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Confidence in the future

In a world of constant change and difficult
challenges, it can often seem that having
confidence in the future requires a leap of faith.
Yet what it really requires is good preparation.

The companies in the Power Financial group,
through the efforts of thousands of employees
and financial advisors, working one-on-one
with individual clients or through workplace
group programs, provide the services, products
and the discipline to help millions of people

be well prepared.

Confidence in the future—it’s based on being
prepared, not on a leap of faith.



This Annual Report is intended to provide
interested shareholders and other interested
persons with selected information concerning
Power Financial Corporation. For further
information concerning the Corporation,
shareholders and other interested persons
should consult the Corporation’s disclosure
documents, such as its Annual Information
Form and Management’s Discussion and
Analysis. Copies of the Corporation’s continuous
disclosure documents can be obtained

at www.sedar.com, on the Corporation’s
website at www.powerfinancial.com, or from
the Office of the Secretary at the addresses
shown at the end of this report.

Readers should also review the note further in
this report, in the section entitled Review of
Financial Performance, concerning the use of
Forward-Looking Statements, which applies
to the entirety of this Annual Report.

In addition, selected information concerning
the business, operations, financial condition,
financial performance, priorities, ongoing
objectives, strategies and outlook of Power
Financial Corporation’s subsidiaries and
associates is derived from public information
published by such subsidiaries and associates
and is provided here for the convenience of the
shareholders of Power Financial Corporation.
For further information concerning such
subsidiaries and associates, shareholders

and other interested persons should consult
the websites of, and other publicly available
information published by, such subsidiaries
and associates.

The selected performance measures shown on
pages 2,3 and 5 are as of December 31, 2011
unless otherwise noted.

The following abbreviations are used
throughout this report: Power Financial
Corporation (Power Financial or the
Corporation); Arkema Inc. (Arkema);
Great-West Life & Annuity Insurance Company
(Great-West Life & Annuity or GWL&A);
Great-West Lifeco Inc. (Great-West Lifeco

or Lifeco); Groupe Bruxelles Lambert (GBL);
IGM Financial Inc. (IGM Financial or IGM);
Imerys S.A. (Imerys); Investment Planning
Counsel Inc. (Investment Planning Counsel);
Investors Group Inc. (Investors Group);
Lafarge S.A. (Lafarge); London Life Insurance
Company (London Life); Mackenzie Financial
Corporation (Mackenzie Financial or
Mackenzie); Pargesa Holding SA (Pargesa);
Parjointco N.V. (Parjointco); Pernod Ricard S.A.
(Pernod Ricard); Power Corporation of
Canada (Power Corporation); Putnam
Investments, LLC (Putnam Investments

or Putnam); Suez Environnement Company
(Suez Environnement); The Canada

Life Assurance Company (Canada Life);

The Great-West Life Assurance Company
(Great-West Life); Total S.A. (Total).

In addition, IFRS refers to International
Financial Reporting Standards.



Financial Highlights

FOR THE YEARS ENDED DECEMBER 31
[IN MILLIONS OF CANADIAN DOLLARS, EXCEPT PER SHARE AMOUNTS] 2011 2010
Revenues 32,400 32,522
Operating earnings attributable to common shareholders 1,729 1,625
Operating earnings per common share 244 2.30
Net earnings attributable to common shareholders 1,722 1,468
Net earnings per common share 243 2.08
Dividends declared per common share 1.40 1.40
Total assets 252,678 244,644
Consolidated assets and assets under management 496,781 500,181
Shareholders’ equity 13,521 12,811
Total equity 22,815 21,522
Book value per common share 16.26 15.26
Common shares outstanding (in millions) 708.2 708.0

The Corporation uses operating earnings as a performance measure in analyzing its financial performance. For a discussion of the Corporation’s use of
non-IFRS financial measures, please refer to the Review of Financial Performance section in this Annual Report.
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Group Organization Chart

POWER FINANCIAL CORPORATION
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576%
IGM

Financial

201 Operating earnings
available to common shareholders

- $833 MILLION
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Total assets under management
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Percentages denote participating equity interest as at December 31, 2011.

Operating earnings is a non-IFRS financial measure.

Return on shareholders’ equity is calculated using operating earnings.

50.0%

Parjointco

56.5%
Pargesa

2011 Operating earnings
SF343 MILLION

Net asset value

SF6.7 BILLION

50.0%

GROUPE
BRUXELLES LAMBERT

IMERYS
57.0%

LAFARGE
21.0%

GDF SUEZ
52%

SUEZ ENVIRONNEMENT
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PERNOD RICARD
9.8%M

[1] On March 15,2012, GBL reduced its equity interest in Pernod Ricard to 7.5%.
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Business Summary

Products & Services

Great-West Canada
Lifeco

Great-West Life

London Life

Freedom 55 Financial™

> Life, disability and critical illness insurance for individuals,

business owners and families

Retirement savings and income plans for individuals and groups

Fund management, investment and advisory services

Comprehensive benefit solutions for small, medium and large employer groups
Creditor insurance, including life, disability, job loss and critical illness coverage
Life, health, accident and critical illness insurance for members of affinity groups

vV VvV Vv Vv Vv

> Employer-sponsored defined contribution plans

> Administrative and record-keeping services for financial institutions
and retirement plans

> Fund management, investment and advisory services

> Individual retirement accounts, life insurance, annuities, business-owned life
insurance and executive benefits products

> Global asset management offering mutual funds, institutional portfolios,
college savings plans, 401(k)s, IRAs and other retirement plans

> Investment capabilities include fixed income, equities (both U.S. and global),
absolute return and global asset allocation

Canada Life
Great-West Life & Annuity United
States
Putnam Investments
Europe

[1] Asat September 30,2011
[2] As at December 31,2011
[3] As at December 31,2010
[4] As atJune 30, 2011; Benefits Canada 2011 CAP report data

> Protection and wealth management products and related services
in the United Kingdom, Isle of Man, Ireland and Germany

> Reinsurance and retrocession business, primarily in the United States
and European markets

Products & Services

IGM Financial

Investors Group
Mackenzie Financial
Investment Planning Counsel

Financial advice and planning for individual Canadians
Family of exclusive mutual funds with multiple sub-brands
Institutional asset management mandates

Insurance, Solutions Banking, mortgage and

trust company products and services

vV oV Vv Vv

Products & Services

Pargesa
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> Core shareholder investing in Europe

> Concentrated positions in a limited number of large
industrial companies based in Europe

> Seeking to exercise significant influence or
control over its investments




Distribution Channels

Market Position

> Gold Key financial security advisors associated > Serves the financial security needs of more than 12 million Canadians
with Great-West Life > 26% market share of individual life insurance measured by premium®
> Freedom 55 Financial and Wealth & Estate Planning Group financial > 25% market share of individual living benefits measured by premium™
security advisors associated with London Life > 27% market share of individual segregated funds
> Independent advisors associated with managing general agencies > 22% market share of group insurance®
> National accounts, including Investors Group > 18% market share of group capital accumulation plans,
> Great-West Life group insurance and retirement sales and service serving 1.2 million member accounts®l
staff in offices across Canada that support independent advisors, > Leading market share for creditor insurance revenue premium
brokers and benefit consultants distributing its group products
> Brokers, consultants, advisors and third-party administrators > GWL&A and its subsidiaries provide services to nearly 25,000 defined
> Financial institutions contribution plans
> Sales and service staff and specialized consultants > Putnam has nearly 5 million shareholders and retirement plan
> Services global institutional, domestic retail, defined contribution, participants and nearly 150 institutional client accounts around
and registered investment advisor markets the world
> More than 170,000 advisors distribute Putnam products
> Independent financial advisors and employee benefit U.K. AND > 30% share of group life market®®!
consultants in the U.K. and Isle of Man ISLE OF MAN > 20% share of group income protection market®
> Independent brokers and direct sales force in Ireland > Among the top offshore life companies in the U.K.
> Independent brokers and multi-tied agents in Germany market with 22% share
> Independent reinsurance brokers > Among the top insurers in payout annuities,
> Direct placements with 6% market share”
IRELAND > Among the top seven insurers by new business

GERMANY >

REINSURANCE >

market sharel!

One of the top two insurers in the independent
intermediary unit-linked market™

> Among the top six in the overall unit-linked market™
Among top ten life reinsurers in the U.S. by
assumed business

Distribution Channels

Market Position

Investors Group network of 4,608 consultants

Mackenzie sales and service for financial advisors across all wealth
management channels (over 30,000 financial advisors)
Investment Planning Counsel has over 850 independent

financial planners

Institutional asset management sales force

Relationship with Canadian Medical Association

$118.7 billion in assets under management

Significant market position in mutual fund management,

with 13.3% of industry long-term mutual fund assets

under management

Among Canada’s leading providers of financial planning services
$22.5 billion in institutional, sub-advised and other mandates
with Mackenzie

Group Holdings

Performance Record

LAFARGE > One of the world leaders in cement,
aggregates and concrete
IMERYS > Aworld leader in industrial minerals
TOTAL > Aninternational integrated oil and
gas company
GDF SUEZ > Aleading energy provider in electricity

SUEZ ENVIRONNEMENT >

PERNOD RICARD >

and natural gas

An international water and waste
management company

The world co-leader in wines and spirits

Strong and consistent dividend payout; $2.7 billion over 15 years
Consistent outperformance of relevant equity market indices over the
long term

Fifteen-year total return to shareholders of 7.7% (SF),

compared with 5.2% (SF) for the Swiss SPI index and 4.9% (€)

for the French CAC 40 index

POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT 5



Directors’ Report
to Shareholders

Power Financial Corporation and its subsidiaries continued to produce strong financial results in the face

of challenging economic and financial market conditions in 2011. It was a year of two halves, with investor

sentiment and market levels improving substantially in the first half and then deteriorating sharply in the second.

Turmoil in Europe weakened markets across the globe and presented a particular challenge to growth in our

United Kingdom and European businesses. It also contributed to a lowering of interest rates globally, which

puts pressure on the profitability of a number of life insurance products. The strength of our approach to

balance sheet management, our strong risk-management culture and credit investing skills, and the resilience

of our distribution channels helped us grow our earnings in 2011, in spite of these challenges.

6

Throughout the year, the companies in our group maintained their focus on strengthening their
products, as well as their distribution and client service capabilities, in order to provide enhanced

value to their clients and take advantage of the growth opportunities in their respective markets.

Our businesses are focused on helping individuals achieve and maintain financial security
throughout their lifetimes. We do so by serving individuals both one-on-one and through
employer-based group programs. Our research indicates that the need for products and services

that help people prepare for and live comfortably in retirement will continue to grow.

Our research also indicates that savings rates are by far the most important determinant of
retirement preparedness. It shows clearly that individuals with a financial advisor save more and
are better prepared for retirement, at all income and age levels. We therefore continue to invest

in businesses centered on delivering financial services and products through financial advisors.

In 2011, our companies picked up the pace of investing in technology, for both improved efficiency
and enhanced client interfaces. In many of their lines of business, our companies invested in

sales tools, financial planning tools and enhancements to the customer experience.

POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT
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We believe our corporate governance structures and practices have been essential in creating

and maintaining strong business franchises capable of performing in good times and in bad.

Our governance is rooted in a long-term perspective towards shareholder returns, and focuses
upon key factors such as strategy, people, capital and risk. We oversee our principal investments
through boards of directors made up of a mix of experienced individuals both from within our

group and from the outside.

Our group companies also have a long and proud history of contributing to the well-being

of the communities in which they operate. We are building upon these well-ingrained

practices by adopting a more structured approach to our corporate social responsibilities.

The principles underlying our approach in this area are outlined later in this report under

“Responsible Management”.

FINANCIAL RESULTS

Power Financial's operating earnings attributable to common shareholders for the year ended
December 31, 2011 were $1,729 million or $2.44 per share, compared with $1,625 million or
$2.30 per share in the corresponding period in 2010. This represents an increase of 6.2 per cent

on a per share basis.

The increase in operating earnings reflects primarily the increase in the contribution from the

Corporation’s subsidiaries, Great-West Lifeco and IGM Financial.

The need for
products and
services that
help people
prepare for and
live comfortably
in retirement
will continue

to grow.

POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT
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For the twelve-month period ended December 31, 2011, other items represented a charge of

$7 million, compared with a charge of $157 million in the corresponding period in 2010.

Other items in 2011 include a contribution of $88 million representing the Corporation’s share
of non-operating earnings of Great-West Lifeco. In the fourth quarter of 2011, Great-West
Lifeco re-evaluated and reduced the litigation provision established in the third quarter of 2010,
which positively impacted Great-West Lifeco’s common shareholders’ net earnings for 2011 by
$223 million. Additionally, Great-West Lifeco established a provision of $99 million in respect of

the settlement of litigation relating to its ownership in a U.S.-based private equity firm.

Other items in 2011 also include a charge of $133 million representing the Corporation’s share

of GBL's €650 million write-down of its investment in Lafarge.

Net earnings attributable to common shareholders, including other items, were $1,722 million
or $2.43 per share for the year ended December 31, 2011, compared with $1,468 million or
$2.08 per share in 2010.

Dividends paid by Power Financial Corporation totalled $1.40 per common share in 2011,

unchanged from 2010.

GROUP COMPANIES" RESULTS

Great-West Lifeco’s financial condition remains very solid as a result of its continued strong
performance in 2011. The company delivered superior results compared to peer companies
in its industry due to strong organic growth of premiums and deposits, and solid investment

performance, despite challenging market conditions.

Great-West Lifeco reported operating earnings attributable to common shareholders of

$1,898 million for 2011, compared with $1,819 million for 2010.

Great-West Lifeco’s return on equity (ROE) of 16.6 per cent on operating earnings and 17.6 per
cent on net earnings for the twelve months ended December 31, 2011 continued to rank among

the strongest in the financial services sector.
Other measures of Great-West Lifeco’s performance in 2011 include:
> Premiums and deposits of $62.3 billion, compared with $59.1 billion in 2010.

> An increase in general fund and segregated fund assets from $229.4 billion to $238.8 billion

in 2011.

> Total assets under administration at December 31, 2011 of $502 billion, compared to

approximately $487 billion a year ago.
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The dividend on Great-West Lifeco’s common shares remained unchanged in 2011,

Great-West Lifeco’s capital position remains very strong. The Minimum Continuing Capital and
Surplus Requirements (MCCSR) ratio for Great-West Life was 204 per cent on a consolidated
basis at December 31, 2011. This measure of capital strength remains at the upper end of the

target operating range.

At December 31, 2011, Great-West Lifeco held cash and cash equivalents of approximately
$600 million, the net result of capital transactions since the third quarter of 2008. As this cash
is held at Great-West Lifeco, it is not reflected in the regulatory capital ratios of its operating
subsidiaries. It augments Great-West Lifeco’s capital and liquidity position, thereby enhancing

the company'’s capability to take advantage of market opportunities.

In Canada, Great-West Lifeco’s companies maintained leading market positions in their individual
and group businesses. Individual insurance sales in Canada increased 6 per cent and sales of
proprietary retail investment funds increased 3 per cent year over year. The Canadian operations
have experienced strong organic growth by focusing on diversified distribution, prudent product

and service enhancements, and expense management.

Group retirement services recorded strong growth and group insurance continued to experience
strong persistency, while individual segregated funds and mutual funds maintained positive net

cash flows.

Together, Great-West Lifeco’s operating companies remain Canada’s number one provider of

individual insurance solutions.

In the United States, Great-West Lifeco’s Financial Services businesses continued to post
solid results in 2011. While overall sales were down from 2010’s record-setting year, a focus
on expanded distribution and diverse product offerings contributed to a 23 per cent increase
in corporate 401(k) plan sales and a strong jump in regional and national business-owned life

insurance cases in 2011.

In 2011, Putnam continued to rebuild its brand and position in the marketplace by focusing on
investment performance and innovation, and introduced new ways for investors to cope with
volatile markets. For example, the firm launched Putnam Dynamic Risk Allocation Fund, which
Putnam believes may achieve higher returns than a traditional balanced fund with approximately
the same volatility and risk. Putnam also established itself as one of the leaders in using social

media as a means to interact with its clients and strengthen its brand.

In Europe, Great-West Lifeco has operations through Canada Life in the United Kingdom,

Isle of Man, Ireland and Germany.

POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT
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In 2071, the company continued to face challenging credit markets as well as a general loss
of consumer confidence in investments due to volatility in equity markets. These pressures
continued to affect sales volumes. Earnings were again impacted by the required strengthening of
reserves for future asset default risk and asset impairments. The earnings impact was somewhat
mitigated by both the company’s credit risk reduction activities and the opportunity for yield

enhancement of gilt holdings (U.K. government-issued securities) due to wider credit spreads.

IGM Financial and its operating companies experienced an increase in net earnings in 20711.

Average total assets under management increased year over year.

Investors Group and Mackenzie Financial, the company’s principal businesses, continued to
generate business growth through product innovation, investment management, resource

management and distribution expansion throughout the year.

Operating earnings available to common shareholders for the year ended December 31, 2011
were $833 million or $3.22 per share compared to operating earnings available to common

shareholders of $759 million or $2.89 per share in 2010.

Net earnings available to common shareholders, including other items, for the year ended
December 31, 2011 were $901 million or $3.48 per share compared to net earnings available to

common shareholders, including other items, of $731 million or $2.78 per share in 2010.

Total assets under management at December 31, 2011 totalled $118.7 billion. This compared with
total assets under management of $129.5 billion at December 31, 2010, a decrease of 8.3 per cent.

The decrease was driven primarily by declining stock market levels in the last half of the year.
Dividends were $2.10 per share for the year, up from $2.05 in the prior year.

The Investors Group Consultant network continued to expand by opening five new region
offices during 2011. The company now has 106 region offices across Canada. There were

4,608 Consultants at December 31, 2011.

Investors Group mutual fund assets under management were $57.7 billion at the end of 2011,
compared with $61.8 billion in 2010. Mutual fund sales were $6.0 billion, compared with mutual
fund sales in 2010 of $5.7 billion. The redemption rate on long-term mutual funds for 2011 was
8.8 per cent compared to 8.3 per cent at December 31, 2010. Net sales of mutual funds in 2011

were $39 million.
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Investors Group continued to respond to the complex financial needs of its clients by delivering a

diverse range of products and services in the context of personalized financial advice. Throughout
the year, consultants worked with clients to help them understand the impact of financial market

volatility on their long-term financial planning.

Mackenzie's total assets under management were $61.7 billion at the end of 2011, compared
with $68.3 billion at December 31, 2010. Total sales were $10.3 billion, down from the prior
year's level of $12.2 billion. Total net redemptions for the year were $2.5 billion, compared with

$1.5 billion in 2010.

Mackenzie maintained its focus on delivering consistent long-term investment performance
true to the multiple styles deployed in the investment process, while emphasizing product
innovation and communication with advisors and investors. Its focus is evidenced by the strength
of Mackenzie's relationships with financial advisors, the work undertaken with investor and
advisor education programs and its commitment to focusing on active investment management
strategies. During 2011, Mackenzie broadened its investment choices for Canadians by adding

several new funds and more options, including tax-deferred solutions.

Individuals

with a financial
advisor save
more and are
better prepared
for retirement,
at all income
and age levels.
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Directly and through the Belgian holding company Groupe Bruxelles Lambert (GBL), the Pargesa
group holds significant positions in six large companies based in Europe: Lafarge, which produces
cement and building materials; Imerys, a producer of industrial minerals; Total, in the oil and gas
industry; GDF Suez, in electricity and gas; Suez Environnement, in water and waste management;
and Pernod Ricard, a leading producer of wines and spirits. The Pargesa group’s strategy is to
establish a limited number of substantial interests in which it can acquire a position of control

or significant influence.

Pargesa’s operating earnings stood at SF343 million in 2011 versus SF466 million in 2010. The
decline in income was mainly due to a weakening of the euro against the Swiss franc, Pargesa’s
reporting currency. The average 2011 rate declined 13.0 per cent and Pargesa recorded a
SF55 million exchange loss on the sale of euros resulting from the sale of its interest in Imerys
to GBL. Moreover, although Imerys’ income rose, its contribution at the Pargesa level declined
due to the latter's decreased economic interest in this holding. After the assumption of a
SF416 million write-down on GBL's interest in Lafarge, net income showed a SF65 million loss.

The write-down had no impact on the group’s cash or adjusted net assets.

At the end of December 2011, Pargesa’s adjusted net asset value was SF6.7 billion. This represents
a value of SF80.0 per Pargesa share, compared with SF99.8 at the end of 2010, a decrease of

19.8 per cent expressed in Swiss francs.

The 2011 financial crisis put a stop to the cyclical upturn in industrial production and international
trade that began in 2010. After rebounding sharply in 2010, economic growth slowed again in the
second half of last year. The European debt crisis spread to the real economy as the weakening of
European banking systems led to a slowdown in lending, and drastic emergency public spending
cuts in some countries had a negative impact on growth. By the end of fiscal 2011, the euro

zone had entered a recession.

At the next annual meeting of shareholders on May 16, 2012, Pargesa’s board of directors will
propose paying a dividend of SF2.57 per holder’s share, for a total distribution of SF217.5 million.
The dividend per share of SF2.57 represents a 5.5 per cent decrease, in Swiss francs, but a
2.4 per cent increase when expressed in euros, the currency in which the portfolio of the group

is denominated.
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GROUP DEVELOPMENTS

One of the most notable group developments this year was the sale of Pargesa’s stake in Imerys
to GBL. In April 2011, Pargesa sold its 25.6 per cent interest in Imerys for €1,087 million to GBL,
thereby concentrating the ownership and oversight of Imerys within GBL. The position stood at
57.0 per cent as at December 31, 2011. The purpose of this transaction from Pargesa’s perspective
was to ensure that it had adequate cash resources to meet debt maturities coming due over
the next two years. Pargesa’s only holding now consists of its 50 per cent investment in GBL.

GBL also took action to extend upcoming maturing debt during the year.

The companies in the Power Financial group were active in the capital markets in February 2012
with the issuance of perpetual preferred shares to improve the quality of capital: Great-West
Lifeco issued $250 million of First Preferred Shares, Series P, and Power Financial issued

$250 million of First Preferred Shares, Series R.

CANADA'’S RETIREMENT READINESS
The evolving savings and retirement readiness of Canadians are matters of vital importance in
an environment of volatile economic and market conditions, and the demographic pressures of

an aging work force, longer life expectancies and shorter working careers.

Studies show that Canada’s retirement system is among the strongest in the OECD, both in
terms of income adequacy and system sustainability. One of its key strengths is that it is well
balanced between government-provided programs, employer-sponsored plans and individual
savings. Notwithstanding the system’s relative strength, research suggests that a number of
Canadians across different age and income brackets may still not be adequately prepared for
retirement, mainly because they do not save enough or do not benefit from participation in
a retirement plan. Enhancements to the system can and should be made in order to facilitate
and incent Canadians to save more. The retirement readiness of Canadians is best enhanced
through targeted, incremental changes to an already well-balanced retirement system which

blends public and private responsibility.

Canadians’ use of financial advisors is an important factor in enabling them to plan for and live

comfortably in retirement. Research by the Investment Funds Institute of Canada demonstrates

that people who use a financial advisor have substantially higher investment assets than non-

advised households, in each income range and age bracket. Moreover, the relationship with a
financial advisor generally starts early in life and, contrary to popular belief, begins when the
individual has a relatively low level of financial assets. The value of advice is based upon
the impact of a long-term relationship between an individual or household and a financial advisor

where saving habits and market discipline are built over time.

POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT
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BOARD OF DIRECTORS

Several Directors will not stand for re-election at the May 2012 Annual Meeting of Shareholders.

Mtr. Brian Aune joined the Board of Power Financial Corporation in 2006. He had been Chairman
and Chief Executive Officer of Nesbitt Thomson for over ten years, and brought to the Board
the benefit of his involvement in the financial services industry and in many other Canadian

business sectors.

The Right Honourable Donald F. Mazankowski was first elected to the Board in 1996, following a
distinguished career of public service during which he held the posts of Deputy Prime Minister
of Canada, Minister of Finance, President of the Treasury Board, Minister of Transport, Minister of
Agriculture and President of the Queen’s Privy Council for Canada. He served on the Executive
Committee of the Board. He has also served for many years on the Boards and Board Committees
of Power Corporation, Great-West Lifeco and subsidiaries, and IGM Financial and subsidiaries,

where he chaired the Audit Committee.

Mr. Jerry E. A. Nickerson, Chairman of the Board of H.B. Nickerson and Sons Limited, has been
a Director of Power Financial Corporation since 1999, bringing with him many years of business
experience. In recent years, he sat on the Audit Committee of the Board. Mr. Nickerson has
also served as a Director of Power Corporation and Great-West Lifeco and subsidiaries, and as
a member of several committees of these companies’ boards. He chaired the Audit Committees
of Great-West Lifeco and the Great-West Life Assurance Company from 1994 to 2009 and of

other subsidiaries at various times during that period.

In addition, and in keeping with the Corporation’s practice of maintaining a majority of
Directors who are independent of management, several Directors who are also, and will
remain, senior officers of the Corporation or its affiliates will not stand for re-election. They are
Messrs. Raymond L. McFeetors, Michel Plessis-Bélair (who will be named a Vice-Chairman of

the Corporation), Dr. Henri-Paul Rousseau, and Mr. Amaury de Seze.

On behalf of the Board and the shareholders, we wish to thank all of these Directors for their
valuable service to Power Financial Corporation and its affiliates over many years. During their
tenure and with the benefit of their judgment and wise counsel, the Power Financial group made
several important acquisitions and dispositions, successfully confronted the economic challenges

of recent years, and achieved long-term performance of which they should be justifiably proud.
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FUTURE OUTLOOK

The last several years have been extremely challenging for the developed economies of the
world and for the financial services industry in particular. Despite great progress on many fronts,
many structural imbalances remain to be resolved, including the large fiscal or trade deficits
in many countries. In the financial services industry, there is the added risk that the regulatory

reform pendulum may swing back so hard that it exacerbates the resolution of these problems.

Despite the obstacles, the need for products and services that help individuals prepare for and
live comfortably in retirement will continue to grow in the future. Against this backdrop, Power
Financial continues to pursue its strategy based on a long-term view of the opportunities that

lie ahead for our group companies.
We do so with confidence in the future.

Your Directors wish to express gratitude on behalf of the shareholders for the important
contribution of the management and employees of our Corporation and its associated companies

to the successful results achieved in 2011 in an improving but challenging operating environment.

On behalf of the Board of Directors,

signed signed signed

R. Jeffrey Orr Paul Desmarais, Jr., 0.C., 0.Q. André Desmarais, 0.C., 0.Q.
President and Co-Chairman of the Board Co-Chairman of the Board
Chief Executive Officer

March 14, 2012
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Responsible
Management

Responsible management has long been an intrinsic corporate value at our company and is a constant priority
that we believe is essential to long-term profitability and value creation. Responsible management defines our
approach at Power Financial, in all facets of our business. It informs our efforts when dealing with corporate
social responsibility (CSR) issues and initiatives relating to our portfolio companies. The same is true with

the manner in which we manage our relationships with the communities where we are established and the

ethical way in which we treat our customers, employees and business partners.

WE REMAIN
COMMITTED TO FURTHERING
OUR RESPONSIBLE MANAGEMENT
PHILOSOPHY, PREDICATED ON A
STRONG FOUNDATION OF INTEGRITY
AND ETHICAL CONDUCT.
Our CSR Statement, which can be found
on our website, reflects our philosophy of
responsible management. It helps shape
the corporate culture we foster throughout
the Power Financial group of companies.

A Power Financial officer has been tasked
with overseeing the implementation of our
CSR Statement and will be providing annual
progress reports on our CSR initiatives to
the Governance and Nominating Committee
of the Board of Directors.

We encourage and support the efforts of our
portfolio companies to develop initiatives
consistent with our CSR Statement. We also
work with our operating subsidiaries on
group-wide CSR strategic issues.
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WE SUPPORT OUR PEOPLE
BY PROVIDING AN ENRICHING,
RESPECTFUL, BALANCED AND
REWARDING WORK ENVIRONMENT.
We rely on all the people in our group of
companies for the success of our business.
A motivated work force respected by
management is one of the most effective
means we have to create long-term value
for our shareholders. We actively support
a culture of development and performance.
We seek to create flexible and balanced
workplaces that recognize the value of
diversity and personal well-being.

Our people are the ambassadors of our
core values. Our management philosophy
is based on teamwork and trust, especially
critical in our business environment
where they are charged with earning the
trust of our customers. We will continue
to ensure they benefit from positive
working relationships and opportunities
for personal growth.

WE CONTRIBUTE TO
SOCIETY BY OFFERING SOUND
PRODUCTS AND SERVICES, AND BY
SUPPORTING THE COMMUNITIES
WHERE WE ARE ESTABLISHED.
The mainstay of our business is financial
services. Our companies help customers
achieve their financial and retirement
goals by providing financial advice and
planning products and services. We believe
that the companies in which we invest
have sound and well-structured products
that meet customer needs and provide
value. Our primary areas of focus are life
and health protection, retirement savings
and investment advisory services. Our
companies operate in a financially prudent
manner and have sustainable business
models within their relative markets.

In the context of our responsible
management and active ownership
approach, we recognize the importance

of integrating environmental, social and
governance considerations when interacting
with our portfolio companies.



As part of our CSR values, we strive to

be responsible corporate citizens and
make a positive contribution to the
communities where the Corporation is
established. Through our parent company,
Power Corporation, we have generously
contributed to more than 800 organizations
through the years and supported many
employee volunteering initiatives. We

will continue to support our communities
with a focus on health, education, arts
and culture, community development, and
the environment.

ENVIRONMENT: WEWORKTO
REDUCE THE ENVIRONMENTAL IMPACT
OF OUR BUSINESSES THROUGH
CONTINUOUS IMPROVEMENT.

Sound environmental practices and
behaviours are well-rooted in how the
Corporation approaches its business
activities, and we remain committed

to conducting our activities in an
environmentally-responsible manner.

As a holding company, our limited direct

environmental impact is primarily related to
the activities of our head office, which has
no production, manufacturing or service
operations. Over the years, we have focused
our efforts on resource conservation,
energy efficiency and waste management.
We remain committed to continuously
reducing our limited impact while working
with our group companies to support their
environmental management initiatives.

COLLABORATION

AND TRANSPARENCY:

WE ARE COMMITTED TO

RESPONSIBLE DISCLOSURE.

We believe in enhancing our disclosure

to better communicate our responsible
management activities. We realize this is an
area that continues to grow in importance

for our stakeholders. Over the coming years,

we will be improving the quality of our CSR

reporting to provide meaningful information

to our stakeholders.

Our group
companies

have a long and
proud history of
contributing to
the well-being of
the communities
in which

they operate.
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Great-West Lifeco

Great-West Lifeco is an international financial services holding company with interests in life insurance, health
insurance, retirement and investment services, asset management and reinsurance businesses. Great-West Lifeco
has operations in Canada, the United States, Europe and Asia through Great-West Life, London Life, Canada Life,
Great-West Life & Annuity and Putnam Investments. Great-West Lifeco and its companies have over $502 billion

in total assets under administration.

Great-West Lifeco’s financial condition remains very solid as a result of its continued strong
performance in 2011. The company delivered superior results compared to peer companies in
its industry due to strong organic growth of premiums and deposits, as well as solid investment

performance, despite challenging market conditions.

Great-West Lifeco’s companies continue to benefit from prudent and conservative investment
policies and practices with respect to the management of their consolidated assets. In addition,
conservative product underwriting standards and a disciplined approach to introducing new
products have proven beneficial for Great-West Lifeco and its companies over the long term.
Great-West Lifeco’s approach to asset and liability management has minimized exposure to
interest rate movements. In Canada, Great-West Lifeco continued to offer segregated fund
guarantees in a judicious and disciplined manner, thereby limiting risk exposure. As a result

of these practices, Great-West Lifeco’s balance sheet is one of the strongest in the industry.

The Minimum Continuing Capital and Surplus Requirements (MCCSR) ratio for Great-West Life
was 204 per cent on a consolidated basis at December 31, 2011. This measure of capital strength

remains at the upper end of the company'’s target operating range.

At December 31, 2011, Great-West Lifeco held cash and cash equivalents of approximately
$600 million, the net result of capital transactions since the third quarter of 2008. As this cash
is held at the holding company, it is not reflected in the regulatory capital ratios of Great-West
Lifeco’s operating subsidiaries. It augments Great-West Lifeco’s capital and liquidity position,

thereby enhancing its capability to take advantage of market opportunities.
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Great-West Life—founded in Winnipeg, Manitoba in 1891, is a leading Canadian insurer, with interests in life
insurance, health insurance, investment, savings and retirement income and reinsurance businesses, primarily in
Canada and Europe. In Canada, Great-West Life and its subsidiaries, London Life and Canada Life, offer a broad
portfolio of financial and benefit plan solutions and serve the financial security needs of more than 12 million people.
London Life—founded in London, Ontario in 1874, has been helping Canadians meet their financial security
needs for more than 135 years.

Canada Life—founded in 1847, was Canada’s first domestic life insurance company.

Great-West Life’s products include a wide range of investment, savings and retirement income
plans, and payout annuities, as well as life, disability, critical illness and health insurance
for individuals and families. These products and services are distributed through a diverse
network of financial security advisors and brokers associated with Great-West Life; financial
security advisors associated with London Life’s Freedom 55 Financial™ division and the
Wealth & Estate Planning Group; and the distribution channels Canada Life supports, including
independent advisors associated with managing general agencies, as well as national accounts

including Investors Group.

For large and small businesses and organizations, Great-West Life offers a variety of group benefit
plan solutions featuring options such as life, health care, dental care, critical illness, disability,
wellness and international benefits, plus convenient online services. The company also offers
group retirement and savings plans that are tailored to the unique needs of businesses and
organizations. These products and services are distributed through financial security advisors

associated with our companies, as well as independent advisors, brokers and consultants.

In 2011 Great-West Life and its subsidiaries continued to see strong sustained performance
in their Canadian businesses. Their individual insurance business grew slightly faster than the
market; the group retirement services business recorded solid growth; the group insurance
business continued to experience strong persistency; and the individual segregated fund and

mutual fund businesses maintained positive net cash flows.
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Our businesses
are focused on
helping individuals
achieve and
maintain

financial security
throughout

their lifetimes.

LONDON LIFE

London Life offers financial security advice and planning through its more than 3,150-member
Freedom 55 Financial division. Freedom 55 Financial offers London Life’s own brand of investment,
savings and retirement income, annuities, life insurance and mortgage products. Within
Freedom 55 Financial, the Wealth & Estate Planning Group is a specialized segment of advisors

focused on meeting the complex needs of affluent Canadians.

In addition, financial security advisors associated with London Life offer a broad range of
financial products from other financial institutions. A London Life subsidiary, Quadrus Investment

Services Ltd., offers 43 exclusive mutual funds under the Quadrus Group of Funds™ brand.

The relationship the company has with advisors supports the very strong persistency of its
business, provides a strategic advantage and contributes to strong market share across multiple

lines of business.

CANADA LIFE
In Canada, the company offers a broad range of insurance and wealth management products and
services for individuals, families and business owners from coast to coast. These products include

investments, savings and retirement income, annuities, life, disability and critical illness insurance.

Canada Life, together with Great-West Life, is a leading provider of individual disability and

critical illness insurance in Canada.

Canada Life is the leading provider of creditor insurance in Canada for mortgages, loans, credit
cards, lines of credit and leases through leading financial institutions, automobile dealerships

and other lending institutions.
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Canada Life, with roots in Europe dating back to 1903, provides individuals and their families with a broad
range of insurance and wealth management products. These include: payout annuities, investments and group
insurance in the United Kingdom; savings and individual insurance in the Isle of Man; individual insurance,
savings and pension products in Ireland; and fund-based pensions, critical illness and disability insurance
in Germany. Through its Reinsurance Division, Canada Life is a leading provider of traditional mortality,

structured and annuity reinsurance solutions for life insurers in the United States and in international markets.

As aresult of its continued emphasis on credit and expense controls, Canada Life was in a strong
position coming into 2011, and this focus was maintained throughout the year. Additionally, there
was renewed attention on risk and risk management, as Canada Life prepares for the advent

of Solvency Il'in Europe.

In the U.K., Canada Life continued to grow premium volumes, especially in the Isle of Man
product range, despite economic challenges which adversely affected the group insurance

business. Sales of payout annuities were very strong in the early part of 2011.

In Germany, Canada Life operates in the independent broker market and is one of the leading
insurers for guaranteed unit-linked products in the broker segment. Despite challenging market
conditions for unit-linked providers, retirement savings product sales, and in particular sales of
the market-leading Guaranteed Minimum Withdrawal Benefit (GMWB) product, showed strong
growth in 2011. Canada Life’s serious illness and GMWB products retained their status as the

leaders in their categories in a recent poll of insurance intermediaries.

In Ireland, Canada Life became the first company to launch a guaranteed variable annuity product,
and also launched a new Income Opportunities Fund, managed by Setanta Asset Management,

the group’s asset manager in Ireland.

In 2011, reinsurance demand remained strong, particularly for structured reinsurance solutions
with U.S. life insurers. Canada Life continued to leverage its financial strength, disciplined risk
management practices and excellent client relationships to achieve strong business results in
the face of significant catastrophe impacts early in the year. The company continues to follow

capital developments globally for potential business opportunities.
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Great-West Life & Annuity is a leading provider of employer-sponsored retirement savings plans. GWL&A

and its subsidiaries offer fund management, investment and advisory services, as well as record-keeping and

administrative services for other plan providers. GWL&A also offers business-owned life insurance, executive

benefits products, individual retirement accounts, life insurance and annuities. The company markets its

products and services nationwide through its sales force and distribution partners.
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In 2011, GWL&A made significant progress on its strategic plan. Key initiatives to increase sales
and assets under management, enhance service and launch new products laid the groundwork

for accelerated growth.

Expanded distribution and diverse product offerings contributed to a 23 per cent increase in
corporate 401(k) plan sales and a jump in regional and national business-owned life insurance
cases to nine in 2011 from three the previous year. An agreement with a nationwide financial
distributor created a high-potential channel for corporate 401(k) sales, while GWL&A also added

distribution partners to drive additional sales of individual life insurance products.

A new online sales tool aggregated information about 401(k) prospects, advisors, plans and sales
metrics to increase opportunities and sales force productivity. A new customer relationship
management system consolidated legacy databases to improve service to plan sponsors and

partners and enhance client retention.

The Maxim Lifetime Asset Allocation Series mutual funds, which provide retirement target date
options, and the Maxim SecureFoundation Portfolios, which offer guaranteed lifetime income
within retirement plans, together ranked 10th in net flows among U.S. target date offerings in

2011. An individual retirement account rollover initiative helped increase asset retention.

A new hybrid product accounted for 26 per cent of business-owned life insurance sales in 2011.
A collective trust product introduced in 2011 provides target date asset allocation investment

solutions to large corporate and government plan markets.
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This year, Putnam celebrates 75 years of managing money for individual and institutional investors. Inspired
by balance, the firm has practised an active, risk-conscious approach to pursuing client mandates since the
launch of the George Putnam Balanced Fund in 1937. Putnam today provides investment services across a range
of equity, fixed income, absolute return and alternative strategies. The global asset manager and retirement
plan provider distributes those services largely through intermediaries via its offices and strategic alliances in
North America, Europe and Asia.

Putnam made significant progress in 2011 as the firm continued to focus on further bolstering its
investment and distribution capabilities, retirement offerings, brand strength in the marketplace,
state-of-the-art technology and innovative product offerings, while maintaining award-winning

customer service.

The firm expanded its product line during the year with funds that seek to help advisors and
their clients manage the challenges of the current investment era, through the introduction of
Putnam Dynamic Risk Allocation Fund, Putnam Short Duration Income Fund, and the Putnam

Retirement Income Lifestyle Funds.

Putnam continued to bring value-added thought leadership and differentiated practice
management services to the marketplace last year. Putnam launched the acclaimed FundVisualizer™
tool and Wealth Management Center for financial advisors, as well as the Putnam Institute, which
aims to critically examine key investment theories and issues of importance to individual and

institutional investors, consultants, plan sponsors and financial advisors.

In 2011, Putnam was recognized by a number of industry observers for strong investment results,
service and business leadership. The firm received six Lipper Fund Awards based on performance
excellence across multiple asset classes for periods of three years or more. Additionally, Putnam
won the DALBAR Service Award for the 22nd consecutive year for providing the highest levels
of investor service to mutual fund shareholders, and was named Retirement Leader of the Year

by a major industry publication.
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|GM Financial

IGM Financial is one of Canada’s premier personal financial services companies, and one of the country’s largest

managers and distributors of mutual funds and other managed asset products, with over $118 billion in total

assets under management at December 31, 2011. The company serves the financial needs of Canadians through

multiple distinct businesses, including Investors Group, Mackenzie Financial and Investment Planning Counsel.

Fundamental to its activities is the belief in the value of advice in contributing to the advancement of the

financial literacy and financial security of Canadians.
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IGM Financial and its operating companies experienced an increase in net earnings in 2011.
Average total assets under management increased year over year. Investors Group Inc. and
Mackenzie Financial Corporation, the company’s principal businesses, continued to generate
business growth through product innovation, investment management, resource management,

and distribution expansion throughout the year.

The company is well diversified through its multiple distribution channels, product types,
investment management units and fund brands. Assets under management are diversified by

country of investment, industry sector, security type and management style.

A primary component of the company’s business approach is to support financial advisors as
they work with clients to plan for and achieve their financial goals. The importance of financial
advice became clearer throughout the industry in the last few years as a result of emerging

research and continued public interest in enhanced financial literacy.

The scope of the company’s business and its association with other members of the
Power Financial Corporation group of companies have placed IGM Financial in a position of
leadership and strength in the financial services industry. Together, these elements will enable
IGM Financial to create long-term value for its clients, consultants, advisors, employees and

shareholders over time.

IGM Financial is committed to the principles of corporate social responsibility. The company
has a long-standing practice of corporate giving through a range of philanthropic activities
at IGM Financial and within each of its operating companies. Their people contribute to

communities across Canada through active participation in volunteer organizations, industry
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committees and professional associations. The company conducts its business in a manner

that respects the long-term financial, economic, environmental and social interests of the
communities in which it operates. IGM Financial is committed to the principles of good
governance practices which consider the long-term returns to the company’s shareholders and
its responsibilities to its clients. In keeping with this commitment, IGM Financial has adopted

an extensive written code of conduct that governs its directors, officers and employees.

The Investors Group consultant network continued to expand by opening five new region
offices during 2011. The company now has 106 region offices across Canada. There were
4,608 consultants at December 31, 2011. Investors Group continued to respond to the complex
financial needs of its clients by delivering a diverse range of products and services in the context

of personalized financial advice.

Mackenzie maintained its focus on delivering consistent long-term investment performance
true to the multiple styles deployed in the investment process, while emphasizing product
innovation and communication with advisors and investors. This focus is evidenced by the
strength of Mackenzie's relationships with financial advisors, the work undertaken with investor
and advisor education programs, and the company’s commitment to focusing on active
investment management strategies. During 2011, Mackenzie added several new funds and more

options, including tax-deferred solutions.

