Investment Committee of the Board. The policy and procedures are regularly reviewed for
relevance and changes in the risk environment. The Company's current liquidity position as at December 31 is
provided in a table at note 6(d).

Based on the Company’s historical cash flows and current financial performance, management believes that the
cash flows from the Company's operating activities will continue to provide sufficient liquidity for the Company to
satisfy debt service obligations and to pay other expenses.
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The following table shows details of the expected maturity profile of the Company’s undiscounted obligations
with respect to its financial liabilities and estimated cash flows of policy liabilities. Policy liability cash flows include
estimates related to the timing and payment of death and disability claims, policy maturities, annuity payments,
policyholder dividends, amounts on deposit, commission and premium taxes offset by contractual future premiums
and fees on in-force business. Recoveries from reinsurance agreements are also reflected. Segregated fund liabilities
are excluded from this analysis. These estimated cash flows are based on the best estimate assumptions, with
margins for adverse deviation, used in the determination of policy liabilities. The actuarial and other policy liability
amounts included in the Company’s 2010 Financial Statements are based on the present value of the estimated
cash flows. Due to the use of assumptions, actual cash flows will differ from these estimates.

2010

| year | -5 5-10 Over 10

or less years years years Total
Policy liabilities $ 131,018 $ 415814 $ 440,167 $ 9562776 $ 10,549,775
Subordinated debt 13,460 55,487 249,542 - 318,489
Accounts payable and other liabilities 144,753 5,875 11,300 - 161,928
Total liablilities 289,231 477,176 701,009 9,562,776 11,030,192
Operating lease commitments 2,355 6,551 3,065 - 11,971
ToTAL $ 291,586 $ 483,727 % 704074 $ 9562776 $ 11,042,163

The Company is able to fund its short-term cash outflows by generating positive cash inflows from operations and
from investment income earned on its investment portfolio. The Asset-Liability Management Committee, which meets
regularly, monitors the matched position of the Company’s investments in relation to its liabilities within the various
segments of its operations. The matching process is designed to require that assets supporting policy liabilities closely
match, to the extent possible, the timing and amount of policy obligations, and to plan for the appropriate amount of
liquidity in order to meet its financial obligations as they fall due. The Company maintains a portion of its investments in
short-term investments and cash equivalents to meet its short-term funding requirements. As of December 31, 2010,
4.2% (2009 4.3%) of cash and investments were held in these shorter duration investments.

iii) Credit Risk

Credit risk is the risk that one party to a financial instrument will cause a financial loss for the other party by failing
to discharge an obligation. The Company is subject to credit risk which arises from debtors or counterparties

who are unable to meet their obligations under debt or derivative instruments. This credit risk is derived primarily
from investments in bonds, debentures, preferred shares, short-term investments and mortgages; and amounts
recoverable from reinsurers under reinsurance agreements.

The Company manages this risk by applying its investment guidelines and product design and pricing risk
management policy established by the Investment Committee and the Board of Directors.The investment
guidelines establish minimum credit ratings for issuers of bonds, debentures and preferred share investments, and
provide for concentration limits by issuer of such debt instruments. Management and Board committees review
credit quality relative to investment purchases and also monitor the credit quality of invested assets over time.
Management reports regularly to the Investment Committee of the Company's Board on the credit risk to which
the portfolio is exposed. The product design and pricing risk management policy (along with supporting material
in the reinsurance policies and practices report) establishes reinsurance objectives and limits, and requires ongoing
evaluation of reinsurers for financial soundness. The Company enters into reinsurance agreements only with
reinsurance companies that have a credit rating of “A-"" or better.
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The Company has the following assets that are exposed to credit risk:

