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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
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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
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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 (OSFI), 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)

Related Transaction Costs:

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

(c)  FairValue 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.

(d)  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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Notes to Financial Statements

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

()

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%

Empire Life Annual Report 2010 61



Notes to Financial Statements

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

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’ OCI:

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 