IGM Financial continues to build its business through a strategic focus on multiple distribution
opportunities delivering high-quality advice, as well as innovative investment and service

solutions for investors.

The value of
advice is based
upon a long-term
relationship
between a
household and
a financial
advisor where
saving habits
are built

over time.
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Investors Group is committed to comprehensive planning delivered through long-term client and consultant
relationships. The company provides advice and services through a network of approximately 4,600 consultants
to nearly one million Canadians. Investors Group offers investment management, securities, insurance,
mortgage and other financial services to its clients through integrated financial planning. The company’s
commitment to training and support is integral to consultants’ ability to deliver effective financial advice.
Investors Group'’s culture provides consultants with an entrepreneurial environment and unique support

structure to deliver personalized service and knowledgeable advice to clients.

In 2011, Investors Group continued to make progress in a number of key areas. Growth in the
consultant network, combined with industry-low redemption rates, is strong evidence of client
and consultant satisfaction with the calm and steady approach being taken to their long-term

financial planning needs.

Clients enhance their financial literacy and gain financial confidence as consultants assist them

with the development and deployment of their financial plans.

Investors Group is committed to the ongoing evolution and expansion of its product and service
offering. In 2011, the company implemented a number of enhancements to its fixed income
offering in order to address the current low interest rate environment and provide appropriate
diversification opportunities for clients. Investors Fixed Income Flex Portfolio was introduced

in February and Investors Canadian Corporate Bond Fund in May.

In November, three new equity mandates were added—Investors Core Canadian Equity, Investors
Core U.S. Equity, and IG Putnam U.S. Growth. The company also announced the proposed
merger of eight funds with similar investment mandates. These proposed mergers are intended
to provide more effective management and, in some cases, broader, more diversified investment

mandates, which in turn will provide the potential for more stable long-term performance.

In 2011, the consultant network growth, the active engagement of over 1,700 employees, the
increased communication in response to the global financial situation, the continual refinement of
financial planning, and the expanding product and service offerings demonstrated the company’s

commitment to meet the evolving financial needs of Canadians.
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Mackenzie is a multidimensional financial services company with more than 150 mutual funds and is recognized

as one of Canada’s premier investment managers, providing investment advisory and related services in

North America. The company provides investment management services through multiple product offerings

utilizing proprietary investment research and experienced investment professionals. The company distributes its

investment services through multiple distribution channels to both retail and institutional investors. Mackenzie

is dedicated to providing clients with high-quality, innovative investment solutions, and strives to maintain

strong long-term investment performance across its multiple product offerings.

In 2011, Mackenzie continued to focus on business growth, innovation and responsiveness, and

professional growth.

On September 2, Mackenzie entered into an agreement with B2B Trust, a subsidiary of
Laurentian Bank, under which B2B Trust would acquire 100 per cent of M.R.S. Trust Company
and M.R.S. Inc. in a share purchase transaction. The transaction closed on November 16. This
sale allows the company to focus all of its energy and resources moving forward on its core

business of investment management.

Mackenzie’s product lineup continued to evolve with a number of product launches during the
year, including Mackenzie Saxon Dividend Income Class, a tax-efficient version of Mackenzie
Saxon Dividend Income Fund, and the Canadian Shield Fund was converted from a closed-end
investment fund to Mackenzie Universal Canadian Shield Fund, an open-end mutual fund.
In November, Mackenzie became one of the few mutual fund distributors to offer the Registered
Disability Savings Plan (RDSP). The strength of Mackenzie’s retail distribution network is built on
long-standing and expanding relationships. These relationships allow the company’s products to
be efficiently distributed through retail brokers, financial advisors, insurance agents, banks, pension
consulting firms and financial institutions, giving Mackenzie one of the broadest retail distribution
platforms of any investment company in Canada. With the realignment of its sales teams to focus
on strategic alliances and the retail and institutional channels, Mackenzie is positioned to serve
the needs of different types of investors across the insurance channel, group retirement platforms,

sub-advisory needs, pension plans, corporations and individuals working with a financial advisor.
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Pargesa group

The Pargesa group holds significant positions in six large companies based in Europe: Imerys (industrial
minerals), Lafarge (cement, aggregates and concrete), Total (oil and gas), GDF Suez (electricity and gas),
Suez Environnement (water and waste management) and Pernod Ricard (wines and spirits). Power Financial,
through its wholly owned subsidiary Power Financial Europe B.V., and the Frere family group of Belgium each
hold a 50 per cent interest in Parjointco, a Netherlands-based company. Parjointco’s principal holding is a
56.5 per cent equity interest (76.0 per cent of the voting rights) in Pargesa Holding SA, the Pargesa group's

parent company based in Geneva, Switzerland.

The Pargesa group’s strategy is to establish a limited number of substantial interests in which it can
acquire a position of control or significant influence. In April 2011, Pargesa sold its 25.6 per cent
stake in Imerys to GBL for €1,087 million so as to concentrate within the latter the oversight of
its controlling stake, which was 57.0 per cent as at December 31, 2011. There were no other major

changes in the group’s investment portfolio in 2011.

In 2011, the group’s holdings all posted increases in revenues. Their operating performance
also improved, except for Lafarge, which was impacted by high cost inflation and by negative

foreign exchange.

At the level of Pargesa, according to the economic presentation of results, net operating
earnings declined 26.5 per cent to SF342 million, mainly due to a decrease in the euro against
the Swiss franc, the reporting currency used in Pargesa’s financial statements. After a write-down

of SF416 million of GBL's interest in Lafarge, Pargesa recorded a loss of SF65 million.

A world leader in mineral processing, Imerys holds leading positions in each of its sectors:
Performance and Filtration Minerals, Materials and Monolithics, Pigments for Papers and

Packaging, and Ceramics, Refractaries, Abrasives and Foundry.

In 2011, Imerys’ end markets held up well overall compared to 2010, a year of strong rebound
and inventory rebuilding. Sales grew by 9.8 per cent to €3.7 billion, current operating income
rose 15.5 per cent to €487 million and net income, after non-recurring items, was up 25.3 per cent
to €303 million.
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LAFARGE
With operations in more than 64 countries, Lafarge, a world leader in building materials, holds

leading positions in each of its markets: cement, aggregates and concrete.

In 2011, the group’s sales were up 3 per cent to €15.3 billion, sustained by growing volumes in
emerging markets and favourable weather conditions in the last quarter. High cost inflation and
negative foreign exchange impacts weighed on current operating income, which fell 8.9 per cent
to €2.2 billion. Net income, after non-recurring items, stood at €593 million, compared to
€827 million in 2010.

TOTAL
Created from the successive mergers of Total, PetroFina and EIf Aquitaine, Total is one of the

largest international oil and gas groups and a major player in chemicals.

Despite a backdrop of economic slowdown, ongoing pressure on global oil supplies drove
the average price of crude oil above US$111/barrel, a 40 per cent increase over the previous
year. This environment was favourable for upstream operations, but difficult for downstream
operations in Europe. The European refining margin indicator (ERMI) fell to US$17.4/tonne from
US$27.4/tonne in 2010, while the average gas selling price rose 27 per cent. In this context, net
income stood at €12.3 billion versus €10.6 billion in 2010.

!
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Contrary to
popular belief,
the relationship
with a financial
advisor generally
starts when

an individual

has a relatively
low level of
financial assets.
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GDF Suez, created from the 2008 merger of Suez and Gaz de France, is an international industrial
and services group active across the entire energy value chain in electricity and natural gas,
upstream to downstream. GDF Suez develops its core business in electricity and heat generation,
trading, transmission and distribution of electricity and gas (natural and liquified), and energy

and industrial services.

In 2011, the company recorded sales of €90.7 billion, up 7.3 per cent, despite exceptionally mild
weather in Europe and a gas rate freeze in France. EBITDA was up 9.5 per cent to €16.5 billion,
reflecting the contribution of International Power, which was integrated into the group in
February 2071. Net income, after non-recurring items, stood at €4.0 billion versus €4.6 billion

the previous year.

Suez Environnement integrates water and waste management operations that were formerly
within the scope of Suez before it merged with Gaz de France. In the Water sector, the group
designs and manages drinking water production and distribution systems and wastewater
treatment systems, carries out engineering work and supplies a wide range of services to industry.
In the Waste sector, Suez Environnement is active in managing (collecting, sorting, recycling,

treating, recovering and storing) industrial and household waste.

In 2011, the group’s sales stood at €14.8 billion, up 6.9 per cent from the previous year. Current
operating income, which rose 1.4 per cent to €1.0 billion, was impacted by additional construction
costs for the Melbourne desalination plant. Net income, after non-recurring items, stood at
€323 million versus €565 million in 2010.

Since the creation of Pernod Ricard in 1975, significant organic growth and a series of acquisitions,
particularly Seagram in 2001, Allied Domecq in 2005 and Vin & Sprit in 2008, have made the

company the global co-leader in wines and spirits.

In 2010-2011, Pernod Ricard’s sales grew 8 per cent to €7.6 billion. The gross margin after
logistics costs was up 9.3 per cent to €4.6 billion. Net income stood at €1,045 million compared

to €951 million the previous year.
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Review of Financial Performance

Alltabularamountsare in millions of Canadian dollars, unless otherwise noted.

MARCH 14, 2012

This Annual Reportisintended to provide interested shareholders and others with selected information concerning Power Financial Corporation. For further
information concerning the Corporation, shareholdersand otherinterested persons should consult the Corporation's disclosure documents, such asits Annual
Information Form and Management's Discussion and Analysis (MD&A). Copies of the Corporation’s continuous disclosure documents can be obtained at
www.sedar.com, on the Corporation’s website at www.powerfinancial.com, or from the office of the Secretary at the addresses shown at the end of this report.

FORWARD-LOOKING STATEMENTS > Certainstatementsinthisreport, otherthan
statements of historical fact, are forward-looking statements based on certain
assumptions and reflect the Corporation’s current expectations, or with respect to
disclosure regarding the Corporation’s public subsidiaries, reflect such subsidiaries’
disclosed current expectations. Forward-looking statements are provided for
the purposes of assisting the reader in understanding the Corporation’s financial
performance, financial position and cash flows as at and for the periods ended on
certaindatesand to presentinformationabout management's current expectations
and plans relating to the future and the reader is cautioned that such statements
may not be appropriate for other purposes. These statements may include, without
limitation, statements regarding the operations, business, financial condition,
expected financial results, performance, prospects, opportunities, priorities,
targets, goals, ongoing objectives, strategies and outlook of the Corporation
and its subsidiaries, as well as the outlook for North American and international
economies for the current fiscal year and subsequent periods. Forward-looking
statementsinclude statements thatare predictivein nature, depend upon orrefer to
future events or conditions, orinclude words such as “expects”, "anticipates”, "plans’,
"believes’, "estimates’, "seeks”, "intends’, "targets’, "projects”, "forecasts” or negative
versions thereof and other similarexpressions, or future or conditional verbs such as
"may", “will", "should”, "would" and “could".

By its nature, this information is subject to inherent risks and uncertainties that
may be general or specific and which give rise to the possibility that expectations,
forecasts, predictions, projections or conclusions will not prove to be accurate, that
assumptions may not be correct and that objectives, strategic goals and priorities
will not be achieved. Avariety of factors, many of which are beyond the Corporation’s
and its subsidiaries’ control, affect the operations, performance and results of the
Corporationandits subsidiaries and their businesses, and could cause actual results
to differ materially from current expectations of estimated or anticipated events or
results. These factors include, but are not limited to: the impact or unanticipated
impact of general economic, political and market factors in North America and
internationally, interestand foreign exchange rates, global equity and capital markets,

management of market liquidity and funding risks, changes in accounting policies
and methods used to report financial condition (including uncertainties associated
with critical accounting assumptions and estimates), the effect of applying future
accounting changes, business competition, operational and reputational risks,
technological change, changes in government reqgulation and legislation, changes
intaxlaws, unexpected judicial or regulatory proceedings, catastrophic events, the
Corporation'sandits subsidiaries'ability to complete strategic transactions, integrate
acquisitions and implement other growth strategies, and the Corporation’s and its
subsidiaries’ success inanticipating and managing the foregoing factors.

The reader is cautioned to consider these and other factors, uncertainties and
potential events carefully and not to put undue reliance on forward-looking
statements. Information contained in forward-looking statements is based upon
certain material assumptions that were applied in drawing a conclusion or making
aforecast or projection, including management'’s perceptions of historical trends,
current conditionsand expected future developments, as well as other considerations
thatare believed to be appropriatein the circumstances, including that the foregoing
list of factors, collectively, are not expected to have a material impact on the
Corporationand its subsidiaries. While the Corporation considers these assumptions
tobereasonable based oninformation currently available to management, they may
prove to beincorrect.

Other than as specifically required by applicable Canadian law, the Corporation
undertakes noobligation to update any forward-looking statement to reflect events
or circumstances after the date on which such statement is made, or to reflect the
occurrence of unanticipated events, whether as a result of new information, future
events orresults, or otherwise.

Additional information about the risks and uncertainties of the Corporation’s
business and material factors or assumptions on which information contained in
forward-looking statementsis basedis provided inits disclosure materials, including
its most recent MD&A and its Annual Information Form, filed with the securities
regulatory authorities in Canada and available at www.sedar.com

Readers are reminded that a list of the abbreviations used throughout can be found at the beginning of this Annual Report. In addition, the following abbreviations are used
in the Review of Financial Performance and in the Financial Statements and Notes thereto: Audited Consolidated Financial Statements of Power Financial and Notes thereto
for the year ended December 31, 2011 (the 2011 Consolidated Financial Statements or the Financial Statements); International Financial Reporting Standards (IFRS); previous
Canadian generally accepted accounting principles (previous Canadian GAAP or previous CGAAP).
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Power Financial, a subsidiary of Power Corporation, is a holding company
with substantial interests in the financial services industry through its
controllinginterestsin Lifecoand IGM. Power Financial also holds, together
with the Frére group of Belgium, an interest in Pargesa.

As at December 31, 2011, Power Financial and IGM held 68.2% and 4.0%,
respectively, of Lifeco’'s common shares, representing approximately 65%
of the voting rights attached to all outstanding Lifeco voting shares. As at
December 31,201, Power Financial and Great-West Life, a subsidiary of Lifeco,
held 57.6% and 3.6%, respectively, of IGM's common shares.

Power Financial Europe B.V., a wholly owned subsidiary of Power Financial,
and the Frere group each hold a 50% interest in Parjointco, which, as at
December 31,2011, held a 56.5% equity interest in Pargesa, representing 76.0%
of thevotingrights of that company. These figures do not reflect the dilution
which could result from the potential conversion of outstanding debentures
convertibleinto new bearer shares issued by Pargesa in 2006 and 2007.

The Pargesa group has holdings in major companies based in Europe. These
investments are held by Pargesa through its affiliated Belgian holding

INTERNATIONAL FINANCIAL REPORTING STANDARDS

In February 2008, the Canadian Institute of Chartered Accountants
announced that Canadian GAAPfor publicly accountable enterprises would
bereplaced by International Financial Reporting Standards (IFRS), asissued
by the International Accounting Standards Board (IASB), for fiscal years
beginning on orafterjJanuary1, 2011.

The Corporation developed and implemented an IFRS changeover plan
whichaddressed key areas, including accounting policies, financial reporting,
disclosure controls and procedures, information systems, education and
training, and other business activities. The Corporation commenced
reporting under IFRS for the quarter ending March 31, 2011, including
presentinga transitional balance sheetatjanuary1,2010 and reporting under
IFRS for comparative periods, with the required reconciliations presented.
The Corporation’s presentation currency is the Canadian dollar.

The information for prior periods presented herein, including information
relating to comparative periods in 2010, has been restated or reclassified
to conform to IFRS and to financial statement presentations adopted
for the current period being reported, unless otherwise noted as being
presented under previous Canadian GAAP and not IFRS. Included in the
Corporation’s 2011 Consolidated Financial Statementsis the IFRS1transitional
note including reconciliations of the balance sheet and equity at transition
to IFRS, and reconciliations of net earnings and comprehensive income at
December 31,2010 for the figures previously presented under Canadian GAAP.

Theimpactto shareholders'equity at transition (January1, 2010) from previous
Canadian GAAPto IFRS was a net decrease of $385 million. The impact to 2010
earnings was a decrease of $17million, consisting of a decrease in operating
earnings of $22 million and an increase in otheritems of $5 million.

For a complete listing of relevant IFRS accounting policies and details
of the impact of the initial adoption of IFRS on the presentation of the
financial statements, refer to Notes 2 and 3 of the Corporation’s 2011
Consolidated Financial Statements. Further information is also available
on the Corporation’s website at www.powerfinancial.com.

INCLUSION OF PARGESA’S RESULTS

The investment in Pargesa, an associate of the Corporation as defined
under IFRS, is accounted for by Power Financial under the equity method.
As described above, the Pargesa portfolio currently consists primarily of
investments in Imerys, Total, GDF Suez, Suez Environnement, Lafarge,
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company, Groupe Bruxelles Lambert. As at December 31, 2011, Pargesa held
a50.0% equity interestin GBL, representing 52.0% of the voting rights.

As at December 31, 2011, Pargesa’s portfolio was composed of interests in
various sectors, including primarily oil and gas through Total; energy and
energy services through GDF Suez; water and waste management services
through Suez Environnement; industrial minerals through Imerys; cement
and building materials through Lafarge; and wines and spirits through
Pernod Ricard. Also as at December 31, 2011, GBL had a 10% interest in
Arkema, a global chemical producer based in France. On March 14,2012, GBL
announced thesale of itsinterestin Arkemafor proceeds of €432 million and
againof €220 million. Also, on March 14,2012, GBLannounced it had launched
the sale of a maximum of 6.2 million shares of Pernod Ricard, representing
approximately 2.3% of the share capital of Pernod Ricard.

In addition, Pargesa and GBL have also invested, or committed to invest,
in the area of private equity, including in the French private equity funds
Sagard 1and Sagard 2, whose management company is a subsidiary of
Power Corporation.

Pernod Ricard and Arkema, which are held through GBL, which is
consolidated in Pargesa. Imerys' results are consolidated in the financial
statements of GBL, while the contribution from Total, GDF Suez, Suez
Environnement, Pernod Ricard and Arkema to GBL's operating earnings
consists of the dividends received from these companies. GBL accounts
forits investment in Lafarge under the equity method, and consequently,
the contribution from Lafarge to GBL's earnings consists of GBL's share of
Lafarge's net earnings.

The contribution from Pargesa to Power Financial's earningsis based on the
economic (flow-through) presentation of results as published by Pargesa.
Pursuant to this presentation, operating earnings and non operating
earnings are presented separately by Pargesa. Power Financial's share of
non-operating earnings of Pargesa, after adjustments or reclassifications
if necessary, is included as part of other items in the Corporation’s
financial statements.

NON-IFRS FINANCIAL MEASURES
Inanalyzing the financial results of the Corporation and consistent with the
presentation in previous years, net earnings are subdivided in the section

“Results of Power Financial Corporation”below into thefollowing components:

> operating earnings; and

> otheritemsornon-operating earnings, whichinclude the after-taximpact
of any item that management considers to be of a non-recurring nature
or that could make the period-over-period comparison of results from
operations less meaningful, and also include the Corporation’s share
of any such item presented in a comparable manner by its subsidiaries.
Please also refer to the comments above related to the inclusion of
Pargesa’s results.

Management has used these financial measures for many years in its
presentation and analysis of the financial performance of Power Financial,
and believes that they provide additional meaningful information to readers
in theiranalysis of the results of the Corporation.

Operating earnings and operating earnings per share are non-IFRS financial
measures that do not have a standard meaning and may not be comparable
to similar measures used by other entities. For a reconciliation of these
non-1FRS measures to results reported in accordance with IFRS, see

“Results of Power Financial Corporation—Earnings Summary—Condensed

Supplementary Statements of Earnings” section below.



This section is an overview of the results of Power Financial. In this section,
consistent with past practice, the contributions from Lifeco and IGM, which
represent most of the earnings of Power Financial, are accounted for using

the equity method in order to facilitate the discussion and analysis. This
presentationhasnoimpact on Power Financial's netearningsandisintended
toassist readersin theiranalysis of the results of the Corporation.

EARNINGS SUMMARY —CONDENSED SUPPLEMENTARY STATEMENTS OF EARNINGS
Thefollowing table shows a reconciliation of non-IFRS financial measures used herein for the periods indicated, with the reported resultsin accordance with
IFRS for net earnings attributable to common shareholders and earnings per share.

TWELVE MONTHS ENDED DECEMBER 31 2011 2010
Contribution to operating earnings from subsidiaries and investment in associates
Lifeco 1,298 1,249
IGM 480 432
Pargesa 110 121
1,888 1,802
Results from corporate activities (55) (78)
Dividends on perpetual preferred shares (104) (99)
Operating earnings attributable to common shareholders 1,729 1,625
Otheritems 7) (157)
Net earnings attributable to common shareholders 1,722 1,468
Earnings per share attributable to common shareholders
—operating earnings 2.44 2.30
—non-operating earnings (0.01) (0.22)
—netearnings 2.43 2.08

OPERATING EARNINGS ATTRIBUTABLE

TO COMMON SHAREHOLDERS

Operating earnings attributable to common shareholders for the year
ended December 31, 2011 were $1,729 million or $2.44 per share, compared
with $1,625 million or $2.30 per share in the corresponding period in 2010
(anincrease of 6.2% on a per share basis).

CONTRIBUTION TO OPERATING EARNINGS FROM
SUBSIDIARIES AND INVESTMENT IN ASSOCIATES

Power Financial's share of operating earnings from its subsidiaries and
investmentin associates increased by 4.8% for the year ended December 31,
2011, compared with the same period in 2010, from $1,802 million to
$1,888 million.

Lifeco's contribution to Power Financial's operating earnings was
$1,298 million for the year ended December 31, 2011, compared with
$1,249 million for the corresponding period in 2010. Details are as follows:

> Lifecoreported operatingearningsattributable to common shareholders
of $1,898 million or $2.000 per share for the twelve-month period ended
December 31, 2011, compared with $1,819 million or $1.920 per share in the
corresponding period in 2010. This represents an increase of 4.2% on a
per share basis.

> Operating earnings of Lifeco exclude the net impact of two unrelated
litigation provisions which increased earnings of Lifeco by $124 million
after tax. The provisions are described fully in the "Other Items” section
below. Operating earnings for the twelve months ended December 31,2010
exclude theimpactof anincremental litigation provision in theamount of
$225 million after tax ($204 million attributable to common shareholders).

> Despite challenging market conditions, Lifeco delivered strong consistent
operating earnings in all regions.

IGM's contribution to Power Financial's operating earnings was $480 million
for the twelve-month period ended December 31, 2011, compared with
$432 million for the corresponding period in 2010. Details are as follows:

> |GM reported operating earnings available to common shareholders
of $833 million or $3.22 per share for the twelve-month period ended
December 31, 2011, compared with $759 million or $2.89 per share in the
same period in 2010, an increase of 11.4% on a per share basis.

> IGM's earnings are primarily dependent on the level of assets under
management. Average daily mutual fund assets were $105.7 billion in 2011,
compared with $101.4 billion in 2010.

> On September 2, 2011, Mackenzie Financial Corporation, a subsidiary of
IGM, announced thatithad enteredintoan agreement to sell M.R.S. Trust
Company and M.R.S. Inc. (collectively, MRS). The operating earnings of
Power Financial include the earnings of MRS which have been classified
asdiscontinued operations in the Corporation’s Consolidated Statement
of Earnings but exclude the after-tax gain on the sale of the investment
for an amount of $30 million, recorded in the fourth quarter of 2011, as
well as a $29 million one-time positive tax adjustment recorded in the
third quarter of 2011.

The contribution from Pargesa to Power Financial's operating earnings was
$10 million in the twelve-month period ended December 31, 2011, compared
with $121 million in the corresponding period in 2010. Details are as follows:

> Pargesa’s operating earnings for the twelve-month period ended
December 31, 2011 were SF343 million, compared with SF466 million in
the corresponding period in 2010. Pargesa’s operating results, which are
reported in Swiss francs, were negatively impacted by the weakening of
the euro against the Swiss franc.
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> Although the results of Imerys for the twelve-month period ended
December 31, 2011 were 25% higher than in the corresponding period in
2010, the contribution from Imerys to Pargesa’s earnings decreased by
13% in 201, due to a smaller percentage of ownership as Pargesa’s direct
interestin Imerys was sold to GBLin April 2011 and due to the weakening
of the euro against the Swiss franc.

> Thecontribution of Lafarge to Pargesa’s operating earnings decreased for
the twelve-month period ended December 31,2011, due to lower operating
earnings at Lafarge and the effect of currency, as explained above.

> Theresults of Pargesa alsoinclude a foreign currency loss of SF55 million
on the sale of the euros resulting from the proceeds of the disposal of the
Imerys shareholding. This loss was partly offset by gains in GBLs private
equity portfolio foran amount of SF19 million.

RESULTS FROM CORPORATE ACTIVITIES
Results from corporate activities include income from investments,
operating expenses, financing charges, depreciation and income taxes.

Corporate activities were a net charge of $55 million in the twelve-month
period ended December 31, 2011, compared with a net charge of $78 million
in the corresponding period in 2010.

The improvements in corporate activities result mainly from a decrease in
financing charges of $15 million due to the redemption of the Corporation’s
Series ) preferred shares in July 2010 and the Series C preferred shares in
October 2010, and from the recognition, in the fourth quarter of 2011, of an
amountrepresenting the taxadvantage of losses carry forward transferred
to IGM under a loss consolidation transaction.

OTHER ITEMS

For the twelve-month period ended December 31, 2011, other items
represented a charge of $7million, compared with a charge of $157 million in
the corresponding period in 2010.

Other items in 201 include a contribution of $88 million representing the
Corporation's share of non-operating earnings of Lifeco. In the fourth quarter
of 201, Lifeco re-evaluated and reduced a litigation provision established
in the third quarter of 2010 which positively impacted Lifeco’'s common
shareholders'net earnings by $223 million. Additionally, in the fourth quarter
of 2011, Lifeco established a provision of $99 million after tax in respect of
thesettlement of litigation relating to its ownershipina U.S.-based private
equity firm. The net impact to Lifeco of these two unrelated matters was
$124 million.

Other items in 2011 also include a charge of $133 million representing the
Corporation’s share of GBL's €650 million write-down of its investment in
Lafarge recorded in the third quarter. The persistence of Lafarge’s share
price at a level significantly below its consolidated carrying value rendered
animpairment test necessary.

Other items in 2010 were primarily composed of the Corporation’s share
of the litigation provision referred to above recorded by Lifeco in the third
quarter of 2010 representing an amount of $144 million.

Thefollowing table provides additional information on otheritems for the periods indicated:

TWELVE MONTHS ENDED DECEMBER 31 2011 2010
Share of Lifeco's

Litigation provisions 88 (144)
Share of IGM's

Gain on disposal of MRS 18

Changesin the status of certain income tax filings 17

Employee benefits and restructuring costs (13)
Share of Pargesa'’s

Impairment charge (133) (4)

Other 3 4

@) (157)

NET EARNINGS ATTRIBUTABLE TO COMMON SHAREHOLDERS

Net earnings attributable to common shareholders for the twelve-month period ended December 31, 2011 were $1,722 million or $2.43 per share, compared

with $1,468 million or $2.08 per share in the corresponding period in 2010.
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CONDENSED SUPPLEMENTARY BALANCE SHEETS CONSOLIDATED BASIS EQUITY BASISH
AS AT DECEMBER 31 2011 2010 2011 2010
ASSETS

Cashand cash equivalents?? 3,385 3,656 707 713
Investmentin associates 2,222 2,448 13,369 12,660
Investments 117,042 109,990

Funds held by ceding insurers 9,923 9,856

Reinsurance assets 2,061 2,533

Intangible assets 5,023 5,024

Goodwill 8,786 8,717

Otherassets 7,654 7,593 104 94
Segregated funds for the risk of unit holders 96,582 94,827

Total assets 252,678 244,644 14,180 13,467
LIABILITIES

Insurance and investment contract liabilities 115,512 108,196

Obligations to securitization entities 3,827 3,505

Debentures and other borrowings 5,888 6,313 250 250
Capital trust securities 533 535

Otherliabilities 7,521 9,716 409 406
Insurance and investment contracts on account of unit holders 96,582 94,827

Total liabilities 229,863 223,092 659 656
EQUITY

Perpetual preferred shares 2,005 2,005 2,005 2,005
Common shareholders’equity 11,516 10,806 11,516 10,806
Non-controlling interests 9,294 8,741

Total equity 22,815 21,552 13,521 12,811
Total liabilities and equity 252,678 244,644 14,180 13,467

[1] Condensed supplementary balance sheets of the Corporation using the equity method to account for Lifeco and IGM.
[2] Under the equity basis presentation, cash equivalentsinclude $430 million (5470 million at December 31, 2010) of fixed income securities with maturities of more
than 90 days. In the Consolidated Financial Statements, thisamount of cash equivalents s classified in investments.

CONSOLIDATED BASIS

The consolidated balance sheetsinclude Lifeco'sand IGM'sassetsand liabilities.

Total assets of the Corporation increased to $252.7 billion at December 31, 2011,

compared with $244.6 billion at December 31, 2010.

The investment in associates of $2.2 billion represents the Corporation’s
carrying value in Parjointco. The components of the decrease from 2010 are
shown in the "Equity Basis” section below.

Investments at December 31,2011 were $117.0 billion, a $71 billionincrease from
December 31, 2010 primarily related to Lifeco. See also the discussion in the
"Cash Flows"section below.

Liabilities increased from $223.1 billion at December 31, 2010 to $229.9 billion
at December 31, 2011, mainly due to an increase in Lifeco's insurance and
investment contract liabilities.

Debentures and other borrowings decreased by $425 million during the
twelve-month period ended December 31, 2011, as further explained in the

“"Cash Flows—Consolidated" section below.

Non-controlling interestsinclude the Corporation’s non-controlling interests
inthe common equity of Lifeco and IGM as well as the participating account
surplus in Lifeco's insurance subsidiaries and perpetual preferred shares
issued by subsidiaries to third parties.
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Assetsunderadministration of Lifecoand IGM are as follows:

AS AT DECEMBER 31
[IN BILLIONS OF CANADIAN DOLLARS] 2011 2010
Assets under management of Lifeco
Invested assets 114.6 106.6
Other corporate assets 27.6 27.9
Segregated funds net assets 96.6 94.8
Proprietary mutual funds and institutional net assets 125.4 126.1
364.2 3554
Assets under management of IGM 118.7 129.5
Total assets under management 482.9 484.9
Otherassets underadministration of Lifeco 137.8 131.5
Total assets under administration 620.7 616.4

Total assets under administration at December 31, 2011 increased by
$4.3 billion (an increase at Lifeco of $15.1 billion and a decrease at IGM of
$10.8 billion) from December 31, 2010:

> Totalassetsunderadministration by Lifeco at December 31,2011 increased
by $15.1 billion from December 31, 2010, primarily due to an increase in fair
value of invested assets as a result of lower government bond rates and
an increase in other assets under administration due to new plan sales
and positive currency movement.

> |IGM's assets under management, at market value, were $118.7 billion
at December 31, 2011, compared with $129.5 billion at December 31, 2010.

EQUITY BASIS

Under the equity basis presentation, Lifeco and IGM are accounted for by
the Corporation using the equity method. This presentation has no impact
on Power Financial's shareholders’ equity and is intended to assist readers
inisolating the contribution of Power Financial, as the parent company, to
consolidated assets and liabilities.

Cashand cash equivalents held by Power Financialamounted to $707 million
at December 31,2011, compared with $713 million at the end of December 2010.
The amount of quarterly dividends declared by the Corporation but not
yet paid was $274 million at December 31, 2011. The amount of dividends
declared by IGM but not yet received by the Corporation was $80 million at
December 31, 2011.

In managing its own cash and cash equivalents, Power Financial may
hold cash balances or invest in short-term paper or equivalents, as well
as deposits, denominated in foreign currencies and thus be exposed to
fluctuationsin exchangerates. Inorderto protect against such fluctuations,
Power Financial may, from time to time, enter into currency-hedging
transactions with financial institutions with high credit ratings. As at
December 31, 2011, essentially all of the $707 million of cash and cash
equivalents was denominated in Canadian dollars or in foreign currencies
with currency hedgesin place.

The carrying value at equity of Power Financial's investments in Lifeco, IGM and Parjointco increased to $13,369 million at December 31, 2011, compared with

$12,660 million at December 31, 2010. This increase is explained as follows:

LIFECO IGM  PARJOINTCO TOTAL
Carryingvalue, at the beginning 7.726 2,454 2,480 12,660
Repayment of advance - - (32) (32)
Share of operating earnings 1,298 480 110 1,888
Share of otheritems 86 37 (130) 7)
Share of change in other comprehensive income 156 4 (222) (62)
Dividends (797) (311) - (1,108)
Other 7 7 16 30
Carryingvalue, at theend 8,476 2,671 2,222 13,369

EQUITY

Common shareholders’ equity was $11,516 million at December 31, 2011,
compared with $10,806 million at December 31, 2010. The increase of
$710 million is mainly due to:

> A $761 million increase in retained earnings, reflecting primarily net
earnings of $1,826 million, less dividends declared of $1,095 million and
otheritems of positive $30 million.

> Changes to accumulated other comprehensive income in the negative
amount of $57 million, which represents the Corporation's share of other
comprehensive income of its subsidiaries and associates.

In 2011, 160,000 common shares were issued by the Corporation pursuant
to the Corporation’s Employee Stock Option Plan for an aggregate amount
of $3million.

As a result of the above, book value per common share of the Corporation
was $16.26 at December 31, 2011, compared with $15.26 at the end of 2010.
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The Corporation filed a short-form base shelf prospectus dated November 23,
2010, pursuant to which, fora period of 25 months thereafter, the Corporation
may issue up to an aggregate of $1.5 billion of First Preferred Shares, Common
Sharesand debt securities, orany combination thereof. Thisfiling provides the
Corporation with the flexibility to access debtand equity markets on a timely
basis to make changes to the Corporation’s capital structure in response
to changes in economic conditions and changes in its financial condition.

OUTSTANDING NUMBER OF COMMON SHARES

As of the date hereof, there were 708,173,680 Common Shares of the
Corporation outstanding, compared with 708,013,680 at December 31,
2010. As of the date hereof, options were outstanding to purchase up to
an aggregate of 9,097,618 Common Shares of the Corporation under the
Corporation's Employee Stock Option Plan.



CONDENSED CASH FLOWS—CONSOLIDATED

FORTHE YEARS ENDED DECEMBER 31 2011 2010
Cash flow from operating activities 5,505 6,533
Cash flow from financing activities (2,406) (1,268)
Cash flow from investing activities (3,106) (6,268)
Effect of changesin exchange rates on cash and cash equivalents 24 (215)
Increase (decrease) in cash and cash equivalents—continuing operations 17 (1,218)
Cashand cash equivalents, at the beginning 3,656 4,855
Less: cash and cash equivalents—discontinued operations, beginning of year (288) (269)
Cash and cash equivalents—continuing operations, end of year 3,385 3,368

On a consolidated basis, cash and cash equivalents from continuing
operations increased by $17 million in the twelve-month period ended
December 31, 2011, compared with a decrease of $1,218 million in the
corresponding period in 2010.

Operating activities produced a net inflow of $5,505 million in the
twelve-month period ended December 31, 2011, compared with a net inflow
of $6,533 million in the corresponding period in 2010.

Operating activities during the twelve-month period ended December 31,

201, compared to the same period in 2010, included:

> Lifeco’s cash flow from operations was a net inflow of $4,844 million,

compared with a netinflow of $5,797 million in the corresponding period
in2010. Cash provided by operating activitiesis used by Lifeco primarily to
pay policy benefits, policyholderdividends and claims, as well as operating
expenses and commissions. Cash flows generated by operations are

mainly invested by Lifeco to support future liability cash requirements.

> Operating activities of IGM, after payment of commissions, generated
$777 million, compared with $824 million in the corresponding period
in2010.

Cash flows from financing activities, which include dividends paid on the
common and preferred shares of the Corporation, as well as dividends
paid by subsidiaries to non-controlling interests, resulted in a net outflow

of $2,406 million in the twelve-month period ended December 31, 2011,

compared with a net outflow of $1,268 million in the corresponding period
in2010.

Financing activities during the twelve-month period ended December 31,201,

compared to the same period in 2010, included:

> Dividends paid by the Corporation and its subsidiaries to non-controlling
interests were $1,735 million, compared with $1,718 million in the
corresponding period in 2010.

> Issuance of common shares of the Corporation in the amount of $3 million,

compared to issuance in the amount of $31 million in the corresponding

periodin 2010, pursuant to the Corporation's Employee Stock Option Plan.

> Issuance of common shares by subsidiaries of the Corporation for an
amount of $61 million, compared with $84 million in the corresponding
period in 2010.

> No issuance of preferred shares by the Corporation, compared to an

issuanceforanamount of $280 millionin the corresponding period in 2010.

> No issuance of preferred shares by subsidiaries of the Corporation,

compared toissuance foranamount of $400 millionin the corresponding
periodin 2010.

> No redemption of preferred shares by the Corporation, compared to
redemption in the amount of $305 million in the corresponding period
in 2010.

> No redemption of preferred shares by subsidiaries of the Corporation,
compared to redemption in the amount of $507 million in the
corresponding period in 2010.

> Repurchase for cancellation by subsidiaries of the Corporation of their
common sharesamounted to $186 million, compared with $157 million in
the corresponding period in 2010.

> Noissuance of debenturesand otherdebtinstrumentsat Lifeco, compared
toanissuanceforanamount of $500 million in the corresponding period
in 2010.

> Netrepayment of other borrowings at Lifeco foran amount of $6 million,
compared with net repayment of debentures and other borrowings of
$254 million in the corresponding period in 2010.

> Repaymentof debentures by IGM foran amount of $450 million, compared
with issuance of debentures of $200 million in the corresponding period
in 2010.

> Increaseinobligations to securitization entities at IGM foran amount of
$319 million, compared withanincrease of $193 millionin the corresponding
period in 2010.

> A net payment of $408 million by IGM in 2011 arising from obligations
related to assets sold under repurchase agreements, compared to
net receipts of $5 million in 2010. The net payment in 2011 included the
settlementof $428 millionin obligations related to the sale of $426 million
in Canada Mortgage Bonds, which arereported in investing activities.

Cash flows frominvesting activities resulted in a net outflow of $3,106 million
in the twelve-month period ended December 31, 2011, compared with a net
outflow of $6,268 million in the corresponding period in 2010.

Investing activities during the twelve-month period ended December 31, 201,
compared to the same period in 2010, included:

> Investing activities at Lifeco resulted in a net outflow of $3,407 million,
compared with a net outflow of $6,099 million in the corresponding
period in 2010.

> Investingactivitiesat IGM resulted inanetinflow of $229 million, compared
with a net inflow of $60 million in the corresponding period in 2010.

> Inaddition, the Corporation reduced its level of fixed income securities with
maturities of more than 90 days, resulting in a net inflow of $40 million,
compared with a net outflow of $197 million in the corresponding period
in2010.
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CASH FLOWS —CORPORATE

FOR THE YEARS ENDED DECEMBER 31 2011 2010

CASH FLOW FROM OPERATING ACTIVITIES
Net earnings 1,826 1,567
Earnings from subsidiaries and Pargesa not received in cash (776) (488)
Other 4 (2)
1,054 1,077

CASH FLOW FROM FINANCING ACTIVITIES
Dividends paid on common and preferred shares (1,095) (1,086)
Issuance of perpetual preferred shares 280
Issuance of common shares 3 31
Redemption of preferred shares (305)
Other (8)
(1,092) (1,088)

CASH FLOW FROM INVESTING ACTIVITIES
Repayment from (advance to) Parjointco 32 (32)
32 (32)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (6) (43)
Cash and cash equivalents, beginning of year 713 756
Cashand cash equivalents, end of year 707 713

Power Financial is a holding company. As such, corporate cash flows from
operations, before payment of dividends, are principally made up of dividends
received from its subsidiaries and associates and income from investments,
less operating expenses, financing charges, and income taxes. The ability of
Lifecoand IGM, which arealso holding companies, to meet their obligations
generally and pay dividends depends in particular upon receipt of sufficient
funds from their subsidiaries. The payment of interest and dividends by
Lifeco's principal subsidiaries is subject to restrictions set out in relevant
corporate and insurance laws and regulations, which require that solvency
and capital standards be maintained. As well, the capitalization of Lifeco’s
principal subsidiaries takes into account the views expressed by the various
creditrating agencies that provide ratings related to financial strength and
other measures relating to those companies. The payment of dividends by
IGM's principal subsidiaries is subject to corporate laws and regulations
which require that solvency standards be maintained. In addition, certain
subsidiaries of IGM must also comply with capital and liquidity requirements
established by regulatory authorities.

The preparation of financial statements in conformity with IFRS requires
management to adopt accounting policies and to make estimates and
assumptions that affect amounts reported in the Corporation’s 2011
Consolidated Financial Statements. The major accounting policies and
related critical accounting estimates underlying the Corporation’s 2011
Consolidated Financial Statements are summarized below. In applying
these policies, management makes subjective and complex judgments that
frequently require estimates about matters that are inherently uncertain.
Many of these policies are common in the insurance and other financial
services industries; others are specific to the Corporation’s businesses and
operations. The significant accounting estimates are as follows:

FAIR VALUE MEASUREMENT

Financial and other instruments held by the Corporation and its
subsidiaries include portfolio investments, various derivative financial
instruments, and debentures and other debt instruments.

Financial instrument carrying values reflect the liquidity of the markets
and the liquidity premiums embedded in the market pricing methods the
Corporation relies upon.
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Dividends declared by Lifeco and IGM during the twelve-month period ended
December 31, 2011 on their common shares amounted to $1.23 and $2.10 per
share, respectively, compared with $1.23 and $2.05 per share, respectively,
in the corresponding period in 2010. IGM increased its quarterly dividend in
the third quarter of 2011 from $0.5125 to $0.5375.

Pargesa pays its annual dividends in the second quarter. The dividend paid
to Parjointco in 2011 amounted to SF2.72 per bearer share, unchanged from
the2010 dividend. None of the Pargesa dividend received by Parjointcoin 201
was paid as dividend to the Corporation; Parjointco used part of these funds
torepay itsadvance from the Corporation in the amount of $32 million.

In the twelve-month period ended December 31,2011, dividends declared on
the Corporation's Common Shares amounted to $1.40 per share, the same
asinthe corresponding period in 2010.

Inaccordance with IFRS7, Financial Instruments—Disclosure, the Corporation’s
assetsand liabilities recorded at fair value have been categorized based upon
thefollowing fair value hierarchy:

> Level 1inputs utilize observable, quoted prices (unadjusted) in active
markets for identical assets or liabilities that the Corporation has the
ability to access.

> Level2inputs utilize other than quoted prices included in Level 1that are
observable for the asset or liability, either directly orindirectly.

> Level3inputsareunobservableandinclude situationswhere thereis little,
ifany, market activity for the asset or liability.