2010 2009
Cash equivalents and short-term investments $ 218225 % 198,666
Bonds 3,221,908 2,795,896
Preferred shares 371,330 400,625
Mortgages 226,887 223,642
Loans on policies 40,242 38,728
Policy contract loans 119,896 137,764
Accrued investment income 18,411 17,827
Premiums receivable 3,108 3914
Reinsurance ceded - 29,291
ToTAL $ 4220007 $ 3846353
Mortgages, Loans on policies, Policy contract loans and Premiums receivable are fully or partially secured.
The Company has made provision in its balance sheet for credit losses. Provisions have been made partly through
reduction in the value of the assets and partly through a provision in policy liabilities (see note 3(b)).
Concentration of Credit Risk
Mortgages in the province of Ontario represent the largest concentration with $218,903 (2009 $213,885) of the
total portfolio.
The Company's preferred share investments are all issued by Canadian companies, with 81% (2009 82%) of these
investments rated as Pl as at December 31,2010 and the remaining 19% (2009 18%) rated as P2.
The concentration of the Company’s bond portfolio by investment grade is as follows:
2010 2009
FairValue % of FairValue FairValue % of FairValue
AAA $ 172,028 5% 3 323,732 12%
AA 1,025,075 32% 811,887 29%
A 1,858,650 58% 1,523,876 54%
BBB 166,155 5% 130,882 5%
BB - 0% 5519 0%
ToTAL $ 3,221,908 100% $ 2,795,896 100%

As of December 31,2010, holdings of provincial bonds was $1,978,770 (2009 $1,559,947), which was
approximately 6 1% (2009 56%) of total bond holdings.
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The contractual maturities of bonds as at December 31, are shown in the table below.

2010 2009
FairValue % of FairValue FairValue 9% of FairValue
| year of less $ 82,431 3% $ 146,214 5%
[-5 years 359,701 1% 344,287 12%
5-10 years 297,073 9% 270,540 0%
Over 10 years 2,482,703 77% 2,034,855 73%
Total $ 3,221,908 100% $ 2,795,896 100%

As of December 31,2010, holdings of fixed income securities (which includes bonds and debentures, preferred
shares and short-term investments) in the 10 issuers (excluding federal governments) to which the Company had
the greatest exposure were $2,539,709 (2009 $2,174,181), which was approximately 52.6% (2009 50.0%) of total
cash and investments. The exposure to the largest single issuer of corporate bonds held as of December 31,2010
was $102,940 (2009 $88,790), which was approximately 2.1% (2009 2.0%) of total cash and investments.

2. Insurance Risk

The Company provides a broad range of life insurance and wealth management products, employee benefit plans, and
financial services that are concentrated by product line as follows:

Wealth Management Employee Benefits Individual Insurance
2010 2009 2010 2009 2010 2009
Premium income $ 239864 $ 300306 $ 261659 $ 241916 $ 316,188 $ 297654
Fee and other income 103,829 86,854 6,462 5884 1,341 1,423
ToTAL REVENUES $ 343,693 $ 387160 $ 268121 $ 247800 $ 317529 $ 299077

The Company is in the business of measuring and managing risk, as reflected in the valuation of insurance policy
liabilities. The Company is exposed to various insurance risks, and the most important insurance risks in terms of
likelihood and potential adverse impact on the Company, include:

i)  Experience risk, including:
a) Mortality
b) Investment Returns
c) Persistency

d) Expenses
if) Product design and pricing risk
iii) Underwriting and claims risk
iv) Reinsurance risk

The Company regularly evaluates its exposure to foreseeable risks through Dynamic Capital Adequacy Testing analysis.
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Experience Risk

The principal risk the Company faces under insurance contracts is the risk that experience on claims, policy lapses and
operating expenses will not emerge as expected. To the extent that emerging experience is more favourable than
assumed in the valuation, income will emerge. If emerging experience is less favourable, losses will result. Therefore, the
objective of the Company is to establish sufficient insurance liabilities to cover these obligations with reasonable certainty.

The computation of insurance liabilities and related reinsurance recoverable requires “best estimate” assumptions
covering the remaining life of the policies. Assumptions in use are based on past experience, current internal data,
external market indices and benchmarks which reflect current observable market trends and other published
information. These assumptions are made for mortality, morbidity, investment returns, persistency, expenses,
inflation and premium taxes. Due to the long-term risks and measurement uncertainties inherent in the life
insurance business, a margin for adverse deviations from best estimates is calculated separately for each variable
and included in policy liabilities.

The methods for arriving at the most important of these assumptions are outlined below.

Mortality

The Company carries out annual internal studies of its own mortality experience. The valuation mortality
assumptions are based on a combination of this experience and recent CIA industry experience. An increase in
the rate of mortality will lead to a larger number of claims (and claims could occur sooner than anticipated), which
for life insurance, will increase expenditures and reduce profits for the shareholders.

