CASE IN POINT

Sales Tax Estate Planning Underwriting & Product Newsletter

Diversification: risk and opportunity

I'm sure many of you have heard the following statements. Perhaps
you have made them yourselves.

“I don't like taking risks with my money.”

‘I can't accumulate the amount of money | need by simply putting it
all into a savings account or term deposits.”

“What happens if | put all of my money into an investment and then
lose it all?”

“Why not put all of my eggs into one basket if it looks good?”

How does diversification work? Let's look at two friends,
Taylor and Adam.

Taylor is pretty conservative and nervous about investing in the
market. She hates the roller coaster ride of the ups and downs in many
investments and hates to lose money. She opts to put $100,000 into

a long term bond and GIC portfolio earning an average annual rate of
return of 3%.

Adam doesn't like to lose money either. He recognizes that it's hard
to accumulate a significant amount of money if you don't take any
risk. He doesn't believe in putting all of his eggs into one basket so to
speak. Adam apportions the same amount of money into 5 different
investments, each with a different amount of risk and opportunity for
growth attached to them.

Both Taylor and Adam commit to sticking with their respective
investment strategies for 20 years.
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The following table shows what the results could be at the end of 20 years.

Diversification: Risk and opportunities

Amount invested Rate of return Duration (Years) Ending value

Taylor: risk averse and all into conservative portfolio

$100,000 5% 20 $180,611 <&—
Adam: diversifies total investment equally among 5 investments
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[llustration only, not intended to project future performance of any particular investment.

Taylor may have slept comfortably at night with her investment approach but she didn't even double her
money after 20 years. Adam experienced some setbacks but hung onto his investment approach. He lost all of
his money in one investment and only managed to break even in another one. The balance of his investments
earned 4%, 6% and 8% respectively on average each year over the 20 year period. Adam'’s diversification
approach paid off.

He more than doubled his initial total investment, earning over $40,000 more than Taylor. Taylor would have
had to earn more than 4% over the same period of time just to match Adam's results.

Adam'’s strategy shows the opportunities and risks with diversification. By apportioning his initial investment
across a number of investment options, he managed to minimize the downside of some investments and
benefit from the opportunities of other investments. After 20 years, it paid off for him, as the scenario illustrates.

The math works. That said, the effectiveness of a diversification strategy does depend on discipline, proper
evaluation of your risk tolerance and then appropriate investment portfolio composition. Working with an
accredited financial advisor well versed in investments may help you optimize your return on your investments,
minimize the downsides that are part and parcel of investing in the market and help you reach your goals.
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This information is for general information purposes only and is not to be construed as providing legal, tax, financial or professional advice. Empire Life
Investments Inc. and its affiliates assume no responsibility for any reliance on or misuse or omissions of the information contained herein. Information
obtained from and based on third party sources are believed to be reliable, but accuracy cannot be guaranteed. Please seek professional advice before
making any decisions.

Empire Life Investments Inc., a wholly owned-subsidiary of The Empire Life Insurance Company, is the Manager of Empire Life Mutual Funds and the
Portfolio Manager of Empire Life Segregated Funds. Commissions, trailing commissions, management fees and expenses all may be associated with mutual
fund and segregated fund investments. Any amount that is allocated to a Segregated Fund is invested at the risk of the contract owner and may
increase or decrease in value. A description of the key features of the individual variable insurance contract is contained in the Information Folder for the
product being considered. Segregated Fund policies are issued by The Empire Life Insurance Company.
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