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Year in review 2009

Despite a rocky rst quarter, this past year
yielded the best annual performance of the
S&P/TSX since 1983. Its return of 35.1

per cent was only marginally surpassed by
the market recovery experienced that year.
In the United States the S&P 500 nished
7.4 per cent (in C$) above previous year and
international securities, as represented by
the MSCI EAFE Index, grew by 12.5 per cent
(in C$). Even xed income investments
managed to post a positive gain for the year
of 5.4 per cent as corporate spreads, which
had widened out to unprecedented highs,
began to narrow to more normal levels.

The outlook for the global economy improved
as we entered the second half of 2009, led
in part by a rebound in economic activity in
developing countries. At the start of the year,
in the wake of the global nancial crisis,
central banks and governments around

the world implemented sweeping and deep
measures to improve access to capital,
stimulate economies and ght the results

of a recessionary economy. Faced with this
enormous amount of liquidity, global nancial
markets began to rally in early March. As the
year progressed equities in the less developed
markets began to outpace their counterparts
in the developed world. Investors recognized
that most emerging countries had relatively
healthier balance sheets and less exposure
to the problems that had initially caused

the crisis.
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Accompanying this trend was the increasing
weakness in some major developed

market currencies, most notably the U.S.
dollar. Simultaneous to this was a rise in
commodity prices that fuelled additional
currency strength for commodity exporting
nations such as Canada, Australia, Latin
America and the Middle East.

During the rst quarter of 2009 the portfolio
was behind the market as latent 2008
volatility from the upheaval in global capital
markets continued. During the quarter the
Bank of Canada cut its overnight rate by

a full percentage point to 0.5 per cent,

the lowest in its 75-year history. This was
followed by another cut to 0.25 per cent in
April. With oil up 40 per cent in the second
quarter of 2009 and nickel, aluminum and
copper up 61 per cent, 19 per cent and

23 per cent, respectively, Canadian equity
markets roared back with a vengeance.

For the second quarter, the market was

up 20 per cent and the Canadian equity
portfolio, well positioned for a recovery,
was up 23 per cent. During that period
security selection within the portfolio added
value as the portfolio’s holdings within the
materials, nancials, energy and consumer
discretionary sectors all performed well.

In the rst week of the third quarter,
negative sentiment once again gripped
equities, as markets rapidly declined

with investors concerned about the
sustainability of the economic recovery.
However, subsequent quarterly earnings
announcements surprised on the upside
(surpassing analysts’ lowered expectations)
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bringing strength to the market in July that
continued through August and September.
Once again the portfolio was able to
outperform the markets return of 10.6 per
cent by 1.7 per cent in the third quarter.

Economic data during the fourth quarter
continued to show improvement in
business con dence, industrial production
and housing activity. While the markets
ended strong in November and December,
concerns still lingered about unemployment
levels in the United States.

For the year the portfolio outperformed

the market. Security selection in energy,
consumer discretionary and nancials were
the main contributors. Our sector overweight
in telecom services detracted value.

In response to the oil price recovery and
merger activity (Petro Canada merged with
Suncor), Petro-Canada and Canadian natural
resources rose by over 55 per cent adding
to performance. In materials, forest product
companies, Domtar and Cascades rose over
200 per cent on improving operating metrics
and a sentiment change as analysts became
more positive on the companies. Also in
material, Sherritt International and Agrium
added value, bene tting from the recovery
in their underlying commodities (nickel and
fertilizer, respectively).

A big win for the year was our investment

in Gildan Activewear as it doubled from
depressed levels at the height of the market
uncertainty as operation returned to more
normalized levels. Among the nancials,

the banks (which were, and continue to be
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viewed favourably) rose over 50 per cent,
outperforming insurance companies (in
which the portfolio is underweight) that
struggled with reserve requirements and
uncertainty surrounding the adequacy of
their equity levels.

Finally, the portfolio’s underweight in
Research in Motion (RIM) added value;
sentiment turned negative towards the stock
in the fourth quarter as analysts slashed
target prices amid the launch of competing
consumer smart phones. We continue to
believe RIM will command a signi cant share
of the smartphone market in the future, but
believe that beyond the business market (on
which they have a tight grip), the company
will meet with more competition as they
expand further into the consumer market.