Investment Returns

The computation of policy liabilities takes into account projected investment income net of investment expenses from
the assets supporting policy liabilities, and investment income expected to be earned on reinvestments. The assets
supporting the policy liabilities are segmented from the assets backing shareholders’ and policyholders' equity.

For life and health insurance, the projected cash flows from the matched assets are combined with estimated
future reinvestment rates based on both the current economic outlook and the Company's expected future asset
mix. The cash flows are subjected to tests under a wide spectrum of possible reinvestment scenarios, and the
policy liabilities are then adjusted to provide for credible adverse future scenarios.

In order to match the savings component of policy liabilities that vary with a variety of indices and currencies, the
Company maintains certain equity, fixed income and currency financial instruments as part of its general fund
assets. Asset-liability mismatch risk for these liabilities is monitored on a daily basis.

For the life insurance business, where the insurance liabilities have a longer term than most available bonds and
mortgages, the Company’s policy is to cover estimated insurance liability cash flows rigorously only for a rolling
20-year period. In order to provide a margin that recognizes the longer-term mismatch, the cash flows are
subjected to tests under a wide spectrum of possible reinvestment scenarios, and the insurance liabilities are then
adjusted to provide for credible adverse future scenarios.

For annuity business, where the timing and amount of the benefit obligations can be more readily determined, the
matching of the asset and liability cash flows is tightly controlled. A sudden increase or decrease in interest rates
would have a negligible effect on future profits from annuity business currently in force.
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Persistency

Lapse and surrender assumptions are based on a combination of the Company’s own internal termination studies
(conducted annually) and recent CIA industry experience. Separate lapse assumptions are used for permanent
cash-value business, for renewable term insurance, and for lapse-supported business (such as term insurance to age
100). In setting lapse rates for renewable term insurance, it is assumed that extra lapses will occur at each renewal
point, and that healthy policyholders are more likely to lapse at that time than those who have become uninsurable.

Acquisition costs may not be recovered fully if lapses in the early policy years exceed those in the actuarial
assumptions. An increase in lapse rates early in the life of the policy would tend to reduce profits for shareholders.
An increase in lapse rates later in the life of the policy would tend to increase profits for shareholders if the
product is lapse supported, but decrease shareholder profits for other types of policies.

Unfavourable results in these areas can lead to deviations from the estimates based on the actuarial assumptions,
particularly in terms of mortality, morbidity and lapse experience.

Expenses

Policy liabilities provide for the future expense of administering policies in force, renewal commissions, general
expenses, and taxes. Expenses associated with policy acquisition and issue are specifically excluded. The future
expense assumption is derived from internal cost studies and includes an assumption for inflation.

An increase in the level of expenses would result in an increase in expenditure thereby reducing profits for
the shareholders.

Experience Risk Management and Sensitivities

The basic assumptions made in establishing policy liabilities are “best estimates” for a range of possible
outcomes. Companies are required to include a margin in each assumption to recognize the uncertainty in
establishing these “best estimates”, to allow for possible deterioration in experience and to provide greater
confidence that policy liabilities are adequate to pay future benefits. A range of allowable margins is prescribed
by the CIA.

The Company maintains margins near the middle of the allowable range for those assumptions where the best
estimate has been calculated rigorously and with a relatively high degree of credibility, and near the high end of
the allowable range for assumptions where the measurement uncertainty is greater.

Policy liability assumptions are reviewed and updated at least annually, and the impact of changes in those
assumptions is reflected in earnings in the year of the change.

Based on recent experience, the Company has estimated that a decrease (or increase) in the individual insurance
mortality assumption equal to 3% of the CIA8692 mortality table would result in an increase (or decrease) of
approximately $33,900 (2009 $27,800) in shareholders’ net income and $1,600 (2009 $700) in policyholders' net
income, and that a decrease in reinvestment rate assumptions caused by a decrease of 1% in current market interest
rates would resutt in a decrease of approximately $34,800 (2009 $32,300) in shareholders' net income and $2,100
(2009 $800) in policyholders’ net income, and that net income is not sensitive to short-term swings in expenses.
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Product Design and Pricing Risk

The Company is subject to the risk of financial loss resulting from transacting insurance business where the costs
and liabilities assumed in respect of a product exceed the expectations reflected in the pricing of the product. This
risk may be due to an inadequate assessment of market needs, a poor estimate of the future experience of several
factors, such as mortality, morbidity, lapse experience, future returns on investments, expenses and taxes, as well as
the introduction of new products that could adversely impact the future behaviour of policyholders.