In certain cases, theinputs used to measure fair value may fall into different
levels of the fair value hierarchy. In such cases, the level in the fair value
hierarchy within which the fair value measurement in its entirety falls has
beendetermined based on the lowest level input thatis significant to the fair
value measurement in its entirety. The Corporation’s assessment of the
significance of a particularinput to the fairvalue measurementinits entirety
requires judgment and considers factors specific to the asset or liability.



Referto Note 29 to the Corporation’s 2011 Consolidated Financial Statements
for disclosure of the Corporation’s financial instruments fair value
measurementasat December 31, 2011.

Fair values for bonds classified as fair value through profit or loss are
determined using quoted market prices. Where prices are not quoted in
a normally active market, fair values are determined by valuation models
primarily using observable market data inputs. Market values for bonds and
mortgages classified asloans and receivables are determined by discounting
expected future cash flows using current market rates.

Fairvalues for public stocks are generally determined by the last bid price for
the security from the exchange where it is principally traded. Fair values for
stocks for which there is no active market are determined by discounting
expected future cash flows based on expected dividends and where market
value cannot be measured reliably, fairvalueis estimated to be equal to cost.
Market values for real estate are determined using independent appraisal
services and include management adjustments for material changes in
property cash flows, capital expenditures or general market conditionsin the
interim period between appraisals.

IMPAIRMENT

Investments are reviewed regularly on an individual basis to determine
impairment status. The Corporation considers various factors in the
impairment evaluation process, including, but not limited to, the financial
condition of the issuer, specific adverse conditions affecting an industry
or region, decline in fair value not related to interest rates, bankruptcy or
defaults and delinquency in payments of interest or principal. Investments
are deemed to be impaired when there is no longer reasonable assurance
of timely collection of the full amount of the principal and interest due.
The market value of an investment is not by itself a definitive indicator of
impairment, asit may be significantly influenced by otherfactors, including
theremaining term to maturity and liquidity of the asset. However, market
price must be taken into consideration when evaluating impairment.

For impaired mortgages and bonds classified as loans and receivables,
provisions are established or write-offs are recorded to adjust the carrying
value to the estimated realizable amount. Wherever possible, the fair value
of collateral underlying the loans or observable market price is used to
establish the estimated realizable value. Forimpaired available-for-sale loans
recorded at fair value, the accumulated loss recorded in accumulated other
comprehensiveincomeis reclassified to netinvestmentincome. Impairments
on available-for-sale debt instruments are reversed if there is objective
evidence that a permanent recovery has occurred. All gains and losses on
bonds classified or designated as fair value through profit or loss are already
recorded inincome, therefore a reduction due to impairment of assets will
berecordedinincome. Aswell, when determined to be impaired, interestis
nolongeraccruedand previous interest accruals are reversed.

GOODWILL AND INTANGIBLES IMPAIRMENT TESTING
Goodwilland intangible assets are tested forimpairment annually or more
frequently if eventsindicate thatimpairment may have occurred. Intangible
assets that were previously impaired are reviewed at each reporting date
forevidence of reversal. In the event that certain conditions have been met,
the Corporation would be required to reverse the impairment charge or a
portion thereof.

Goodwill has been allocated to cash generating units (CGU), representing
the lowest level in which goodwill is monitored for internal reporting
purposes. Goodwill is tested for impairment by comparing carrying value
of the CGU groups to the recoverable amount to which the goodwill has
been allocated. Intangible assets are tested for impairment by comparing
theasset's carryingamount toits recoverable amount. Animpairmentloss
is recognized for the amount by which the asset’s carryingamount exceeds
its recoverableamount.

Therecoverableamountis the higher of the asset's fairvalue less cost to sell
and value in use, which is generally calculated using the present value of
estimated future cash flows expected to be generated.

INSURANCE AND INVESTMENT CONTRACT LIABILITIES
Insurance and investment contract liabilities represent theamountsrequired,
in addition to future premiums and investment income, to provide for
future benefit payments, policyholder dividends, commission and policy
administrative expenses for all insurance and annuity policies in force
with Lifeco. The Appointed Actuaries of Lifeco’s subsidiary companies are
responsible for determining theamount of the liabilities to make appropriate
provisions for Lifeco’s obligations to policyholders. The Appointed Actuaries
determine theinsurance and investment contract liabilities using generally
accepted actuarial practices, according to the standards established by
the Canadian Institute of Actuaries. The valuation uses the Canadian Asset
Liability Method (CALM). This method involves the projection of future
events in order to determine the amount of assets that must be set aside
currently to provide for all future obligations and involves a significant
amount of judgment.

In the computation of insurance contract liabilities, valuation assumptions
have been made regarding rates of mortality/morbidity, investment
returns, levels of operating expenses, rates of policy termination and
rates of utilization of elective policy options or provisions. The valuation
assumptions use best estimates of future experience together with a
margin for adverse deviation. These margins are necessary to provide
for possibilities of misestimation and/or future deterioration in the best
estimate assumptions and provide reasonable assurance that insurance
contract liabilities cover arange of possible outcomes. Margins are reviewed
periodically for continued appropriateness.

Additional detail regarding these estimates can be found in Note 2 to the
Corporation’s 2011 Consolidated Financial Statements.

INCOME TAXES

The Corporation is subject to income tax laws in various jurisdictions.
The Corporation'sandits subsidiaries’ operations are complexand related tax
interpretations, regulations and legislation that pertain to its activities are
subject to continual change. Lifeco's primary Canadian operating subsidiaries
aresubjecttoaregime of specialized rules prescribed under the Income Tax Act
(Canada)for purposes of determining the amount of the companies'income
that will be subject to tax in Canada. Accordingly, the provision forincome
taxes represents the applicable company’s management's interpretation
of the relevant tax laws and its estimate of current and future income
taximplications of the transactions and events during the period. Deferred
taxassetsand liabilities are recorded based on expected future tax ratesand
management's assumptions regarding the expected timing of the reversal
of temporary differences. The Corporation has substantial deferred income
taxassets. Therecognition of deferred taxassets depends on management'’s
assumption that future earnings will be sufficient to realize the deferred
benefit. The amount of the asset recorded is based on management’s best
estimate of the timing of the reversal of the asset.

The audit and review activities of the Canada Revenue Agency and other
jurisdictions' tax authorities affect the ultimate determination of the
amounts of income taxes payable or receivable, future income tax assets
or liabilities and income tax expense. Therefore, there can be no assurance
that taxes will be payable as anticipated and/or the amount and timing
of receipt or use of the tax-related assets will be as currently expected.
Management's experience indicates the taxation authorities are more
aggressively pursuing perceived taxissues and have increased the resources
they put to these efforts.
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EMPLOYEE FUTURE BENEFITS

The Corporation and its subsidiaries maintain contributory and
non-contributory defined benefit and defined contribution pension plans
for certain employees and advisors. The defined benefit pension plans
provide pensions based on length of service and final average pay. Certain
pension paymentsareindexed eitheronanad hoc basis ora guaranteed basis.
The defined contribution pension plans provide pension benefits based on
accumulated employee and Corporation contributions. The Corporation and
its subsidiaries also provide postemployment health, dentaland lifeinsurance
benefits to eligible employees and advisors. For further information on the
Corporation’s pension plans and other post-employment benefits refer to
Note 27 to the Corporation’s 2011 Consolidated Financial Statements.

Accounting for pension and other post-employment benefits requires
estimates of future returns on plan assets, expected increases in
compensation levels, trends in healthcare costs, and the period of time

The Corporation continues to monitor the potential changes proposed by
the IASB and to consider the impact changes in the standards may have on
the Corporation’s operations.

Inaddition, the Corporation may beimpacted in the future by the following
IFRS andis currently evaluating theimpact these future standards will have
onits consolidated financial statements when they become effective:

> IFRS 4 - Insurance Contracts The IASB issued an exposure draft
proposing changes to the accounting standard for insurance contracts
inJuly 2010. The proposal would require an insurer to measure insurance
liabilities usinga model focusing on theamount, timing, and uncertainty
of future cash flows associated with fulfilling itsinsurance contracts. This
is vastly different from the connection between insurance assets and
liabilities considered under CALM and may cause significant volatility
in the results of Lifeco. The exposure draft also proposes changes to the
presentation and disclosure within the financial statements.

Lifeco will continue to measureinsurance contract liabilities using CALM
until such time when a new IFRS for insurance contract measurement
isissued. A final standard is not expected to be implemented for several
years; Lifeco continues to actively monitor developments in this area.

> IFRS 7 — Financial Instruments: Disclosure Effective for the
Corporation on January 1, 2013, the IASB issued amendments to IFRS
7regarding disclosure of offsetting financial assets and financial liabilities.
Theamendments will allow users of financial statements to improve their
understanding of transfer transactions of financial assets (for example,
securitizations), including understanding the possible effects of any
risks that may remain with the entity that transferred the assets. The
amendments also require additional disclosures if a disproportionate
amount of transfer transactions are undertaken near the end of a
reporting period.

> IFRS 9 - Financial Instruments The IASB approved the adoption

of the proposed new Financial Instruments standard to be effective
January1, 2015.

The new standard requires all financial assets to be classified on initial
recognition atamortized cost or fair value while eliminating the existing
categories of available for sale, held to maturity, and loans and receivables.
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over which benefits will be paid, as well as the appropriate discount rate
for accrued benefit obligations. These assumptions are determined by
management using actuarial methods and are reviewed and approved
annually. Emerging experience, which may differ from the assumptions, will
be revealed in future valuations and will affect the future financial position
of the plans and net periodic benefit costs.

DEFERRED SELLING COMMISSIONS

Commissions paid on the sale of certain mutual fund products are deferred
and amortized overa maximum period of seven years. IGM regularly reviews
the carrying value of deferred selling commissions with respect to any events
or circumstances that indicate impairment. Among the tests performed
by IGM to assess recoverability is the comparison of the future economic
benefits derived from the deferred selling commission assetin relation toits
carrying value. At December 31, 2011, there were no indications of impairment
to deferred selling commissions.

The new standard also requires:

* embedded derivatives to be assessed for classification together with
their financial asset host;

» a single expected loss impairment method be used for financial
assets; and

*« amendments to the criteria for hedge accounting and measuring
effectiveness.

The full impact of IFRS 9 on the Corporation will be evaluated after
the remaining stages of the IASB’s project to replace IAS 39, Financial
Instruments: Recognition and Measurement—impairment methodology,
hedge accounting, and asset and liability offsetting—are finalized.
The Corporation continues to actively monitor developmentsin this area.

> IFRS 10 - Consolidated Financial Statements Effective for the
Corporation on January 1, 2013, IFRS 10, Consolidated Financial Statements
uses consolidated principles based on a revised definition of control.
The definition of controlis dependent on the power of the investor to direct
theactivities of the investee, the ability of the investor to derive variable
benefits from its holdings in the investee, and a direct link between the
power to direct activities and receive benefits.

> IFRS11-Joint Arrangements Effective forthe Corporationon januaryl,
2013, IFRS 11, Joint Arrangements separates jointly controlled entities
betweenjointoperationsandjointventures. The standard has eliminated
the option of using proportionate consolidation in accounting forinterests
in joint ventures, now requiring an entity to use the equity method of
accountingforinterestsinjointventures.

> |IFRS 12 - Disclosure of Interest in Other Entities Effective for the
Corporationon january1,2013, IFRS12, Disclosure of Interest in Other Entities
proposes new disclosure requirements for the interest an entity has in
subsidiaries, joint arrangements, associates, and structured entities.
The standard requires enhanced disclosure, including how control was
determined and any restrictions that might exist on consolidated assets
and liabilities presented within the financial statements.

As a consequence of the issuance of IFRS 10, 11and 12, the IASB also issued

amended and re-titled IAS 27, Separate Financial Statements and 1AS 28,
Investments in Associates and Joint Ventures. The new requirements are
effective for the Corporation on january1, 2013.

> |IFRS 13 - Fair Value Measurement Effective for the Corporation on
January 1, 2013, IFRS 13, Fair Value Measurement provides guidance for the
measurement and disclosure of assets and liabilities held at fair value.
The standard refines the measurement and disclosure requirements
and aims to achieve consistency with other standard setters to improve
visibility to financial statement users.



> IAS 1 - Presentation of Financial Statements Effective for the
Corporation on January 1, 2013, IAS 1, Presentation of Financial Statements
includes requirements that other comprehensive income be classified
by nature and grouped between those items that will be classified
subsequently to profit or loss (when specific conditions are met) and
those that will not be reclassified. Other amendments include changes
to discontinued operationsand overall financial statement presentation.

> |AS 19 - Employee Benefits The IASB published an amended version
of this standard in June 2011 that eliminates the corridor approach for
actuarial gains and losses resulting in those gains and losses being
recognized immediately through other comprehensive income while the

Risk Factors

There are certain risks inherent in an investment in the securities of the
Corporationandin theactivities of the Corporation, including the following
and others disclosed in the Corporation’s MD&A, which investors should
carefully consider before investing in securities of the Corporation. This
description of risks does notinclude all possible risks, and there may be other
risks of which the Corporationis not currently aware.

Power Financial isa holding company that holds substantial interestsin the
financial services industry through its controlling interest in each of Lifeco
and IGM. As a result, investors in Power Financial are subject to the risks
attributable toits subsidiaries, including those that Power Financial has as
the principal shareholder of each of Lifeco and IGM.

As a holding company, Power Financial's ability to pay interest and other
operating expenses and dividends, to meet its obligations and to complete
current or desirable future enhancement opportunities or acquisitions
generally depends upon receipt of sufficient dividends from its principal
subsidiaries and other investments and its ability to raise additional
capital. The likelihood that shareholders of Power Financial will receive
dividends will be dependent upon the operating performance, profitability,
financial position and creditworthiness of the principal subsidiaries of
Power Financialand on their ability to pay dividends to Power Financial. The
payment of interest and dividends by certain of these principal subsidiaries
to Power Financial is also subject to restrictions set forth in insurance,
securities and corporate laws and regulations which require that solvency
and capital standards be maintained by such companies. If required, the
ability of Power Financial to arrange additional financing in the future will
depend in part upon prevailing market conditions as well as the business

Off-Balance Sheet Arrangements

GUARANTEES

Inthe normal course of their businesses, the Corporationand its subsidiaries
may enter into certain agreements, the nature of which precludes the
possibility of making a reasonable estimate of the maximum potential
amount the Corporation or subsidiary could be required to pay third parties,
as some of these agreements do not specify a maximum amount and
the amounts are dependent on the outcome of future contingent events,
the nature and likelihood of which cannot be determined.

net pensionassetorliability would reflect the full funded status of the plan
onthe balance sheets. Further, the standard includes changes to how the
defined benefit obligation and the fair value of the plan assets would be
presented within the financial statements of an entity.

The Corporation will continue to use the corridor method until January 1,
2013, when the revised IAS for employee benefits becomes effective.

> |AS 32 - Financial Instruments: Presentation In December 2011, the
IASBissued amendments to IAS 32 which clarify the existing requirements
for offsetting financial assets and financial liabilities. The amendments
will be effective for the Corporation on January1,2014.

performance of Power Financial and its subsidiaries. In recent years, global
financial conditions and market events have experienced increased volatility
and resulted in the tightening of credit that has reduced available liquidity
and overall economicactivity. There can be noassurance that debt orequity
financing will be available, or, together with internally generated funds, will
be sufficient to meet or satisfy Power Financial's objectives or requirements
or, if the foregoing are available to Power Financial, that they will be on terms
acceptable to Power Financial. The inability of Power Financial to access
sufficient capital on acceptable terms could have a material adverse effect
on Power Financial’s business, prospects, dividend paying capability and
financial condition, and furtherenhancement opportunities oracquisitions.

Themarket price for Power Financial's securities may be volatile and subject
to wide fluctuations in response to numerous factors, many of which are
beyond Power Financial’s control. Economic conditions may adversely
affect Power Financial, including fluctuations in foreign exchange, inflation
and interest rates, as well as monetary policies, business investment and
the health of capital markets in Canada, the United States and Europe.
In recent years, financial markets have experienced significant price
and volume fluctuations that have affected the market prices of equity
securities held by the Corporation and its subsidiaries, and that have often
been unrelated to the operating performance, underlying asset values or
prospects of such companies. Additionally, these factors, as well as other
related factors, may cause decreases in asset values that are deemed to be
significant or prolonged, which may result in impairment losses. In periods
of increased levels of volatility and related market turmoil, Power Financial's
subsidiaries’operations could be adverselyimpacted and the trading price of
Power Financial's securities may be adversely affected.

LETTERS OF CREDIT

In the normal course of their reinsurance business, Lifeco's subsidiaries
provide letters of credit to other parties or beneficiaries. A beneficiary will
typically hold aletter of credit as collateralin order to secure statutory credit
for reserves ceded to or amounts due from Lifeco’s subsidiaries. A letter of
credit may be drawn upondemand. Ifanamountisdrawn onaletter of credit
by a beneficiary, the bankissuing the letter of credit will make a payment to
the beneficiary fortheamountdrawn, and Lifeco's subsidiaries will become
obligated to repay thisamount to the bank.

Lifeco, through certain of its operating subsidiaries, has provided letters of
credit to both external and internal parties, which are described in Note 32
to the Corporation’s 2011 Consolidated Financial Statements.
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Contingent Liabilities

The Corporation and its subsidiaries are from time to time subject to legal
actions, including arbitrations and class actions, arising in the normal course
of business. Itis inherently difficult to predict the outcome of any of these
proceedings with certainty, and it is possible that an adverse resolution
could have a material adverse effect on the consolidated financial position of
the Corporation. However, based oninformation presently known, itis not
expected that any of the existing legal actions, either individually or in the
aggregate, will have a material adverse effect on the consolidated financial
position of the Corporation.

A subsidiary of Lifeco declared a partial windup in respect of an Ontario
defined benefit pension plan which will not likely be completed for some time.
The partial windup could involve the distribution of theamount of actuarial
surplus, ifany, attributable to the wound-up portion of the plan. In addition
to the requlatory proceedings involving this partial windup, a related class
action proceeding has been commenced in Ontario related to the partial
windup and three potential partial windups under the plan. The classaction
also challenges thevalidity of charging expenses to the plan. The provisions
for certain Canadian retirement plans in the amounts of $97 million after
taxestablished by Lifeco's subsidiaries in the third quarter of 2007 have been
reduced to $68 million. Actual results could differ from these estimates.

The Court of Appeal for Ontario released a decision on November 3, 2011in
regard to the involvement of the participating accounts of Lifeco subsidiaries
London Lifeand Great-West Life in the financing of the acquisition of London
Insurance Group Inc. in1997.

The Court of Appeal made adjustments to the original trial judgment.
Theimpactis expected to befavourable to the Corporation’s overall financial
position. Any monies to be returned to the participating accounts will be

Related Party Transactions

In the normal course of business during 2011, Great-West Life entered into
various transactions with related companies which included providing
insurance benefits to other companies within the Power Financial
Corporation group of companies. In all cases, transactions were at market
termsand conditions.

Commitments/Contractual Obligations

dealt with in accordance with the companies’ participating policyholder
dividend policiesin the ordinary course of business. No awards are to be paid
out toindividual class members.

The plaintiffs have filed an application seeking leave to appeal to the Supreme
Court of Canada.

During the fourth quarter of 201, Lifeco re-evaluated and reduced the
litigation provision established in the third quarter of 2010, which positively
impacted common shareholder net earnings of Lifeco by $223 million after
tax. Regardless of the ultimate outcome of this case, all of the participating
policy contract termsand conditions will continue to be honoured. Based on
information presently known, the original decision, if sustained on further
appeal, isnot expected to have a material adverse effect on the consolidated
financial position of Lifeco.

Subsidiaries of Lifeco have an ownership interest in a U.S.-based private
equity partnershipwherein a dispute arose over the terms of the partnership
agreement. Lifeco acquired the ownership interest in 2007 for purchase
consideration of US$350 million. The dispute was resolved on January10, 2012
and Lifeco has established a provision of $99 million after tax.

In connection with the acquisition of its subsidiary Putnam, Lifeco has
an indemnity from a third party against liabilities arising from certain
litigation and regulatory actions involving Putnam. Putnam continues to
have potential liability for these matters in the event the indemnity is not
honoured. Lifeco expects the indemnity will continue to be honoured and
that any liability of Putnam would not have a material adverse effect on its
consolidated financial position.

OnJanuary 3,2012, the plaintiffs filed an application in the Supreme Court of
Canada for leave to appeal the Appeal Decision.

During 2011, IGM sold residential mortgage loans to Great-West Life and
London Life for $202 million (2010—-$226 million). These transactions were at
market terms and conditions.

The following table provides a summary of future consolidated contractual obligations.

LESSTHAN 1-5 MORE THAN
PAYMENTS DUE BY PERIOD TOTAL 1YEAR YEARS SYEARS
Long-term debt™ 5,888 609 2 5,277
Depositsand certificates 151 131 15 5
Obligations to securitization entities 3,827 547 3,261 19
Operating leases? 710 149 395 166
Purchase obligationst 136 65 71
Contractual commitmentst 675 555 120
Total 11,387 2,056 3,864 5,467

Letters of credit®®

1]
[2]
(3]
[4]

Please refer to Note 16 to the Corporation’s 2011 Consolidated Financial Statements for further information.

Includes office space and certain equipment used in the normal course of business. Lease payments are charged to operationsin the period of use.

Purchase obligations are commitments of Lifeco to acquire goods and services, essentially related to information services.

Represents commitments by Lifeco. These contractual commitments are essentially commitments of investment transactions made in the normal course of

operations, inaccordance with its policies and guidelines, which are to be disbursed upon fulfilment of certain contract conditions.

[s]
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Financial Instruments

FAIR VALUE OF FINANCIAL INSTRUMENTS

Thefollowing table presents the fairvalue of the Corporation’s financial instruments. Fairvalue represents theamount that would be exchanged inanarm'’s-
length transaction between willing parties and is best evidenced by a quoted market price, if one exists. Fair values are management’s estimates and are
generally calculated using market conditions ata specific pointin time and may not reflect future fairvalues. The calculations are subjective in nature, involve
uncertainties and matters of significant judgment (please refer to Note 29 to the Corporation’s 2011 Consolidated Financial Statements).

AS AT DECEMBER 31 2011 2010
CARRYING FAIR CARRYING FAIR
VALUE VALUE VALUE VALUE
ASSETS
Cashand cash equivalents 3,385 3,385 3,656 3,656
Investments (excluding investment properties) 113,841 116,170 107,033 108,533
Funds held by ceding insurers 9,923 9,923 9,856 9,856
Derivative financial instruments 1,056 1,056 1,029 1,029
Otherfinancial assets 3,539 3,539 3,666 3,666
Total financial assets 131,744 134,073 125,240 126,740
LIABILITIES
Deposits and certificates 151 152 835 840
Funds held under reinsurance contracts 169 169 149 149
Obligation to securitization entities 3,827 3,930 3,505 3,564
Debentures and other borrowings 5,888 6,502 6,313 6,823
Capital trust securities 533 577 535 596
Derivative financial instruments 427 427 244 244
Other financial liabilities 4,189 4,189 6,167 6,167
Total financial liabilities 15,184 15,946 17,748 18,383

DERIVATIVE FINANCIAL INSTRUMENTS

In the course of their activities, the Corporation and its subsidiaries use
derivative financial instruments. When using such derivatives, they only act
aslimited end-users and not as market-makers in such derivatives.

The use of derivatives is monitored and reviewed on a regular basis by senior

management of the companies. The Corporation and its subsidiaries have

each established operating policies and processes relating to the use of

derivative financial instruments, which in particularaim at:

> prohibiting the use of derivative instruments for speculative purposes;

> documenting transactions and ensuring their consistency with risk
management policies,

Disclosure Controls and Procedures

> demonstrating the effectiveness of the hedging relationships; and
> monitoring the hedging relationship.

There were no major changes to the Corporation’s and its subsidiaries’
policies and procedures with respect to the use of derivative instruments
in2011. There has beenaslightincreasein the notionalamount outstanding
(514,948 million at December 31, 2011, compared with $14,923 million at
December31,2010) and anincrease in the exposure to credit risk (51,056 million
at December 31, 2011, compared with $1,029 million at December 31, 2010)
that represents the market value of those instruments, which arein a
gain position. See Note 28 to the Corporation’s 2011 Consolidated Financial
Statements for more information on the type of derivative financial
instruments used by the Corporation and its subsidiaries.

Based on theirevaluationsas of December 31,2011, the Chief Executive Officer and the Chief Financial Officer have concluded that the Corporation’s disclosure

controls and procedures were effective as at December 31, 2011.

Internal Control Over Financial Reporting

Based on theirevaluations as of December 31, 2011, the Chief Executive Officer and the Chief Financial Officer have concluded that the Corporation'sinternal
controls over financial reporting were effective as at December 31, 2011. During the fourth quarter of 2011, there have been no changes in the Corporation’s

internal control over financial reporting that have materially affected, or are reasonably likely to materially affect, the Corporation’s internal control over

financial reporting.

Subsequent Events

On February 23,2012, the Corporation issued 10,000,000 5.5% Non-Cumulative First Preferred Shares, Series R for gross proceeds of $250 million.

On February 22,2012, Lifecoissued 10,000,000 5.4% Non-Cumulative First Preferred Shares, Series P for gross proceeds of $250 million.
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FORTHE YEARS ENDED DECEMBER 31 2011 2010 2009
(PREVIOUS
(IFRS) (IFRS) CANADIAN GAAP)
Total revenue including discontinued operations 32,433 32,559 32,697
Operating earnings attributable to common shareholders® 1,729 1,625 1,533
per share—basic 2.44 2.30 2.05
Net earnings attributable to common shareholders 1,722 1,468 1,351
per share—basic 2.43 2.08 1.92
per share—diluted 2.41 2.06 191
Earnings from discontinued operations attributable
to common shareholders 38 1 2
per share—basic 0.05
pershare—diluted 0.05
Earnings from continuing operations attributable
tocommon shareholders 1,684 1,467 1,349
per share—basic 2.38 2.08 1.92
per share—diluted 2.36 2.06 191
Consolidated assets 252,678 244,644 140,231
Total financial liabilities 15,184 17,748 13,602
Debentures and other borrowings 5,888 6,313 5,967
Shareholders’ equity 13,521 12,811 13,207
Book value per share 16.26 15.26 16.27
Number of common shares outstanding (millions) 708.2 708.0 705.7
Dividends per share (declared)
Common shares 1.4000 1.4000 1.4000
First preferred shares
Series A 0.5250 0.45238 0.42744
Series C1 0.9750 1.3000
Series D 1.3750 1.3750 1.3750
SeriesE 1.3125 1.3125 1.3125
Series F 1.4750 1.4750 1.4750
SeriesH 1.4375 1.4375 1.4375
Series| 1.5000 1.5000 1.5000
Series) B 0.5875 1.1750
Series K 1.2375 1.2375 1.2375
Series L 1.2750 1.2750 1.2750
SeriesM 1.5000 1.5000 1.7538
Series O™ 1.4500 1.4500 0.45288
Series PP 1.1000 0.6487

[1] Operatingearnings and operating earnings per share are non-IFRS financial measures.

[2] Redeemedin October 2010.
[3] Redeemed injuly 2010.

[4] Issuedin October 2009.

[5] Issuedinjune 2010.
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Consolidated Financial Statements

DECEMBER 31,

DECEMBER 31,

JANUARY 1,

[IN MILLIONS OF CANADIAN DOLLARS] 2011 2010 2010
ASSETS
Cash and cash equivalents [Note 5] 3,385 3,656 4,855
Investments [Note 6]

Bonds 78,759 73,582 67,388

Mortgages and other loans 21,518 20,209 20,613

Shares 6,402 6,415 6,392

Investment properties 3,201 2,957 2,615

Loans to policyholders 7,162 6,827 6,957

117,042 109,990 103,965

Funds held by ceding insurers [Note 7] 9,923 9,856 10,984
Reinsurance assets [Note13] 2,061 2,533 2,800
Investment in associates [Note 8] 2,222 2,448 2,829
Owner-occupied properties [Note 9] 541 489 479
Capital assets [Note 9] 197 176 190
Derivative financial instruments [Note 28] 1,056 1,029 775
Otherassets [Note10] 4,653 4,679 4,774
Deferred tax assets [Note19] 1,207 1,220 1,262
Intangible assets [Note11] 5,023 5,024 5,206
Goodwill [Note 1] 8,786 8,717 8,655
Segregated funds for the risk of unit holders [Note 12] 96,582 94,827 87,495
Total assets 252,678 244,644 234,269
LIABILITIES
Insurance contract liabilities [Note 13] 114,730 107,405 105,028
Investment contract liabilities [Note 13] 782 791 841
Deposits and certificates [Note 14] 151 835 907
Funds held under reinsurance contracts 169 149 331
Obligation to securitization entities [Note 15] 3,827 3,505 3,310
Debentures and other borrowings [Note 16] 5,888 6,313 5931
Capital trust securities [Note 17] 533 535 540
Derivative financial instruments [Note 28] 427 244 359
Preferred shares of the Corporation [Note 20] - - 300
Preferred shares of subsidiaries = - 199
Other liabilities [Note 18] 5,516 7,383 6,608
Deferred tax liabilities [Note 19] 1,258 1,105 978
Insurance and investment contracts onaccount of

unit holders [Note12] 96,582 94,827 87,495
Total liabilities 229,863 223,092 212,827
EQUITY
Stated capital [Note 20]

Perpetual preferred shares 2,005 2,005 1,725

Common shares 639 636 605
Retained earnings 10,743 9,982 9,523
Reserves 134 188 969
Total shareholders' equity 13,521 12,811 12,822
Non-controlling interests [Note 22] 9,294 8,741 8,620
Total equity 22,815 21,552 21,442
Total liabilities and equity 252,678 244,644 234,269
Approved by the Board of Directors
Signed, Signed,
Raymond Royer R. Jeffrey Orr
Director Director
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FORTHE YEARS ENDED DECEMBER 31

[IN MILLIONS OF CANADIAN DOLLARS, EXCEPT PER SHARE AMOUNTS] 2011 2010
REVENUES
Premium income
Gross premiums written 20,013 20,404
Ceded premiums (2,720) (2,656)
Total net premiums 17,293 17,748
Netinvestmentincome [Note 6]
Regular netinvestmentincome 5,610 5,815
Changeinfairvalue 4,154 3,785
9,764 9,600
Feeincome 5,343 5174
Total revenues 32,400 32,522
EXPENSES
Policyholder benefits
Insurance and investment contracts
Gross 16,591 17,550
Ceded (1,217) (2,208)
15,374 15,342
Policyholder dividends and experience refunds 1,424 1,466
Changeininsurance andinvestment contract liabilities 6,245 6,417
Total paid or credited to policyholders 23,043 23,225
Commissions 2,312 2,216
Operating and administrative expenses [Note 25] 3,006 3,837
Financing charges [Note 26] 409 432
Total expenses 28,770 29,710
3,630 2,812
Share of earnings (losses) of investment in associates [Note 8] (20) 121
Earnings before income taxes—continuing operations 3,610 2,933
Income taxes [Note19] 706 523
Net earnings—continuing operations 2,904 2,410
Net earnings—discontinued operations [Note 4] 63 2
Net earnings 2,967 2,412
Attributable to
Non-controlling interests [Note 22] 1,141 845
Perpetual preferred shareholders 104 99
Common shareholders 1,722 1,468
2,967 2,412
Earnings per common share [Note 30]
Net earnings attributable to common shareholders
—Basic 2.43 2.08
—Diluted 2.41 2.06
Net earnings from continuing operations attributable to common shareholders
—Basic 2.38 2.08
—Diluted 2.36 2.06
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FORTHE YEARS ENDED DECEMBER 31
[IN MILLIONS OF CANADIAN DOLLARS] 2011 2010

Net earnings 2,967 2,412

Other comprehensive income (loss)
Net unrealized gains (losses) on available-for-sale assets

Unrealized gains (losses) 226 169
Income tax (expense) benefit (48) (46)
Realized (gains) losses transferred to net earnings (116) (88)
Income tax expense (benefit) 30 18

92 53

Net unrealized gains (losses) on cash flow hedges

Unrealized gains (losses) (24) 77
Income tax (expense) benefit 10 27)
Realized (gains) losses transferred to net earnings 2 2
Income tax expense (benefit) (1) (1)

(13) 51

Net unrealized foreign exchange gains (losses) on translation of foreign operations 214 (574)
Share of other comprehensive income of associates (222) (4406)
Other comprehensive income (loss) 71 (916)
Total comprehensive income 3,038 1,496

Attributable to

Non-controlling interests 1,269 713
Perpetual preferred shareholders 104 99
Common shareholders 1,665 684

3,038 1,496
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STATED CAPITAL RESERVES
INVESTMENT

YEAR ENDED DECEMBER 31, 2011 ;FEE;EE;FL{J?DL COMMON RETAINED SHARE-BASED REV//:;LJDAE‘A(Q: CLE::EEI‘\IGC’: CONTROL’\t\ON’\‘G’ TOTAL
[IN MILLIONS OF CANADIAN DOLLARS] SHARES SHARES EARNINGS  COMPENSATION FLOW HEDGES TRANSLATION TOTAL INTERESTS EQUITY
Balance, beginning of year 2,005 636 9,982 108 856 (776) 188 8,741 21,552
Net earnings - - 1,826 - - - - 1,141 2,967
Other comprehensive income - - - - (162) 105 (57) 128 71
Total comprehensive income = = 1,826 = (162) 105 (57) 1,269 3,038
Dividends to shareholders

Perpetual preferred shares - - (104) - - - - - (104)

Common shares - - (991) - - - - - (991)
Dividends to non-controlling

interests - - - - - - - (640) (640)
Share-based compensation = = = 8 = = 8 2 10
Stock options exercised - 3 = (5) = = (5) (2) (4)
Effects of changesin ownership and

capital on non-controlling interests = = = = = = = (76) (76)
Other = = 30 = = = = = 30
Balance, end of year 2,005 639 10,743 111 694 (671) 134 9,294 22,815

STATED CAPITAL RESERVES
INVESTMENT

YEAR ENDED DECEMBER 31, 2010 ;FEE;EERT:?E'; COMMON RETAINED SHARE-BASED REVAA;%ACTL\C;: CLSF?F?EEI‘\IGCNV CONTROL’\ES\:\Q TOTAL
[IN MILLIONS OF CANADIAN DOLLARS] SHARES SHARES EARNINGS  COMPENSATION FLOW HEDGES TRANSLATION TOTAL INTERESTS EQUITY
Balance, beginning of year 1,725 605 9,523 105 864 - 969 8,620 21,442
Netearnings - - 1,567 - - - - 845 2,412
Other comprehensive income - - - - (8) (776) (784) (132) (916)
Total comprehensive income - - 1,567 - (8) (776) (784) 713 1,496
Issue of perpetual preferred shares 280 - - - - - - - 280
Dividends to shareholders

Perpetual preferred shares - - (99) - - - - - (99)

Common shares - - (991) - - - - - (991)
Dividends to non-controlling

interests - - - - - - - (637) (637)
Share-based compensation - - - 5 - - 5 3 8
Stock options exercised - 31 - (2) - - (2) (2) 27
Effects of changesin ownership and

capital on non-controlling interests - - - - - - - 44 44
Other - - (18) - - - - - (18)
Balance, end of year 2,005 636 9,982 108 856 (776) 188 8,741 21,552
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FORTHEYEARS ENDED DECEMBER 31

[IN MILLIONS OF CANADIAN DOLLARS] 2011 2010
OPERATING ACTIVITIES—CONTINUING OPERATIONS
Earnings beforeincome taxes—continuing operations 3,610 2,933
Income tax paid, net of refunds received (4) (197)
Adjusting items
Changeininsurance andinvestment contract liabilities 6,029 6,654
Changeinfunds held by ceding insurers 464 649
Changeinfunds held underreinsurance contracts 25 (121)
Change in deferred acquisition costs (15) (49)
Changeinreinsurance contracts 415 160
Changein fair value of financial instruments (4,182) (3,838)
Other (837) 342
5,505 6,533
FINANCING ACTIVITIES—CONTINUING OPERATIONS
Dividends paid
By subsidiaries to non-controlling interests (640) (632)
Perpetual preferred shares (104) (96)
Common shares (991) (990)
(1,735) (1,718)
Issue of common shares by the Corporation [Note 20] 3 31
Issue of common shares by subsidiaries 61 84
Issue of perpetual preferred shares by the Corporation [Note 20] - 280
Issue of preferred shares by subsidiaries = 400
Repurchase of preferred shares by the Corporation [Note 20] = (305)
Repurchase of common shares by subsidiaries (186) (157)
Redemption of preferred shares by subsidiaries - (507)
Changes in other debt instruments (6) (54)
Issue of debentures [Note16] — 700
Repayment of debentures [Note 16] (450) (200)
Changein obligations related to assets sold under repurchase agreements (408) 5
Changein obligations to securitization entities 319 193
Change in deposits and certificates (4) (4)
Other - (16)
(2,406) (1,268)
INVESTMENT ACTIVITIES—CONTINUING OPERATIONS
Bond sales and maturities 20,486 19,832
Mortgage loan repayments 1,756 2,102
Sale of shares 2,355 2,653
Changeinloansto policyholders (198) (135)
Change in repurchase agreements (1,053) 559
Investmentin bonds (20,510) (26,624)
Investment in mortgage loans (3,361) (2,088)
Investmentin shares (2,643) (2,116)
Proceeds on disposal of business [Note 4] 199 -
Investment in investment properties and other (137) (451)
(3,106) (6,268)
Effect of changesin exchange rates on cash and cash equivalents—continuing operations 24 (215)
Increase (decrease) in cash and cash equivalents—continuing operations 17 (1,218)
Cash and cash equivalents, beginning of year 3,656 4,855
Less: Cash and cash equivalents—discontinued operations, beginning of year [Note 5] (288) (269)
Cashand cash equivalents—continuing operations, end of year 3,385 3,368
NET CASH FROM CONTINUING OPERATING ACTIVITIES INCLUDE
Interest and dividends received 5,044 5,044
Interest paid 493 503
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Notes to the Consolidated Financial Statements

All tabularamountsare in millions of Canadian dollars, unless otherwise noted.

NoTE1 Corporate Information

Power Financial Corporation (Power Financial or the Corporation) is a
publicly listed company (TSX: PWF) incorporated and domiciled in Canada.
The registered address of the Corporation is 751 Victoria Square, Montréal,
Québec, Canada, H2Y 2)3.

Power Financial is a diversified international management and holding
company that holds interests, directly or indirectly, in companies in the
financial services industry in Canada, the United States and Europe and,
through its indirect investment in Pargesa, has substantial holdings in

companies based in Europe, active in the following industries: oil and
gas, electricity, energy services, water and waste management services,
industrial minerals, cement and building materials, and wines and spirits.

The Consolidated Financial Statements (financial statements) of
Power Financial for the yearended December 31, 2011 were approved forissue
by the Board of Directors on March 14, 2012. The Corporationis controlled by
171263 Canada Inc., whichis wholly owned by Power Corporation of Canada.

NOTE 2 Basis of Presentation and Summary of Significant Accounting Policies

The financial statements of Power Financial at December 31, 2011 have
been prepared in accordance with International Financial Reporting
Standards (IFRS).

Thefinancial statements are prepared using IFRS accounting policies, which
were adopted by the Corporation for fiscal periods beginning on January 1,
2011, with an effective transition date of January 1, 2010. These accounting
policiesare based on IFRS and theinterpretations of the IFRS Interpretations
Committee that the Corporation applied consistently to all periods presented
throughout these financial statements.

The Corporation’s financial statements were previously prepared
in accordance with previous Canadian generally accepted accounting
principles—Part V (previous Canadian GAAP), which differs in some areas
from IFRS. See Note 3 for an explanation of how the adoption of IFRS
has affected the reported financial position, financial performance and
accounting policies of the Corporation. This note includes reconciliations
and descriptions of the effect of the transition from previous Canadian
GAAPto IFRS.

The financial statements include the accounts of Power Financial and all
its subsidiaries on a consolidated basis after elimination of intercompany
transactions and balances. Subsidiaries of the Corporation are fully
consolidated from the date of acquisition, being the date on which the
Corporation obtains control, and continue to be consolidated until the date
that such control ceases.

The principal subsidiaries of the Corporation are:

> Great-West Lifeco Inc. (direct interest of 68.2% (2010 — 68.3%)), whose
majoroperating subsidiary companies are The Great-West Life Assurance
Company, Great-West Life & Annuity Insurance Company, London Life
Insurance Company, The Canada Life Assurance Company, and Putnam
Investments, LLC.

> IGM Financial Inc. (direct interest of 57.6% (2010 — 57.0%)), whose major
operating subsidiary companies are Investors Group Inc. and Mackenzie
Financial Corporation.

> |GM Financial Inc. holds 4.0% (2010 — 4.0%) of the common shares of
Great-West Lifeco Inc., and The Great-West Life Assurance Company holds
3.6% (2010 — 3.5%) of the common shares of IGM Financial Inc.

The Corporation also holds a 50% (2010-50%) interest in Parjointco N.V.
Parjointco holds a 56.5% (2010—-54.1%) equity interest in Pargesa Holding SA.
The Corporation accounts for its investment in Parjointco using the
equity method.
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USE OF ESTIMATES AND MEASUREMENT UNCERTAINTY

The preparation of financial statements in conformity with IFRS requires
management to exercise judgement in the process of applying accounting
policiesand requires management to make estimates and assumptions that
affecttheamountsreportedin those financial statementsand accompanying
notes. Actual results may differ from these estimates. Areas where estimates
are exercised by management include: the valuation and classification of
insuranceand investment contract liabilities, determination of the fairvalue
and classification for certain financial assets and liabilities, goodwill and
indefinite lifeintangible assets, income taxes, deferred selling commissions,
contingencies, and pension plansand other post-employment benefits. The
reported amountsand notedisclosures are determined using management's
best estimates.

The key areas where judgment has been applied include: the classification
of insurance and investment contracts, the classification of financial
instruments, deferred income reserves (DIR) and deferred acquisition costs
(DAQ), the valuation of deferred income tax assets, the determination of
which financial assets should be derecognized, the level of componentization
of property, plant and equipment, the determination of relationships with
subsidiaries and special purpose entities and the identification of cash
generating units.

The results of the Corporation reflect management'’s judgments regarding
the impact of prevailing global credit, equity and foreign exchange market
conditions. The estimation of insurance and investment contract liabilities
relies upon investment credit ratings. Lifeco's practice is to use third-party
independent credit ratings where available.

REVENUE RECOGNITION

For Lifeco, premiums forall types of insurance contracts and contracts with
limited mortality or morbidity risk are generally recognized as revenue when
due and collection is reasonably assured. When premiums are recognized,
insurance contract liabilities are computed with the result that benefitsand
expenses are matched with such revenue.

For Lifeco, fee income is recognized when the service is performed, the
amount is collectible and can be reasonably estimated. Fee income
primarily includes fees earned from the management of segregated fund
assets, proprietary mutual fund assets, fees earned on theadministration of
administrative services only (ASO) Group health contracts and fees earned
from management services.