2010 Outlook

Our approach of buying companies trading
below their intrinsic value (regardless of
market sentiment) and staying reasonably
diversi ed and patient on the belief that
these underlying valuations will be realized
over time, will not change. We continue to
be positioned to bene t from an economic
recovery with overweight positions in
energy, fertilizer, economically sensitive
materials, banks and telecom services;
and underweight positions in gold, utilities
and pipelines and information technology.

Canada’s scal position and bias to
commodities has brought about a strong
rebound in our equity markets and currency
in 2009. Despite these signi cant moves
also expect equities to advance as the
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current earnings yield (the inverse of the
2010 consensus price-to-earnings multiple
of 15) is attractive when compared to

cash (yields of less than 1 per cent) and
government bonds (10 year Canada’s

yield less than 4 per cent). In addition, as
earnings recover and investors become more
accustomed to this low rate environment, we
believe the market will accept lower earnings
yields resulting in higher equity prices.

/)\%J

Lloyd E. Rowlett, CFA
President

Scheer, Rowlett and Associates
Investment Management Ltd.
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Auditor’s report

To the Policyholders of,

The Canada Life Assurance Company
Canadian Equity Fund (SRA) SF274
(the fund)

We have audited the statement of
investment portfolio of the fund as at

Dec. 31, 2009, the statements of net
assets as at Dec. 31, 2009 and 2008,

and the statements of operations and
changes in net assets for the years then
ended. These nancial statements are the
responsibility of The Canada Life Assurance
Company’s management. Our responsibility
is to express an opinion on these nancial
statements based on our audits.

We conducted our audits in accordance
with Canadian generally accepted auditing
standards. Those standards require that
we plan and perform an audit to obtain
reasonable assurance whether the
nancial statements are free of material
misstatement. An audit includes examining,
on a test basis, evidence supporting the
amounts and disclosures in the nancial
statements. An audit also includes
assessing the accounting principles
used and signi cant estimates made by
management, as well as evaluating the
overall nancial statement presentation.
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In our opinion, these nancial statements
present fairly, in all material respects, the
investment portfolio of the fund and its
nancial positions as at Dec. 31, 2009 and
2008 and the results of its operations and
the changes in its net assets for the years
then ended in accordance with Canadian
generally accepted accounting principles.

Deloike ¢ Douche LLP

Chartered Accountants
Winnipeg, Manitoba
April 23, 2010

Deloitte & Touche LLP
Chartered Accountants
360 Main Street

Suite 2300

Winnipeg, MB R3C 323
Canada

Tel: 204-942-0051
Fax: 204-947-9390

www.deloitte.ca
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Canadian Equity Fund
(SRA) SF274

Statement of changes in net assets
for the years ended Dec. 31

In thousands of dollars 2009 2008

Net assets —
beginning of year 65,998 108,200

Increase (decrease)

in net assets due to

initial adoption of new - -
accounting policy

Policyholder deposits 413 1,203
Policyholder withdrawals  (5,380) (8,471)

Increase (decrease)
from operations 23,565 (34,934)

Change in net assets 18,598 (42,202)

Net assets —
end of year 84,596 65,998
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Statement of net assets as at Dec. 31
Fund of funds (note 3)

In thousands of dollars 2009 2008
Investments

Bonds - -
Stocks - -
Real estate - -

Mortgages and
sales agreements - -

Other - -
Investment fund units 85,081 66,020

Total investments 85,081 66,020

Cash, short-term deposits
and (overdrafts) (62) 2

Investment income
due and accrued - -

Due from (to) The
Canada Life Assurance
Company (note 7) (423) (24)

Due from (to) brokers - -

Due from (to)
outside parties - -

Mortgages on real estate - -
Net assets 84,596 65,998

Adjustment from bid
market prices to last
traded market prices - -

Net assets representing
unitholder equity (at last
traded market price) 84,596 65,998
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Statement of operations
for the years ended Dec. 31

In thousands of dollars 2009 2008
Investment income

Bond interest - -
Dividends 2,134 1,802
Mortgage interest - -
Real estate income - -
Interest on short-term

investments and

miscellaneous

income (loss) 13 1,746
Total investment income 2,147 3,548
Expenses

Management fees
(note 7) 625 815

Real estate expenses - -

Other 45 59
Total expenses 670 874
Net investment income 1,477 2,674
Realized gain (loss) (154) 1,348
Unrealized gain (loss) 22,242 (38,956)