For certain types of contracts, all or part of this risk may be shared with or transferred to the policyholder through
dividends and experience rating refunds, or through the fact that the Company can adjust the premiums or future

benefits if experience turns out to be different than expected. For other types of contracts, the Company assumes
the entire risk, and thus must carry out a full valuation of the commitments in this regard.

The Company manages product design and pricing risk through a variety of enterprise-wide programs and
controls. The Company has established policy liabilities in accordance with standards set forth by the CIA.
Experience studies (both Company-specific and industry level) are factored into ongoing valuation, renewal

and new business processes so that policy liabilities, as well as product design and pricing, take into account
emerging experience. The Company has established an active capital management process that includes a Capital
Management policy and capital management levels that exceed regulatory minimums. As prescribed by regulatory
authorities, the Appointed Actuary conducts Dynamic Capital Adequacy Testing and reports annually to the
Company's Audit Committee on the Company’s financial condition, outlining the impact on capital levels should
future experience be adverse. The Company has also developed a product design and pricing policy for each of
its major product lines. This policy, which is established by management and approved by the Company’s Board
of Directors, defines the Company's product design and pricing risk management philosophy. The policy sets out
product design and pricing approval authorities, product concentration limits, and required product development
and monitoring processes and controls.

Underwriting and Claims Risk

The Company is subject to the risk of financial loss resulting from the selection and underwriting of risks to be
insured and from the adjudication and settlement of claims. Many of the Company’s individual insurance and
group disability products provide benefits over the policyholder's lifetime. Actual claims experience may differ from
the mortality and morbidity assumptions used to calculate the related premiums. Catastrophic events such as
earthquakes, acts of terrorism or an influenza pandemic in Canada could result in adverse claims experience.

In addition to the risk management controls described above under Product Design and Pricing Risk, the Company
also manages underwriting and claims risk through its underwriting and liability management policy for each of its
major product lines. This policy is established by management and approved by the Company's Board of Directors.
Together, these policies define the Company’s underwriting and risk management philosophy. These policies also set
out by product line insurance risk tolerances, underwriting criteria, underwriting and liability concentration limits,
claims approval requirements, underwriting and claims processes and controls, approval authorities and limits, and
ongoing risk monitoring requirements. The Company uses reinsurance to mitigate excessive exposure to adverse
mortality and morbidity experience. Management reviews and establishes retention limits for its various product
lines in the underwriting and liability management policy and the Board approves changes to these retention limits.
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iv) Reinsurance

The Company is subject to the risk of financial loss due to improper reinsurance coverage or a default of a
reinsurer. Amounts reinsured per life vary according to the type of protection and the product. The Company
also maintains a catastrophe reinsurance program, which provides protection in the event that multiple insured
lives perish in a common accident or catastrophic event. Although the Company relies on reinsurance to mitigate
excessive exposure to adverse mortality and morbidity experience, reinsurance does not release it from its
primary commitments to its policyholders and it is exposed to the credit risk associated with the amounts ceded
to reinsurers. The availability and cost of reinsurance are subject to prevailing market conditions, both in terms of
price and availability, which can also affect earnings.

As reinsurance does not release a company from its primary commitments to its policyholders, the Company
reviews the financial soundness of reinsurers before entering into any reinsurance treaty and thereafter once a
treaty is in place. Most of the Company's individual life reinsurance (with the exception of its Term 10 and Term 20
products) is on an excess basis (with a $500 retention limit), meaning the Company retains 100% of the risk up to
$500 in face amount. With the Company's Term 10 and 20 products, however, all amounts over $100 are reinsured
at an 80% level, meaning that the Company retains only 20% of the risk on coverage over $100, to a maximum of
$500. In addition the Company also retains a maximum of $100 on individual accidental death policies. Retention
amounts are lower for group business but are in addition to those noted for individual business. As a result of
this reinsurance strategy, the Company utilizes lower than average levels of reinsurance and absorbs the resultant
negative impact on short-term earnings due to additional sales strain. The Company does not have any material
assumed reinsurance annual premium revenue and it does not reinsure segregated fund guaranteed products
issued by other insurance companies.