ForIGM, management fees are based on the net asset value of mutual fund
assets under management and are recognized on an accrual basis as the
serviceis performed. Administration fees are also recognized on an accrual
basis as the serviceis performed. Distribution fees derived from mutual fund
and securities transactionsare recognized on a trade-date basis. Distribution
fees derived from insurance and other financial services transactions are
recognized on an accrual basis. These management, administration and
distribution fees are included in fee income in the statements of earnings.



NOTE 2

CASH AND CASH EQUIVALENTS

Cash and cash equivalents include cash, current operating accounts,
overnight bank and term deposits with original maturities of three months
or less, fixed income securities with an original term to maturity of three
months or less, as well as other highly liquid investments with short-term
maturities that are readily convertible to known amounts of cash.

INVESTMENTS

Investmentsinclude bonds, mortgagesand otherloans, shares, investment
properties, and loans to policyholders. Investments are classified as either
fair value through profit or loss, available for sale, held to maturity, loans
and receivables or as non-financial instruments, based on management's
intention relating to the purpose and nature for which the instruments were
acquired or the characteristics of the investments. The Corporation currently
has not classified any investments as held to maturity.

Investments in bonds and shares normally actively traded on a public
market are either designated or classified as fair value through profit or
loss or classified as available for sale and are recorded on a trade-date basis.
Fixed income securities are included in bonds on the Consolidated Balance
Sheets (balance sheets). Fair value through profit or loss investments are
recognized at fair value on the balance sheets with realized and unrealized
gains and losses reported in the Consolidated Statements of Earnings
(statements of earnings). Available-for-sale investments are recognized at
fair value on the balance sheets with unrealized gains and losses recorded
inother comprehensive income. Gains and losses are reclassified from other
comprehensiveincome and recorded in the statements of earnings when the
available-for-saleinvestmentis sold orimpaired. Interestincome earned on
both fairvalue through profitorloss and available-for-sale bondsis recorded
as investment income earned in the statements of earnings. Impairment
losses on available-for-sale shares are recorded if the loss is significant or
prolonged and subsequent losses are recorded in net earnings.

Investments in shares where a market value cannot be measured reliably
are classified as available for sale and carried at cost. Investments in shares
in companies over which the Corporation exerts significant influence but
does not control are accounted for using the equity method of accounting.

Investments in mortgages and otherloans and bonds not normally actively
traded on a public market and other loans are classified as loans and
receivables and are carried at amortized cost using the effective interest
rate method, net of any allowance for credit losses. Interest income earned
and realized gains and losses on the sale of investments classified as loans
and receivables are recorded in net investment income in the statements
of earnings.

Investment properties are initially measured at cost and subsequently
carried at fair value on the balance sheets. All changes in fair value are
recorded as investment income earned in the statements of earnings. Fair
valuesforinvestment properties are determined using independent qualified
appraisal services. Property that isleased that would otherwise be classified
as investment property if owned by the Corporation is also included with
investment properties.

Fairvalue measurement Financialinstrumentcarryingvalues necessarily
reflect the prevailing market liquidity and the liquidity premiums embedded
inthe market pricing methods the Corporation relies upon.

Thefollowingisadescription of the methodologies used to value instruments
carried at fairvalue:

Bonds at fair value through profit or loss and available for sale  Fair values for
bonds classified as fair value through profit or loss or available for sale are
determined with reference to quoted market bid prices primarily provided
by third-party independent pricing sources. Where prices are not quoted in
a normally active market, fair values are determined by valuation models.

The Corporation maximizes the use of observable inputs and minimizes the
use of unobservable inputs when measuring fair value. The Corporation
obtains quoted pricesinactive markets, when available, foridentical assets at
thebalance sheet date to measure bonds at fairvalueinitsfairvalue through
profitorloss and available-for-sale portfolios.

The Corporation estimates the fair value of bonds not traded in active
markets by referring to actively traded securities with similar attributes,
dealer quotations, matrix pricing methodology, discounted cash flow
analysesand/orinternal valuation models. This methodology considers such
factors as theissuer'sindustry, the security's rating, term, coupon rate and
position in the capital structure of the issuer, as well as yield curves, credit
curves, prepaymentratesand otherrelevantfactors. For bonds thatare not
traded in active markets, valuations are adjusted to reflect illiquidity, and
such adjustments are generally based on available market evidence. In the
absence of such evidence, management’s best estimate is used.

Shares at fair value through profit or loss and available for sale Fair values for
publicly traded shares are generally determined by the last bid price for the
security from the exchange whereitis principally traded. Fairvalues for shares
forwhich thereis noactive market are determined by discounting expected
future cash flows. The Corporation maximizes the use of observable inputs
and minimizes the use of unobservable inputs when measuring fair value.
The Corporation obtains quoted prices in active markets, when available,
foridentical assets at the balance sheets dates to measure shares at fair
valueinits fair value through profit or loss and available-for-sale portfolios.

Mortgages and other loans, and Bonds classified as Loans and receivables
Disclosure of fair values for bonds and mortgages and other loans, classified
asloansandreceivables, are determined by discounting expected future cash
flows using current market rates.

Investment properties  Fairvaluesforinvestment properties are determined
using independentappraisal services and include managementadjustments
formaterial changesin property cash flows, capital expenditures or general
market conditionsin the interim period between appraisals.

Impairment Investments are reviewed regularly on an individual basis to
determineimpairment status. The Corporation considersvarious factorsin
theimpairmentevaluation process, including, but not limited to, the financial
condition of the issuer, specific adverse conditions affecting an industry
or region, decline in fair value not related to interest rates, bankruptcy or
defaults, and delinquency in payments of interest or principal.

Investments are deemed to beimpaired when thereis nolongerreasonable
assurance of timely collection of the fullamount of the principal and interest
due. The market value of an investment is not a definitive indicator of
impairment, asit may be significantly influenced by otherfactors, including
the remaining term to maturity and liquidity of the asset. However, market
price must be taken into consideration when evaluating impairment.

Forimpaired mortgages and other loans, and bonds classified as loans and
receivables, provisions are established or impairments recorded to adjust
the carrying value to the net realizable amount. Wherever possible the fair
value of collateral underlying the loans or observable market price is used to
establish netrealizablevalue. Forimpaired available-for-sale bonds, recorded
at fair value, the accumulated loss recorded in the investment revaluation
reservesisreclassified to netinvestmentincome. Impairments on available-
for-sale debt instruments are reversed if there is objective evidence that a
permanentrecovery hasoccurred. Allgainsand losses on bonds classified or
designated as fairvalue through profitorloss are already recorded in earnings,
therefore, areduction due toimpairment of these assets will be recorded in
earnings. As well, when determined to be impaired, contractual interest is
nolongeraccruedand previous interest accruals are reversed.
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NOTE 2

TRANSACTION COSTS

Transaction costs are expensed as incurred for financial instruments
classified ordesignated asfair value through profitorloss. Transaction costs
for financial assets classified as available for sale or loans and receivables
are added to the value of the instrument at acquisition and taken into net
earnings using the effective interest method. Transaction costs for financial
liabilities classified as other than fairvalue through profit orloss are deducted
from the value of the instrument issued and taken into net earnings using
the effective interest method.

INVESTMENT IN ASSOCIATES

Associates are all entities in which the Corporation exercises significant
influence over the entity's management and operating and financial policy,
without exercising control, and generally implies holding 20% to 50% of
the voting rights. Investment in associates are accounted for using the
equity method and are initially measured at cost. Subsequently, the share
in earnings or losses of the associate attributable to equity holders of
the Corporation is recognized in net earnings and the change in equity
attributable to equity holders of the Corporation is recognized in equity.

LOANS TO POLICYHOLDERS

Loans to policyholders are shown at their unpaid principal balance and are
fully secured by the cash surrender values of the policies. The carrying value
of loans to policyholders approximates fair value.

REINSURANCE CONTRACTS

Lifeco, in the normal course of business, is both a user and a provider of
reinsurance in order to limit the potential for losses arising from certain
exposures. Assumed reinsurance refers to theacceptance of certaininsurance
risks by Lifeco underwritten by another company. Ceded reinsurance refers
tothetransferof insurancerisk, along with the respective premiums, toone
or more reinsurers who will share the risks. To the extent that assuming
reinsurers are unable to meet their obligations, Lifeco remains liable to its
policyholders for the portion reinsured. Consequently, allowances are made
forreinsurance contracts which are deemed uncollectible.

Assumed reinsurance premiums, commissions and claim settlements,
aswellasthereinsuranceassetsassociated with insurance and investment
contracts, are accounted for in accordance with the terms and conditions
of the underlying reinsurance contract. Reinsurance assets are reviewed for
impairment on a reqular basis for any events that may trigger impairment.
Impairment occurs when there is objective evidence that Lifeco will not be
able to collect amounts due under the terms of the contract. The carrying
amountof areinsuranceassetisadjusted through anallowance account with
anyimpairmentloss being recorded in the statements of earnings.

Any gainsorlosseson buying reinsurance are recognized in the statement of
earnings immediately at the date of purchase and are not amortized.

Premiums and claims ceded for reinsurance are deducted from premiums
earned and insurance and investment contract benefits. Assets and
liabilities related to reinsurance are reported on a gross basis in the balance
sheets. Theamount of reserves ceded to reinsurersis estimated ina manner
consistent with the claim liability associated with reinsured risks.

DERECOGNITION

IGM enters into transactions where it transfers financial assets recognized
on its balance sheets. The determination of whether the financial assets
are derecognized is based on the extent to which the risks and rewards of
ownership are transferred.

If substantially all of the risks and rewards of a financial asset are not retained,
IGM derecognizes the financial asset. The gains or losses and the servicing
fee revenue for financial assets that are derecognized are reported in net
investmentincome in the statements of earnings.
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If all or substantially all risks and rewards are retained, the financial assets
are not derecognized and the transactions are accounted for as secured
financing transactions.

CAPITAL ASSETS AND OWNER-OCCUPIED PROPERTIES
Capital assets and property held for own use are carried at cost less
accumulated depreciation and impairments. Depreciation is charged so
as to write off the cost of assets, using the straight-line method, over their
estimated useful lives, whichvary from 3to 50 years. Capital assetsare tested
forimpairment whenever events or changes in circumstances indicate that
the carryingamount may not be recoverable.

> Buildings, owner-occupied properties, and components ~ 10-50vyears
> Equipment, furniture and fixtures 3-10vyears
> Othercapital assets 3-10vyears

OTHER ASSETS

Trading account assets consist of investments in Putnam-sponsored funds,
which are carried at fair value based on the net asset value of these funds.
Investmentsin theseassetsareincludedin otherassetson the balance sheet
with realized and unrealized gains and losses reported in the statements
of earnings.

Also included in other assets are deferred acquisition costs relating to
investment contracts. Deferred acquisition costs are recognized if the costs
areincremental and incurred due to the contract beingissued.

GOODWILL AND INTANGIBLE ASSETS

Goodwill represents the excess of purchase consideration over the fair value
of netassets acquired. Following recognition, goodwill is measured at cost
lessany accumulated impairment losses.

Intangible assets represent finite life and indefinite life intangible assets
acquired and software acquired orinternally developed. Finite lifeintangible
assetsinclude thevalue of software, some customer contracts, distribution
channels, distribution contracts, technology, deferred selling commissions,
and property leases. Finite life intangible assets are tested for impairment
whenever events or changes in circumstances indicate that the carrying
value may not berecoverable. Intangible assets with finite lives areamortized
on a straight-line basis over their estimated useful lives, not exceeding a
period of 30 years.

Deferred selling commissions Commissions paid by IGM on the sale of
certain mutual funds are deferred and amortized over their estimated useful
lives, not exceeding a period of seven years. Commissions paid on the sale
of deposits are deferred and amortized over their estimated useful lives,
not exceeding a period of five years. When a mutual fund client redeems
certain units in mutual funds, a redemption fee is paid by the client and is
recorded as revenue by IGM. The remaining unamortized deferred selling
commission asset attributable to the initial sale of these mutual fund
units is recorded as a disposal. IGM regularly reviews the carrying value of
deferred selling commissions with respect to any events or circumstances
that indicate impairment. Among the tests performed by IGM to assess
recoverability is the comparison of the future economic benefits derived
from the deferred selling commission asset in relation to its carrying value.

Indefinite life intangible assets include brands and trademarks, some
customer contracts, the shareholders' portion of acquired future
participating account profits, trade names and mutual fund management
contracts. Amounts are classified as indefinite life intangible assets when
based on an analysis of all the relevant factors, and when there is no
foreseeable limit to the period over which the assetis expected to generate
net cash inflows for the Corporation. The identification of indefinite life
intangibleassetsis made by reference to relevantfactors such as productlife
cycles, potential obsolescence, industry stability and competitive position.
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Impairment testing Goodwill and indefinite life intangible assets are
tested for impairment annually or more frequently if events indicate that
impairment may have occurred. Intangible assets that were previously
impaired are reviewed at each reporting date for evidence of reversal. In
theeventthat certain conditions have been met, the Corporation would be
required to reverse the impairment charge or a portion thereof.

Goodwill has been allocated to groups of cash generating units (CGU),
representing the lowest level in which goodwill is monitored for internal
reporting purposes. Goodwill is tested for impairment by comparing the
carrying value of the groups of CGU to the recoverableamount to which the
goodwill has been allocated. Intangible assets are tested forimpairment by
comparing the asset's carryingamount to its recoverable amount.

An impairment loss is recognized for the amount by which the asset'’s
carrying amount exceeds its recoverable amount. The recoverable amount
is the higher of the asset's fair value less cost to sell or value in use, which is
calculated using the present value of estimated future cash flows expected
to be generated.

SEGREGATED FUNDS FOR THE RISK OF UNIT HOLDERS
Segregated fund assetsand liabilities arise from contracts where all financial
risks associated with the related assets are borne by unit holders and are
presented separately in the balance sheets at fairvalue. Investmentincome
and changes in market value of the segregated fund assets are offset by a
corresponding changein the segregated fund liabilities.

INSURANCE AND INVESTMENT CONTRACT LIABILITIES
Contract classification Lifeco's productsare classified at contractinception,
for accounting purposes, as insurance, service or investment contracts,
depending on the existence of significantinsurance risk. Significantinsurance
risk exists when Lifeco agrees to compensate policyholders or beneficiaries
of the contract for specified uncertain future events thatadversely affect the
policyholderand whose amountand timing are unknown. When significant
insurance risk exists, the contractisaccounted forasaninsurance contract
inaccordance with IFRS 4, Insurance Contracts. Refer to Note 13 for discussion
of insurancerisk.

In the absence of significant insurance risk, the contract is classified as an
investment or service contract. Investment contracts with discretionary
participating features are accounted for in accordance with IFRS 4 and
investment contracts without discretionary participating features are
accounted forinaccordance with IAS 39, Financial Instruments: Recognition and
Measurement. Lifeco has not classified any contractsas investment contracts
with discretionary participating features. Service contracts mainly relate to
Group administrative services only (ASO) contracts and are accounted for
under IAS18, Revenue Recognition.

Investment contracts may be reclassified as insurance contracts
after inception if insurance risk becomes significant. A contract thatis
classified as an insurance contract at contract inception remains as such
untilallrightsand obligations under the contract are extinguished or expire.

Investment contracts are contracts that carry financial risk, which is the

risk of a possible future change in one or more of the following: interest rate,

commodity price, foreign exchange rate, or credit rating. Refer to Note 24
on Risk Management.

Measurement
required, inaddition tofuture premiums and investmentincome, to provide
forfuture benefit payments, policyholderdividends, commission and policy
administrative expenses for all insurance and annuity policies in force
with Lifeco. The Appointed Actuaries of Lifeco’s subsidiary companies are
responsible for determining the amount of theliabilities to make appropriate
provisionsfor Lifeco's obligations to policyholders. The Appointed Actuaries
determine the liabilities for insurance contracts and investment contracts
using generally accepted actuarial practices, according to the standards

Insurance contract liabilities represent the amounts

established by the Canadian Institute of Actuaries. The valuation uses the
Canadian Asset Liability Method (CALM). This method involves the projection
of futureeventsin order to determine theamount of assets that must be set
aside currently to provide forall future obligations and involves a significant
amount of judgment.

Investment contract liabilities are measured at fairvalue through profitand
loss, while certain annuity products are measured at amortized cost.

DEFERRED INCOME RESERVES

Included in other liabilities are deferred income reserves relating to
investment contract liabilities. Deferred income reserves are amortized on
a straight-line basis to recognize the initial policy fees over the policy term,
notto exceed20years, toreleaserevenueasitisearned over the policy term.

POLICYHOLDER BENEFITS

Gross benefits and claims for life insurance contracts include the cost of all
claims arising during the year, and settlement of claims, as well as changes
in the gross valuation of insurance contracts. Death claims and surrenders
are recorded on the basis of notifications received. Maturities and annuity
payments are recorded when due.

FINANCIAL LIABILITIES

Financial liabilities, other thaninsurance and investment contract liabilities,
are classified as other liabilities. Debentures and other debt instruments,
capital trust securities and other liabilities are initially recorded on the
balance sheetsatfairvalueand subsequently carried atamortized cost using
the effective interest rate method with amortization expense recorded in
the statements of earnings.

SHARE-BASED PAYMENTS

The fair value-based method of accounting is used for the valuation of
compensation expense for options granted to employees. Compensation
expense is recognized over the period that the stock options vest, with
a corresponding increase in share-based compensation reserves. When
the stock options are exercised, the proceeds, together with the amount
recorded in share-based compensation reserves, are added to the stated
capital of the entity issuing the corresponding shares.

Lifeco follows the liability method of accounting for share-based awards
issued by its subsidiaries Putnam and PanAgora Asset Management, Inc.
Compensation expenseisrecognizedasanincrease to operating expensesin
the statements of earningsandaliability is recognized on the balance sheets
over thevesting period of the share-based awards. Theliability is remeasured
at fairvalue at each reporting period and is settled in cash when the shares
are purchased from employees.

REPURCHASE AGREEMENTS

Lifecoentersintorepurchase agreements with third-party broker-dealersin
which Lifeco sells securities and agrees to repurchase substantially similar
securities at a specified date and price. As substantially all of the risks and
rewards of ownership of assets are retained, Lifeco does not derecognize
the assets. Such agreements are accounted for as investment financings.

DERIVATIVE FINANCIAL INSTRUMENTS

The Corporation and its subsidiaries use derivative products as risk
management instruments to hedge or manage asset, liability and capital
positions, including revenues. The Corporation’s policy guidelines prohibit
the use of derivative instruments for speculative trading purposes.

All derivatives are recorded at fair value on the balance sheets. The method
of recognizing unrealized and realized fair value gains and losses depends
on whether the derivatives are designated as hedging instruments.
For derivatives that are not designated as hedging instruments, unrealized
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andrealized gains and losses are recorded in net investmentincome on the
statements of earnings. For derivatives designated as hedging instruments,
unrealized and realized gains and losses are recognized according to the
nature of the hedged item.

Derivativesarevalued using market transactions and other market evidence
whenever possible, including market-based inputs to models, broker or dealer
quotations or alternative pricing sources with reasonable levels of price
transparency. When models are used, the selection of a particular model
tovalueaderivative depends on the contractual terms of, and specific risks
inherentin theinstrument, as well as the availability of pricing information
in the market. The Corporation generally uses similar models to value
similarinstruments. Valuation models require a variety of inputs, including
contractual terms, market prices and rates, yield curves, credit curves,
measures of volatility, prepayment rates and correlations of such inputs.

To qualify for hedge accounting, the relationship between the hedged
item and the hedging instrument must meet several strict conditions on
documentation, probability of occurrence, hedge effectiveness and reliability
of measurement. If these conditions are not met, then the relationship
does not qualify for hedge accounting treatment and both the hedged item
and the hedging instrument are reported independently, as if there was no
hedging relationship.

Where a hedging relationship exists, the Corporation documents all
relationships between hedging instruments and hedged items, as well as
itsrisk management objectives and strategy for undertaking various hedge
transactions. This process includes linking derivatives that are used in
hedging transactions to specificassets and liabilities on the balance sheets
orto specificfirmcommitments or forecasted transactions. The Corporation
alsoassesses, bothat the hedge'sinceptionand onanongoing basis, whether
derivatives that are used in hedging transactions are effective in offsetting
changesin fairvalues or cash flows of hedged items. Hedge effectiveness is
reviewed quarterly through correlation testing.

Fair value hedges For fair value hedges, changes in fair value of
both the hedging instrument and the hedged item are recorded in net
investment income and consequently any ineffective portion of the hedge
isrecorded immediately in netinvestmentincome.

Cash flow hedges For cash flow hedges, the effective portion of the
changesinfairvalue of the hedginginstrumentisrecorded in the same manner
asthe hedgeditemin either netinvestmentincome or other comprehensive
income, while the ineffective portion is recognized immediately in net
investment income. Gains and losses that accumulate in cash flow hedges
reserves are recorded in net investment income in the same period the
hedged item affects net earnings. Gains and losses on cash flow hedges are
immediately reclassified from cash flow hedges reserves to net investment
income if and when it is probable that a forecasted transaction is no longer
expected tooccur.

Netinvestment hedges Foreignexchangeforward contracts may be used
to hedge net investment in foreign operations. Changes in the fair value of
these hedgesarerecordedin other comprehensive income. Hedge accounting
is discontinued when the hedging no longer qualifies for hedge accounting.

EMBEDDED DERIVATIVES

Embedded derivativesare treated as separate contractsand are recorded at
fairvalue on the balance sheets with changesin fairvaluein the statements of
earningsif theireconomic characteristicsand risks are not closely related to
those of the host contract and the host contractis notitself recorded at fair
value through earnings. Embedded derivatives that meet the definition of an
insurance contractareaccounted forand measured asan insurance contract.
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FOREIGN CURRENCY TRANSLATION

The Corporation and its subsidiaries operate with multiple functional
currencies. The Corporation’s financial statements are prepared in Canadian
dollars, whichis the functional and presentation currency of the Corporation.

Forthe purpose of presenting financial statements, assetsand liabilities are
translated into Canadian dollars at the rate of exchange prevailing at the
balance sheetdatesandallincomeand expensesare translated atan average
of daily rates. Unrealized foreign currency translation gains and losses on
the Corporation’s net investment in its foreign operations and associates
are presented separately as a component of other comprehensive income.
Unrealized gainsandlossesarerecognized in earnings when there has been
adisposal of aforeign operation orassociates.

All other assets and liabilities denominated in foreign currencies are
translatedinto each entity's functional currency at exchange rates prevailing
at the balance sheet dates for monetary items and at exchange rates
prevailing at the transaction dates for non-monetary items. Realized and
unrealized exchange gainsand losses areincludedin netinvestmentincome
and are not material to the financial statements of the Corporation.

PENSION PLANS AND OTHER

POST-EMPLOYMENT BENEFITS

The Corporation and its subsidiaries maintain defined benefit pension
plans as well as defined contribution pension plans for eligible employees
and advisors.

The plans provide pension based on length of service and final average
earnings. The benefit obligation is actuarially determined and accrued
using the projected benefit method pro-rated on service. Pension expense
consists of theaggregate of theactuarially computed cost of pension benefits
provided in respect of the current year's service, and imputed interest on
theaccrued benefit obligation, less expected returns on plan assets, which
are valued at market value. Past service costs are amortized on a straight-
line basis over the average period until the benefits become vested. Vested
past service costs are recognized immediately in pension expense. For the
Corporation’s defined benefit plans, actuarial gainsand losses areamortized
into the statements of earnings using the straight-line method over the
average remaining working life of employees covered by the plan to the
extent that the net cumulative unrecognized actuarial gains and losses at
theend of the previous reporting period exceed corridor limits. The corridor
is defined as ten per cent of the greater of the present value of the defined
benefit obligation or the fair value of plan assets. The amortization charge
is reassessed at the beginning of each year. The cost of pension benefits
is charged to earnings using the projected benefit method pro-rated
on services.

The Corporation and its subsidiaries also have unfunded supplementary
pension plans for certain employees. Pension expense related to current
services is charged to earnings in the period during which the services
arerendered.

In addition, the Corporation and its subsidiaries provide certain post-
employment healthcare, dental, and life insurance benefits to eligible
retirees, employees and advisors. The current cost of post-employment
health, dental and life benefits is charged to earnings using the projected
unit credit method pro-rated on services.

FUNDS HELD BY CEDING INSURERS/

FUNDS HELD UNDER REINSURANCE CONTRACTS

Under certain forms of reinsurance contracts, itis customary for the ceding
insurer to retain possession of the assets supporting the liabilities ceded.
Lifeco records an amount receivable from the ceding insurer or payable to
the reinsurer representing the premium due. Investment revenue on these
funds withheld is credited by the ceding insurer.
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INCOME TAXES

On December 20, 2010, the International Accounting Standards Board (IASB)
issued “Deferred Tax: Recovery of Underlying Assets (Amendments to IAS12)"
concerning the determination of deferred tax on investment property
measured at fair market value. IAS 12 was updated to include a rebuttable
presumption that a deferred tax on investment property measured using
the fair value model in IAS 40 should be determined on the basis that its
carrying amount will be recovered through sale. The amendments are
mandatory forannual periods beginning on or after January1,2012, but early
adoptionis permitted. Lifeco has elected to adopt theamendment effective
January1,2010.

Theincometaxexpense for the period represents the sum of currentincome
tax and deferred income tax. Income tax is recognized as an expense
orincomein profitorloss exceptto the extentthatitrelates toitemsthatare
recognized outside profit or loss (whether in other comprehensive income
ordirectlyinequity), in which case theincome taxis also recognized outside
profit orloss.

Current income tax Current income tax is based on taxable income for
theyear. Current tax liabilities (assets) for the current and prior periods are
measured at theamount expected to be paid to (recovered from) the taxation
authorities using the rates that have been enacted or substantively enacted
atthebalancesheetdate. Currenttaxassetsand currentincome tax liabilities
are offset, if a legally enforceable right exists to offset the recognized
amounts and the entity intends either to settle on a net basis, or to realize
the assetsand settle the liability simultaneously.

Deferredincometax Deferredincometaxisthetaxexpectedtobepayable
orrecoverableontaxloss carry forwardsand on differences arising between
the carrying amounts of assets and liabilities in the financial statements
and the corresponding bases used in the computation of taxable income
and is accounted for using the balance sheet liability method. Deferred tax
liabilities are generally recognized for all taxable temporary differences
and deferred tax assets are recognized to the extent that it is probable
that taxable profits will be available against which deductible temporary
differences can be utilized. Such assetsand liabilities are not recognized if the
temporary difference arises from the initial recognition of an asset or liability
in a transaction other than a business combination that at the time of the
transaction affects neitheraccounting nor taxable profit or loss.

Deferred taxassets and liabilities are measured at the tax rates expected to
apply in the year when the asset is realized or the liability is settled, based
ontaxrates (and tax laws) that have been enacted or substantively enacted
atthe balance sheetdate. Deferred taxassetsand deferred tax liabilities are
offset, if alegally enforceable right exists to set off current taxassets against
current income tax liabilities and the deferred income taxes relate to the
same taxable entity and the same taxation authority.

The carryingamount of deferred taxassetsis reviewed at each balance sheet
dateandreduced totheextent thatitis probable that sufficient taxable profit
will be available to allow all or part of the deferred tax asset to be utilized.
Unrecognized deferred taxassetsare reassessed at each balance sheet date
and are recognized to the extent that it has become probable that future
taxable profit will allow the deferred tax asset to be recovered.

Deferred tax liabilities are recognized for taxable temporary differences
arising on investments in subsidiaries and associates, except where the
group controls the timing of the reversal of the temporary difference
and it is probable that the temporary differences will not reverse in the
foreseeable future.

Underthe IFRS liability method, a provision for tax uncertainties which meet
the probable threshold for recognition is measured. Measurement of the
provision is based on the probability weighted average approach.

LEASES

Leases that do not transfer substantially all the risks and rewards
of ownership are classified as operating leases. Payments made under
operating leases, where the Corporation is the lessee, are charged to net
earnings over the period of use.

Where the Corporation is the lessor under an operating lease for its
investment property, the assets subject to the lease arrangement are
presented within the balance sheets. Income from these leases is recognized
in the statements of earnings on a straight-line basis over the lease term.

EARNINGS PER SHARE

Basic earnings per share is determined by dividing net earnings available to
common shareholders by the weighted average number of common shares
outstanding for the year. Diluted earnings per shareis determined using the
same method as basic earnings per share, except that the weighted average
number of common shares outstandingincludes the potential dilutive effect
of outstanding stock options granted by the Corporation andits subsidiaries,
as determined by the treasury stock method.

FUTURE ACCOUNTING CHANGES

The Corporation continues to monitor the potential changes proposed by the
IASB and to consider the impact changes in the standards may have on the
Corporation’s operations.

Inaddition, the Corporation may be impacted in the future by the following
IFRS andis currently evaluating theimpact these future standards will have
onits consolidated financial statements when they become effective:

IFRS 4 — Insurance Contracts ThelASBissuedan exposure draft proposing
changesto theaccounting standard forinsurance contractsin July2010. The
proposal would require an insurer to measure insurance liabilities using a
model focusing on theamount, timing, and uncertainty of future cash flows
associated with fulfilling its insurance contracts. This is vastly different
from the connection between insurance assets and liabilities considered
under CALM and may cause significantvolatility in the results of Lifeco. The
exposure draft also proposes changes to the presentation and disclosure
within the financial statements.

Lifecowill continue to measure insurance contract liabilities using CALM until
such time when a new IFRS for insurance contract measurement is issued.
Afinal standard is not expected to be implemented for several years; Lifeco
continues to actively monitor developments in this area.

IFRS 7 - Financial Instruments: Disclosure Effective for the Corporation
onJjanuary1,2013, the IASB issued amendments to IFRS 7regarding disclosure
of offsetting financial assets and financial liabilities. The amendments
will allow users of financial statements to improve their understanding
of transfer transactions of financial assets (for example, securitizations),
including understanding the possible effects of any risks that may remain
with the entity that transferred the assets. The amendments also require
additional disclosuresif a disproportionateamount of transfer transactions
are undertaken near the end of a reporting period.

IFRS 9 - Financial Instruments The IASB approved the adoption of the
proposed new Financial Instruments standard to be effective January1, 2015.

The new standard requires all financial assets to be classified on initial
recognition at amortized cost or fair value while eliminating the existing
categories of available for sale, held to maturity, and loans and receivables.

The new standard also requires:

> embedded derivatives to be assessed for classification together with their
financial asset host

> asingle expected loss impairment method be used for financial assets

> amendments to the criteria for hedge accounting and measuring
effectiveness
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The full impact of IFRS 9 on the Corporation will be evaluated after the
remaining stages of the IASB's project toreplace IAS 39, Financial Instruments:
Recognition and Measurement—impairment methodology, hedge accounting,
and asset and liability offsetting—are finalized. The Corporation continues
to actively monitor developmentsin this area.

IFRS 10 - Consolidated Financial Statements Effective forthe Corporation
onJanuary1,2013, IFRS10, Consolidated Financial Statements uses consolidated
principles based on a revised definition of control. The definition of control is
dependent on the power of the investor to direct the activities of the investee,
the ability of the investor to derive variable benefits from its holdings in
the investee, and a direct link between the power to direct activities and
receive benefits.

IFRS 11 — Joint Arrangements Effective for the Corporation on January 1,
2013, the IFRS 11, Joint Arrangements separates jointly controlled entities
between joint operations and joint ventures. The standard has eliminated
the option of using proportionate consolidation in accounting for interests
in joint ventures, now requiring an entity to use the equity method of
accounting forinterestsinjointventures.

IFRS 12 — Disclosure of Interest in Other Entities Effective for the
Corporation on January 1, 2013, IFRS 12, Disclosure of Interest in Other Entities
proposes new disclosure requirements for the interest an entity has in
subsidiaries, joint arrangements, associates, and structured entities.
The standard requires enhanced disclosure, including how control was
determined and any restrictions that might exist on consolidated assetsand
liabilities presented within the financial statements.

As a consequence of the issuance of IFRS 10, 11 and 12, the IASB also
issued amended and re-titled IAS 27, Separate Financial Statements and
IAS 28, Investments in Associates and Joint Ventures. The new requirementsare
effective for the Corporation onjanuary1,2013.

NOTE 3

Power Financial's annual financial statements have been prepared in
accordance with IFRS, adopted by the Accounting Standards Board of
Canada for financial reporting periods beginning on or after January 1, 2011.
References made to International Accounting Standards (IAS) throughout
refer to the application of IAS and relate to the interpretations of the IFRS
Interpretations Committee.

These are the Corporation’s first annual consolidated financial statements
prepared in accordance with IFRS, with 2010 comparative figures restated
accordingly. Prior to the adoption of IFRS, the consolidated financial
statements were prepared in accordance with previous Canadian GAAP.

The effects of the transition to IFRS as of January 1, 2010 on the financial
position, financial performance and cash flows are noted below.

RECONCILIATIONS OF PREVIOUS

CANADIAN GAAP TO IFRS

At transition to IFRS, the Corporation applied IFRS 1, which requires the
Corporation to reconcile shareholders’ equity and total comprehensive
incomefor prior periods presented. Theadoption of IFRS has not substantially
changed the presentation of the Corporation’s cash flows, however, it has
resulted in certain changes to the Corporation’s reported financial position
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IFRS13 - Fair Value Measurement Effective for the Corporationonjanuary],
2013, IFRS 13, Fair Value Measurement provides guidance for the measurement
anddisclosure of assetsand liabilities held at fairvalue. The standard refines the
measurement and disclosure requirements and aims to achieve consistency
with other standard setters to improve visibility to financial statement users.

IAS1-Presentation of Financial Statements Effectiveforthe Corporation
on January 1, 2013, IAS 1, Presentation of Financial Statements includes
requirements that other comprehensive income be classified by nature and
grouped between those items that will be classified subsequently to profitor
loss (when specific conditions are met) and those that will not be reclassified.
Otheramendmentsinclude changes to discontinued operationsand overall
financial statement presentation.

IAS19 - Employee Benefits The|ASB published anamended version of this
standardinjune2011thateliminates the corridorapproach foractuarial gains
andlossesresultingin those gains and losses being recognized immediately
through other comprehensiveincome while the net pension asset orliability
would reflect the full funded status of the plan on the balance sheets. Further,
the standard includes changes to how the defined benefit obligation and
the fair value of the plan assets would be presented within the financial
statements of an entity.

The Corporation will continue to use the corridor method until January1, 2013,
when the revised IAS for employee benefits becomes effective.

IAS 32 - Financial Instruments: Presentation |In December2011, the IASB
issued amendments to IAS 32 which clarify the existing requirements for
offsetting financial assets and financial liabilities. The amendments will be
effective for the Corporation on january1, 2014.

and results of operations. IFRS hasalso resulted ina number of presentation
changes to the Corporation’s financial statements. In order for readers to
understand the effects of adopting IFRS, reconciliations of the Corporation’s
financial statements from previous Canadian GAAP to IFRS, along with
narrative explanations, have been provided below.

IFRS does not allow the use of hindsight to recreate or revise estimates

and consequently the estimates previously made by the Corporation under

previous Canadian GAAP were not revised when converting to IFRS, except

where necessary to reflect any difference in accounting policies.

The following reconciliations of previous Canadian GAAP to IFRS have

been prepared:

)] Reconciliation of the opening balance sheetasatjanuary1, 2010

i) Reconciliation of net earnings attributable to shareholdersfor theyear
ended December 31,2010

iii)  Reconciliation of total comprehensive income (loss) for the year ended

December 31, 2010

iv)  Reconciliation of equity as at January 1, 2010, and December 31, 2010
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DATE OF
REPORTED UNDER PRESENTATION TRANSITION
"CecMBERAL  comversion  RGanOn  ANUARY
REFERENCE 2009 ADJUSTMENTS ADJUSTMENTS 2010
ASSETS
Cash and cash equivalents 4,855 - - 4,855
Investments
Bonds 67,388 - - 67,388
Mortgages and other loans m 17,356 3,257 - 20,613
Shares 6,392 - - 6,392
Investment properties fgr 3,101 (85) (401) 2,615
Loans to policyholders 6,957 - - 6,957
101,194 3,172 (401) 103,965
Funds held by ceding insurers s 10,839 - 145 10,984
Reinsurance assets S - - 2,800 2,800
Investmentin associates 0 2,675 154 - 2,829
Owner-occupied properties d,r - 40 439 479
Capital assets d 228 - (38) 190
Derivative financial instruments m 837 (62) - 775
Otherassets a,i,mnp.t 5,314 (140) (400) 4774
Deferred tax assets q 1,268 (6) - 1,262
Intangible assets I,n 4,366 ) 847 5,206
Goodwill 8,655 - - 8,655
Segregated funds for the risk of unit holders v - - 87,495 87,495
Total assets 140,231 3,151 90,887 234,269
LIABILITIES
Insurance contract liabilities f,g,hstu 102,651 (29) 2,406 105,028
Investment contract liabilities s.t,u - - 841 841
Depositsand certificates 907 - - 907
Funds held under reinsurance contracts s 186 - 145 331
Obligation to securitization entities m - 3,310 - 3,310
Debentures and other borrowings 5,967 (36) - 5,931
Capital trust securities 540 - - 540
Derivative financial instruments m 364 (5) - 359
Preferred shares of the Corporation 300 - - 300
Preferred shares of subsidiaries p 203 (4) - 199
Other liabilities a, g, hijkmp 5,930 678 - 6,608
Deferred tax liabilities q 1,098 (120) - 978
Non-controlling interests P, W 8,878 (258) (8,620) -
Insurance and investment contracts on account
of unit holders v - - 87,495 87,495
Total liabilities 127,024 3,536 82,267 212,827
EQUITY
Stated capital
Perpetual preferred shares 1,725 - - 1,725
Common shares 605 - - 605
Retained earnings 11,165 (1,642) - 9,523
Contributed surplus P 102 3 - 105
Accumulated other comprehensive income (loss) b.cp.q (390) 1,254 - 864
Total shareholders' equity 13,207 (385) - 12,822
Non-controlling interests w - - 8,620 8,620
Total equity 13,207 (385) 8,620 21,442
Total liabilities and equity 140,231 3,151 90,887 234,269
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FOR THE YEAR ENDED DECEMBER 31 REFERENCE 2010
Asreported under previous Canadian GAAP
Net earnings before non-controlling interests 2,444
Net earnings attributable to non-controlling interests (860)
Net earnings attributable to shareholders under previous Canadian GAAP 1,584
Adjustments to net earnings as a result of IFRS
Derecognition of deferred net realized gains g (12)
Deferred acquisition costs and deferred income reserves on investment contracts h 18
Employee benefits a,i (26)
Uncertain income tax provisions j (26)
Derecognition m 36
Deferred selling commissions n 13
Investmentin associates o 7
Recognition of contingent liabilities k (10)
Business combinations e (8)
Other adjustments p (19)
Tax impact of IFRS adjustments q (5)
(32)
Attributable to non-controlling interests 15
Total adjustments to net earnings attributable to shareholders 17)
Net earnings attributable to shareholders under IFRS 1,567
FORTHE YEAR ENDED DECEMBER 31 REFERENCE 2010
Asreported under previous Canadian GAAP
Total comprehensive income (loss) before non-controlling interests 1,485
Total comprehensive income (loss) attributable to non-controlling interests (714)
Total comprehensive income (loss) attributable to shareholders under previous Canadian GAAP 771
Adjustments to net earnings as a result of IFRS (as reconciled above) 17)
Adjustments to other comprehensive income (loss)
Redesignation of financial assets c (29)
Taximpact on redesignation of financial assets c.q 9
Cumulative translation losses of foreign operations b 63
43
Attributable to non-controlling interests (14)
29
Adjustments to total comprehensive income attributable to shareholders 12
Total comprehensive income (loss) attributable to shareholders under IFRS 783
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DATE OF
TRANSITION
TOIFRS
JANUARY 1, DECEMBER 31,
REFERENCE 2010 2010
Equity under previous Canadian GAAP 13,207 13,184
Total adjustments to equity at date of transition—January1, 2010 - 8,235

13,207 21,419

Changesin retained earnings
IFRS1optional elections/exemptions

Employee benefits—cumulative unamortized actuarial gains and losses a (316) -
Cumulative translation losses of foreign operations b (1,650) -
Redesignation of financial assets c (127) -
Fairvalue as deemed cost for owner-occupied properties d 40 -
Mandatory adjustments
Measurement of investment properties at fairvalue f 119 -
Derecognition of deferred net realized gains g 110 (12)
Deferred acquisition costs and deferred income reserves
oninvestment contracts h (508) 18
Unamortized vested past service costs and other employment benefits i 123 (26)
Uncertainincome tax provisions j (240) (26)
Derecognition m (127) 36
Intangible assets/Deferred selling commissions I,n (10) 13
Investmentin associates 0 154 7
Recognition of contingent liabilities K (25) (10)
Business combinations e - (8)
Otheradjustments p (8) (19)
Tax impact of IFRS adjustments q 135 (5)
Attributable to non-controlling interests p 688 15
(1,642) (17)
Changesin contributed surplus
Graded vesting method for share-based payments p 5 1
Attributable to non-controlling interests p 2) (1)
3 —
Changes inaccumulated other comprehensive income
Redesignation of financial assets c 127 (29)
Taximpact on redesignation of financial assets c.q (34) 9
Cumulative translation losses of foreign operations b 1,650 63
Attributable to non-controlling interests p (489) (14)
1,254 29
Changesin non-controlling interests
Presentation of non-controlling interests in equity P, W 8,620 121
Total changes in equity for the period 8,235 133
Total equity under IFRS, end of period 21,442 21,552
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STATEMENT OF CASH FLOWS

Under IFRS, the statement of cash flows continues to be presented using the
indirect method with limited presentation differences of operating earnings
being presented before taxand cash flows related to tax expense presented
separately within operating cash flows. The cash flows reported under the
previous Canadian GAAP for operating, financing, and investing activities
have not been substantially impacted by the adoption of IFRS requirements.

IFRS 1 FIRST-TIME ADOPTION OF IFRS

In preparing the annual consolidated financial statements, the Corporation
has applied IFRS 1, which requires retrospective application of IFRS, except
for certain optional exemptions and mandatory exceptions provided in the
standard. The optional exemptions adopted by the Corporation and the
mandatory exceptions that apply to the Corporation are described below.

IFRS OPTIONAL EXEMPTIONS
a) Employee benefits—cumulative unamortized
actuarial gains and losses

The Corporation elected to apply the exemption available to recognize all
cumulative unamortized actuarial gains and losses of the Corporation’s
defined benefit plans in equity upon transition to IFRS. This adjustment,
referred to as the “fresh start adjustment”, decreased equity by $316 million
before tax (decrease of $210 million in shareholders’  equity and $106 million
in non-controlling interests). Subsequent to transition, the Corporation

continues to use the corridor approach available under the present IAS 19,
Employee Benefits standard for deferring recognition of actuarial gains and
losses that reside within the corridor.

b) Cumulative translation adjustments of foreign operations

The Corporation elected to reset its cumulative translation adjustment
account for all foreign operations to zero as of January 1, 2010. Future
gains or losses on disposal of any foreign operations and associates will
therefore exclude translation differences that arose before January 1, 2010.
The balance of the cumulative loss to be reclassified from accumulated other
comprehensive income (AOCI) to opening retained earnings at January1, 2010
was $1188 million (the adjustment of cumulative translation adjustment
before non-controlling interests amounted to $1,650 million). As a result
of the foreign exchange revaluation of the transitional IFRS adjustments,
the total impact to the cumulative translation adjustment was an increase
of $63 million for the year ended December 31, 2010.

c) Redesignation of financial assets

Lifeco elected to redesignate certain non-participating available-for-
sale financial assets to the fair value through profit or loss classification
and certain financial assets classified as fair value through profit or loss
under previous Canadian GAAP to available for sale. The redesignation had
no overall impact on the Corporation’s opening equity at transition but
resultedinareclassification within equity of $127 million before taxand non-
controlling interests, between retained earnings and accumulated other
comprehensive income.