Transaction costs - -

Net realized and

unrealized gain (loss)

from investments and

foreign exchange 22,088 (37,608)

Net increase (decrease)
in net assets resulting
from operations 23,565 (34,934)
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Statement of investment portfolio
as at Dec. 31, 2009

The Canadian Equity Fund (SRA) SF274 holds the
following units in the Canadian Equity Fund:

No. of Average Fair
In thousands of dollars  units cost value

Investment fund units

Scheer Rowlett
Canadian Equity
Fund Pooled 6,182,963 76,045 85,081

Total investments 76,045 85,081

Statement of unit values (note 6)
for years ended Dec. 31

2009 2008

Number of units
outstanding 172,717 184,505

Net asset value per unit  $489.79  $357.77

Earnings per unit $132.02 ($186.13)
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Notes to the nancial

statements (in thousands
of dollars) Dec. 31, 2009

1 The fund

The following fund is offered by The Canada
Life Assurance Company:

Canadian Equity Fund (SRA) SF274

The Canada Life Assurance Company is the
sole issuer of the individual variable insurance
contract providing for investment in this fund.
The assets of the fund are owned by The
Canada Life Assurance Company and are
segregated from other assets. The fund is

not a separate legal entity.

2 Summary of signi cant
account policies

The nancial statements of the fund have
been prepared in accordance with Canadian
generally accepted accounting principles.
The signi cant accounting policies used in
the preparation of these nancial statements
are summarized below.

a) Change in accounting policy

Financial Instruments — Disclosures —
Section 3862

In June 2009, the Canadian Institute of
Chartered Accountants (CICA) amended
Section 3862, Financial Instruments-
Disclosures to include new disclosure
requirements about fair value measurement
for nancial instruments and liquidity risk
disclosures. The amendments to Section
3862 apply to annual nancial statements
for scal years ending after Sept. 30, 2009.
Earlier adoption is permitted.
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The amended standard requires use

of a three level hierarchy methodology
that re ects the signi cance of the

inputs used when determining fair value
measurements for nancial instruments.
Fair value of nancial assets and liabilities
is determined as follows:

Level 1 — determined by reference to
quoted prices in active markets for
identical assets and liabilities;

Level 2 — determined using inputs other
than the quoted prices that are observable
for the asset or liability, either directly or
indirectly; and

Level 3 — determined using inputs that are
not based on observable market data.

b) Short-term investments
Short-term investments are valued at cost,
which approximates fair value.

) Investment fund units

Fair values are determined by the closing
unit value of the underlying fund.

d) Other assets and liabilities
Other short-term nancial assets and
liabilities are recorded at cost. Since these
assets and liabilities are short term in
nature, cost approximates fair value.

e) Recognition of income
The accrual basis of accounting is used
to record all types of investment income
earned and expenses incurred by the fund.

Realized gains (losses) on investments are
recorded upon the sale or maturity of an
asset. Gains are calculated as the excess
of the net proceeds from sale over the
average cost of the investment.
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Unrealized appreciation (depreciation) of
investments is calculated as the in year
change in the excess of fair value over the
original cost of the asset.

Foreign currency translations are calculated
using the exchange rate in effect when

the transaction occurred. The gains and
losses generated by foreign exchange are
recorded in the Statement of operations as
miscellaneous income (loss).

f) Other expenses
Other expenses consist primarily of
securities handling charges. All these
expenses are paid to third parties.

g) Income allocation
Net investment income (loss) of the fund
accrues to each participant through the
appreciation (depreciation) of the net asset
value per unit.

Realized and unrealized capital appreciation
(depreciation) of the fund’s investments
accrue to each participant through an
increase or decrease in the net asset value
per unit.

h) Calculations of unit values
Unit values for the fund are calculated
daily before taking into consideration
policyholders’ premiums received
and payments made during the day.
Transactions with policyholders are then
re ected using the new unit values.

i) Issue and redemption of units
Units are issued and redeemed at their
net asset value per unit established on the
valuation date speci ed by the fund’s rules
and regulations.
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Fund of funds

Fund of funds invest solely in an underlying
investment fund.