The Company reinsures excess risks with major OSFl regulated reinsurance companies. The Company's retention limit
on any one life is $600 for individual insurance (life and accidental death combined) and $200 for group insurance

(life and accidental death combined). Policy liabilities are reduced (increased) by $(25,494) (2009 $29,291) on
account of reinsurance ceded. Most of the reinsurance is under yearly renewable term treaties. The Company enters
into reinsurance agreements only with reinsurance companies that have an independent credit rating of “A-" or betten.

23. Comparative Figures

Certain comparative figures have been reclassified to conform with financial statement presentation adopted in 2010.
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Dividend Policy

The Board of Directors of The Empire Life Insurance Company
has approved the following policy:

“The dividend policy of the Company is to distribute dividends on participating policies on the basis of the expected
margins available for the payments of dividends included in the original product pricing, adjusted periodically to reflect
emerging experience.

Dividends must also reflect changing requirements as to long-term levels of required surplus in the participating fund and
interest earned on that surplus.

A fundamental objective in the distribution of dividends is the maintenance of reasonable equity between classes of
policyholders and between generations of policyholders. It is, therefore, important that the emerging versus the pricing
experience be extracted and applied consistently for all policies classified as participating.

All policies defined as participating by contractual provisions including life, disability and annuity plans are credited with
dividend payments on a regular basis. Most plans are credited with dividends annually, while a few older plans receive the
dividends quinquennially, as per contractual provisions.

The Company's current practice, so long as the participating account in aggregate remains below $250 million, is to transfer
an amount equal to /9 of the dividends credited to participating policyholders, from the participating account to the
shareholders’ account.”
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Corporate Governance Over Risk Management

The Empire Life Insurance Company (the “Company”) is a stock company that has both shareholders and participating
policyholders. Pursuant to the Insurance Companies Act (Canada) (the Act) each holder of one or more participating policies
is entitled to one vote in the election of policyholders’ directors, and each shareholder is entitled to one vote per share held
in the election of shareholders’ directors. At least one-third of directors are elected as policyholder directors and the balance
are elected as shareholder directors. The Company is governed by the Act, which contains provisions concerning corporate
governance. The Company’s governance system is supported by internal audit, corporate compliance, external audit by

an independent chartered accountants firm, and examination by the Office of the Superintendent of Financial Institutions
Canada (OSFI).

Management is responsible for identifying risks and determining their impact upon the Company. Management is also
responsible for establishing appropriate policies, procedures, and controls to mitigate risks. In 2010, the Company established
an internal risk management committee, which reports to the Board of Directors. An internal audit function is responsible for
assessing the adequacy and adherence to the systems of internal control. The results of internal audit's reviews are reported
to management and to the Audit Committee of the Board of Directors regularly throughout the year.

Management is supervised in the completion of these responsibilities by the Board of Directors and its Committees. Senior
management of the Company reports regularly to the Board on its risk management policies and procedures.

The Board of Directors has plenary power. The Board’s responsibility is to oversee the conduct of the business and affairs of the
Company including oversight and monitoring of the Company’s risk management. The Board discharges these responsibilities
directly and through delegation to Board Committees and management. The Board met eight times in 2010 and is scheduled
to meet seven times in 201 .

The risk management functions overseen by the Board include those relating to interest rate risk, credit risk, foreign exchange risk,
reinsurance risk, liquidity risk, other risks associated with policy liabilities, regulatory risk, and operational risk. Primary responsibility
for oversight of some of these risks is delegated to four standing Committees of the Board, whose roles and responsibilities are
specifically defined. The following is a brief summary of some of the key responsibilities of the four Committees.

The Audit Committee is a committee charged with statutory responsibility under the Act to oversee, on behalf of the Board,
the Company’s financial reporting, accounting and financial reporting systems and internal controls.

The Investment Committee assists the Board in monitoring the Company'’s investment and lending policies, standards and
procedures and in monitoring the Company's investment activities and portfolios. Some of the activities of the Investment
Committee are prescribed by the Company’s Investment Guidelines, which reflect the requirements of the Act.