Forthe yearended December 31,2010 the redesignation decreased other comprehensive income by $29 million before tax.

Thefinancial assets carried at fairvalue in the most recent previous Canadian GAAP consolidated financial statementsand at transition to IFRS are as follows:

FAIR UNREALIZED GAINS
AS AT JANUARY 1, 2010 VALUE RECLASSIFIED TO AOCI
Financial assets redesignated to fair value through profit orloss 373 38
Financial assets redesignated to available for sale 360 89

d) Fairvalue as deemed cost for owner-occupied properties

The Corporation elected to measure some owner-occupied properties at fair
valueasitsdeemed costat thejanuary1,2010 transition date, which resulted
in anincrease to equity of $40 million before tax (increase of $26 million in
shareholders'equity and $14 million in non-controlling interests). Subsequent
to this date, owner-occupied properties are carried at amortized cost.
The total fair value as at January 1, 2010 for owner-occupied properties,
which includes a transitional adjustment of $40 million, amounted to
$479 million.

e) Business combinations

The Corporation applied the IFRS 1 business combinations exemption
and did not restate business combinations that took place prior to the
January 1, 2010 transition date, which had no impact on operating figures.
The Corporation will apply IFRS 3, Business Combinations, prospectively for
business combinations occurring on or after January1, 2010.

Under IFRS, restructuring provisions are only included as part of the
acquired liabilities when the acquiree has recognized an existing liability
for restructuring in accordance with the applicable IFRS. As a result,
restructuring provisions recorded as part of the purchase price allocation
under previous Canadian GAAP are charged to earnings under IFRS. This
represented an amount of $8 million for the year ended December 31, 2010.
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MANDATORY CHANGES IN ACCOUNTING
POLICIES AT CONVERSION TO IFRS

f) Measurement of investment properties at fair value

Under previous Canadian GAAP, real estate was carried at cost net of
write-downs and allowance for loss, plus a moving average market value
adjustment. Under IFRS, real estate held forinvestment purposesis classified
as investment property and is measured at fair value. This measurement
changeincreased equity at January1,2010 by $119 million before tax (increase
of $81 million in shareholders’ equity and $38 million in non-controlling
interests), with no effect on earnings, offset by the change in accounting for
owner-occupied properties, for the yearended December 31, 2010.

g) Deferred net realized gains

Under previous Canadian GAAP, net realized gains and losses associated
with the sale of real estate were deferred and included in deferred net
realized gains on the balance sheets. These deferred net realized gains
and losses were amortized to earnings at a rate of 3% per quarter on a
declining balance basis. Under IFRS, gains and losses associated with the
sale of investment properties are immediately recognized in earnings
and consequently the balance of the unrecognized net deferred realized
gains was recognized in equity at transition. This recognition change
increased equity at January 1, 2010 by $110 million before tax (increase
of $33 million in shareholders’ equity and $77 million in non-controlling
interests), and decreased earnings by $12 million before taxfor the year ended
December 31, 2010.



NOTE 3

h) Deferred acquisition costs (DAC) and deferred income reserves
(DIR) on investment contracts

Under previous Canadian GAAP, DAC relating to policyholder liabilities were
deferred in policy liabilities and amortized into consolidated net earnings
over the anticipated period of benefit. Under IFRS, DAC on policyholder
liabilities reclassified as investment contract liabilities are no longer deferred
and amortized into earnings over the anticipated period of benefit but
rather recognized through earnings in the period incurred for those costs
notincremental to issuing the contract. In addition to DAC, DIR related to
fee income on investment contracts will also be deferred and recognized
overthe term of the contract. The change in measurement for both DACand
DIR decreased equity at January 1, 2010 by $508 million before tax (decrease
of $360 million in shareholders’ equity and $148 million in non-controlling
interests), and increased earnings by $18 million before tax for the year ended
December 31, 2010.

i) Unamortized vested past service costs and other

employment benefits
Previous Canadian GAAPand IFRS differin their treatment of otheremployee
benefits, including the timing of recognition of unamortized vested past
service costs and certain service awards. The change in recognition for
these vested past service costs and other employee benefits under IFRS
increased equity at January 1, 2010 by $123 million before tax (increase
of $74 million in shareholders’ equity and $49 million in non-controlling
interests), and decreased earnings by $26 million before tax for the year
ended December 31, 2010.

j) Uncertainincome tax provisions

Thedifferencein the recognitionand measurement of uncertain income tax
provisions between previous Canadian GAAP and IFRS decreased equity at
January1,2010 by $240 million (decrease of $164 millionin shareholders' equity
and $76 million in non-controlling interests), and has decreased earnings by
$26 million for the year ended December 31, 2010.

k) Recognition of contingent liabilities

Under previous Canadian GAAP, a contingent liability was recognized as a
result of a past transaction or event if it was likely that it would result in a
lossand the amount of the loss could be reasonably estimated.

Under IFRS, a provision is recognized when there is a present obligation
asaresult of a past transaction or event, it is “probable” that an outflow of
resources will be required to settle the obligation and a reliable estimate
can be made of the obligation. The previous Canadian GAAP recognition
criterion of "likely” was a higher threshold than “probable” which results in
additional provisions being recognized under IFRS. IFRS also provides for the
use of theweighted average of all possible outcomes or the midpoint where
there is a range of equally possible outcomes. The change in recognition
of contingent liabilities decreased equity at January 1, 2010 by $25 million
before tax (decrease of $15 million in shareholders’ equity and $10 million in
non-controlling interests) and decreased earnings by $10 million before tax
for the year ended December 31, 2010.

1) Goodwill and intangible asset measurement and impairment testing
Goodwill and intangible assets under IFRS are measured using the cost
model, based on therecoverableamount, which is the greater of value in use
orfairvalue less cost to sell. The recoverable amount calculated under IFRS
is greaterthan orapproximates the previous Canadian GAAP carrying value
atJanuary 1, 2010 and therefore no transitional adjustment was required.

At each reporting date, the Corporation reviews goodwill and intangible
assets for indicators of impairment or reversals of impairment on the
intangible assets. In the event that certain conditions have been met, the
Corporation is required to reverse the impairment charge, or a portion
thereof, onintangible assets.

Under previous Canadian GAAP, goodwill was tested for impairment by
comparing the fair value of the reporting unit to which the goodwill was
associated withitscarryingvalue. Under IFRS, the carrying value of goodwill

is tested for impairment by reference to the cash generating unit in which
goodwillisassociated. A cash generating unit represents the lowest level in
which goodwill is monitored forinternal reporting purposes. Thischangein
impairment testing had noimpact on the Corporation’s financial statements
attransition.

Under IFRS, the cost of assets acquired outside of a business combination
isnotadjustedforthe tax effect onany differences between the accounting
cost and the tax cost at the time of the acquisition. Opening equity was
adjusted by $7 million to reflect the difference in amortization expense
related to certain intangible assets where deferred taxesincreased the cost
of the asset acquired.

m) Derecognition

Under previous Canadian GAAP, derecognition focused on surrendering
control over the transferred assets in order to derecognize the assets and
recognize a sale.

Under IFRS, derecognition focuses to a greater extent on the transfer of
the risks and rewards of ownership in order to derecognize the asset and
recognizeasale. Asaresult, IGM's securitization transactions are accounted
for as secured borrowings under IFRS rather than sales, which results in
anincrease in total assets and liabilities recorded on the balance sheets.
Theincreasein the mortgage balances was $3.5 billion at December 31, 2010
(January 1, 2010-$3.3 billion) with a corresponding increase in liabilities.
Certain other mortgage-related assets and liabilities, including retained
interests, certain derivative instruments and servicing liabilities, were
adjusted. At December 31,2010, the decrease in other assets was $91 million
(January1,2010-$129 million) and in other liabilities was $85 million (January1,
2010-555 million).

In addition, as these transactions are treated as financing transactions
rather than sale transactions, a transitional adjustment to opening
retained earningsisrequired toreflect this changeinaccounting treatment.
Opening retained earnings, revenue and expenses have been adjusted
to reflect this change. The change related to derecognition decreased
equity at January 1, 2010 by $127 million before tax (decrease of $75 million
in shareholders’ equity and $52 million in non-controlling interests),
and increased earnings by $36 million before tax for the year ended
December 31, 2010.

n) Deferred selling commissions

Under previous Canadian GAAP, deferred selling commissions were finite
lifeintangible assets and were presented in otherassets. Previous Canadian
GAAP did not specifically address the accounting for disposals of finite life
intangible assetsand asaresult, IGM utilized a shorteramortization period
inorder to account for disposals.

Under IFRS, deferred selling commissions are finite life intangible assets.
IFRS more specifically addresses the approach to recording amortization
and disposals of intangible assets. The change related to deferred selling
commissions decreased equity at January 1, 2010 by $3 million before tax
(decrease of $2 millionin shareholders'equity and $1millionin non-controlling
interests), and has increased earnings by $13 million before tax for the year
ended December 31, 2010.

0) Investmentin associates

The Corporationincreased the carrying value of itsinvestmentin associates
andits shareholders’ equity by anamount of $154 million to reflect amounts
previously recognized under IFRS by Pargesa which were not recognized
under previous Canadian GAAPas atJanuary1,2010. The largest component
of thisadjustment consists of the Corporation’s share of the reversalin 2009
of an impairment charge recorded by Groupe Bruxelles Lambert for an
amount of $139 million. Otheradjustments during 2010 resulted inanincrease
of $7 million for the year ended December 31, 2010.
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p) Otheradjustments

In addition to the items described above, several other items have been
identified where the transition from previous Canadian GAAP to IFRS
resulted in measurement changes. These adjustments mainly include (i) the
capitalization of transaction costs on other than held-for-trading financial
liabilitiesunder IFRS, as opposed to being charged to earnings under previous
Canadian GAAP, (i) the adoption of the graded vesting method to account for
all stock options for some subsidiaries, and the adoption and classification as
liabilities for certain share-based payments and (iii) Lifeco’s preferred shares
previously recorded at fair value are recorded at amortized cost under IFRS.

Furthermore, the total impact of all the adjustments related to IFRS 1and
mandatory changes in accounting policies at conversion (as listed from a) to
q)) to non-controlling interests amounted to $258 millionas at January1, 2010.

q) Taximpact of IFRS adjustments

The tax effect of the above adjustments, excluding the uncertain tax
provisions, isa decrease to tax liabilities of $120 million at transition (increase
of $92 million in shareholders’ equity and of $28 million in non-controlling
interests), and has decreased earnings by $5 million for the year ended
December 31, 2010.

r) Presentation of real estate properties

Properties classified as real estate under previous Canadian GAAP are
reclassified to investment properties (52,615 million) and to owner-occupied
properties (5401 million) in the balance sheets under IFRS.

s) Presentation of reinsurance accounts

Reinsurance accounts are presented on a gross basis on the balance sheets,
totalling $2,800 million of reinsurance assets with an offsetting increase
to insurance and investment contract liabilities and no impact to equity.
Funds-withheld asset and liability accounts have also been adjusted and
are presented as a gross amount of $145 million. Presentation of gross
reinsurance revenues and expenses is also required within the statements
of earnings.

t) Reclassification of deferred acquisition costs

The deferred acquisition costs of $447 million recognized on investment
contracts that were included within policy liabilities under previous Canadian
GAAP have been reclassified to other assets on the balance sheets.

u) Presentation of insurance and investment contract liabilities

Under previous Canadian GAAP, all policyholder-related liabilities were
classified asactuarial liabilities and valued using the Canadian Asset Liability
Method (CALM). Under IFRS 4, Insurance Contracts, contracts are classified
and measured depending on the existence of significant insurance risk.
If significant insurance risk exists, the contract is classified as an insurance
contractand IFRS permits the Corporation to continue to measure insurance
contract liabilities using CALM. If significant insurance risk does not exist,
then the contract is classified as an investment contract and measured at
either fair value or amortized cost. The change in reclassification had no
impact on opening equity at January 1, 2010, or consolidated earnings and
comprehensive income at December 31, 2010.

Thereconciledamount of policy liabilities under previous Canadian GAAP to insurance and investment contract liabilities under IFRS at transitionis as follows:

Policy liabilities under previous Canadian GAAP at December 31, 2009:

Actuarial liabilities 98,059

Provision for claims 1,308

Provision for policyholder dividends 606

Provision for experience rating refunds 317

Policyholder funds 2,361

102,651

IFRS conversion adjustments:

Remeasurement of deferred acquisition costs 151

Fairvalue of investment properties backing liabilities (203)

Recognition of deferred net realized gains 23
Subtotal—IFRS conversion adjustments (29)
IFRS reclassification adjustments:

Deferred acquisition costs to otherassets 447

Reinsurance assets offset by reinsurance liabilities 2,800
Subtotal—IFRS reclassification adjustments 3,247
Totalinvestment and insurance contract liabilities under IFRS at January 1, 2010 105,869
Attributable to

Insurance contract liabilities 105,028

Investment contract liabilities 841

105,869

v) Presentation of segregated funds on the balance sheets

Under IFRS, the assets and liabilities of the segregated funds, totalling
$87.5billionatjanuary1,2010, areincluded at fairvalue on the balance sheets
asalineitem within both assets and liabilities. There was no measurement
change impacting equity.
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w) Presentation of non-controlling interests within equity

Under previous Canadian GAAP, non-controlling interests were presented
between liabilities and equity, whereas under IFRS non-controlling
interests are presented within the equity section of the balance sheet.
This reclassification of non-controlling interests represents an increase
of $8,878 million to equity as a result of this change in presentation at
transition to IFRS.



NOTE 4

On November16, 2011, IGM completed the sale of 100% of the common shares Inaccordance with IFRS 5 — Non-Current Assets Held for Sale and Discontinued
of M.R.S. Trust Company and M.R.S. Inc. (MRS). Cash consideration was Operations, the operating results and cash flows of MRS, which were
$199 million in addition to the repayment of $20 million of subordinated debt previously included in the IGM reportable segment, have been classified as
and the assumption of the liability related to amounts held on deposit with discontinued operations.

MRS by Investors Group Securities Inc.

Net earnings from discontinued operations are as follows:

NovEwBER 15, DECEMBER 31
2011 2010
REVENUES
Netinvestmentincome 14 14
Feeincome 19 23
33 37
EXPENSES
Operating and administrative expenses 27 31
Income taxes (recovery) 27) 4
- 35
33 2
Gainonsale, net of tax 30 -
Net earnings—discontinued operations 63 2
Attributable to
Non-controlling interests 25
Common shareholders 38
63 2
Cash flows from discontinued operations are as follows:
NovemBeR 15, DECEMBER 31
2011 2010
Net cash flows from operating activities 7 6
Net cash flows from financing activities (33) (69)
Net cash flows from investing activities 165 82
Netincreasein cash and cash equivalents 139 19
NOTE 5
DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
Cash 912 678 1,026
Cashequivalents 2,473 2,690 3,560
Cash and cash equivalents—continuing operations 3,385 3,368 4 586
Cash and cash equivalents—discontinued operations - 288 269
3,385 3,656 4,855
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CARRYING VALUES AND FAIR VALUES

Carrying values and estimated fair values of investments are as follows:

DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
CARRYING FAIR CARRYING FAIR CARRYING FAIR
VALUE VALUE VALUE VALUE VALUE VALUE

Bonds
Designated as fair value through profit or loss® 60,112 60,112 55,251 55,251 51,269 51,269
Classified as fairvalue through profit or loss® 1,853 1,853 1,748 1,748 1,759 1,759
Available for sale 7,050 7,050 7,293 7,293 5,195 5,195
Loans and receivables 9,744 10,785 9,290 9,942 9,165 9,421

78,759 79,800 73,582 74,234 67,388 67,644
Mortgages and otherloans

Loansand receivables 21,226 22,514 19,985 20,833 20,372 20,682
Designated as fair value through profit or loss™ 292 292 224 224 241 241
21,518 22,806 20,209 21,057 20,613 20,923

Shares
Designated as fair value through profit or loss™ 5,502 5,502 5,364 5,364 4,928 4,928
Available for sale 900 900 1,051 1,051 1,464 1,464
6,402 6,402 6,415 6,415 6,392 6,392
Investment properties 3,201 3,201 2,957 2,957 2,615 2,615
Loans to policyholders 7,162 7,162 6,827 6,827 6,957 6,957

117,042 119,371 109,990 111,490 103,965 104,531

[1] Investments can be categorized as fair value through profit or loss in two ways; designated as fair value through profit or loss at the option of management, or
classified as fairvalue through profit or loss if they are actively traded for the purpose of earning investmentincome.

BONDS AND MORTGAGES

Carrying value of bonds and mortgages due over the currentand non-current termare as follows:

CARRYING VALUE

TERM TO MATURITY
DECEMBER 31,2011 1YEAR OR LESS 1-5YEARS OVER 5 YEARS TOTAL
Bonds 7,627 17,450 53,367 78,444
Mortgage loans 2,042 8,916 10,249 21,207
9,669 26,366 63,616 99,651

CARRYING VALUE

TERM TO MATURITY

DECEMBER 31, 2010 1YEARORLESS 1-5YEARS OVER 5 YEARS TOTAL
Bonds 8,299 16,122 48,833 73,254
Mortgage loans 1,900 8,201 9,855 19,956

10,199 24,323 58,688 93,210

CARRYING VALUE

TERM TO MATURITY
JANUARY 1, 2010 1YEARORLESS 1-5YEARS OVER 5 YEARS TOTAL
Bonds 6,977 15,719 44,435 67,131
Mortgage loans 1,871 7,987 10,464 20,322
8,848 23,706 54,899 87,453

The above table excludes the carrying value of impaired bonds and mortgages, as the ultimate timing of collectability is uncertain.
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The carryingamount of impaired investmentsis as follows:

DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010

Impaired amounts by type
Fairvalue through profit orloss 290 302 239
Available for sale 51 29 23
Loansandreceivables 36 51 71
Total 377 382 333

[1] Excludesamountsinfunds held by cedinginsurers of nilat December 31, 2011, $11 million at December 31, 2010 and $6 million at January 1, 2010.

The allowance for credit losses and changes in the allowance for credit losses related to investments classified as loans and receivables are as follows:

2011 2010
Balance, beginning of year 68 88
Net provision (recovery) for credit losses (13) (5)
Write-offs, net of recoveries (15) (8)
Other (including foreign exchange rate changes) (3) )
Balance, end of year 37 68

The allowance for credit losses is supplemented by the provision for future credit losses included in policy liabilities.

Lifeco holds investments with restructured terms or which have been exchanged for securities with amended terms. These investments are performing
according to their new terms. The carrying value of these investments is as follows:

DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
Bonds 16 23 36
Bonds with equity conversion features 119 150 169
Mortgages 17 18 1
152 191 206
MORTGAGE INVESTMENT
2011 BONDS LOANS SHARES ~ PROPERTIES OTHER TOTAL
Regular netinvestmentincome:
Investmentincome earned 3,780 940 190 254 396 5,560
Net realized gains (losses) (available for sale) 119 = 7 = = 126
Net realized gains (losses) (other classifications) 11 33 = = = 44
Net recovery (provision) for credit losses (loans and receivables) 20 (7) = = = 13
Otherincome and expenses — 2) — (65) (66) (133)
3,930 964 197 189 330 5,610
Changes in fair value on fair value through profit or loss assets:
Net realized/unrealized gains (losses)
(classified fairvalue through profit or loss) 74 - - - - 74
Net realized/unrealized gains (losses)
(designated fair value through profit or loss) 4,166 (7) (280) 143 58 4,080
4,240 7) (280) 143 58 4,154
Net investmentincome (l0ss) 8,170 957 (83) 332 388 9,764
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MORTGAGE INVESTMENT
2010 BONDS LOANS SHARES ~ PROPERTIES OTHER TOTAL
Regular netinvestmentincome:
Investmentincome earned 3,818 960 209 242 578 5,807
Net realized gains (losses) (available for sale) 72 - 12 - - 84
Net realized gains (losses) (other classifications) 14 36 - - - 50
Net recovery (provision) for credit losses (loans and receivables) 5 (3) - - - 2
Otherincome and expenses - 6 - (64) (70) (128)
3,909 999 221 178 508 5,815
Changesin fairvalue on fair value through profit or loss assets:
Net realized/unrealized gains (losses)
(classified fair value through profit or loss) 40 - - - - 40
Net realized/unrealized gains (losses)
(designated fair value through profit or loss) 3,012 (39) 603 162 7 3,745
3,052 (39) 603 162 7 3,785
Netinvestmentincome 6,961 960 824 340 515 9,600

Investment income earned comprises income from investments that
are classified as available for sale, loans and receivables and classified
or designated as fair value through profit or loss. Investment income
from bonds and mortgages includes interest income and premium and
discount amortization. Income from shares includes dividends and

INVESTMENT PROPERTIES

distributions. Investment propertiesincome includesrentalincome earned
on investment properties, ground rent income earned on leased and sub-
leased land, feerecoveries, lease cancellationincome, and interest and other
investmentincome earned on investment properties.

The carrying value of investment properties and changes in the carrying value of investment properties are as follows:

2011 2010
Balance, beginning of year 2,957 2,615
Additions 161 353
Changeinfairvalue through profit orloss 143 162
Disposals (99) (18)
Foreign exchange rate changes 39 (155)
Balance, end of year 3,201 2,957

NOTE 7

Included in funds held by ceding insurers of $9,923 million at December 31, 201
(59,856 million at December 31,2010 and $10,984 million at January 1, 2010) is
anagreement with Standard Life Assurance Limited (Standard Life). During
2008, Canada Life International Re Limited (CLIRE), Lifeco's indirect wholly

owned Irish reinsurance subsidiary, signed an agreement with Standard Life,

a U.K.-based provider of life, pension and investment products, toassumea
large block of payout annuities by way of indemnity reinsurance. Under the
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agreement, CLIRE isrequired to putamounts on deposit with Standard Life
and CLIRE has assumed the credit risk on the portfolio of assets included in
theamountson deposit. Theseamountsondepositareincludedin funds held
by cedinginsurerson the balance sheets. Incomeand expensesarising from
the agreement are included in net investment income on the statements
of earnings.



NOTE 7

At December 31, 2011 CLIRE had amounts on deposit of $9,411 million (59,333 million at December 31,2010 and $10,329 million at January1, 2010). The details of
thefunds on deposit and related credit risk on the funds are as follows:

Carrying values and estimated fairvalues

DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
CARRYING FAIR CARRYING FAIR CARRYING FAIR
VALUE VALUE VALUE VALUE VALUE VALUE
Cashand cash equivalents 49 49 138 138 25 25
Bonds 9,182 9,182 9,031 9,031 10,121 10,121
Otherassets 180 180 164 164 183 183
9,411 9,411 9,333 9,333 10,329 10,329

Supporting:
Reinsurance liabilities 9,082 9,082 8,990 8,990 9,999 9,999
Surplus 329 329 343 343 330 330
9,411 9,411 9,333 9,333 10,329 10,329

Includedintheamounton depositareimpaired investments with a carryingamount of nilat December 31, 2011 ($11 million at December 31,2010 and $6 million
atjanuary1,2010) that are net of impairments of nil at December 31,2011 (517 million at December 31,2010 and $4 million at January 1, 2010).

The following table provides details of the carrying value of bonds included in the funds on deposit by industry sector:

DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
Bondsissued or guaranteed by:
Provincial, state and municipal governments 88 37 41
Other foreign governments 3,074 3,250 3,913
Government-related 369 252 292
Supranationals 128 107 115
Asset-backed securities 242 244 242
Residential mortgage-backed securities 73 54 81
Banks 1,807 2,040 2,232
Other financial institutions 747 652 681
Basic materials 21 19 16
Communications 239 241 278
Consumer products 404 464 517
Industrial products/services 26 14 13
Natural resources 220 147 218
Real estate 381 373 393
Transportation 117 94 97
Utilities 1,135 950 962
Miscellaneous 111 93 30
Total bonds 9,182 9,031 10,121
The following table provides details of the carrying value of bonds by asset quality:
DECEMBER 31, DECEMBER 31, JANUARY 1,
BOND PORTFOLIO QUALITY 2011 2010 2010
AAA 3,520 3,542 4,318
AA 1,819 1,725 1,843
A 3,116 3,019 3,181
BBB 468 396 409
BB and lower 259 349 370
Total bonds 9,182 9,031 10,121

POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT 67



NOTE 8

As at December 31,2011, Parjointco, 50% held by the Corporation, held a 56.5% equity interest in Pargesa (54.1% as at December 31, 2010).
Pargesa’s financial information as at December 31, 2011 can be obtained in its publicly available information.

The carrying value of the investmentin associates is as follows:

2011 2010
Carrying value, beginning of year 2,448 2,829
Share of earnings (losses) (20) 121
Share of other comprehensive income (loss) (222) (446)
Dividends - (56)
Other 16 -
Carryingvalue, end of year 2,222 2,448

During 2011, Pargesa recorded an impairment charge on its investment  Thenetasset value of the Corporation’s interest in Pargesa is $2,047 million
in Lafarge S.A. An impairment test was performed as Lafarge's share as at December 31, 2011. The carrying value of the investment in Pargesa,
price has persistently been at a level significantly below its carrying value.  adjusted for other comprehensive income amounts, is $2,046 million.

In 201, the test was renewed in a weakened economic environment,

and led to determining a value in use below the existing carrying value.

The impairment recorded results in a reduction of the carrying value of

Lafarge. The Corporation’s share of this charge was $133 million.

NOTE 9

The carrying value of owner-occupied properties and capital assets and the changes in the carrying value of owner-occupied properties and capital assets

are as follows:

2011 2010
DECEMBER 31 OWNER-OCCUPIED PROPERTIES CAPITALASSETS OWNER-OCCUPIED PROPERTIES CAPITALASSETS
Cost, beginning of year 521 802 507 793
Additions 52 77 24 47
Disposal = (33) - (16)
Change in foreign exchange rates 4 (18) (10) (22)
Cost, end of year 577 828 521 802
Accumulated amortization,
beginning of year (32) (626) (28) (603)
Amortization (4) (52) (5) (50)
Disposal = 28 - 10
Changeinforeign exchange rates = 19 1 17
Accumulated amortization, end of year (36) (631) (32) (626)
Carryingvalue, end of year 541 197 489 176
The following table provides details of the carrying value of owner-occupied properties and capital assets by geographic location:
DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
Canada 536 474 453
United States 175 166 187
Europe 27 25 29
738 665 669
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NOTE 10

DECEMBER 31,

DECEMBER 31, JANUARY 1,

2011 2010 2010

Premiums in course of collection 422 393 403
Accrued benefitasset [Note 27] 456 355 309
Accounts receivable 965 900 952
Interest due and accrued 1,106 1,042 1,068
Prepaid expenses 129 150 144
Income taxes receivable 181 580 793
Deferred acquisition costs 529 508 501
Other 865 751 604
4,653 4,679 4,774

It is expected that $3,363 million of other assets will be realized within 12 months from the reporting date. This amount due within 12 months excludes

deferred acquisition costs.

Changes in deferred acquisition costs forinvestment contracts are as follows:

2011 2010
Balance, beginning of year 508 501
Additions 123 136
Amortization (71) (47)
Foreign exchange 6 (41)
Disposals (37) (41)
Balance, end of year 529 508
NOTE 11
Goodwill The carrying value of the goodwill and changes in the carrying value of the goodwill are as follows:
2011 2010
ACCUMULATED CARRYING ACCUMULATED CARRYING
DECEMBER 31 COST IMPAIRMENT VALUE COST IMPAIRMENT VALUE
Balance, beginning of year 9,607 (890) 8,717 9,599 (944) 8,655
Additions = = = 29 - 29
Changein foreign exchange rates 31 (27) 4 (60) 54 6)
Other, including effect of repurchase of common
shares by subsidiaries 65 - 65 39 - 39
Balance, end of year 9,703 (917) 8,786 9,607 (890) 8,717
Intangible assets The carryingvalue of theintangible assetsand changes in the carrying value of the intangible assets are as follows:
SHAREHOLDER
PORTION OF
ACQUIRED
FUTURE
CUSTOMER PARTICIPATING MUTUAL FUND
BRANDS AND CONTRACT- ACCOUNT TRADE MANAGEMENT
DECEMBER 31, 2011 TRADEMARKS RELATED PROFIT NAMES CONTRACTS TOTAL
Cost, beginning of year 714 2,264 354 285 740 4,357
Changeinforeign exchangerates 12 57 = = = 69
Cost, end of year 726 2,321 354 285 740 4,426
Accumulated impairment, beginning of year (91) (801) - - - (892)
Changein foreign exchange rates 3) (24) - - - (27)
Accumulated impairment, end of year (94) (825) = = = (919)
Carryingvalue, end of year 632 1,496 354 285 740 3,507
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NOTE 11

SHAREHOLDER
PORTION OF
ACQUIRED
FUTURE
CUSTOMER PARTICIPATING MUTUALFUND
BRANDS AND CONTRACT- ACCOUNT TRADE MANAGEMENT
DECEMBER 31, 2010 TRADEMARKS RELATED PROFIT NAMES CONTRACTS TOTAL
Cost, beginning of year 746 2,378 354 285 737 4,500
Additions - - - 3 3
Changein foreign exchange rates (32) (114) - - - (146)
Cost, end of year 714 2,264 354 285 740 4 357
Accumulated impairment, beginning of year (97) (849) - - - (9406)
Changeinforeign exchange rates 6 48 - - - 54
Accumulated impairment, end of year (91) (801) - - - (892)
Carryingvalue, end of year 623 1,463 354 285 740 3,465
SHAREHOLDER
PORTION OF
ACQUIRED
FUTURE
CUSTOMER PARTICIPATING MUTUALFUND
BRANDS AND CONTRACT- ACCOUNT TRADE MANAGEMENT
JANUARY 1, 2010 TRADEMARKS RELATED PROFIT NAMES CONTRACTS TOTAL
Cost 746 2,378 354 285 737 4,500
Accumulated impairment (97) (849) - - - (9406)
Carryingvalue 649 1,529 354 285 737 3,554
CUSTOMER TECHNOLOCY DEFERRED
CONTRACT- DISTRIBUTION DISTRIBUTION AND PROPERTY SELLING
DECEMBER 31, 2011 RELATED CHANNELS CONTRACTS LEASES SOFTWARE COMMISSIONS TOTAL
Cost, beginning of year 564 100 103 25 449 1,623 2,864
Additions - 4 - 38 238 280
Disposal/redemption - - - 1) (104) (105)
Changeinforeign exchange rates 7 = = 5 = 12
Other, including write-off of assets fully amortized - (2) - - 54 (206) (154)
Cost, end of year 571 98 107 25 545 1,551 2,897
Accumulated amortization, beginning of year (169) (24) (26) 17) (240) (829) (1,305)
Amortization (34) (3) 7) (5) (61) (237) (347)
Impairment - - - - (4) - (4)
Disposal/redemption = = = = = 60 60
Change in foreign exchange rates 1) - - - 3) - (4)
Other, including write-off of assets fully amortized = = = = 13 206 219
Accumulated amortization, end of year (204) (27) (33) (22) (295) (800) (1,381)
Carryingvalue, end of year 367 71 74 3 250 751 1,516
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NOTE 11

CUSTOMER TECHNOLOGY DEFERRED

CONTRACT- DISTRIBUTION DISTRIBUTION AND PROPERTY SELLING
DECEMBER 31, 2010 RELATED CHANNELS CONTRACTS LEASES SOFTWARE COMMISSIONS TOTAL
Cost, beginning of year 579 108 95 27 400 1,633 2,842
Additions - - 8 - 32 239 279
Disposal/redemption - - - - - (109) (109)
Change in foreign exchange rates (15) (8) - (2) (10) - (35)
Other, including write-off of assets fully amortized - - - - 27 (140) (113)
Cost, end of year 564 100 103 25 449 1,623 2,864
Accumulated amortization, beginning of year (138) (22) (19) (12) (213) (7806) (1,190)
Amortization (33) (4) (7) (6) (57) (244) (351)
Disposal/redemption - - - - - 61 61
Changeinforeign exchange rates 2 2 - 1 7 - 12
Other, including write-off of assets fully amortized - - - - 23 140 163
Accumulated amortization, end of year (169) (24) (26) 17) (240) (829) (1,305)
Carryingvalue, end of year 395 76 77 8 209 794 1,559

CUSTOMER TECHNOLOGY DEFERRED

CONTRACT- DISTRIBUTION DISTRIBUTION AND PROPERTY SELLING
JANUARY 1, 2010 RELATED CHANNELS CONTRACTS LEASES SOFTWARE COMMISSIONS TOTAL
Cost 579 108 95 27 400 1,633 2,842
Accumulated impairment (138) (22) (19) (12) (213) (786) (1,190)
Carryingvalue 441 86 76 15 187 847 1,652

Recoverableamount Therecoverableamountofallcash generating units
isdetermined as the higher of fairvalue less cost to sell and value-in-use. Fair
value is determined using a combination of commonly accepted valuation
methodologies, namely comparable trading multiples, comparable
transaction multiples and discounted cash flow analysis. Comparable
tradingand transaction multiples methodologies calculate value by applying
multiples observed in the market against historical results or projections
approved by managementasapplicable. Value calculated by discounted cash
flow analysis uses cash flow projections based on financial budgets approved
by management covering aninitial period (typically four or five years). Value
beyond the initial period is derived from applying a terminal value multiple
to the final year of the initial projection period. The terminal value multiple

is a function of the discount rate and the estimated terminal growth rate.

The estimated terminal growth rate is not to exceed the long-term average
growth rate (inflation rate) of the markets in which the subsidiaries of the
Corporation operates.

For Lifeco, the key assumptions used for the discounted cash flow calculations
are based on past experience and external sources of information. The key
assumptions are as follows:

> Risk-adjusted discountrates used for the calculation of presentvalue are
based on Lifeco's weighted average cost of capital.

> Economic assumptions are based on market yields on risk-free interest
rates at the end of each reporting period.

> Terminal growth rate represents the rate used to extrapolate new
business contributions beyond the business plan period, and is based on
management'’s estimate of future growth; it ranges between 1.5% and
3.0%, depending on the nature of the business.

ForIGM, the valuation models used to assess fairvalue utilized assumptions
that include levels of growth in assets under management from net sales
and market, pricingand margin changes, synergies achieved onacquisition,
discountrates, and observable data from comparable transactions.

The fair value less cost to sell was compared with the carrying amount of
goodwill and indefinite life intangible assets and it was determined there
wasnoimpairmentin the value of these assets.
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NOTE 11

Allocation to cash generating units Goodwill and indefinite life intangible assets have been assigned to cash generating units as follows:

2011 2010
DECEMBER 31 GOODWILL INTANGIBLES TOTAL GOODWILL INTANGIBLES TOTAL
LIFECO
Canada
Group 1,142 = 1,142 1,142 - 1,142
Individual insurance/wealth management 3,028 973 4001 3,028 973 4,001
Europe
Insurance and annuities 1,563 107 1,670 1,563 106 1,669
Reinsurance 1 - 1 - - -
United States
Financial services 127 = 127 124 - 124
Asset management = 1,402 1,402 - 1,361 1,361
IGM
Investors Group 1,500 = 1,500 1,464 - 1,464
Mackenzie 1,302 1,003 2,305 1,273 1,003 2,276
Otherand corporate 123 22 145 123 22 145
8,786 3,507 12,293 8,717 3,465 12,182
NOTE 12
DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
Bonds 21,594 19,270 16,056
Mortgage loans 2,303 2,058 1,744
Shares 63,885 64,468 59,111
Investment properties 5,457 5,598 6,012
Cashand cash equivalents 5,334 5414 5,658
Accrued income 287 245 195
Other liabilities (2,278) (2,226) (1,281)
96,582 94,827 87,495
YEARS ENDED DECEMBER 31 2011 2010
Segregated funds net assets, beginning of year 94,827 87,495
Additions (deductions):
Policyholder deposits 13,462 14,074
Netinvestmentincome 755 1,009
Net realized capital gains (losses) on investments 1,048 1,565
Net unrealized capital gains (losses) on investments (3,539) 4,801
Unrealized gains (losses) due to changes in foreign exchange rates 887 (3,441)
Policyholder withdrawals (10,876) (10,830)
Net transfer from General Fund 18 154
1,755 7,332
Segregated funds net assets, end of year 96,582 94,827

72 POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT



NOTE 13

INSURANCE AND INVESTMENT CONTRACT LIABILITIES

DECEMBER 31, 2011 GROSS CEDED NET
Insurance contract liabilities 114,730 2,061 112,669
Investment contract liabilities 782 - 782
115,512 2,061 113,451
DECEMBER 31, 2010 GROSS CEDED NET
Insurance contract liabilities 107,405 2,533 104,872
Investment contract liabilities 791 - 791
108,196 2,533 105,663
JANUARY 1, 2010 GROSS CEDED NET
Insurance contract liabilities 105,028 2,800 102,228
Investment contract liabilities 841 - 841
105,869 2,800 103,069
COMPOSITION OF INSURANCE AND INVESTMENT CONTRACT LIABILITIES AND RELATED SUPPORTING ASSETS
The composition of insurance and investment contract liabilities of Lifeco is as follows:
DECEMBER 31, 2011 GROSS CEDED NET
Participating
Canada 26,470 (50) 26,520
United States 8,639 18 8,621
Europe 1,230 = 1,230
Non-participating
Canada 27,099 919 26,180
United States 16,657 276 16,381
Europe 35,417 898 34,519
115,512 2,061 113,451
DECEMBER 31, 2010 GROSS CEDED NET
Participating
Canada 25,093 5 25,088
United States 8,137 20 8,117
Europe 1,209 - 1,209
Non-participating
Canada 25,415 1,265 24,150
United States 14,896 301 14,595
Europe 33,446 942 32,504
108,196 2,533 105,663
JANUARY 1, 2010 GROSS CEDED NET
Participating
Canada 23,113 (12) 23,125
United States 8,280 30 8,250
Europe 1,456 - 1,456
Non-participating
Canada 23,673 1,219 22,454
United States 14,190 363 13,827
Europe 35,157 1,200 33,957
105,869 2,800 103,069
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NOTE13 Insurance and Investment Contract Liabilities

The composition of the assets supporting insurance and investment contract liabilities and equity of Lifeco is as follows:

MORTGAGE INVESTMENT
DECEMBER 31, 2011 BONDS LOANS SHARES ~ PROPERTIES OTHER TOTAL
Carryingvalue
Participating liabilities
Canada 11,862 6,686 3,864 507 3,551 26,470
United States 4,059 152 = = 4,428 8,639
Europe 855 56 176 22 121 1,230
Non-participating liabilities
Canada 16,674 4,738 1,329 20 4,338 27,099
United States 13,523 2,369 = = 765 16,657
Europe 20,449 2,506 119 2,092 10,251 35,417
Other 6,563 484 - 6 100,099 107,152
Total equity 4,088 441 1,216 554 9,805 16,104
Total carrying value 78,073 17,432 6,704 3,201 133,358 238,768
Fairvalue 79,114 18,662 6,772 3,201 133,358 241,107
MORTGAGE INVESTMENT
DECEMBER 31, 2010 BONDS LOANS SHARES ~ PROPERTIES OTHER TOTAL
Carryingvalue
Participating liabilities
Canada 10,872 6,158 3,775 419 3,869 25,093
United States 3,823 169 - - 4,145 8,137
Europe 804 66 185 27 127 1,209
Non-participating liabilities
Canada 15,956 5,069 1,431 13 2,946 25,415
United States 12,695 1,474 - - 727 14,896
Europe 18,970 2,189 108 1914 10,265 33,446
Other 5,163 511 - 19 100,716 106,409
Total equity 3,920 479 1,201 565 8,651 14,816
Total carrying value 72,203 16,115 6,700 2,957 131,446 229421
Fairvalue 72,855 16,880 6,769 2,957 131,446 230,907
MORTGAGE INVESTMENT
JANUARY 1, 2010 BONDS LOANS SHARES ~ PROPERTIES OTHER TOTAL
Carryingvalue
Participating liabilities
Canada 10,244 6,025 3,535 324 2,985 23,113
United States 3,763 216 - - 4,301 8,280
Europe 784 77 224 33 338 1,456
Non-participating liabilities
Canada 14,309 5,327 991 21 3,025 23,673
United States 11,915 1,451 - - 824 14,190
Europe 18,923 2,535 131 1,683 11,885 35,157
Other 2,374 483 243 4 95,463 98,567
Total equity 3,835 570 1,318 548 8,437 14,708
Total carrying value 66,147 16,684 6,442 2,613 127,258 219,144
Fairvalue 66,403 16,891 6,503 2,613 127,258 219,668

Cash flows of assets supportinginsurance and investment contract liabilities are matched within reasonable limits. Changes in the fairvalues of these assets
are essentially offset by changes in the fair value of insurance and investment contract liabilities.

Changes in the fair values of assets backing capital and surplus, less related income taxes, would result in a corresponding change in surplus over time in
accordance with investment accounting policies.
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NOTE 13

CHANGES IN INSURANCE CONTRACT LIABILITIES

The changeininsurance contract liabilities during the year was the result of the following business activities and changesin actuarial estimates:

PARTICIPATING NON-PARTICIPATING

GROSS REINSURANCE GROSS REINSURANCE TOTAL
DECEMBER 31, 2011 LIABILITY ASSET NET LIABILITY ASSET NET NET
Balance, beginning of year 34,398 25 34,373 73,007 2,508 70,499 104,872
Crown Ancillary reclassification (89) - (89) 89 - 89 -
Impact of new business 133 - 133 3,088 (329) 3,417 3,550
Normal changeinforce 1,719 (14) 1,733 1,910 476 1,434 3,167
Management actions and changes in assumptions (139) (45) (94) (806) (583) (223) (317)
Impact of foreign exchange rate changes 281 2 279 1,139 21 1,118 1,397
Balance, end of year 36,303 (32) 36,335 78,427 2,093 76,334 112,669

PARTICIPATING NON-PARTICIPATING

GROSS REINSURANCE GROSS REINSURANCE TOTAL
DECEMBER 31, 2010 LIABILITY ASSET NET LIABILITY ASSET NET NET
Balance, beginning of year 32,798 18 32,780 72,230 2,782 69,448 102,228
Impact of new business 193 - 193 5,139 141 4,998 5,191
Normal changein force 2,021 9 2,012 (87) (199) 112 2,124
Management actions and changes in assumptions (5) - (5) (520) (96) (424) (429)
Business movement from/to external parties - - - (1) - 1) (1)
Impact of foreign exchange rate changes (609) (2) (607) (3,754) (120) (3,634) (4,241)
Balance, end of year 34,398 25 34,373 73,007 2,508 70,499 104,872

Underfairvalue accounting, movementin the marketvalue of the supporting

assets is a major factor in the movement of insurance contract liabilities.