As the segregated fund’s assets are invested
in underlying investment fund, the segregated
fund indirectly pays management fees and
operating expenses of the underlying fund. All
such charges are included in the management
expense ratio of the segregated fund.

Capital gain distributions from the underlying
investment fund is shown as miscellaneous
income (loss) on the Statement of operations.

Investment activity can expose the fund of
funds to nancial risk. See Notes to the
Statement of Investment Portfolio on the
Financial Instrument Risk Management.

Management expense
ratio

Management fees are deducted from the
fund on each valuation date based on a
0.74 per cent annualized rate (2008 was
0.74 per cent). These fees cover investment
management and policyholder administration
services. Other expenses such as brokerage
commissions, legal fees and audit fees are
charged directly to the fund as incurred.

The ratio of expenses (other than brokerage
commissions on security transactions)
expressed as a percentage of the average
of the net assets of the fund is as follows
(including GST).

Canadian Equity Fund (SRA) SF274

2009 2008 2007 2006 2005
0.89 0.89 0.89 090 091
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Income taxes

Segregated funds are deemed to be inter-vivos
trusts under the provisions of the Income Tax
Act (Canada). Income of a segregated fund
is deemed to be payable to the policyholders
and therefore the segregated fund will not
have taxable income. In addition, capital gains
and losses are deemed to be those of the
policyholders and not of the trusts. Realized
gains or losses may be reduced by the amount
of gains or losses realized by policyholders on
the redemption of their investment. As a result,
no provision of income tax is required in the
nancial statements of the fund.

Earning per unit

The unit values presented in these nancial
statements re ect the Canadian Securities
Administrators (“CSA”) amendment to its
regulations effective Sept. 8, 2008, such

that the daily Net Asset Value (“NAV”) of an
investment fund may be calculated without
reference to GAAP. The difference reported in
the nancial statements between NAV and Net
Assets is due to the valuation of securities

at bid price for nancial statement purposes
versus the NAV which is typically represented
using the closing price to determine fair value.
There is no difference between the NAV and the
Net Assets of the funds for those funds that
invest entirely in the underlying funds.
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For asset based funds, the difference between
the NAV and the Net Assets of the funds will
be presented on the nancial statement with
an adjustment for bid market prices to last
traded market prices.

Earnings per unit represent the change in net
asset value per unit between the prior year
and current year.

Related party
transactions

a) The Canada Life Assurance Company
provides management, advisory and
administrative services to the fund. In
respect of these services, the fund is
charged a management fee.

b) The amounts shown as “Due from (to)
Canada Life” represent amounts owing
from/to The Canada Life Assurance
Company in respect of outstanding
management fees and uncleared deposits/
withdrawals from the Dec. 31 valuation.
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Notes to the statement
of investment portfolio

a) Risk management

The fund’s investment activities expose it to

a variety of nancial risks. The Statement of
Investments presents the securities held by the
fund as at Dec. 31, 2009. Signi cant risks that
are relevant to the fund are discussed below.

To assist with managing risk, the Manager
maintains a governance structure that oversees
the fund’s investment activities and monitors
compliance with the fund’s stated investment
strategy and securities regulations. Financial
Statements for the underlying funds, which include
discussions about their respective risk exposure,
are available upon request.

b) Liquidity risk

Liquidity risk arises when a fund encounters

dif culty in meeting its nancial obligations as
they come due. The funds are exposed to liquidity
risk due to potential daily cash redemptions of
redeemable units. As the funds primarily invest all
of their net assets in the underlying funds, liquidity
risk is mitigated by the underlying funds’ ability to
meet the obligation to fund daily cash redemptions
of their redeemable units/shares. In addition, the
underlying funds retain suf cient cash and cash
equivalent positions to maintain adequate liquidity.

¢) Currency risk

Currency risk is the risk that nancial instruments
which are denominated or exchanged in a currency
other than the Canadian dollar, which is the fund’s
reporting currency, will uctuate due to changes

in exchange rates. The fund’s investments in all
underlying funds are denominated in Canadian
dollars. However, the underlying funds are exposed
to currency risk to the extent that their investments
are denominated or traded in a foreign currency.
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