The Human Resources Committee is responsible for reviewing and monitoring the Company’s human resources practices,
including employee and executive compensation, manpower and pension and benefit plans.

The Conduct Review Committee is responsible for oversight of procedures established to identify material related party
transactions pursuant to the Act. The Committee also monitors certain corporate policies, including procedures with respect
to conflicts of interest, confidentiality of information and outsourcing.
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Corporate Information

Corporate Head Office

259 King Street East
Kingston, Ontario

Canada K7L 3A8
Telephone: | 877 548-1881

www.empire.ca

The Empire Life Insurance Company is a member of Assuris, the organization that
protects Canadian insurance policyholders from loss of benefits due to the financial
failure or insolvency of a member company.

Policyholders and prospective policyholders can learn more about Assuris and the
protection it provides by visiting www.assuris.ca or calling the Assuris Information

Centre at | 866 878-1225.

Retail Sales Offices

Western Canada

Vancouver Retail Sales Office
N602-581 1 Cooney Road, North Tower
Richmond, British Columbia V6X 3M|
604 232-5557

| 888 627-3591

Calgary Retail Sales Office
408-1550 8th Street S.W.
Calgary, Alberta T2R K]
403 269-1000

| 800 656-2878

Regina Retail Sales Office
Box I, Suite 283

1919 Rose Street

Regina, Saskatchewan S4P 3P|
306 949-1445

| 877 949-1445

Saskatoon Retail Sales Office
[000-201 2Ist Street E.
Saskatoon, Saskatchewan S7K OB8
306 934-3899

| 800 667-7775

Winnipeg Retail Sales Office
200-5 Donald Street
Winnipeg, Manitoba R3L 2T4
204 452-9138

| 866 204-1001

Ontario

London Retail Sales Office
One London Place
[030-255 Queens Avenue
London, Ontario N6A 5R8
519 438-2922

| 888 548-4729
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Retail Sales Offices

Waterloo Retail Sales Office
250-180 King Street S.
Waterloo, Ontario N2J |P8
519 569-7002

| 888 548-4729

Burlington Retail Sales Office
402-5500 North Service Road
Burlington, Ontario L7L 6W6
905 335-6558

| 888 548-4729

Toronto Retail Sales Office
500-2550Victoria Park Avenue
Toronto, Ontario M2) 5A9
416 494-0900

| 888 548-4729

Kingston Retail Sales Office
259 King Street E.

Kingston, Ontario K7L 3A8
613 540-7506

| 888 548-4729

Ottawa Retail Sales Office
102-9 Gurdwara Road
Nepean, Ontario K2E 7X6
613 225-7530

| 888 548-4729

Quebec

Montréal Retail Sales Office

[ 600-600 de Maisonneuve Boulevard W.
Montréal, Quebec H3A 3)2

514 842-915|

| 800 371-9151

Group Sales Offices

Western Canada

Vancouver Group Sales Office
N602-581 1 Cooney Road, North Tower
Richmond, British Columbia V6X 3M|
604 232-5558

| 800 547-0628

Calgary Group Sales Office
408-1550 8th Street S.W.
Calgary, Alberta T2R K]
403 262-6386

| 888 263-6386

Edmonton Group Sales Office
1980-10020 101 A Avenue
Edmonton, Alberta T5) 3G2
780 482-424|

| 866 990-9925

Ontario

London Group Sales Office
One London Place
[030-255 Queens Avenue
London, Ontario N6A 5R8
519 438-1751

| 800 268-3403
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The Empire Life Insurance Company (Empire Life) offers competitive individual and group life and
health insurance, investment and retirement products to help you build wealth and protect your

financial security. We manage investments and funds for our customers following a conservative,

value-oriented philosophy that helps grow and preserve wealth.

Empire Life is among the top 10 life insurance companies in Canada' and is rated A (Excellent) by
A.M. Best Company?. Our vision is to be the leading, independently-owned, Canadian financial services
company committed to simplicity, being easy to do business with and having a personal touch.

" Financial Post Magazine, June 2010, based on revenue
2 As at June 10, 2010

www.empire.ca
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