Changesinthefairvalue of assetsare largely offset by corresponding changes
inthefairvalue of liabilities. The change in the value of the insurance contract
liabilities associated with the change in the value of the supporting assets
isincluded in the normal change in force above.

In 2011, the major contributors to the increase in net insurance contract
liabilities were the impact of new business ($3,550 million increase) and the
normal changein thein-force business (53,167 million increase), primarily due
to the changeinfairvalue.

Lifeco’s net non-participating insurance contract liabilities decreased
by $223 million in 2011 due to management actions and assumption
changesincluding a $68 million decrease in Canada, a $132 million decrease
in Europe and a $23 million decrease in the United States.

Lifecoadopted the revised Actuarial Standards of Practice for subsection 2350
relating to future mortality improvementininsurance contract liabilities for
lifeinsurance and annuities. Theresulting decreasein net non-participating
insurance contract liabilities for life insurance was $446 million, including
a $182 million decrease in Canada, a $242 million decrease in Europe
(primarily reinsurance) and a $22 million decrease in the United States.
Theresulting changein netinsurance contract liabilities forannuitieswas a
$47millionincrease, including a $53 million increase in Canada, a $58 million
decreasein Europe and a $52 million increase in the United States.

Theremainingincreasein Canada was primarily due to increased provisions
for policyholder behaviour in Individual Insurance ($172 million increase),
provision for asset liability matching ($147 million increase), updated
base annuity mortality (543 million increase) and a reclassification
from miscellaneous liabilities (529 million increase), partially offset by
updated expenses and taxes (5137 million decrease), updated morbidity
assumptions ($101 million decrease), updated base life insurance mortality
(538 million decrease), modelling refinements across the Canadian segment
(540 million decrease) and reinsurance-related management actions
(816 million decrease).

The remaining increase in Europe was primarily due to increased provisions
for policyholder behaviour in reinsurance (5227 million increase), updated
base life insurance mortality (550 million increase) and updated morbidity
assumptions ($15 million increase), partially offset by modelling refinements
inthe U.K. and Reinsurance Segments (569 million decrease), updated base
annuity mortality (542 million decrease), and reduced provisions for asset
liability matching (516 million decrease).

The remaining decrease in the United States was primarily due to updated
baseannuity mortality (528 million decrease) and updated base lifeinsurance
mortality (23 million decrease).

Net participating insurance contract liabilities decreased by $94 million
in 2011 due to management actions and assumption changes. The decrease
was primarily due to decreases in the provision for future policyholder
dividends ($1,556 million decrease), modelling refinements in Canada
(5256 million decrease), improved Individual Life mortality ($256 million
decrease, including $27 million from the Standards of Practice revision) and
updated expenses and taxes ($15 million decrease), partially offset by lower
investment returns ($1,952 million increase), and increased provisions for
policyholder behaviour (540 million increase).

In 2010, the major contributors to theincreaseininsurance contract liabilities
were the impact of new business and the normal change in the in-force
business, partially offset by the impact of foreign exchange rates.
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NOTE 13

Lifeco's net non-participating insurance contract liabilities decreased
by $424 million in 2010 due to management actions and assumption
changes, including a $246 million decreasein Canada, a $123 million decreasein
Europeanda $55 milliondecreaseinthe United States. The decrease in Canada
was primarily due to updated expenses and taxes in Individual Insurance
(586 million decrease), improved Individual Life mortality (564 million decrease),
improved Group Insurance morbidity ($62 million decrease), modelling
refinements across the Canadian segment (556 million decrease) and reduced
provisions for asset liability matching (549 million decrease), partially offset
by increased provisions for policyholder behaviour in Individual Insurance
(569 million increase). The decrease in Europe was primarily due to reduced
provisions for asset liability matching (5120 million decrease), modelling
refinements across the division (597 million decrease) and updated expenses
(525 million decrease), partially offset by strengthened Reinsurance life
mortality (571 millionincrease), strengthened longevity ($16 million increase),

strengthened Group Insurance morbidity ($13 million increase), increased
provisions for policyholder behaviour ($10 million increase) and asset default
(58 million increase). The decrease in the United States was primarily due to
improved Life mortality ($52 million decrease), improved longevity (56 million
decrease), modelling refinements ($4 million decrease), partially offset by
increased provisions for policyholder behaviour (58 million increase).

Lifeco's net participating insurance contract liabilities decreased by $5 million
in2010 due to managementactionsand assumption changes. The decrease
was primarily due to updated expenses (5261 million decrease), improved
investment returns ($20 million decrease), and improved Individual Life
mortality ($13 million decrease), partially offset by modelling refinements
(6213 million increase), increases in the provision for future policyholder
dividends (566 million increase) and increased provisions for policyholder
behaviour ($10 million increase).

CHANGES IN INVESTMENT CONTRACT LIABILITIES MEASURED AT FAIR VALUE

2011 2010
DECEMBER 31 GROSS CEDED NET GROSS CEDED NET
Balance, beginning of year 791 = 791 841 - 841
Normal change in-force business (54) - (54) (28) - (28)
Investment experience 35 - 35 - - -
Impact of foreign exchange rate changes 10 = 10 (22) - (22)
Balance, end of year 782 - 782 791 - 791

The carrying value of investment contract liabilities approximates its fair value.

CANADIAN UNIVERSAL LIFE EMBEDDED DERIVATIVES
Lifeco bifurcated theindex-linked component of the universal life contracts
as thisembedded derivative is not closely related to the insurance host and
is not itself an insurance contract. The forward contracts are contractual
agreements in which the policyholder is entitled to the performance of the
underlying index. The policyholder may select one or more of the following
indices: the TSX, the S& P and the AEX.

ACTUARIAL ASSUMPTIONS

In the computation of insurance contract liabilities, valuation assumptions
have been made regarding rates of mortality/morbidity, investment
returns, levels of operating expenses, rates of policy termination and
rates of utilization of elective policy options or provisions. The valuation
assumptions use best estimates of future experience together with a
margin for adverse deviation. These margins are necessary to provide
for possibilities of misestimation and/or future deterioration in the best
estimate assumptions and provide reasonable assurance that insurance
contract liabilities cover a range of possible outcomes. Margins are reviewed
periodically for continued appropriateness.

The methods forarriving at these valuation assumptions are outlined below:

Mortality A life insurance mortality study is carried out annually for
each major block of insurance business. The results of each study are
used to update Lifeco’s experience valuation mortality tables for that
business. When there is insufficient data, use is made of the latest industry
experience to derive an appropriate valuation mortality assumption.
The actuarial standards were amended to remove the requirement that,
forlifeinsurance, any reduction in liabilities due to mortality improvement
assumption be offset by an equal amount of provision for adverse deviation.
Appropriate provisions have been made for future mortality deterioration
on terminsurance.
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Annuitant mortality is also studied regularly and the results used to modify
established industry experience annuitant mortality tables. Mortality
improvement has been projected to occur throughout future years
forannuitants.

Morbidity Lifeco uses industry-developed experience tables modified to
reflect emerging Lifeco experience. Both claim incidence and termination
are monitored regularly and emerging experience is factored into the
currentvaluation.

Property and casualty reinsurance Insurance contract liabilities for
property and casualty reinsurance written by London Reinsurance Group Inc.
(LRG), a subsidiary of London Life, are determined using accepted actuarial
practices for property and casualty insurers in Canada. Reflecting the
long-term nature of the business, insurance contract liabilities have been
established using cash flow valuation techniques, including discounting.
The insurance contract liabilities are based on cession statements provided
by ceding companies. In certain instances, LRG management adjusts
cession statement amounts to reflect management's interpretation of
the treaty. Differences will be resolved via audits and other loss mitigation
activities. In addition, insurance contract liabilities also include an amount
forincurred but not reported losses which may differ significantly from the
ultimate loss development. The estimates and underlying methodology
are continually reviewed and updated, and adjustments to estimates are
reflected in earnings. LRG analyses the emergence of claims experience
against expected assumptions foreach reinsurance contract separately and
attheportfoliolevel. If necessary, a morein-depth analysisis undertaken of
the cedant experience.



NOTE 13

Investment returns Theassetswhich correspond to the differentliability
categories are segmented. For each segment, projected cash flows from
the current assets and liabilities are used in the Canadian Asset Liability
Method to determine insurance contract liabilities. Cash flows from assets
arereduced to provide forasset default losses. Testing under several interest
rateand equity scenarios (includingincreasing and decreasing rates) is done
to provide for reinvestment risk (refer to Note 24).

Expenses Contractual policy expenses (e.g., sales commissions) and
tax expenses are reflected on a best estimate basis. Expense studies
for indirect operating expenses are updated regularly to determine an
appropriate estimate of future operating expenses for the liability type
being valued. Improvements in unit operating expenses are not projected.
Aninflation assumptionisincorporated in the estimate of future operating
expenses consistent with the interest rate scenarios projected under the
Canadian Asset Liability Method as inflation is assumed to be correlated
with new money interest rates.

Policy termination Studies to determine rates of policy termination are
updated regularly to form the basis of this estimate. Industry data is also
available and is useful where Lifeco has no experience with specific types of
policiesorits exposureislimited. Lifeco has significant exposures in respect
of the T-100 and Level Cost of Insurance Universal Life productsin Canada and
policy termination ratesat the renewal period for renewable term policiesin
Canada andReinsurance. Industry experience has guided Lifeco’s persistency
assumption for these products as Lifeco’s own experience is very limited.

Utilization of elective policy options There are a wide range of elective
options embedded in the policies issued by Lifeco. Examples include term
renewals, conversion to whole life insurance (term insurance), settlement
annuity purchase at guaranteed rates (deposit annuities) and guarantee
re-sets (segregated fund maturity guarantees). The assumed rates of
utilization are based on Lifeco or industry experience when it exists and,

whennot, onjudgment considering incentives to utilize the option. Generally,
whenever it is clearly in the best interests of an informed policyholder to
utilize an option, then itis assumed to be elected.

Policyholder dividends and adjustable policy features Future
policyholder dividends and other adjustable policy features are included
in the determination of insurance contract liabilities with the assumption
that policyholder dividends or adjustable benefits will change in the future
inresponseto therelevantexperience. Thedividend and policy adjustments
are determined consistent with policyholders' reasonable expectations, such
expectations being influenced by the participating policyholder dividend
policiesand/or policyholder communications, marketing material and past
practice. It is Lifeco’s expectation that changes will occur in policyholder
dividend scales oradjustable benefits for participating oradjustable business
respectively, corresponding to changes in the best estimate assumptions,
resultinginanimmaterial net changeininsurance contract liabilities. Where
underlying guarantees may limit the ability to pass all of this experience
back to the policyholder, the impact of this non-adjustability impacting
shareholderearningsisreflectedin theimpacts of changesin best estimate
assumptions above.

RISK MANAGEMENT

Insurance risk Insurance risk is the risk that the insured event occurs
and that there are large deviations between expected and actual actuarial
assumptionsincluding mortality, persistency, longevity, morbidity, expense
variations and investment returns.

Asaninsurance company, Lifecoisin the business of acceptingrisk associated
with insurance contract liabilities. The objective of Lifeco is to mitigate its
exposure toriskarising from these contracts through product design, product
and geographical diversification, theimplementation of Lifeco's underwriting
strategy guidelines, and through the use of reinsurance arrangements.

Thefollowing table provides information about Lifeco'sinsurance contract liabilities' sensitivities to management's best estimate of the approximate impact
asaresult of changesinassumptions used to determine Lifeco’s liability associated with these contracts.

2011 2010
IMPACT ON POWER IMPACT ON POWER
CHANGES IN LIFECO FINANCIAL'S CHANGES IN LIFECO FINANCIAL'S
ASSUMPTIONS PROFIT OR LOSS SHARE ASSUMPTIONS PROFIT OR LOSS SHARE
Mortality 2% (188) (133) 2% (159) (112)
Annuitant mortality 2% (176) (124) 2% (172) (122)
Morbidity 5% (181) (128) 5% (151) (107)
Investment returns
Parallel shiftinyield curve
Increase 1% 123 87 1% 25 (18)
Decrease 1% (511) (361) 1% (279) (197)
Changein equity markets
Increase 10% 21 15 10% (25) 18
Decrease 10% (57) (40) 10% (54) (38)
Changein best estimate returns for equities
Increase 1% 292 206 1% 242 171
Decrease 1% (316) (223) 1% (279) (197)
Expenses 5% (55) (39) 5% (51) (36)
Policy termination 10% (435) (307) 10% (320) (226)
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NOTE 13

Insurance and Investment Contract Liabilities

Concentration risk may arise from geographic regions, accumulation of risks and market risks. The concentration of insurance risk before and after reinsurance

by geographicregionis described below.

DECEMBER 31, DECEMBER 31, JANUARY 1,

2011 2010 2010

GROSS CEDED NET GROSS CEDED NET GROSS CEDED NET

Canada 53,569 869 52,700 50,508 1,270 49,238 46,786 1,207 45,579
United States 25,296 294 25,002 23,033 321 22,712 22,470 393 22,077
Europe 36,647 398 35,749 34,655 942 33,713 36,613 1,200 35,413
115,512 2,061 113,451 | 108,196 2,533 105,663 105,869 2,800 103,069

Reinsurance risk Maximum limits perinsured life benefit amount (which
vary by line of business) are established for life and health insurance and
reinsuranceis purchased foramounts in excess of those limits.

Reinsurance costs and recoveries as defined by the reinsurance agreement
are reflected in the valuation with these costs and recoveries being
appropriately calibrated to the direct assumptions.

NOTE 14 Deposits and Certificates

Reinsurance contracts do not relieve Lifeco from its obligations to
policyholders. Failure of reinsurers to honour their obligations could result
in losses to Lifeco. Lifeco evaluates the financial condition of its reinsurers
to minimize its exposure to significant losses from reinsurer insolvencies.

Certain of the reinsurance contracts are on a funds withheld basis where
Lifeco retains the assets supporting the reinsured insurance contract
liabilities, thus minimizing the exposure to significant losses from reinsurer
insolvency on those contracts.

Included in the assets of the balance sheets are cash and cash equivalents, shares, loans, and accounts and other receivables amounting to $151 million
(December 31,2010-$835 million; January 1, 2010-$907 million) related to deposits and certificates

TERM TO MATURITY
DECEMBER 31, DECEMBER 31, JANUARY 1,
1YEAR 1-5 OVER 2011 2010 2010
DEMAND ORLESS YEARS 5YEARS TOTAL TOTAL TOTAL
Deposits 122 9 14 2 147 830 903
Certificates = = 1 3 4 5 4
122 9 15 5 151 835 907

Deposits related to MRS were nil as at December 31, 2011 (December 31, 2010-5$681 million; January 1, 2010—-$750 million). The deposits were disposed of as

part of the sale of MRS (Note 4).

NOTE15 Obligation to Securitization Entities

IGM enters into transactions that result in the transfer of financial assets
to third parties. IGM securitizes residential mortgages through the Canada
Mortgage and Housing Corporation (CMHC)-sponsored National Housing
Act Mortgage-Backed Securities (NHA MBS) Program and Canada Mortgage
Bond (CMB) Program and through Canadian bank-sponsored asset-backed
commercial paper (ABCP) programs. IGM has retained prepayment risk

and certain elements of credit risk associated with the transferred assets.

Accordingly, IGM hasrecorded these loans on the balance sheetsatacarrying
value of $3.76 billion at December 31, 2011 (December 31, 2010-$3.47 billion;
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January 1, 2010-5$3.26 billion), and has recorded an offsetting liability,
obligation to securitization entities, of $3.83 billion (December 31, 2010—
$3.51billion; January 1, 2010-$3.31 billion) which is carried at amortized cost.

IGM's credit risk on its securitization activities is limited through the use of
insurance as substantially all securitized mortgages are insured. Additional
information related to the management of credit risk can be found in the risk
management discussion (Note 24).



NOTE 16

DECEMBER 31,

DECEMBER 31,

JANUARY 1,

2011 2010 2010
CARRYING FAIR CARRYING FAIR CARRYING FAIR
VALUE VALUE VALUE VALUE VALUE VALUE
GREAT-WEST LIFECO INC.
Commercial paperand other short-term debt instruments with
interest rates from 0.20% t0 0.39% (0.36% t0 0.44% in 2010) 100 100 91 91 102 102
Revolving credit facility with interest equal to LIBOR rate plus1%
or U.S. prime rate loan (US$200 million) 204 204 213 213 273 273
TOTALOTHER BORROWINGS 304 304 304 304 375 375
POWER FINANCIALCORPORATION
6.90% debentures, due March 11,2033, unsecured 250 295 250 285 250 258
IGM FINANCIALINC.
6.75% debentures 2001 Series, due May 9, 2011, unsecured = = 450 458 450 478
6.58% debentures 2003 Series, due March 7, 2018, unsecured 150 175 150 170 150 164
7.35% debentures 2009 Series, due April 8, 2019, unsecured 375 457 375 446 375 427
6.65% debentures1997 Series, due December13, 2027, unsecured 125 148 125 138 125 127
7.45% debentures 2001 Series, due May 9, 2031, unsecured 150 189 150 178 150 166
7.00% debentures 2002 Series, due December 31,2032, unsecured 175 213 175 199 175 188
711% debentures 2003 Series, due March7,2033, unsecured 150 185 150 174 150 164
6.00% debentures 2010 Series, due December10, 2040, unsecured 200 220 200 203 - -
GREAT-WEST LIFECO INC.
Term note due October18, 2012, bearing an interest rate
of LIBOR plus 0.30% (US$304 million), unsecured 304 308 301 297 319 319
6.75% debentures originally due August 10, 2015,
redeemed August 10, 2010, unsecured = = - - 200 207
6.14% debentures due March 21,2018, unsecured 199 229 199 226 199 218
4.65% debentures due August 13, 2020, unsecured 497 522 497 503 - -
6.40% subordinated debentures due December 11,2028,
unsecured 100 115 100 110 100 105
6.74% debentures due November 24, 2031, unsecured 190 237 190 232 190 216
6.67% debentures due March 21,2033, unsecured 397 472 397 463 397 431
6.625% deferrable debentures due November 15, 2034,
unsecured (US$175 million) 175 170 169 161 180 138
5.998% debentures due November16, 2039, unsecured 343 383 343 375 342 345
Subordinated debentures due May 16, 2046, bearing an interest
rate of 7153% until May 16, 2016 and, thereafter, a rate of 2.538%
plus the 3-month LIBOR rate, unsecured (US$300 million) 310 298 295 297 312 277
Subordinated debentures due June 21,2067, bearing an interest
rate of 5.691% until 2017 and, thereafter, a rate equal to the
Canadian 90-day bankers'acceptancerate plus1.49%,
unsecured 994 1,028 993 1,044 991 1,018
Subordinated debentures due June 26, 2068, bearing an interest
rate of 7127% until 2018 and, thereafter, a rate equal to the
Canadian 90-day bankers'acceptance rate plus 3.78%,
unsecured 497 551 496 556 496 554
Notes payable with interest rate of 8.0% due May 6, 2014,
unsecured 3 3 4 4 5 5
TOTALDEBENTURES 5,584 6,198 6,009 6,519 5,556 5,805
5,888 6,502 6,313 6,823 5,931 6,180

POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT 79



NOTE 16

On May 9, 2011, IGM repaid the $450 million 2001 Series 6.75% debentures
which had matured.

OnDecember9, 2010, IGM issued $200 million of 2010 Series 6.00% debentures

maturing on December 10, 2040. The debentures are redeemable by IGM,

inwholeorinpart, atany time, at the greater of paroraformula price based

On August10, 2010, Lifeco redeemed the $200 million principalamount 6.75%
debentures at par that had a maturity date of August 10, 2015.

The principal payments on debentures and other borrowings in each of the
next five yearsis as follows:

uponyields at the time of redemption. 2012 609
On August 13, 2010, Lifecoissued $500 million principal amount debentures 2013 1
at par that will mature on August 13, 2020. Interest on the debentures at 2014 1
the rate of 4.65% per annum will be payable semi-annually in arrearson 2015 -
February 13 and August 13 of each year, commencing February 13,2011, until 2016 -
thedateonwhich the debenturesarerepaid. The debentures are redeemable Thereafter 5,277
atanytimeinwholeorin partatthe greater of the Canada Yield Price or par,
togetherin each case with accrued and unpaid interest.
NOTE 17/
DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
CARRYING FAIR CARRYING FAIR CARRYING FAIR
VALUE VALUE VALUE VALUE VALUE VALUE
Capital trust securities
5.995% capital trust securities due December 31, 2052,
unsecured (GWLCT) 350 363 350 375 350 383
6.679% capital trust securities due June 30, 2052, unsecured (CLCT) 300 307 300 320 300 331
7.529% capital trust securities due June 30, 2052, unsecured (CLCT) 150 197 150 198 150 186
800 867 800 893 800 900
Acquisition-related fair value adjustment 15 - 17 - 19 -
Trust securities held by Lifeco as temporary investments (44) (44) (44) (44) (41) (41)
Trust securities held by Lifeco as long-term investments (238) (246) (238) (253) (238) (258)
533 577 535 596 540 601

Great-West Life Capital Trust (GWLCT), a trust established by Great-West Life,
had issued $350 million of capital trust securities, the proceeds of which were
used by GWLCT to purchase Great-West Life senior debenturesin theamount
of $350 million, and Canada Life Capital Trust (CLCT), a trust established by
Canada Life, hadissued $450 million of capital trust securities, the proceeds
of which were used by CLCT to purchase Canada Life senior debentures in
the amount of $450 million.

Distributions and interest on the capital trust securities are classified as
financing charges on the statements of earnings (refer to Note 26). The fair
value for capital trust securities is determined by the bid-ask price. Refer to
Note 24 for financial instrument risk management disclosures.

On November 11, 2009 Lifeco launched an issuer bid whereby it offered
to acquire up to 170,000 of the outstanding Great-West Life Trust
Securities—Series A (GREATs) of GWLCT and up to180,000 of the outstanding
Canada Life Capital Securities—Series A (CLiCS) of CLCT. On December 18,
2009, pursuant to this offer Lifeco acquired 116,547 GREATs and 121,788 CLiCS
for $261 million, plus accrued and unpaid interest. In connection with this
transaction Lifecoissued $144 million aggregate principal amount of 5.998%
debentures due November16, 2039 and paid cash of $122 million.

Subject to regulatory approval, GWLCT and CLCT may redeem the GREATS
and CLiCS, inwhole orin part, atany time. The CLICS Series A securities are
callableat paronjune 30,2012 and the GREATs Series A securities are callable
at paron December 31, 2012.

NOTE 18

DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
Income taxes payable 513 497 482
Repurchase agreements 250 1,677 1,162
Accrued benefit liability [Note 27] 867 785 697
Accounts payable 1,506 1,576 1,235
Deferred income reserves 406 377 357
Bank overdraft 437 429 341
Dividends payable 330 328 324
Other 1,207 1,714 2,010
5,516 7,383 6,608
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NOTE 18

Itis expected that $3,619 million of other liabilities will be realized within 12 months from the reporting date. This amount due within 12 months excludes

deferredincome reserves.

Changesin deferred income reserves are as follows:

2011 2010
Balance, beginning of year 377 357
Additions 97 108
Amortization (38) 27)
Foreign exchange 5 (33)
Disposals (35) (28)
Balance, end of year 406 377
NOTE 19
EFFECTIVE INCOME TAX RATE
The Corporation’s effective income tax rate is derived as follows:
2011 2010
YEARS ENDED DECEMBER 31 % %
Combined basic Canadian federal and provincial tax rates 28.0 30.4
Increase (decrease) in the income tax rate resulting from:
Non-taxable investmentincome (3.4) (3.8)
Lower effective tax rates on income not subject to taxin Canada (2.5) (2.2)
Earnings of investment in associates (0.4) 1.9)
Impact of rate changes on deferred income taxes (0.2) (0.2)
Loss consolidation transaction (0.4) -
Other (1.5) (4.5)
Effectiveincome taxrate 19.6 17.8

As of January 1, 2011, the federal corporate tax rate decreased from 18% t0 16.5%. As of July 1, 2011, the Ontario provincial corporate tax rate decreased from

12% to 11.5%.

INCOME TAX EXPENSE

The components of income tax expense on continuing operations recognized in net earnings are:

YEARS ENDED DECEMBER 31 2011 2010
Currentincome taxes 519 474
Deferred income taxes 187 49
706 523
DEFERRED INCOME TAXES
Deferred income taxes consist of the following taxable temporary differences on:
DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
Insurance and investment contract liabilities (321) (475) (442)
Loss carry forwards 1,007 888 909
Investments (788) (540) (78)
Deferred selling commissions (197) (214) (238)
Intangible assets 162 208 238
Other 86 248 (105)
(51) 115 284
Classified on the balance sheets as:
Deferred income tax assets 1,207 1,220 1,262
Deferred income tax liabilities (1,258) (1,105) (978)
(51) 115 284
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NOTE 19

Adeferred tax liability has not been recognized in respect of the investment
in subsidiaries, branches and associatesas the Corporationis able to control
the timing, which isnot probable in the foreseeable future, of the reversal of
the temporary difference.

One of Lifeco’s subsidiaries has had a history of recent losses. The subsidiary
has a deferred tax asset balance of $1,078 million as at December 31, 201
composed principally of net operating lossesand future deductions related to
goodwillwhich has been previously impaired for book accounting purposes.
Management of Lifeco has concluded thatitis probable that the subsidiary
and other historically profitable subsidiaries with whichit files a consolidated
U.S.incometaxreturn will generate sufficient taxableincome against which
the unused U.S. losses and deductions will be utilized. The future taxable

NOTE 20
AUTHORIZED

income is derived principally from tax planning strategies, some of which
have already been executed. Certain state net operating lossesin theamount
of $17 million which were incurred before 2010 have been excluded from the
deferred tax assets.

Asat December 31,2011, the Corporation and its subsidiaries have non-capital
losses of $311 million ($459 million in 2010) available to reduce future taxable
income for which the benefits have not been recognized. These losses
expire atvarious dates to 2031. In addition, the Corporation has capital loss
carry forwards that can be used indefinitely to offset future capital gains of
approximately $61 million ($61 million in 2010) for which the benefits have
not beenrecognized.

Unlimited number of first preferred shares, issuable in series; of second preferred shares, issuable in series; and of common shares.

ISSUED AND OUTSTANDING

DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
NUMBER OF STATED NUMBER OF STATED NUMBER OF STATED
SHARES CAPITAL SHARES CAPITAL SHARES CAPITAL
PREFERRED SHARES
(CLASSIFIED AS LIABILITIES)
Series C First Preferred Shares!'] - - - - 6,000,000 150
Series) First Preferred Shares!i] - - - - 6,000,000 150
= - 300
PREFERRED SHARES (PERPETUAL)
Series A First Preferred Sharesliil 4,000,000 100 4,000,000 100 4,000,000 100
Series D First Preferred Shares!V 6,000,000 150 6,000,000 150 6,000,000 150
SeriesE First Preferred Shares!V! 8,000,000 200 8,000,000 200 8,000,000 200
Series F First Preferred Shares!vi] 6,000,000 150 6,000,000 150 6,000,000 150
SeriesH First Preferred Shares!Vill 6,000,000 150 6,000,000 150 6,000,000 150
Series| First Preferred Shares!viil 8,000,000 200 8,000,000 200 8,000,000 200
Series K First Preferred Shares!! 10,000,000 250 10,000,000 250 10,000,000 250
SeriesL First Preferred Shares!*! 8,000,000 200 8,000,000 200 8,000,000 200
Series M First Preferred Shares!*! 7,000,000 175 7,000,000 175 7,000,000 175
Series O First Preferred Shares!xill 6,000,000 150 6,000,000 150 6,000,000 150
Series P First Preferred Shares!xiil 11,200,000 280 11,200,000 280 - -
2,005 2,005 1,725
COMMON SHARESHY] 708,173,680 639 | 708,013,680 636 705,726,680 605
COMMON SHARES
Balance, beginning of year 708,013,680 636 | 705,726,680 605 705,726,680 605
Issued under Stock Option Plan 160,000 3 2,287,000 31 - -
Balance end of year 708,173,680 639 | 708,013,680 636 705,726,680 605
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NOTE 20

(il

Lii ]

[ii ]

[iv]

[v

[vil

[vii]

[viii]

[ix]

On October 31, 2010, the Corporation redeemed all its outstanding
5.20% Non-Cumulative, Series C First Preferred Sharesataredemption
price of $25.40 per share, for a total consideration of $152 million.

On July 30, 2010, the Corporation redeemed all its outstanding 4.70%
Non-Cumulative, Series J First Preferred Shares at a redemption price
of $25.50 per share, for a total consideration of $153 million.

The Series A First Preferred Shares are entitled toanannual cumulative
dividend at a floating rate equal to 70% of the prime rate of two major
Canadian chartered banks and are redeemable, at the Corporation’s
option, at $25.00 per share.

The 5.50% Non-Cumulative First Preferred Shares, Series D are entitled
to fixed non-cumulative preferential cash dividends at a rate equal
to $1.375 per share per annum. On and after January 31, 2013, the
Corporation may redeem for cash the Series D First Preferred Shares
in whole or in part, at the Corporation's option, at $25.00 per share,
together with all declared and unpaid dividends to, but excluding,
the date of redemption.

The 5.25% Non-Cumulative First Preferred Shares, Series E are entitled
to fixed non-cumulative preferential cash dividends at a rate equal to
$1.3125 per share perannum. The Corporation may redeem for cash the
Series E First Preferred Shares in whole orin part, at the Corporation’s
option, at $25.00 per share together with all declared and unpaid
dividends to, but excluding, the date of redemption.

The 5.90% Non-Cumulative First Preferred Shares, Series Fare entitled
to fixed non-cumulative preferential cash dividends at a rate equal to
$1.475 per share perannum. The Corporation may redeem for cash the
Series F First Preferred Shares in whole orin part, at the Corporation’s
option, at $25.00 per share together with all declared and unpaid
dividends to, but excluding, the date of redemption.

The 5.75% Non-Cumulative First Preferred Shares, Series H are entitled
to fixed non-cumulative preferential cash dividends at a rate equal to
$1.4375 per share perannum. The Corporation may redeem for cash the
Series H First Preferred Shares in whole orin part, at the Corporation’s
option, at $25.00 per share, together with all declared and unpaid
dividends to, but excluding, the date of redemption.

The 6.00% Non-Cumulative First Preferred Shares, Series | are entitled
to fixed non-cumulative preferential cash dividends at a rate equal to
$1.50 per share per annum. The Corporation may redeem for cash the
Series | First Preferred Shares in whole orin part, at the Corporation’s
option, at $25.25 per share if redeemed prior to April 30, 2012, and
$25.00 per share if redeemed thereafter, in each case together with all
declared and unpaid dividends to, but excluding, the date of redemption.

The 4.95% Non-Cumulative First Preferred Shares, Series K are
entitled to fixed non-cumulative preferential cash dividends at a rate
equal to $1.2375 per share per annum. The Corporation may redeem
for cash the Series K First Preferred Shares in whole or in part, at
the Corporation’s option, at $25.75 per share if redeemed prior to
October 31,2012, $25.50 per share if redeemed thereafter and prior to
October 31,2013, $25.25 per share if redeemed thereafter and prior to
October 31,2014, and $25.00 per share if redeemed thereafter, in each
casetogetherwith all declared and unpaid dividends to, but excluding,
the date of redemption.

[x]

[xi]

[xii]

[xiii]

[xiv]

The 510% Non-Cumulative First Preferred Shares, Series L are entitled
to fixed non-cumulative preferential cash dividends at a rate equal to
$1.2750 per share perannum. The Corporation may redeem for cash the
Series L First Preferred Sharesin whole orin part, at the Corporation’s
option, at $26.00 per share if redeemed prior to October 31, 2012,
$25.75 per share if redeemed thereafter and prior to October 31, 2013,
$25.50 per share if redeemed thereafter and prior to October 31, 2014,
$25.25 per share if redeemed thereafter and prior to October 31, 2015,
and $25.00 per share if redeemed thereafter, in each case together
with all declared and unpaid dividends to, but excluding, the date
of redemption.

The 6.00% Non-Cumulative First Preferred Shares, Series M are entitled
to fixed non-cumulative preferential cash dividends at a rate equal to
$1.50 per share perannum. On January 31,2014 and on January 31every
fiveyears thereafter, the Corporation may redeem for cash the SeriesM
First Preferred shares in whole orin part, at the Corporation’s option,
at $25.00 per share plus all declared and unpaid dividends to the
date fixed for redemption, or the Series M First Preferred Shares
are convertible to Non-Cumulative Floating Rate First Preferred
Shares, Series N, at the option of the holders on January 31,2014 or on
January 31every five years thereafter.

The 5.80% Non-Cumulative First Preferred Shares, Series O are entitled
to fixed non-cumulative preferential cash dividends at a rate equal
to $1.45 per share per annum. On and after October 31, 2014, the
Corporation may redeem for cash the Series O First Preferred Shares
in whole orin part, at the Corporation’s option, at $26.00 per share if
redeemed prior to October 31,2015, $25.75 per share if redeemed on or
after October 31, 2015 and prior to October 31, 2016, $25.50 per share
if redeemed on or after October 31, 2016 and prior to October 31, 2017,
$25.25 per share if redeemed on or after October 31, 2017 and prior to
October 31,2018, and $25.00 per share if redeemed on or after October 31,
2018, in each case together with all declared and unpaid dividends to,
but excluding, the date of redemption.

Inthe second quarter of 2010, the Corporationissued 11,200,000 4.40%
Non-Cumulative 5-Year Rate Reset First Preferred Shares, Series P
for cash proceeds of $280 million. The 4.40% Non-Cumulative First
Preferred Shares, Series P are entitled to fixed non-cumulative
preferential cash dividends ata rate equal to $1.10 per share perannum.
On January 31, 2016 and on January 31 every five years thereafter,
the Corporation may redeem for cash the Series P First Preferred
Shares in whole or in part, at the Corporation’s option, at $25.00 per
share plus all declared and unpaid dividends to the date fixed for
redemption, or the Series P First Preferred Shares are convertible to
Non-Cumulative Floating Rate First Preferred Shares, Series Q, at the
optionof the holdersonJanuary 31,2016 oron January 31every five years
thereafter. Transaction costsincurred in connection with the Series P
First Preferred Shares of $8 million were charged to retained earnings.

During the year, 160,000 common shares (2,287,000 in 2010) were issued
under the Corporation’s Employee Stock Option Plan fora consideration
of $3 million ($31 million in 2010).

Fortheyearended December 31,2011, dividends declared on the Corporation’s

common shares amounted to $1.40 per share ($1.40 per share in 2010).
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NOTE 21

Deferred share unit plan On October1,2000, the Corporation established
a deferred share unit plan for the Directors of the Corporation to promote
agreateralignment of interests between Directors and shareholders of the
Corporation. Under this plan, each Director may elect to receive his or her
annual retainer and attendance fees entirely in the form of deferred share
units, entirely in cash, orequally in cash and deferred share units. The number
of deferred share units granted is determined by dividing the amount of
remuneration payable by the five-day-average closing price on the Toronto
Stock Exchange of the Common Shares of the Corporation on the last five
days of the fiscal quarter (the value of a deferred share unit). A Director who
has elected to receive deferred share units will receive additional deferred
shareunitsinrespect of dividends payable on the Common Shares, based on
thevalue of a deferred share unit at that time. A deferred share unit shall be
redeemable, at thetimea Director'smembership on the Boardis terminated

orin the event of the death of a Director, by a lump sum cash payment,
based on the value of a deferred share unit at that time. At December 31,
2011, the value of the deferred share units outstanding was $10.1 million
(9.8 million in 2010). In addition, Directors may also participate in the
Directors Share Purchase Plan.

Employee Share Purchase Program Effective May 1, 2000, an Employee
Share Purchase Program was implemented, giving employees the
opportunity to subscribe for up to 6% of their gross salary to purchase
Subordinate Voting Shares of Power Corporation of Canada on the open
market and to have the Corporation invest, on the employee’s behalf, up to
an equalamount. The amount paid on behalf of employees was $0.1 million
in 2011 ($0.2 million in 2010).

Stock Option Plan Compensation expenseisrecorded foroptions granted
under the Corporation'sand its subsidiaries stock option plans based on the
fairvalue of the optionsatthe grant date, amortized over the vesting period.

During theyear ended December 31,2011, 777,503 options (717,818 options in 2010) were granted under the Corporation’s Employee Stock Option Plan. The fair
value of these options was estimated using the Black-Scholes option-pricing model with the following weighted-average assumptions:

2011 2010
Dividend yield 4.9% 4.5%
Expected volatility 19.2% 20.4%
Risk-free interest rate 2.3% 2.8%
Expected life (years) 9 9
Fair value per stock option ($/option) $2.47 $3.61
Weighted-average exercise price (5/option) $26.54 $28.36

Fortheyearended December 31,2011, compensation expense relating to the
stock options granted by the Corporation and its subsidiaries amounted to
$10 million ($8 million in 2010).

Under the Corporation’s Employee Stock Option Plan, 17,421,600 additional
shares are reserved for issuance. The plan requires that the exercise price
under the option must not be less than the market value of a share on
the date of the grant of the option. Generally, options granted vest on a
delayed basis over periods beginning no earlier than one year from date
of grant and no later than five years from date of grant. Options recently
granted, which are not fully vested, have the following vesting conditions:

grants of 972,395 options in 2008 which vest equally over a period of five
years beginning in 2009; a grant 0of 136,182 options in 2009 which vest equally
over a period of five years beginning in 2010; grants of 38,293 options in 2010
whichvestasfollows: the first 50% three years from the date of grantand the
remaining 50% four years from the date of grant; a grant of 679,525 options
in 2010 which vest equally over a period of five years beginning in 2011; grants
of 743,080 options which vest equally over a period of five years beginning
in 2012; grants of 34,423 options which vest as follows: the first 50% three
years from the date of grant, and the remaining 50% four years from the
date of grant.

A summary of the status of the Corporation’s Employee Stock Option Plan as at December 31, 2011 and 2010, and changes during the years ended on those

datesis as follows:

2011 2010

- WE‘GEIE&EVSESEE orrions W“EEE&T&TQEE

Outstanding at beginning of year 8,480,115 27.77 10,049,297 2448
Granted 777,503 26.54 717,818 28.36
Exercised (160,000) 16.87 (2,287,000) 13.50
Outstanding at end of year 9,097,618 27.85 8,480,115 27.77
Options exercisable at end of year 7,267,535 27.82 7,069,914 27.49

84 POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT



NOTE 21

The following table summarizes information about stock options outstanding at December 31, 2011:

OPTIONS OUTSTANDING OPTIONS EXERCISABLE

WEIGHTED- WEICHTED- WEIGHTED-

AVERAGE AVERAGE AVERAGE

RANGE OF EXERCISE PRICES OPTIONS REMAINING LIFE EXERCISE PRICE OPTIONS EXERCISE PRICE
$ (YRS) $ S
21.65 3,000,000 1.6 21.65 3,000,000 21.65
26.22-28.13 1,608,787 3.8 2712 240,378 27.45
29.05-30.18 865,403 6.7 29.63 498,588 29.60
31.59-32.46 2,567,777 4.1 3211 2,529,484 32.10
34.46-37.13 1,055,651 6.2 34.81 999,085 34.68
9,097,618 4.6 27.85 7,267,535 27.82

Equity incentive plan of Putnam Effective September 25, 2007 Putnam
sponsors the Putnam Investments, LLC Equity Incentive Plan (the EIP). Under
the terms of the EIP, Putnam is authorized to grant or sell Class B Shares of
Putnam (the Putnam Class B Shares), subject to certain restrictions and to
grant options to purchase Putnam Class B Shares (collectively, the Awards)
to certain senior management and key employees of Putnam at fair value
at the time of the award. Fair value is determined under the valuation
methodology outlined in the EIP. Awards vest over a period of up to five years
and are specified in the individual's award letter. Holders of Putnam Class B
Shares are not entitled to vote other than in respect of certain matters in
regards to the EIP and have no rights to convert their shares into any other
securities. The number of Putnam Class B Shares that may be subject to
Awards under the EIP is limited to 10,000,000. The share-based payments
awarded under the EIP are cash-settled and included within other liabilities
on the balance sheets.

Lifeco uses the fair-value based method to account for restricted Class B
Shares and options on Class B Shares granted to employees under the
EIP. The fair value of restricted Class B Shares and options on Class B
Shares is determined on each grant date. During 2011, Putnam granted
1,189,169 (225,998 in 2010) restricted Class B common shares and no options
in20110r 2010 to certain members of senior managementand key employees.

Compensation expense recorded for the year ended December 31, 2011 related
torestricted Class Bcommon shares and Class B stock options earned was
$3million ($43 millionin2010) and is recorded in operating and administrative
expenses in the statements of earnings. At December 31, 2011, the carrying
valueandintrinsicvalue of the restricted Class B Share liability is $98 million.

NOTE 22
DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
Non-controlling interests include
Participating account surplusin subsidiaries 2,227 2,045 2,045
Preferred shareholders of subsidiaries 2,044 2,047 1,951
Common shareholders of subsidiaries 5,023 4,649 4,624
9,294 8,741 8,620
YEARS ENDED DECEMBER 31 2011 2010
Earnings attributable to non-controlling interests include
Earnings attributable to common shareholders of subsidiaries 916 742
Dividends to preferred shareholders of subsidiaries 105 111
Earnings (losses) attributable to participating
account surplus in subsidiaires 120 (8)
1,141 845
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NOTE 23 Capital Management

Asaninvestmentholding company, Power Financial's objectivesin managing
its capital are:

> To provide sufficient financial flexibility to pursueits growth strategy and
supportits group companies and other investments.

> To maintain an appropriate credit rating to achieve access to the capital
markets at the lowest overall cost of capital.

> Toprovideattractivelong-termreturns to shareholders of the Corporation.

The Corporation manages its capital taking into consideration the risk
characteristics and liquidity of its holdings. In order to maintain or adjustits
capital structure, the Corporation may adjust the amount of dividends paid
to shareholders, return capital to shareholders orissue new forms of capital.

The capital structure of the Corporation consists of preferred shares,
debentures and equity composed of stated capital, retained earnings and
non-controlling interests in the equity of subsidiaries of the Corporation.
The Corporation utilizes perpetual preferred sharesasa permanentand cost-
effective source of capital. The Corporation considersitself to bealong-term
investorand as such holds positionsinlong-terminvestmentsas well as cash
and short-term investments for liquidity purposes. As such, the Corporation
makes minimal use of leverage at the holding company level.

The Corporation is not subject to externally imposed regulatory capital
requirements.

The Corporation’s major operating subsidiaries are subject to regulatory
capital requirements along with capital standards set by peers or
rating agencies.

NOTE 24 Risk Management

Power Financial andits subsidiaries have policies relating to the identification,
measurement, monitoring, mitigating and controlling of risks associated
with financial instruments. The key risks related to financial instruments
are liquidity risk, credit risk and market risk (currency, interest rate and
equity price).

The Corporation and its subsidiaries have also established policies and
procedures designed to identify, measure and report all material risks.
Managementis responsible for establishing capital management procedures
forimplementing and monitoring the capital plan. The Board of Directors
of the Corporation and the boards of directors of its subsidiaries review and
approve all capital transactions undertaken by management.

LIQUIDITY RISK
Liquidity riskis the risk that the Corporation and its subsidiaries will not be
able to meet all cash outflow obligations as they come due.

Power Financial is a holding company. As such, corporate cash flows from
operations, before payment of dividends, are principally made up of dividends
received fromits subsidiaries and associates, and income from investments,

86 POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT

Lifeco’s subsidiaries Great-West Life and Great-West Life & Annuity are
subject to minimum regulatory capital requirements. Lifeco's practice is to
maintain the capitalization of its requlated operating subsidiaries at a level
that will exceed the relevant minimum regulatory capital requirements in
thejurisdictions in which they operate:

> In Canada, the Office of the Superintendent of Financial Institutions
has established a capital adequacy measurement for life insurance
companies incorporated under the Insurance Companies Act (Canada)
and their subsidiaries, known as the Minimum Continuing Capital and
Surplus Requirements (MCCSR). As at December 31, 2011, the MCCSR ratio
for Great-West Life was 204%.

> At December 31, 2011, the Risk-Based Capital ratio (RBC) of Great-West
Life & Annuity, Lifeco's requlated U.S. operating company, was 430% of
the Company Action Level set by the National Association of Insurance
Commissioners. Great-West Life & Annuity reportsits RBCratioannually
to U.S.insurance regulators.

> In the United Kingdom, Canada Life UK is required to satisfy the
capital resources requirements set out in the Integrated Prudential
Sourcebook, part of the Financial Services Authority Handbook. The
capital requirements are prescribed by a formulaic capital requirement
(Pillar 1) and an individual capital adequacy framework which requires
an entity to self-assess an appropriate amount of capital it should hold,
based on therisks encountered from its business activities. At the end of
2011, Canada Life UK complied with the capital resource requirementsin
the United Kingdom.

> Asat December 31,2010 and 201, Lifeco maintained capital levels above the
minimum local requirementsinits otherforeign operations.

IGM subsidiaries subject to regulatory capital requirements include trust
companies, securities dealers and mutual fund dealers. These subsidiaries
arein compliance with all requlatory capital requirements.

less operating expenses, financing charges and income taxes. The ability of
Lifecoand IGM, which arealso holding companies, to meet their obligations
and pay dividends dependsin particular upon receipt of sufficient funds from
theirown subsidiaries.

Power Financial seeks to maintain a sufficient level of liquidity to meet all its
cash flow requirements. In addition, Power Financial and its parent, Power
Corporation of Canada, jointly have a $100 million uncommitted line of credit
with a Canadian chartered bank.

Principal payments on debentures (other than those of Lifeco and IGM
discussed below) represent the only significant contractual liquidity
requirement of Power Financial.

LESSTHAN 1=5 AFTER 5
DECEMBER 31, 2011 1YEAR YEARS YEARS TOTAL
Debentures - - 250 250

Power Financial's liquidity position and its management of liquidity risk have
not changed materially since December 31, 2010.
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For Lifeco, the following policies and procedures are in place to manage

liquidity risk:

> Lifecoclosely manages operating liquidity through cash flow matching of
assetsand liabilitiesand forecasting earned and required yields, to ensure
consistency between policyholder requirements and the yield of assets.
Approximately 72% of insurance and investment contract liabilities are
non-cashable prior to maturity or subject to market value adjustments.

> Management of Lifeco monitors the use of lines of credit on aregular basis,
and assesses the ongoing availability of these and alternative forms of
operating credit.

> Management of Lifeco closely monitors the solvency and capital positions
of its principal subsidiaries opposite liquidity requirements at the holding
company. Additional liquidity is available through established lines of
credit or the capital markets. Lifeco maintains a $200 million committed
line of credit with a Canadian chartered bank.

In the normal course of business, Lifeco enters into contracts that give rise to commitments of future minimum payments that impact short-term and
long-term liquidity. The following table summarizes the principal repayment schedule of certain of Lifeco’s financial liabilities.

PAYMENTS DUE BY PERIOD
AFTER

DECEMBER 31, 2011 1YEAR 2 YEARS 3YEARS 4YEARS 5YEARS 5YEARS TOTAL
Debentures and other debt instruments 609 1 1 = = 3,702 4,313
Capital trust securities! = = = = = 800 800
Purchase obligations 65 35 16 16 4 = 136
Pension contributions 150 = = = = = 150
824 36 17 16 4 4,502 5,399

[1] Payments due have not been reduced to reflect that Lifeco held capital trust securities of $275 million principal amount (5282 million carrying value).

IGM’s liquidity management practices include: controls over liquidity
management processes; stress testing of various operating scenarios;
and oversight over liquidity management by committees of the board of
directors of IGM.

For IGM, a key liquidity requirement is the funding of commissions paid on
thesale of mutual funds. Commissions on the sale of mutual funds continue
to be paid from operating cash flows.

IGM also maintains sufficient liquidity to fund and temporarily hold
mortgages. Throughits mortgage banking operations, residential mortgages
are sold or securitized to:

> Investors Mortgage and Short Term Income Fund and Investors Canadian
Corporate Bond Fund;

IGM's contractual maturities were as follows:

> third parties, including Canada Mortgage and Housing Corporation
(CMHQ) or Canadian bank-sponsored securitization trusts;

> institutional investors through private placements.

Certain subsidiaries of Investors Group are approved issuers of National
Housing Act Mortgage-Backed Securities (NHA MBS) and approved sellers
into the Canada Mortgage Bond Program (CMB Program). This issuer and
seller status provides IGM with additional funding sources for residential
mortgages. IGM's continued ability to fund residential mortgages through
Canadian bank-sponsored securitization trustsand NHA MBS is dependent
on securitization market conditions that are subject to change.

Liquidity requirements for a trust subsidiary which engages in financial
intermediary activitiesare based on policies approved by a committee of its
board of directors. Asat December 31, 2011, the trust subsidiary's liquidity was
in compliance with these policies.

LESSTHAN 1-5 AFTER
DECEMBER 31, 2011 DEMAND 1YEAR YEARS 5YEARS TOTAL
Depositsand certificates 122 9 15 5 151
Derivative instruments = 34 73 4 111
Obligations to securitization entities = 547 3,261 19 3,827
Long-term debt = = = 1,325 1,325
Operation leases = 48 135 80 263
Total contractual obligations 122 638 3,484 1,433 5,677

In addition to IGM's current balance of cash and cash equivalents, liquidity
is available through IGM's operating lines of credit. IGM's operating lines
of credit with various Schedule | Canadian chartered banks totalled
$325 million as at December 31, 2011, unchanged from December 31, 2010.
The operating lines of credit as at December 31, 2011 consisted of committed
lines of $150 million (2010-$150 million) and uncommitted lines of $175 million
(2010—-5175 million). IGM has accessed its uncommitted operating lines
of credit in the past; however, any advances made by the banks under
the uncommitted operating lines are at the banks' sole discretion. As at
December31,2011and 2010, IGM was not utilizing its committed lines of credit
oritsuncommitted operating lines of credit.

IGM accessed capital markets most recently in December 2010; IGM's
ability to access capital markets to raise funds in future is dependent on
market conditions.

IGM's liquidity position and its management of liquidity risk have not changed
materially since December 31, 2010.
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CREDIT RISK
Credit risk is the potential for financial loss to the Corporation and its
subsidiaries if a counterparty in a transaction fails to meet its obligations.

For Power Financial, cash and cash equivalents, fixed income securities, and
derivatives are subject to credit risk. The Corporation monitors its credit risk
management policies continuously to evaluate their effectiveness.

Cash and cash equivalents amounting to $277 million and fixed income
securities amounting to $430 million consist primarily of highly liquid
temporary deposits with Canadian chartered banks as well as bankers'
acceptances and short-term securities guaranteed by the Canadian
government. The Corporation regularly reviews the credit ratings of its
counterparties. The maximum exposure to credit risk on these financial
instruments is their carrying value. The Corporation mitigates credit risk
on these financial instruments by adhering to its Investment Policy which
outlines credit risk parameters and concentration limits.

Derivatives or derivatives not designated as hedges continue to be utilized
ona basis consistent with the risk management policies of the Corporation
andare monitored by the Corporation for effectiveness as economic hedges
even if specifichedge accounting requirementsare not met. The Corporation
regularly reviews the credit ratings of derivative financial instrument
counterparties. Derivative contracts are over-the-counter traded with
counterparties that are highly rated financial institutions. The exposure to
credit risk of these derivatives is limited to their fair values which was nil at
December 31, 2011.

For Lifeco, the following policies and procedures are in place to manage
creditrisk:

> Investment guidelines are in place that require only the purchase of
investment-grade assets and minimize undue concentration of assetsin
any single geographicarea, industry and company.

> Investment guidelines specify minimum and maximum limits for each
asset class. Credit ratings are determined by recognized external credit
rating agencies and/orinternal credit review.

> Investment guidelines also specify collateral requirements.

> Portfolios are monitored continuously, and reviewed regularly with the
board of directors of Lifeco or the investment committee of the board of
directors of Lifeco.

> Creditriskassociated with derivative instruments is evaluated quarterly
based on conditions that existed at the balance sheet date, using practices
thatareatleastas conservative as those recommended by regulators.

> Lifecoisexposedto creditrisk relating to premiums due from policyholders
during the grace period specified by theinsurance policy or until the policy
is paid up or terminated. Commissions paid to agents and brokers are
netted againstamounts receivable, if any.

> Reinsuranceis placed with counterparties that have a good creditrating
and concentration of credit riskis managed by following policy guidelines
set each year by the board of directors of Lifeco. Management of Lifeco
continuously monitors and performs an assessment of creditworthiness
of reinsurers.

The following table summarizes Lifeco's maximum exposure to credit risk related to financial instruments. The maximum credit exposure is the carrying

value of the asset net of any allowances for losses.

DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
Cashand cash equivalents 2,056 1,840 3,427
Bonds
Fairvalue through profitorloss 61,709 56,333 52,375
Available forsale 6,620 6,580 4,607
Loans and receivables 9,744 9,290 9,165
Mortgage loans 17,432 16,115 16,684
Loans to policyholders 7,162 6,827 6,957
Funds held by ceding insurers!! 9,923 9,856 10,984
Reinsurance assets 2,061 2,533 2,800
Other financial assets® 3,764 3,934 4115
Derivative assets 968 984 717
Total balance sheet maximum credit exposure 121,439 114,292 111,831

[1] Includes $9,411 million ($9,333 million at December 31, 2010 and $10,329 million at January 1, 2010) of funds held by ceding insurers where Lifeco retains the credit

risk of the assets supporting the liabilities ceded.

Credit risk is also mitigated by entering into collateral agreements.
The amount and type of collateral required depends on an assessment of
the credit risk of the counterparty. Guidelines are implemented regarding
the acceptability of types of collateral and the valuation parameters.
Management of Lifeco monitors the value of the collateral, requests
additional collateral when needed and performs an impairment valuation
when applicable. Lifeco has $21 million of collateral received in 2011 ($24 million
of collateral received at December 31, 2010 and $35 million of collateral
received at January 1, 2010) relating to derivative assets.
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Concentrations of credit risk arise from exposures to a single debtor, a
group of related debtors or groups of debtors that have similar credit risk
characteristics in that they operate in the same geographic region or in
similarindustries. The characteristics are similarin that changesin economic
or political environments may impact their ability to meet obligations as
they come due.
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The following table provides details of the carrying value of bonds of Lifeco by industry sector and geographic distribution:

UNITED
DECEMBER 31,2011 CANADA STATES EUROPE TOTAL
Bondsissued or guaranteed by:
Canadian federal government 4,328 2 42 4,372
Provincial, state and municipal governments 6,430 1,980 53 8,463
U.S. Treasuryand other U.S. agencies 271 2,857 1,006 4,134
Otherforeign governments 185 25 8,216 8,426
Government-related 1,293 = 955 2,248
Supranationals 443 12 211 666
Asset-backed securities 2,696 3,401 803 6,900
Residential mortgage-backed securities 26 638 146 810
Banks 2,168 416 1,858 4,442
Other financial institutions 855 1,449 1,615 3,919
Basic materials 233 748 214 1,195
Communications 508 221 501 1,230
Consumer products 1,848 1,813 1,771 5,432
Industrial products/services 695 825 212 1,732
Natural resources 1,127 560 554 2,241
Real estate 608 = 1,610 2,218
Transportation 1,721 672 624 3,017
Utilities 3,792 2,689 3,158 9,639
Miscellaneous 2,024 814 277 3,115
Total long-term bonds 31,251 19,122 23,826 74,199
Short-term bonds 2,980 323 571 3,874
34,231 19,445 24,397 78,073
UNITED
DECEMBER 31, 2010 CANADA STATES EUROPE TOTAL
Bondsissued or guaranteed by:
Canadian federal government 3,548 - 31 3,579
Provincial, state and municipal governments 5,619 1,815 62 7,496
U.S. Treasury and other U.S. agencies 335 2,851 976 4,162
Other foreign governments 216 11 7,617 7,844
Government-related 1,057 - 946 2,003
Supranationals 381 11 223 615
Asset-backed securities 2,728 3,450 842 7,020
Residential mortgage-backed securities 25 745 111 881
Banks 2,183 442 1,993 4,618
Otherfinancial institutions 1,057 1,359 1,470 3,886
Basic materials 201 587 182 970
Communications 589 246 477 1,312
Consumer products 1,608 1,419 1,495 4,522
Industrial products/services 544 726 181 1,451
Natural resources 997 561 422 1,980
Real estate 422 - 1,400 1,822
Transportation 1,557 563 464 2,584
Utilities 3,266 2,433 2,794 8,493
Miscellaneous 1,728 628 232 2,588
Total long-term bonds 28,061 17,847 21,918 67,826
Short-term bonds 2,822 816 739 4,377
30,883 18,663 22,657 72,203
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UNITED
JANUARY 1, 2010 CANADA STATES EUROPE TOTAL
Bondsissued or guaranteed by:
Canadian federal government 2,264 1 14 2,279
Provincial, state and municipal governments 4917 1,333 58 6,308
U.S. Treasury and other U.S. agencies 240 2,620 758 3,618
Other foreign governments 212 - 6,652 6,864
Government-related 937 - 916 1,853
Supranationals 516 4 436 956
Asset-backed securities 2,636 3,306 851 6,793
Residential mortgage-backed securities 46 842 60 948
Banks 2,201 453 2,299 4,953
Otherfinancial institutions 1,021 1,336 1,507 3,864
Basic materials 151 571 198 920
Communications 598 276 473 1,347
Consumer products 1,384 1,351 1,664 4,399
Industrial products/services 516 651 206 1,373
Natural resources 1,000 710 581 2,291
Real estate 559 - 1,216 1,775
Transportation 1,414 585 495 2,494
Utilities 3,008 2,172 2,701 7,881
Miscellaneous 1,489 562 182 2,233
Totallong-term bonds 25,109 16,773 21,267 63,149
Short-term bonds 2,406 455 137 2,998
27,515 17,228 21,404 66,147
Thefollowing table provides details of the carrying value of mortgage loans of Lifeco by geographic location:
SINGLE-FAMILY MULTI-FAMILY
DECEMBER 31,2011 RESIDENTIAL RESIDENTIAL COMMERCIAL TOTAL
Canada 1,591 3,407 7,022 12,020
United States - 811 1,999 2,810
Europe 79 108 2,415 2,602
1,670 4,326 11,436 17,432
SINGLE-FAMILY MULTI-FAMILY
DECEMBER 31, 2010 RESIDENTIAL RESIDENTIAL COMMERCIAL TOTAL
Canada 1,622 3,528 6,691 11,841
United States - 464 1,517 1,981
Europe - 26 2,267 2,293
1,622 4,018 10,475 16,115
SINGLE-FAMILY MULTI-FAMILY
JANUARY 1, 2010 RESIDENTIAL RESIDENTIAL COMMERCIAL TOTAL
Canada 1,695 3,965 6,371 12,031
United States - 485 1,509 1,994
Europe - 29 2,630 2,659
1,695 4,479 10,510 16,684
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ASSET QUALITY

DECEMBER 31, DECEMBER 31, JANUARY 1,
BOND PORTFOLIO QUALITY 2011 2010 2010
AAA 29,612 28,925 24,653
AA 12,894 11,436 10,684
A 22,066 19,968 19,332
BBB 12,399 10,649 10,113
BB and lower 1,102 1,225 1,365
Total bonds 78,073 72,203 66,147

DECEMBER 31, DECEMBER 31, JANUARY 1,
DERIVATIVE PORTFOLIO QUALITY 2011 2010 2010
Over-the-counter contracts (counterparty ratings):
AAA 12 5 5
AA 361 491 338
A 595 488 374
Total 968 984 717

Loans thatare pastdue but not considered impaired areloans for which scheduled payments have not been received, but management of Lifeco has reasonable
assurance of collection of the fullamount of principal and interest due. The following table provides carrying values of the loans past due, but not impaired:

DECEMBER 31, DECEMBER 31, JANUARY 1,

2011 2010 2010

Less than 30 days 3 7 45
30-90days 1 2
Greater than 90 days 1 2

Total 5 11 60

The following outlines the future asset credit losses provided for in insurance and investment contract liabilities. These amounts are in addition to the

allowance forasset losses included with assets:

DECEMBER 31, DECEMBER 31, JANUARY 1,

2011 2010 2010

Participating 852 802 755
Non-participating 1,648 1,516 1,712
2,500 2,318 2,467

For IGM, cash and cash equivalents, securities holdings, mortgage and
investment loan portfolios, and derivatives are subject to credit risk.
IGM monitorsits credit risk management practices continuously to evaluate
their effectiveness.

With respect to IGM, at December 31, 2011, cash and cash equivalents of
$1,052 million consisted of cash balances of $97 million on deposit with
Canadian chartered banks and cash equivalents of $955 million. Cash
equivalents are composed primarily of Government of Canada treasury bills
totalling $521 million, provincial government and government-guaranteed
commercial paper of $340 million and bankers’ acceptances issued by
Canadian chartered banks of $94 million. IGM regularly reviews the credit
ratings of its counterparties. The maximum exposure to credit risk on these
financialinstrumentsis their carrying value. IGM manages creditrisk related
to cash and cash equivalents by adhering to its Investment Policy that
outlines credit risk parameters and concentration limits.

Fair value through profit or loss securities include Canada Mortgage Bonds
with a fair value of $227 million and fixed income securities comprising the
restructured notes of the master asset vehicle conduits with a fair value of
$29 million. These fairvalues represent the maximum exposure to credit risk
of IGM at December 31, 2011.

IGM regularly reviews the credit quality of the mortgage portfolios related
to IGM's mortgage banking operations and its intermediary operations,
as well as the adequacy of the collective allowance. As at December 31,
2011, mortgages related to continuing operations totalled $4.09 billion and
consisted of residential mortgages:

> Sold to securitization programs which are classified as loans and
receivables and totalled $3.76 billion compared to $3.47 billion at
December 31, 2010. In applying the derecognition criteria under IAS 39—
Financial Instruments, IGM has recorded these loans on its balance
sheet following securitization. An offsetting liability, Obligations to
securitization entities, has been recorded and totalled $3.83 billion at
December 31, 2011, compared to $3.51 billion at December 31, 2010.

> Related to IGM's mortgage banking operations which are classified as
held for trading and totalled $292.1 million, compared to $187.3 million
at December 31, 2010. These loans are held by IGM pending sale
or securitization.

> Related to IGM's intermediary operations which are classified as loans
and receivables and totalled $31.3 million at December 31, 2011, compared
to $39.5 million at December 31, 2010.
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Asat December 31,2011, the mortgage portfolios related to IGM's intermediary
operations were geographically diverse, 100% residential (2010-100%)
and 99.4% insured (2010-99.0%). As at December 31, 2011, impaired and
uninsured non-performing mortgages over 90 days were nil, unchanged from
December 31, 2010. The characteristics of the mortgage portfolios have not
changed significantly during 2011.

IGM purchases portfolio insurance from CMHC on newly funded qualifying
conventional mortgages. Under the NHA MBS and CMB Programs, itis a
requirement that securitized mortgages be insured against default by an
approvedinsurer, and IGM has also insured substantially all loans securitized
through ABCP programs. At December 31, 2011, 93.0% of the securitized
portfolio and the residential mortgages classified as held for trading were
insured, compared to 94.1% at December 31, 2010. As at December 31, 2011,
impaired loans on these portfolios were $1 million, compared to $1 million
at December 31, 2010. At December 31, 2011, there were no uninsured non-
performing mortgages over 90 days in these portfolios, compared to
$0.3million at December 31, 2010.

The collective allowance for credit losses related to continuing operations
was $1 million at December 31, 2011, compared to $1 million at December 31,
2010, and is considered adequate by management to absorb all credit-related
losses in the mortgage portfolios.

IGM retains certain elements of credit risk on securitized loans.
At December 31, 2011, 96.2% of securitized loans were insured against credit
losses. The fair value of IGM's retained interests in securitized mortgages
was $24 million at December 31, 2011, compared to $107 million at December 31,
2010. Retained interests include:

> Cash reserve accounts and rights to future net interest income—which were
ST millionand $91million, respectively, at December 31, 2011. Cash reserve
accountsarereflected on the balance sheet, whereasrights to future net
interestincomeare not reflected on the balance sheetand will be recorded
over the life of the mortgages.

The portion of this amount pertaining to Canadian bank-sponsored
securitization trusts of $45 million is subordinated to the interests of the
trust and represents the maximum exposure to credit risk for any failure
of the borrowers to pay when due. Credit risk on these mortgages is
mitigated by any insurance on these mortgages, as previously discussed,
andIGM's creditriskoninsuredloansis to theinsurer. At December 31, 2011,
86.5% of the S11billionin outstanding mortgages securitized under these
programs were insured.

Rights to future net interest income under the NHA MBS and CMB
Programs totalled $56 million. Under the NHA MBS and CMB Programs,
IGM has an obligation to make timely payments to security holders
regardless of whether amounts are received from mortgagors. All
mortgages securitized under the NHA MBS and CMB Programs are insured
by CMHC oranotherapproved insurer under the programs. Outstanding
mortgages securitized under these programs are $2.7 billion.

> Fair value of principal reinvestment account swaps—had a negative fair
value of $77 million at December 31, 2011 which is reflected on the balance
sheet. These swaps represent the component of a swap entered into
under the CMB Program whereby IGM pays coupons on Canada Mortgage
Bonds and receives investment returns on the reinvestment of repaid
mortgage principal. The notionalamount of these swaps was $556 million
at December 31, 2011.
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IGM's exposure to credit risk related to cash and cash equivalents, fixed
income securities and mortgage and investment loan portfolios has been
significantly reduced since December 31, 2010 as a result of the sale of MRS.
However, IGM's management of credit risk onits continuing operations has
not changed materially since December 31, 2010.

IGM utilizes derivatives to hedge interest rate risk and reinvestment risk
associated with its mortgage banking and securitization activities, as well
as market risk related to certain stock-based compensation arrangements.

IGM participatesin the CMB Program by entering into back-to-back swaps
whereby Canadian Schedule | chartered banks designated by IGM are
between IGM and the Canadian Housing Trust. IGM receives coupons on
NHA MBS and eligible principal reinvestments and pays coupons on the
Canada Mortgage Bonds. IGM also enters into interest rate swaps to hedge
interest rate and reinvestment risk associated with the CMB Program. The
negativefairvalue of these swaps totalled $26 million at December 31,2011 and
the outstanding notional amount was $4.4 billion. Certain of these swaps
relate to securitized mortgages that have been recorded on IGM'’s balance
sheet with an associated obligation. Accordingly, these swaps, with an
outstanding notionalamount of $2.7 billion and having a negative fair value
of $33million, are not reflected on the balance sheet. Principal reinvestment
account swaps and hedges of reinvestment and interest rate risk, with an
outstanding notional amount of $1.7billion and having fair value of $7 million,
are reflected on the balance sheet. The exposure to credit risk, which is
limited to the fair value of swaps in a gain position, totalled $87 million at
December 31,2011, compared to $22 million at December 31, 2010.

IGM utilizes interest rate swaps to hedge interest rate risk associated with
mortgages securitized through Canadian bank-sponsored ABCP programs.
The negative fair value of these interest rate swaps totalled $23 million on
an outstanding notional amount of $1.0 billion at December 31, 2011. The
exposure to credit risk, which is limited to the fair value of swaps in a gain
position, totalled $1 million at December 31, 2011, compared to $1 million at
December 31, 2010.

IGM also utilizes interest rate swaps to hedge interest rate risk associated
with its investments in Canada Mortgage Bonds. The negative fair value
of these interest rate swaps totalled $7 million on an outstanding notional
amount of $200 million at December 31, 2011. The exposure to credit risk,
which is limited to the fair value of the interest rate swaps which are in
a gain position, was nil at December 31, 2011, compared to $15 million at
December 31, 2010.

IGM entersinto other derivative contracts which consist primarily of interest
rate swaps utilized to hedge interest rate risk related to mortgages held
pending sale, or committed to, by IGM as well as total return swaps and
forward agreements on IGM's common shares utilized to hedge deferred
compensation arrangements. The fair value of interest rate swaps, total
return swaps and forward agreements was nil on an outstanding notional
amount of $76 million at December 31, 2011, compared to a fair value of
Simillion onan outstanding notionalamount of $118 million at December 31,
2010. The exposure to credit risk, which is limited to the fair value of those
instruments whichareinagain position, was $1million at December 31, 2011,
unchanged from December 31, 2010.

The aggregate credit risk exposure related to derivatives that are in a gain
position of $89 million does not give effect to any netting agreements or
collateral arrangements. The exposure to credit risk, considering netting
agreements and collateral arrangements, was $0.3 million at December 31,
2011. Counterparties are all Canadian Schedule | chartered banks and, as a
result, management of IGM has determined that IGM's overall credit risk
related to derivatives was not significantat December 31, 2011. Management
of creditrisk has not changed materially since December 31, 2010.



NOTE 24

MARKET RISK

Market risk is the risk that the fair value or future cash flows of a financial
instrument will fluctuate as a result of changes in market factors. Market
factors include three types of risks: currency risk, interest rate risk and
equity price risk.

Currency risk Currency risk relates to the Corporation, its subsidiaries
and its investment in associates operating in different currencies and
converting non-Canadian earnings at different points in time at different
foreign exchange levels when adverse changesin foreign currency exchange
rates occur.

Power Financial's financial assets are essentially cash and cash equivalents
and fixed income securities. In managing its own cash and cash equivalents,
Power Financial may hold cash balances denominated in foreign currencies
and thus be exposed to fluctuations in exchange rates. In order to protect
against such fluctuations, Power Financial may from time to time enter
into currency-hedging transactions with highly rated financial institutions.
As at December 31, 2011, essentially all of Power Financial's cash and cash
equivalents were denominated in Canadian dollars or in foreign currencies
with currency hedgesin place.

ForLifeco, if theassets backinginsurance and investment contractliabilities
arenot matched by currency, changes in foreign exchange rates can expose
Lifeco to the risk of foreign exchange losses not offset by liability decreases.
Lifeco has net investments in foreign operations. In addition, Lifeco's debt
obligationsare mainly denominated in Canadian dollars. Inaccordance with
IFRS, foreign currency translation gains and losses from net investments
in foreign operations, net of related hedging activities and tax effects, are
recorded in accumulated other comprehensive income. Strengthening or
weakening of the Canadian dollar spot rate compared to the U.S. dollar,
British pound and euro spot rates impacts Lifeco’s total share capital and
surplus. Correspondingly, Lifeco's book value per share and capital ratios
monitored by rating agencies are also impacted. The following policies and
procedures arein place to mitigate Lifeco's exposure to currency risk:

> Lifeco uses financial measures such as constant currency calculations to
monitor the effect of currency translation fluctuations.

> Investments are normally made in the same currency as the liabilities
supported by those investments. Segmented investment guidelines
include maximum tolerances for unhedged currency mismatch exposures.

> Foreign currencyassetsacquired to back liabilities are normally converted
back to the currency of the liability using foreign exchange contracts.

> A10% weakening of the Canadian dollaragainst foreign currencies would
be expected to increase non-participating insurance and investment
contract liabilities and their supporting assets by approximately the
same amount, resulting in an immaterial change to net earnings. A10%
strengthening of the Canadian dollar against foreign currencies would
be expected to decrease non-participating insurance and investment
contract liabilities and their supporting assets by approximately the same
amount, resulting inanimmaterial changein net earnings.

IGM's financial instruments are generally denominated in Canadian dollars,
and do not have significant exposure to changes in foreign exchange rates.

Interest rate risk Interest rate risk is the risk that the fair value of future
cash flows of afinancial instrument will fluctuate because of changesin the

market interest rates.

Power Financial's financial instruments are essentially cash and cash
equivalents, fixed income securities, and long-term debt that do not have
significant exposure to interest rate risk.

For Lifeco, the following policies and procedures are in place to mitigate
exposure to interest rate risk:

> Lifeco utilizes a formal process for managing the matching of assets and
liabilities. This involves grouping general fund assets and liabilities into
segments. Assetsineach segmentare managedinrelation to the liabilities
inthe segment.

> Interest rate risk is managed by investing in assets that are suitable for
the products sold.

> Where these products have benefit or expense payments that are
dependent on inflation (inflation-indexed annuities, pensions and
disability claims), Lifeco generally invests in real return instruments to
hedgeitsreal dollarliability cash flows. Some protection against changes
in the inflation index is achieved as any related change in the fair value
of the assets will be largely offset by a similar change in the fair value of
theliabilities.

> For products with fixed and highly predictable benefit payments,
investments are made in fixed income assets or real estate whose cash
flows closely match the liability product cash flows. Where assets are
not available to match certain cash flows, such as long-tail cash flows,
a portion of these are invested in equities and the rest are duration
matched. Hedging instruments are employed where necessary when
there is a lack of suitable permanent investments to minimize loss
exposure to interest rate changes. To the extent these cash flows are
matched, protection against interest rate change is achieved and any
change in the fair value of the assets will be offset by a similar change in
the fair value of the liabilities.

> For products with less predictable timing of benefit payments,
investmentsare made in fixed income assets with cash flows of a shorter
duration than the anticipated timing of benefit payments or equities,
asdescribed below.

> The risks associated with the mismatch in portfolio duration and cash
flow, asset prepayment exposure and the pace of asset acquisition are
quantified and reviewed regularly.

Projected cash flows from the current assets and liabilities are used in
the Canadian Asset Liability Method to determine insurance contract
liabilities. Valuation assumptions have been made regarding rates of returns
on supporting assets, fixed income, equity and inflation. The valuation
assumptions use best estimates of future reinvestment rates and inflation
assumptionswithanassumed correlation together with margins for adverse
deviation set in accordance with professional standards. These margins
are necessary to provide for possibilities of misestimation and/or future
deterioration in the best estimate assumptions and provide reasonable
assurance that insurance contract liabilities cover a range of possible
outcomes. Margins are reviewed periodically for continued appropriateness.

Projected cash flows from fixed income assets used in actuarial calculations
are reduced to provide for potential asset default losses. The net effective
yield rate reduction averaged 0.19% (0.21% in 2010). The calculation for
future creditlosses onassetsis based on the credit quality of the underlying
asset portfolio.
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Testing under several interest rate scenarios (including increasing and
decreasing rates) is done to assess reinvestment risk.

One way of measuring theinterestrate risk associated with thisassumption
istodetermine the effect on theinsurance and investment contract liabilities
impacting the shareholder earnings of Lifeco of a1% immediate parallel shift
in the yield curve. These interest rate changes will impact the projected
cash flows.

> The effect of an immediate 1% parallel increase in the yield curve would
be to decrease these insurance and investment contract liabilities by
approximately $180 million, causing an increase in net earnings of Lifeco
of approximately $123 million (Power Financial's share—$87 million).

> The effect of an immediate 1% parallel decrease in the yield curve would
be to increase these insurance and investment contract liabilities by
approximately $731million, causing a decrease in net earnings of Lifeco of
approximately $511 million (Power Financial's share—5$360 million).

In addition to the above, if this change in the yield curve persisted for an
extended period therange of the tested scenarios might change. The effect
of animmediate1% parallel decrease orincreasein theyield curve persisting
forayearwould have immaterial additional effects on thereported insurance
and investment contract liabilities.

IGM is exposed to interest rate risk on its loan portfolio, fixed income
securities, Canada Mortgage Bonds and on certain of the derivative financial
instruments used in IGM’s mortgage banking and intermediary operations.

The objective of IGM's asset and liability management is to control interest
rate risk related to its intermediary operations by actively managing its
interest rate exposure. Asat December 31,2011, the total gap between deposit
assets and liabilities was within IGM's trust subsidiaries’ stated guidelines.

IGM utilizes interest rate swaps with Canadian Schedule | chartered bank
counterpartiesinorder toreduce theimpact of fluctuating interestrateson
its mortgage banking operations, as follows:

> IGM has funded fixed rate mortgages with ABCP as part of the
securitization transactions with bank-sponsored securitization trusts.
IGM enters into interest rate swaps with Canadian Schedule | chartered
banks to hedge the risk that ABCP rates rise. However, IGM remains
exposed to the basis risk that ABCP rates are greater than the bankers'
acceptancerates thatitreceives onits hedges.

> IGM has in certain instances funded floating rate mortgages with fixed
rate Canada Mortgage Bonds as part of the securitization transactions
under the CMB Program. IGM enters into interest rate swaps with
Canadian Schedule | chartered banks to hedge the risk that the interest
rates earned on floating rate mortgages declines. As previously discussed,
as part of the CMB Program, IGM also is entitled to investment returns
on reinvestment of principal repayments of securitized mortgages and
is obligated to pay Canada Mortgage Bond coupons that are generally
fixed rate. IGM hedges the risk that reinvestment returns decline by
entering into interest rate swaps with Canadian Schedule | chartered
bank counterparties.

> IGM is exposed to the impact that changes in interest rates may have
on the value of its investments in Canada Mortgage Bonds. IGM enters
into interest rate swaps with Canadian Schedule | chartered bank
counterparties to hedge interest rate risk on these bonds.

> IGMisalsoexposed totheimpact that changesininterest rates may have
on thevalue of mortgages held, or committed to, by IGM. IGM may enter
intointerestrate swaps to hedge this risk.

As at December 31, 2011, the impact to annual net earnings of IGM of a
100-basis-point change in interest rates would have been approximately
S4 million (Power Financial’s share—S$3 million). IGM's exposure to and
management of interest rate risk has not changed materially since
December 31, 2010.
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Equity price risk Equity price risk is the uncertainty associated with the
valuation of assets arising from changes in equity markets. To mitigate
equity pricerisk, the Corporationand its subsidiaries have investment policy
guidelines in place that provide for prudent investment in equity markets
within clearly defined limits.

Power Financial's financial instruments are essentially cash and cash
equivalents, fixed income securities, and long-term debt that do not have
exposure to equity price risk.

For Lifeco, therisks associated with segregated fund guarantees have been
mitigated through a hedging program for lifetime Guaranteed Minimum
Withdrawal Benefit guarantees (GMWB) using equity futures, currency
forwards, and interest rate derivatives. For policies with segregated fund
guarantees, Lifeco generally determines insurance contract liabilities at a
conditional tail expectation of 75 (CTE75) level.

Some insurance and investment contract liabilities are supported by
investment properties, common stocks and private equities, for example,
segregated fund productsand products with long-tail cash flows. Generally
these liabilities will fluctuate in line with equity market values. There
will be additional impacts on these liabilities as equity market values
fluctuate. A10% increasein equity markets would be expected to additionally
decrease non-participating insurance and investment contract liabilities
by approximately $27 million, causing an increase in net earnings of Lifeco
of approximately $21 million (Power Financial's share—515 million). A10%
decreasein equity markets would be expected to additionally increase non-
participatinginsurance and investment contract liabilities by approximately
$77 million, causing a decrease in net earnings of Lifeco of approximately
$57 million (Power Financial's share—$40 million).

The best estimate return assumptions for equities are primarily based
on long-term historical averages. Changes in the current market could
result in changes to these assumptions and will impact both asset and
liability cash flows. A1% increase in the best estimate assumption would
be expected to decrease non-participating insurance contract liabilities by
approximately $389 million, causing an increase in net earnings of Lifeco
of approximately $292 million (Power Financial's share—$206 million). A1%
decrease in the best estimate assumption would be expected to increase
non-participating insurance contractliabilities by approximately $424 million,
causing a decrease in net earnings of Lifeco of approximately $316 million
(Power Financial's share—$223 million).

IGM isexposed to equity priceriskonits proprietary investment funds which
are classified as available-for-sale securities. Unrealized gains and losses on
these securities are recorded in other comprehensive income until they are
realized oruntilmanagement of IGM determines thereis objective evidence
of impairment in value, at which time they are recorded in the statements
of earnings.

IGM sponsors a number of deferred compensation arrangements where
payments to participants are linked to the performance of the common
shares of IGM Financial Inc. IGM hedges this risk through the use of forward
agreementsand total return swaps.



NOTE 24 Risk Management

Caution related to risk sensitivities In this document the Corporation
andits subsidiaries have provided estimates of sensitivities and risk exposure
measures for certain risks. These include the sensitivity due to specific
changesininterestratelevels projected and market prices asat thevaluation
date. Actual results can differ significantly from these estimates foravariety
of reasons, including:

> assessment of the circumstances that led to the scenario may lead
to changes in (re)investment approaches and interest rate scenarios
considered;

> changes in actuarial, investment return and future investment activity
assumptions;

> actual experience differing from the assumptions;
> changesin business mix, effective tax rates and other market factors;

> interactionsamong these factorsandassumptionswhen more thanone
changes; and

> thegeneral limitations of internal models.

For these reasons, the sensitivities should only be viewed as directional
estimates of the underlying sensitivities for the respective factors based on
theassumptions outlined below. Given the nature of these calculations, the
Corporation cannot provide assurance that theactualimpact on netearnings
attributed to shareholders will be asindicated.

Segregated funds guaranteed exposure Lifeco offers retail segregated fund products, unitized with profits products and variable annuity products that
provide for certain guarantees thatare tied to the marketvalues of theinvestmentfunds. Asignificant decline in the market value of these funds could increase
Lifeco's liability exposure for providing these guarantees. Lifeco's exposure to these guarantees at the balance sheet date was:

INVESTMENT DEFICIENCY BY BENEFITTYPE

DECEMBER 31, 2011 FAIR VALUE INCOME MATURITY DEATH TOTALM
Canada 22,883 = 42 301 304
United States 8,013 641 = 119 760
Europe 2,214 1 121 134 134
Total 33,110 642 163 554 1,198
INVESTMENT DEFICIENCY BY BENEFITTYPE
DECEMBER 31, 2010 FAIRVALUE INCOME MATURITY DEATH TOTALY
Canada 23,324 - 24 135 137
United States 7,985 342 - 113 454
Europe 2,095 - 118 119 119
Total 33,404 342 142 367 710

[1] Apolicy canonly receive a payout from one of the three trigger events (income election, maturity or death). Total deficiency measures the point-in-time exposure
assuming the most costly trigger event for each policy occurred on December 31, 2011 and December 31, 2010.

NOTE25 Operating and Administrative Expenses

YEARS ENDED DECEMBER 31 2011 2010
Salaries and other employee benefits 2,019 2,041
Amortization and depreciation 170 162
Premium taxes 264 256
Other 553 1,378
3,006 3,837

NOTE 26 Financing Charges
YEARS ENDED DECEMBER 31 2011 2010
Interest on debentures and other borrowings 351 353
Net interest on capital trust securities 33 32
Dividends on preferred shares classified as liabilities - 12
Other 25 35
409 432
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The Corporationandits subsidiaries maintain funded defined benefit pension
plansforcertain employeesandadvisors as wellas unfunded supplementary

Subsidiaries of Lifeco have declared partial windups in respect of certain
defined pension plans, the impact of which has not been reflected in the

employee retirement plans (SERP) for certain employees. The Corporation’s
subsidiaries also maintain defined contribution pension plans for eligible
employees and advisors. The Corporation and its subsidiaries provide post-
employment health, dental and life insurance benefits to eligible retirees
and advisors.

PLAN ASSETS, BENEFIT OBLIGATIONS AND FUNDED STATUS

pension plan accounts.

2011 2010
OTHER POST- OTHER POST-
PENSION EMPLOYMENT PENSION EMPLOYMENT
PLANS BENEFITS PLANS BENEFITS
CHANGE IN FAIR VALUE OF PLAN ASSETS
Fairvalue of plan assets, beginning of year 3,363 = 3,154 -
Expectedreturnon planassets 208 = 195 -
Employee contributions 20 = 20 -
Employer contributions 101 18 96 18
Actuarial gain (losses) (153) - 108 -
Benefits paid (193) (18) (159) (18)
Settlement - - (2) -
Foreign exchange and other 13 - (49) -
Fairvalue of plan assets, end of year 3,359 - 3,363 -
CHANGE IN DEFINED BENEFIT OBLIGATIONS
Defined benefit obligation, beginning of year 3,548 442 3,106 382
Employer current service cost 77 3 59 3
Employee contributions 20 - 20 -
Interest on defined obligations 194 24 189 23
Actuarial (gains) losses 197 (2) 376 51
Benefits paid (193) (18) (159) (18)
Past service cost 6 - 27 2
Settlement - - (2) -
Foreign exchange and other 19 - (68) (1)
Defined benefit obligation, end of year 3,868 449 3,548 442
FUNDED STATUS
Fund surplus (deficit) (509) (449) (185) (442)
Unamortized past service costs 5 (33) 3 (41)
Unamortized net actuarial losses (credits) 599 47 247 51
Unrecognized amount due to limit on asset (71) - (63) -
Accrued benefit asset (liability) 24 (435) 2 (432)
The aggregate accrued benefit obligations of plan assets are as follows:
YEARS ENDED DECEMBER 31 2011 2010
Wholly or partly funded plans 3,491 3,200
Wholly unfunded plans 377 348

The Corporation and its subsidiaries expect to contribute $130 million to their funded and unfunded defined benefit pension and other post-employment

benefit plansin 2012.
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The netaccrued benefit asset (liability) shown above is presented in these financial statements as follows:

2011 2010
OTHER POST- OTHER POST-
PENSION EMPLOYMENT PENSION EMPLOYMENT
AS AT DECEMBER 31 PLANS BENEFITS TOTAL PLANS BENEFITS TOTAL
Accrued benefitasset [Note 10] 456 - 456 355 - 355
Accrued benefit liability [Note 18] (432) (435) (867) (353) (432) (785)
Accrued benefitasset (liability) 24 (435) (411) 2 (432) (430)
PENSION AND OTHER POST-EMPLOYMENT BENEFIT EXPENSE
2011 2010
OTHER POST- OTHER POST-
PENSION EMPLOYMENT PENSION EMPLOYMENT
YEARS ENDED DECEMBER 31 PLANS BENEFITS PLANS BENEFITS
Amounts arising from events in the period
Defined benefit current service cost 97 3 79 3
Employee contribution (20) - (20) -
77 3 59 3
Past service cost recognized 3 (8) 21 (8)
Interest on defined benefit obligations 194 24 189 23
Actuarial (gain) loss recognized (1) 1 20 -
Expected return on plan assets (208) - (195) -
Amount recognized due to limit on asset 8 - (14) -
Amortization corridor 1 - - -
Defined contribution current service cost 29 - 29 -
103 20 109 18
ASSET ALLOCATION BY MAJOR CATEGORY WEIGHTED BY PLAN ASSETS—DEFINED BENEFIT PENSION PLANS
2011 2010
% %
Equity securities 47 51
Debt securities 41 37
All other assets 12 12
100 100

No planassetsaredirectly invested in the Corporation’s or subsidiaries’securities. With respect to Lifeco, planassetsinclude investmentsin segregated funds
managed by subsidiaries of Lifeco of $1,430 million (51,438 million in 2010). Plan assets do not include any property occupied or other assets used by Lifeco.
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SIGNIFICANT ASSUMPTIONS

DEFINED BENEFIT OTHER POST-EMPLOYMENT
PENSION PLANS BENEFITS
% 2011 2010 2011 2010
WEIGHTED AVERAGE ASSUMPTIONS USED TO DETERMINE BENEFIT COST
Discountrate 5.5 6.2 5.5 6.3
Expectedlong-termrate of return on plan assets 6.2 6.3 =
Rate of compensation increase 3.7 3.9 =
WEIGHTED AVERAGE ASSUMPTIONS USED TO DETERMINE ACCRUED BENEFIT OBLIGATION
Discountrate 51 5.5 51 5.5
Rate of compensation increase 3.6 3.7 =
WEIGHTED AVERAGE HEALTHCARE TREND RATES
Initial healthcare trend rate 6.7 7.0
Ultimate healthcare trend rate 4.5 4.5
Year ultimate trend rate is reached 2024 2024

Theoverall expected rate of return on plan assets for the yearis determined
based on long-term market expectations prevailing at the beginning of the
yearforeach asset class, weighted by portfolio allocation, lessan allowance
in respect to all expenses expected to be charged to the fund. Anticipated
future long-term performance of individual asset categories is considered,
reflecting management'’s best estimates of expected future inflation and
expected real yields on fixed income securities and equities. Since the prior
year-end there have been no changes in the method used to determine the
overall expected rate of return. In 2011, the actual return on plan assets was
S55 million ($304 million in 2010).

The period of time over which benefits are assumed to be paid is based
on best estimates of future mortality, including allowances for mortality
improvements. Mortality assumptions are significant in measuring

the defined benefit obligation for defined benefit plans. The mortality
assumptions applied by the Corporation and its subsidiaries take into
consideration average life expectancy, including allowances for future
mortality improvement as appropriate, and reflect variations in such
factors as age, gender and geographic location. The assumptions also take
into consideration an estimation of future improvements in longevity. This
estimate is subject to considerable uncertainty and judgmentis required in
establishing thisassumption.

The mortality tables are reviewed at least annually, and assumptions are
in accordance with accepted actuarial practice in Canada. Emerging plan
experience is reviewed and considered in establishing the best estimate for
future mortality.

IMPACT OF CHANGES TO ASSUMED HEALTHCARE RATES—OTHER POST-EMPLOYMENT BENEFITS

IMPACT ON END-OF-YEAR
ACCRUED POST-EMPLOYMENT
BENEFIT OBLIGATION

IMPACT ON
POST-EMPLOYMENT BENEFIT
SERVICEAND INTEREST COST

2011 2010 2011 2010

1% increase in assumed healthcare cost trend rate 46 45 2 2

1% decrease in assumed healthcare cost trend rate (38) (37) (2) 2)
SUMMARIZED PLAN INFORMATION

DEFINED BENEFIT OTHER POST-EMPLOYMENT

PENSION PLANS BENEFITS

2011 2010 2011 2010

Defined benefit obligation (3,868) (3,548) (449) (442)

Fairvalue of plan assets 3,359 3,363 = -

Funded status of plan (509) (185) (449) (442)

Experience adjustment on plan liabilities (197) (376) 2 (51)

Experience adjustment on plan assets (153) 108 = -
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Inthe normal course of managing exposure tofluctuationsin interest rates, foreign exchange rates, and to market risks, the Corporationand its subsidiaries
are end users of various derivative financial instruments. Contracts are either exchange traded or over-the-counter traded with counterparties that are

credit-worthy financial intermediaries.

The following table summarizes the portfolio of derivative financial instruments of the Corporation and its subsidiaries at December 31:

NOTIONALAMOUNT

TOTAL

1YEAR 1-5 OVER MAXIMUM ESTIMATED
2011 ORLESS YEARS 5YEARS TOTAL CREDIT RISK FAIR VALUE
DERIVATIVES NOT DESIGNATED AS ACCOUNTING HEDGES
Interest rate contracts
Futures—long - 55 - 55 - -
Futures—short - 5 - 5 - -
Swaps 1,021 2,940 1,495 5,456 434 294
Options purchased = 968 139 1,107 54 53
1,021 3,968 1,634 6,623 488 347
Foreign exchange contracts
Forward contracts 224 - - 224 - (1)
Cross-currency swaps 43 1,509 4,693 6,245 551 314
267 1,509 4,693 6,469 551 313
Other derivative contracts
Equity contracts 40 18 - 58 - (16)
Futures—long 7 = = 7 = =
Futures—short 146 2 - 148 - (1)
193 20 = 213 = (17)
1,481 5,497 6,327 13,305 1,039 643
CASH FLOW HEDGES
Interest rate contracts
Swaps = = 31 31 11 11
Foreign exchange contracts
Cross-currency swaps = 10 1,500 1,510 6 (23)
= 10 1,531 1,541 17 (12)
FAIR VALUE HEDGES
Interest rate contracts
Swaps - 10 92 102 - 2)
= 10 92 102 = 2
1,481 5,517 7,950 14,948 1,056 629

POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT 99



NOTE 28

NOTIONALAMOUNT
TOTAL
1YEAR 1-5 OVER MAXIMUM ESTIMATED
2010 ORLESS YEARS SYEARS TOTAL CREDITRISK FAIR VALUE
DERIVATIVES NOT DESIGNATED AS ACCOUNTING HEDGES
Interest rate contracts
Futures—long 57 1 - 58 - -
Futures—short 165 - - 165 - -
Swaps 1,199 3,135 1,321 5,655 250 153
Options purchased 226 846 221 1,293 31 31
1,647 3,982 1,542 7,171 281 184
Foreign exchange contracts
Forward contracts 221 - - 221 5 5
Cross-currency swaps 70 1,284 4,454 5,808 704 589
291 1,284 4,454 6,029 709 594
Other derivative contracts
Equity contracts 43 21 - 64 - (20)
Futures—long 8 - - 8 - -
Futures—short 38 - - 38 - -
89 21 - 110 - (20)
2,027 5,287 5,996 13,310 990 758
CASH FLOW HEDGES
Interest rate contracts
Swaps - - 58 58 12 12
Foreign exchange contracts
Cross-currency swaps - - 1,500 1,500 27 15
- - 1,558 1,558 39 27
FAIR VALUE HEDGES
Interest rate contracts
Swaps 55 - - 55 - -
55 - - 55 - -
2,082 5,287 7,554 14,923 1,029 785

The amount subject to credit risk is limited to the current fair value of the
instrumentswhich areinagain position. The credit risk is presented without
giving effect to any netting agreements or collateral arrangements and
does not reflect actual or expected losses. The total estimated fair value
represents the totalamount that the Corporation and its subsidiaries would
receive (or pay) to terminate all agreements at year-end. However, this
would not result in a gain or loss to the Corporation and its subsidiaries as
the derivative instruments which correlate to certain assets and liabilities
provide offsetting gains orlosses.

Swaps Interest rate swaps, futures and options are used as part of a
portfolio of assets to manage interest rate risk associated with investment
activitiesand insuranceand investment contract liabilities and to reduce the
impact of fluctuating interestrates on the mortgage banking operations and
intermediary operations. Interest rate swap agreements require the periodic
exchange of payments without the exchange of the notional principal
amountonwhich paymentsare based. Changesinfairvaluearerecordedin
netinvestmentincomein the statements of earnings.

Calloptions grant the Corporation andits subsidiaries the right to enterinto
aswap with predetermined fixed-rate payments overa predetermined time
period on the exercise date. Call optionsare used to manage the variability in
futureinterest payments due to a change in credited interest rates and the
related potential change in cash flows due to surrenders. Call options are
also used to hedge minimum rate guarantees.
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Foreign exchange contracts Cross-currency swaps are used in
combination with other investments to manage foreign currency risk
associated with investment activities and insurance and investment
contract liabilities. Under these swaps, principal amounts and fixed and
floating interest payments may be exchanged in different currencies.
The Corporationand its subsidiaries also enterinto certain foreign exchange
forward contracts to hedge certain product liabilities.

Other derivative contracts Equity index swaps, futures and options are
used to hedge certain product liabilities. Equity index swaps are also used
as substitutes for cash instruments and are used to periodically hedge the
market risk associated with certain fee income.

Lifeco may use credit derivatives to manage its credit exposure and for risk
diversificationinits investment portfolio.

IGM also entersinto total return swaps and forward agreements to manage
its exposure to fluctuationsin the total return of its common shares related
to deferred compensation arrangements. Total return swap and forward
agreementsrequire the exchange of net contractual payments periodically or
atmaturity without the exchange of the notional principalamounts on which
the payments are based. Certain of these instruments are not designated
as hedges. Changes in fair value are recorded in operating expenses in the
statements of earnings for those instruments not designated as hedges.



NOTE 29

The following table presents the fair value of the Corporation’s financial instruments using the valuation methods and assumptions described below. Fair
values are management's estimates and are generally calculated using market conditions at a specific point in time and may not reflect future fair values.
The calculations are subjective in nature, involve uncertainties and matters of significant judgment.

DECEMBER 31, DECEMBER 31, JANUARY 1,
2011 2010 2010
CARRYING FAIR CARRYING FAIR CARRYING FAIR
VALUE VALUE VALUE VALUE VALUE VALUE
ASSETS

Cash and cash equivalents 3,385 3,385 3,656 3,656 4,855 4,855
Investments (excluding investment properties) 113,841 116,170 107,033 108,533 101,350 101,916
Funds held by cedinginsurers 9,923 9,923 9,856 9,856 10,984 10,984
Derivative financial instruments 1,056 1,056 1,029 1,029 775 775
Other financial assets 3,539 3,539 3,666 3,666 3,820 3,820
Total financial assets 131,744 134,073 125,240 126,740 121,784 122,350

LIABILITIES
Depositsand certificates 151 152 835 840 907 916
Funds held under reinsurance contracts 169 169 149 149 331 331
Obligation to securitization entities 3,827 3,930 3,505 3,564 3,310 3,349
Debentures and other borrowings 5,888 6,502 6,313 6,823 5,931 6,180
Capital trust securities 533 577 535 596 540 601
Preferred shares of the Corporation = = - - 300 318
Preferred shares of subsidiaries = = - - 199 199
Derivative financial instruments 427 427 244 244 359 359
Otherfinancial liabilities 4,189 4,189 6,167 6,167 5,519 5,519
Total financial liabilities 15,184 15,946 17,748 18,383 17,396 17,772

Fairvalueis determined using the following methods and assumptions:

> Thefairvalue of short-term financial instruments approximates carrying
value due to their short-term maturities. These include cash and cash
equivalents, dividends, interest and other receivables, premiumsin course
of collection, accounts payable, repurchase agreements, dividends and
interest payable, and income tax payable.

> Shares and bonds are valued at quoted market prices, when available.

When a quoted market priceis notreadily available, alternative valuation

methods may be used. For mortgage and loans, bonds, loans and other

receivables, the fair value is determined by discounting the expected
future cash flowsat marketinterestrates forloans with similar credit risks
and maturities (refer to Note 2).

> Depositsand certificates are valued by discounting the contractual cash

flows using marketinterest rates currently offered for deposits with similar

termsand credit risks.

> Obligations to securitization entities are valued by discounting the
expected future cash flows by prevailing market yields for securitiesissued

by these securitization entities having like maturities and characteristics.

> Debenturesand other borrowings are determined by reference to current
market prices for debt with similar terms, risks and maturities.

> Preferred shares are valued using quoted prices from active markets.

> Derivative financial instruments fair values are based on quoted market

prices, where available, prevailing market rates for instruments with

similar characteristics and maturities, or discounted cash flow analysis.

Inaccordance with IFRS7, Financial Instruments—Disclosures, the Corporation’s
assetsand liabilities recorded at fair value have been categorized based upon
thefollowing fair value hierarchy:

> Level 1inputs utilize observable, quoted prices (unadjusted) in active
marketsforidenticalassetsorliabilities that the Corporation has the ability
to access. Financial assets and liabilities utilizing Level Tinputs include
actively exchange-traded equity securities and mutual and segregated
funds which have available pricesinanactive market with no redemption

restrictions. Level Tassets also include liquid open-end investment fund
units, and investments in Government of Canada Bonds and Canada
Mortgage Bonds in instances where there are quoted prices available
from active markets.

> Level 2 inputs utilize other-than-quoted prices included in Level 1 that
are observable for the asset or liability, either directly or indirectly.
Level 2 inputs include quoted prices for similar assets and liabilities in
active markets, and inputs other-than-quoted prices thatare observable
for the asset or liability, such as interest rate and yield curves that are
observable at commonly quoted intervals. The fair values for some
Level 2 securities were obtained from a pricing service. The pricing service
inputsinclude, butare not limited to, benchmark yields, reported trades,
broker/dealer quotes, issuer spreads, two-sided markets, benchmark
securities, offers and reference data. Level 2 securities include those
priced using a matrix which is based on credit quality and average life,
governmentand agency securities, restricted stock, some private bonds
and equities, most investment-grade and high-yield corporate bonds,
most asset-backed securities and most over-the-counter derivatives.

> Level 3inputs are unobservable and include situations where there is
little, if any, market activity for the asset or liability. The prices of the
majority of Level 3 securities were obtained from single-broker quotes
and internal pricing models. Financial assets and liabilities utilizing
Level3inputsinclude certain bonds, certain asset-backed securities, some
private equities and investments in mutual and segregated funds where
there are redemption restrictions, certain over-the-counter derivatives
and restructured notes of the master asset vehicle.

In certain cases, theinputs used to measure fair value may fall into different
levels of the fair value hierarchy. In such cases, the level in the fair value
hierarchy within which the fair value measurement in its entirety falls has
been determined based on the lowest level input that is significant to the
fairvalue measurementinits entirety. The Corporation’'s assessment of the
significance of a particularinput to the fairvalue measurementinits entirety
requires judgment and considers factors specific to the asset or liability.
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NOTE29 Fair Value of Financial Instruments

Thefollowing table presentsinformation about the Corporation’s financial assets and liabilities measured at fairvalue on a recurring basis as of December 31,
2011, December 31, 2010 and January 1, 2010 and indicates the fair value hierarchy of the valuation techniques utilized by the Corporation to determine
such fairvalue:

DECEMBER 31,2011 LEVEL1 LEVEL 2 LEVEL3 TOTAL
ASSETS
Shares
Availableforsale 132 7 1 140
Fairvalue through profitorloss 5,485 3 14 5,502
Bonds
Available for sale = 7,010 40 7,050
Fairvalue through profitorloss 227 61,406 332 61,965
Mortgage and otherloans
Fairvalue through profitorloss = 292 - 292
Derivatives = 1,056 - 1,056
5,844 69,774 387 76,005
LIABILITIES
Derivatives - 350 77 427
Otherliabilities = = 26 26
= 350 103 453
DECEMBER 31, 2010 LEVEL1 LEVEL 2 LEVEL3 TOTAL
ASSETS
Shares
Available for sale 238 9 1 248
Fairvalue through profitorloss 4,947 - 417 5,364
Bonds
Available forsale - 7,251 42 7,293
Fairvalue through profitorloss 638 56,021 340 56,999
Mortgage and other loans
Fairvalue through profitorloss - 224 - 224
Derivatives - 1,027 2 1,029
5,823 64,532 802 71,157
LIABILITIES
Derivatives - 216 28 244
Otherliabilities - - 18 18
- 216 46 262
JANUARY 1, 2010 LEVEL1 LEVEL 2 LEVEL3 TOTAL
ASSETS
Shares
Available for sale 563 1 1 565
Fairvalue through profitorloss 4,783 - 145 4,928
Bonds
Available for sale - 5128 67 5,195
Fairvalue through profitorloss 625 51,761 642 53,028
Mortgage and otherloans
Fairvalue through profitorloss - 241 - 241
Derivatives - 745 30 775
Otherassets 10 7 - 17
5,981 57,883 885 64,749
LIABILITIES
Derivatives - 353 6 359
Other liabilities - - 16 16
- 353 22 375
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NOTE29 Fair Value of Financial Instruments

The following table presents additional information about assets and liabilities measured at fair value on a recurring basis for which the Corporation has
utilized Level 3 inputs to determine fair value for the years ended December 31, 2011 and 2010:

SHARES BONDS
FAIR VALUE FAIR VALUE OTHER
AVAILABLE THROUGH AVAILABLE THROUGH DERIVATIVES, ASSETS
DECEMBER 31, 2011 FOR SALE PROFIT OR LOSS FOR SALE PROFIT OR LOSS NET (LIABILITIES) TOTAL
Balance, beginning of year 1 417 42 340 (26) (18) 756
Total gains (losses)
In net earnings - 35 54 (62) (5) 23
In other comprehensive income = = = = = 2
Purchases - 65 - - - (3) 62
Sales = (6) = (4) - - (10)
Settlements - - (5) (58) 11 - (52)
Transfers out of Level 3 - (497) - - - - (497)
Balance, end of year 1 14 40 332 77) (26) 284
SHARES BONDS
FAIR VALUE FAIR VALUE OTHER
AVAILABLE THROUGH AVAILABLE THROUGH DERIVATIVES, ASSETS
DECEMBER 31, 2010 FORSALE  PROFITOR LOSS FORSALE  PROFITORLOSS NET (LIABILITIES) TOTAL
Balance, beginning of year 1 145 67 642 24 (16) 863
Total gains (losses)
In net earnings - 16 2) 16 (61) 1) (32)
In other comprehensive income - - 2 - - - 2
Purchases - 288 - - 1 (6) 283
Sales - (30) - (76) - - (1006)
Settlements - - (5) (95) 7 5 (88)
Transfersinto Level 3 - - - 5 - - 5
Transfers out of Level 3 - 2) (20) (152) 3 - 171)
Balance, end of year 1 417 42 340 (26) (18) 756
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NOTE 30

The following is a reconciliation of the numerators and the denominators used in the computations of earnings per share:

YEARS ENDED DECEMBER 31 2011 2010
Net earnings attributable to shareholders 1,826 1,567
Dividends on perpetual preferred shares (104) (99)
Net earnings attributable to common shareholders 1,722 1,468
Dilutive effect of subsidiaries (12) (7)
Diluted net earnings attributable to common shareholders 1,710 1,461
Weighted average number of common shares outstanding (millions)

—Basic 708.1 707.0

Exercise of stock options 3.0 49

Shares assumed to be repurchased with proceeds from exercise of stock options (2.3) (3.9)
Weighted average number of common shares outstanding (millions)

—Diluted 708.8 708.0

For2011, 6,097,618 stock options (3,623,428 in 2010) have been excluded from the computation of diluted earnings per share as the exercise price was higher

than the market price.

YEARS ENDED DECEMBER 31 2011 2010
Basic earnings per common share ($)
From continuing operations 2.38 2.08
From discontinued operations 0.05 -
2.43 2.08
Diluted earnings per common share ()
From continuing operations 2.36 2.06
From discontinued operations 0.05 -
2.41 2.06
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NOTE31 Contingent Liabilities

The Corporation and its subsidiaries are from time to time subject to legal
actions, including arbitrations and class actions, arising in the normal course
of business. Itis inherently difficult to predict the outcome of any of these
proceedings with certainty, and it is possible that an adverse resolution
could have a material adverse effect on the consolidated financial position of
the Corporation. However, based on information presently known, itis not
expected that any of the existing legal actions, either individually or in the
aggregate, will have a material adverse effect on the consolidated financial
position of the Corporation.

Asubsidiary of Lifeco has declared a partial windup in respect of an Ontario
defined benefit pension plan which will not likely be completed for some time.
The partial windup could involve the distribution of theamount of actuarial
surplus, ifany, attributable to the wound-up portion of the plan. In addition
to the regulatory proceedings involving this partial windup, a related class
action proceeding has been commenced in Ontario related to the partial
windup and three potential partial windups under the plan. The classaction
also challenges the validity of charging expenses to the plan. The provisions
for certain Canadian retirement plans in the amounts of $97 million after
taxestablished by Lifeco's subsidiariesin the third quarter of 2007 have been
reduced to $68 million. Actual results could differ from these estimates.

The Court of Appeal for Ontario released a decision on November 3, 2011in
regard to theinvolvement of the participating accounts of Lifeco subsidiaries
London Lifeand Great-West Life in the financing of the acquisition of London
Insurance Group Inc. in1997 (the "Appeal Decision”).

The Appeal Decision made substantial adjustments to the original trial
judgement (the "Trial Decision”). The impact is expected to be favourable
to Lifeco’s overall financial position. Any monies to be returned to the
participating accounts will be dealt with in accordance with Lifeco’s
participating policyholder dividend policies in the ordinary course of business.
No awards are to be paid out to individual class members.

NOTE32 Commitments and Guarantees

GUARANTEES

In the normal course of operations, the Corporation and its subsidiaries
execute agreements that provide for indemnifications to third parties in
transactions such as business dispositions, businessacquisitions, loansand
securitization transactions. The Corporation and its subsidiaries have also
agreed toindemnify their directors and certain of their officers. The nature of
these agreements precludes the possibility of making areasonable estimate
of the maximum potential amount the Corporation and its subsidiaries
could berequired to pay third parties as the agreements often do not specify
a maximum amount and the amounts are dependent on the outcome of
future contingent events, the nature and likelihood of which cannot be
determined. Historically, the Corporation has not made any payments under
such indemnification agreements. No amounts have been accrued related
tothese agreements.

During the fourth quarter of 2011, in response to the Appeal Decision, Lifeco
re-evaluated and reduced the litigation provision established in the third
quarterof 2010, which positivelyimpacted common shareholder net earnings
of Lifeco by $223 million after tax (Power Financial's share—$158 million).

Regardless of the ultimate outcome of this case, all of the participating policy
contract terms and conditions will continue to be honoured.

Based on information presently known, the Trial Decision, if affirmed on
further appeal, is not expected to have a material adverse effect on the
consolidated financial position of Lifeco.

Subsidiaries of Lifeco have an investment in a U.S.-based private equity
partnership wherein a dispute arose over the terms of the partnership
agreement. Lifecoacquired theinvestmentin 2007 for purchase consideration
of US$350 million. The dispute was resolved on January10, 2012 and Lifeco has
established a provision of $99 million after tax.

In connection with the acquisition of its subsidiary Putnam, Lifeco has
an indemnity from a third party against liabilities arising from certain
litigation and regulatory actions involving Putnam. Putnam continues to
have potential liability for these matters in the event the indemnity is not
honoured. Lifeco expects the indemnity will continue to be honoured and
that any liability of Putnam would not have a material adverse effect on its
consolidated financial position.

SUBSEQUENT EVENT
OnJanuary 3, 2012 the plaintiffs filed an application in the Supreme Court of
Canada for leave to appeal the Appeal Decision.

SYNDICATED LETTERS OF CREDIT

Clientsresiding in the United Statesarerequired, pursuant to theirinsurance
laws, to obtainletters of creditissued on behalf of London Reinsurance Group
(LRG) from approved banks in order to further secure LRG's obligations under
certain reinsurance contracts.

LRG has a syndicated letter of credit facility providing USS650 million in
letters of credit capacity. The facility was arranged in 2010 for a five-year
term expiring November 12, 2015. Under the terms and conditions of the
facility, collateralization may be required if a default under the letter of credit
agreement occurs. LRG has issued US$479 million in letters of credit under
the facility as at December 31, 2011 (US$507 million at December 31, 2010).

In addition, LRG has other bilateral letter of credit facilities totalling
USS18 million (USS18 million in 2010). LRG issued USS7 million in letters
of credit under these facilities as of December 31, 2011 (US$6 million at
December 31, 2010).
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NOTE 32

PLEDGING OF ASSETS

With respect to Lifeco, the amounts of assets which have a security interest by way of pledging is $577 million at December 31, 2011 (5554 million at
December 31,2010 and $595 million at January 1, 2010) in respect of reinsurance agreements.

COMMITMENTS

The Corporation and its subsidiaries enter into operating leases for office space and certain equipment used in the normal course of operations. Lease
payments are charged to operations over the period of use. The future minimum lease paymentsin aggregate and by year are as follows:

2017 AND
2012 2013 2014 2015 2016 THEREAFTER TOTAL
Future lease payments 149 127 106 90 72 166 710
NOTE 33
The ultimate controlling party of the Corporation is Power Corporation of Canada, whichisincorporated and domiciled in Canada.
Principal subsidiaries The financial statements of the Corporation include the operations of the following subsidiaries:
CORPORATION INCORPORATED IN PRIMARY BUSINESS OPERATION % HELD
Great-West Lifeco Inc. Canada Financial services holding company 68.2%
The Great-West Life Assurance Company Canada Insurance and wealth management 100.0%
London Life Insurance Company Canada Insurance and wealth management 100.0%
The Canada Life Assurance Company Canada Insurance and wealth management 100.0%
Great-West Life & Annuity Insurance Company United States Insurance and wealth management 100.0%
Putnam Investments, LLC United States Financial services 97.6%
IGM Financial Inc. Canada Financial services 57.6%
Investors Group Inc. Canada Financial services 100.0%
Mackenzie Financial Corporation Canada Financial services 100.0%
Parjointco N.V. Netherlands Holding company 50.0%
Pargesa Holding SA Switzerland Holding company 56.5%

Balances and transactions between the Corporation and its subsidiaries,
which are related parties of the Corporation, have been eliminated on
consolidation and are not disclosed in this note. Details of transactions
between the Corporation and other related parties are disclosed below.

Transactions with related parties In the normal course of business,
Great-West Life enters into various transactions with related companies
which include providing insurance benefits to other companies within the
Power Financial Corporation group of companies. In all cases, transactions
were at market terms and conditions.

During 2011, IGM sold residential mortgage loans to Great-West Life and
London Life for $202 million (2010—-$226 million).

Key management compensation Key management personnel are
those persons having authority and responsibility for planning, directing
and controlling the activities of the Corporation, directly or indirectly.
The personsincludedin the key management personnelare the members of
the Board of Directors of the Corporation, as well as certain management

executives of the Corporation and subsidiaries.

Thefollowing table describes all compensation paid to, awarded to, or earned by each of the key management personnel for services rendered in all capacities

to the Corporation and its subsidiaries:

YEARS ENDED DECEMBER 31 2011 2010
Short-term employee benefits 15 14
Post-employment benefits 4 12
Share-based payment 9 7

28 33
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NOTE 34 Subsequent Events

On February 23,2012, the Corporation issued 10,000,000 5.5% Non-Cumulative First Preferred Shares, Series R for gross proceeds of $250 million.

On February 22,2012, Lifeco issued 10,000,000 5.4% Non-Cumulative First Preferred Shares, Series P for gross proceeds of $250 million.

NOTE 35 Segmented Information

The following strategic business units constitute the Corporation’s
reportable operating segments:

> Lifecooffers, in Canada, the United Statesand Europe, a wide range of life
insurance, retirement and investment products, as well as reinsurance
and specialty general insurance products, to individuals, businesses and
other private and public organizations.

> |GM offers a comprehensive package of financial planning services and
investment products to its client base. IGM derives its revenues from
arange of sources, but primarily from management fees, which are
charged to its mutual funds for investment advisory and management
services. IGM also earns revenue from fees charged to its mutual funds
foradministrative services.

> Parjointco holds the Corporation’sinterestin Pargesa, a holding company
which holds diversified interests in companies based in Europe active
in various sectors, including specialty minerals, cement and building
materials, water, waste services, energy, and wines and spirits.

> The segment entitled Other is made up of corporate activities of the
Corporation andalsoincludes consolidation elimination entries.

The accounting policies of the operating segments are those described
in Note 2—Basis of Presentation and Summary of Significant Accounting
Policies of the financial statements. The Corporation evaluates the
performance based on the operating segment’s contribution to consolidated
netearnings. Revenuesandassets are attributed to geographicareas based
onthe pointof origin of revenuesand the location of assets. The contribution
to consolidated net earnings of each segmentis calculated after taking into
account theinvestment Lifeco and IGM have in each other.
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NOTE 35

INFORMATION ON PROFIT MEASURE

FOR THE YEAR ENDED DECEMBER 31, 2011 LIFECO IGM  PARJOINTCO OTHER TOTAL
REVENUES
Premium income, net 17,293 = = = 17,293
Investmentincome, net 9,702 161 - (99) 9,764
Feeincome 2,903 2,571 - (131) 5,343
29,898 2,732 = (230) 32,400
EXPENSES
Total paid or credited to policyholders 23,043 = = = 23,043
Commissions 1,548 895 - (131) 2,312
Operating and administrative expenses 2,314 638 = 54 3,006
Financing charges 289 103 = 17 409
27,194 1,636 - (60) 28,770
2,704 1,096 = (170) 3,630
Share of earnings (losses) of investment in associates - - (20) - (20)
Earnings before income taxes—continuing operations 2,704 1,096 (20) (170) 3,610
Income taxes 465 250 = (9) 706
Contribution to net earnings—continuing operations 2,239 846 (20) (161) 2,904
Contribution to net earnings—discontinued operations - 63 - - 63
Contribution to net earnings 2,239 909 (20) (161) 2,967
Attributable to
Non-controlling interests 855 392 - (106) 1,141
Perpetual preferred shareholders - - - 104 104
Common shareholders 1,384 517 (20) (159) 1,722
2,239 909 (20) (161) 2,967
INFORMATION ON ASSETS AND LIABILITIES MEASURE
DECEMBER 31, 2011 LIFECO IGM  PARJOINTCO OTHER TOTAL
Goodwill 5,861 2,925 - - 8,786
Total assets 238,552 10,839 2,222 1,065 252,678
Total liabilities 222,664 6,625 - 574 229,863
GEOGRAPHIC INFORMATION
UNITED
DECEMBER 31, 2011 CANADA STATES EUROPE TOTAL
Invested assets 61,960 27,403 31,064 120,427
Investmentin associates = = 2,222 2,222
Segregated funds for the risk of unit holders 49,622 22,359 24,601 96,582
Otherassets 4,087 3,050 12,501 19,638
Goodwilland intangible assets 10,280 1,769 1,760 13,809
Total assets 125,949 54,581 72,148 252,678
Total revenues 17,064 6,123 9,213 32,400

108 POWER FINANCIAL CORPORATION 2011 ANNUAL REPORT



NOTE 35

INFORMATION ON PROFIT MEASURE

FOR THE YEAR ENDED DECEMBER 31, 2010 LIFECO IGM  PARJOINTCO OTHER TOTAL

REVENUES
Premiumincome, net 17,748 - - - 17,748
Investmentincome, net 9,534 146 - (80) 9,600
Feeincome 2,821 2,468 - (115) 5,174
30,103 2,614 - (195) 32,522

EXPENSES
Total paid or credited to policyholders 23,225 - - - 23,225
Commissions 1,477 854 - (115) 2,216
Operating and administrative expenses 3,150 636 - 51 3,837
Financing charges 288 111 - 33 432
28,140 1,601 - (31) 29,710
1,963 1,013 - (164) 2,812
Share of earnings (losses) of investmentin associates - - 121 - 121
Earnings beforeincome taxes—continuing operations 1,963 1,013 121 (164) 2,933
Income taxes 254 270 - 1) 523
Contribution to net earnings—continuing operations 1,709 743 121 (163) 2,410
Contribution to net earnings—discontinued operations - 2 - - 2
Contribution to net earnings 1,709 745 121 (163) 2,412

Attributable to

Non-controlling interests 600 330 - (85) 845
Perpetual preferred shareholders - - - 99 99
Common shareholders 1,109 415 121 177) 1,468

1,709 745 121 (163) 2,412

INFORMATION ON ASSETS AND LIABILITIES MEASURE

DECEMBER 31, 2010 LIFECO IGM  PARJOINTCO OTHER TOTAL
Goodwill 5,857 2,860 - - 8,717
Total assets 229,221 11,902 2,448 1,073 244,644
Total liabilities 214,605 7,920 - 567 223,092

GEOGRAPHIC INFORMATION

UNITED
DECEMBER 31, 2010 CANADA STATES EUROPE TOTAL
Invested assets 59,203 25,714 28,729 113,646
Investmentin associates - - 2,448 2,448
Segregated funds for the risk of unit holders 50,001 21,189 23,637 94,827
Otherassets 5,066 2,929 11,987 19,982
Goodwilland intangible assets 10,259 1,717 1,765 13,741
Total assets 124,529 51,549 68,566 244,644
Total revenues 16,779 6,522 9,221 32,522
GEOGRAPHIC INFORMATION
UNITED

JANUARY 1, 2010 CANADA STATES EUROPE TOTAL
Invested assets 54,911 24,632 29,277 108,820
Investmentin associates - - 2,829 2,829
Segregated funds for the risk of unit holders 45,006 22,799 19,690 87,495
Otherassets 4,148 13,888 3,228 21,264
Goodwilland intangible assets 10,247 1,721 1,893 13,861
Totalassets 114,312 63,040 56,917 234,269
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Independent Auditor’s Report

TO THE SHAREHOLDERS OF POWER FINANCIAL CORPORATION

We have audited the accompanying consolidated financial statements of Power Financial Corporation, which comprise the consolidated balance sheetsas
at December 31,2011, December 31,2010 and January1,2010, and the consolidated statements of earnings, statements of comprehensive income, statements
of changes in equity and statements of cash flows for the years ended December 31, 2011 and December 31, 2010, and a summary of significant accounting
policies and other explanatory information.

Management'’s Responsibility for the Consolidated Financial Statements
Managementis responsiblefor the preparation and fair presentation of these consolidated financial statementsin accordance with International Financial

Reporting Standards, and for such internal controlas management determinesis necessary to enable the preparation of consolidated 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 consolidated financial statements based on our audits. We conducted our audits 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 consolidated financial statements are free from material misstatement.

Anauditinvolves performing procedures to obtain audit evidence about theamounts and disclosures in the consolidated financial statements. The procedures
selected depend on the auditor'sjudgment, including the assessment of the risks of material misstatement of the consolidated 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 consolidated 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 consolidated financial statements.

We believe that the audit evidence we have obtained in our auditsis sufficient and appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of Power Financial Corporation

at December 31, 2011, December 31, 2010 and January 1, 2010, and its financial performance and its cash flows for the years ended December 31, 2011 and
December 31,2010 in accordance with International Financial Reporting Standards.

Signed,
Deloitte & Touche LLP*

March 14, 2012
Montréal, Québec

! Chartered accountant auditor permit No. 9569
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Power Financial Corporation

PREVIOUS CANADIAN GAAP

DECEMBER 31
[IN MILLIONS OF CANADIAN DOLLARS, EXCEPT PER SHARE AMOUNTS] (UNAUDITED) 2011 2010 2009 2008 2007
Cash and cash equivalents 3,385 3,656 4 855 4,689 5,625
Total assets 252,678 244,644 140,231 141,546 130,114
Shareholders'equity 13,521 12,811 13,207 13,419 12,865
Consolidated assetsand assets under management 496,781 500,181 471,775 452,158 521,439
REVENUES
Premiumincome, net 17,293 17,748 18,033 30,007 18,753
Investmentincome, net 9,764 9,600 9,678 1,163 4,587
Feeincome 5,343 5174 4,998 5,540 5,327
32,400 32,522 32,709 36,710 28,667
EXPENSES
Total paid or credited to policyholders 23,043 23,225 23,809 26,774 19,122
Commissions 2,312 2,216 2,088 2,172 2,236
Operating and administrative expenses 3,006 3,837 3,607 3,675 3,199
Intangible and goodwill impairment - - - 2,178 -
Financing charges 409 432 494 438 408
28,770 29,710 29,998 35,237 24,965
3,630 2,812 2,711 1,473 3,702
Share of earnings (losses) of investment in associates (20) 121 71 (181) 171
Income taxes 706 523 565 16 938
Net earnings—continuing operations 2,904 2,410 2,217 1,276 2,935
Net earnings—discontinued operations 63 2 - 692 203
Net earnings 2,967 2,412 2,217 1,968 3,138
Attributable to
Non-controlling interests 1,141 845 778 631 1,094
Perpetual preferred shareholders 104 99 88 74 75
Common shareholders 1,722 1,468 1,351 1,263 1,969
2,967 2,412 2,217 1,968 3,138
PER SHARE
Operating earnings before other items and discontinued operations 2.44 2.30 2.05 1.98 2.63
Net earnings from discontinued operations 0.05 - - 0.71 0.21
Netearnings 2.43 2.08 1.92 1.79 2.79
Dividends 1.4000 1.4000 1.4000 1.3325 1.1600
Bookvalue at year-end 16.26 15.26 16.27 16.80 16.26
MARKET PRICE (COMMON SHARES)
High 31.98 34.23 31.99 40.94 42.69
Low 23.62 27.00 14.66 20.33 35.81
Year-end 25.54 30.73 31.08 23.90 40.77
EARNINGS EARNINGS
TOTAL NET PER SHARE PER SHARE
[IN MILLIONS OF CANADIAN DOLLARS, EXCEPT PER SHARE AMOUNTS] (UNAUDITED) REVENUES EARNINGS —BASIC —DILUTED
2011
Firstquarter 6,919 616 0.52 0.52
Second quarter 7,784 803 0.72 0.71
Third quarter 9,126 593 0.44 0.44
Fourth quarter 8,571 955 0.75 0.75
2010
Firstquarter 8,937 608 0.51 0.51
Second quarter 7,996 689 0.60 0.59
Third quarter 9,711 485 0.42 0.41
Fourth quarter 5,878 630 0.55 0.55
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Managing Director, Frere-Bourgeois S.A.

Anthony R. Graham, (.o

President, Wittington Investments, Limited

Robert Gratton
Deputy Chairman,
Power Corporation of Canada

V. Peter Harder, L.p.B4
Senior Policy Adviser,
Fraser Milner Casgrain LLP

The Right Honourable
Donald F. Mazankowski*, rc. o.c., 0"
Company Director

1] Member of the Executive Committee

2] Member of the Audit Committee

&

Member of the Compensation Committee

B

Member of the Related Party and Conduct Review Committee

)

Member of the Governance and Nominating Committee
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*

Raymond L. McFeetors*
Vice-Chairman of the Corporation
and Chairman, Great-West Lifeco Inc.

Jerry E.A. Nickerson*®
Chairman of the Board,
H.B. Nickerson & Sons Limited

R. Jeffrey Orrt
President and Chief Executive Officer
of the Corporation

Michel Plessis-Bélair*, rca
Vice-Chairman,
Power Corporation of Canada

Henri-Paul Rousseau*, pH.o.
Vice-Chairman of the Corporation
and of Power Corporation of Canada

Louise Roy, o.qQ.

Invited Fellow, Centre interuniversitaire

de recherche en analyse des organisations
and President, Conseil des arts de Montréal

Raymond Royer, o.c, 0.q, Fcal:2345]
Company Director

T. Timothy Ryan, Jr.
President and Chief Executive Officer,
Securities Industry and Financial Markets Association

Amaury de Seze*
Vice-Chairman of the Corporation

Emd&ke J.E. Szathmary, c.m., o.M, PH.D,, FRsC?
President Emeritus,
University of Manitoba

James W. Burns, o.c,om.

The Honourable P. Michael Pitfield, rc., o.c.

Not standing for re-election



Officers

Paul Desmarais, JR., 0.c., 0.Q. André Desmarais, o.c., 0.Q. R. Jeffrey Orr
Co-Chairman Co-Chairman President and Chief Executive Officer
Raymond L. McFeetors Henri-Paul Rousseau, pH.p. Amaury de Seze
Vice-Chairman Vice-Chairman Vice-Chairman
Philip K. Ryan Edward Johnson Arnaud Vial
Executive Vice-President Senior Vice-President, General Counsel Senior Vice-President
and Chief Financial Officer and Secretary
Jocelyn Lefebvre, c.a. Denis Le Vasseur, c.a. Stéphane Lemay
Managing Director, Vice-President and Controller Vice-President, Assistant General
Power Financial Europe B.V. Counsel and Associate Secretary
Richard Pan Luc Reny, cra
Vice-President Vice-President

Isabelle Morin, c.a.
Treasurer
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Corporate Information

Additional copies of this Annual Report, as well as copies of the annual report of

Power Corporation of Canada, are available from the Secretary:

POWER FINANCIAL CORPORATION

751 Victoria Square or Suite 2600, Richardson Building
Montréal, Québec 1 Lombard Place
Canada H2Y 2J3 Winnipeg, Manitoba

Canada R3B OX5
STOCK LISTINGS
Shares of Power Financial Corporation are listed on the Toronto Stock Exchange:
COMMON SHARES: PWF

FIRST PREFERRED SHARES:

Series A: PWF.PR.A Series Ki  PWF.PR.K
Series D: PWF.PR.E SeriesL:  PWF.PR.L
Series E: PWF.PR.F Series M: - PWF.PR.M
Series F:  PWF.PR.G Series O: PWF.PR.O
Series H: PWF.PR.H Series P:  PWF.PR.P
SeriesI:  PWF.PR.I SeriesR:  PWF.PRR

TRANSFER AGENT AND REGISTRAR
Computershare Investor Services Inc.

Offices in:

Montreal (QC); Toronto (ON)

www.computershare.com

SHAREHOLDER SERVICES
Shareholders with questions relating to the payment of dividends, change of address

and share certificates should contact the Transfer Agent:

Computershare Investor Services Inc.

Shareholder Services

100 University Avenue, 9th Floor

Toronto, Ontario, Canada M5J 2Y1

Telephone: 1-800-564-6253 (toll-free in Canada and the U.S.) or 514-982-7555

www.computershare.com

The trademarks contained in this report are owned by Power Financial Corporation, or a
member of the Power Corporation group of companies™. Trademarks that are not owned by

Power Financial Corporation are used with permission.

WEBSITE

www.powerfinancial.com

Sivous préférez recevoir ce rapport annuel en frangais, veuillez vous adresser au secrétaire :

CORPORATION FINANCIERE POWER

751, square Victoria ou Bureau 2600, Richardson Building
Montréal (Québec) 1Lombard Place
Canada H2Y 2J3 Winnipeg (Manitoba)

Canada R3B 0X5
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Thanks to Calia, 3 years old,
for gracing the cover page

of this annual report.

Design: www.ardoise.com








