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CONSOLIDATED BALANCE SHEETS
as at December 31, 2011, December 31, 2010 and January 1, 2010
(unaudited — US$ millions)

December 31,  December 31, January 1,
Notes 2011 2010 2010
Assets
Holding company cash and investments (including assets pledged for short sale and
derivative obligations — $249.0; December 31, 2010 — $137.4; January 1, 2010 —
5,25 1,026.7 1,540.7 1,251.6
10 17354 1,476.6 1,376.8
2,762.1 3,017.3 2,628.4
Portfolio investments
Subsidiary cash and short term INVESIMENTS..........ccooviiiirieiiiee e 5,25 6,199.2 3,513.9 3,244.8
Bonds (cost $9,515.4; December 31, 2010 — $11,456.9; January 1, 2010 — $10,516.2)....... 5 10,835.2 11,748.2 10,918.3
Preferred stocks (cost $555.6; December 31, 2010 — $567.6; January 1, 2010 — $273.0).... 5 563.3 583.9 292.8
Common stocks (cost $3,867.3; December 31, 2010 — $3,198.0; January 1, 2010 -
BA,08L.1) et ettt ettt b e ere s 5 3,663.1 4,133.3 4,893.2
Investments in associates (fair value $1,271.8; December 31, 2010 — $976.9; January 1,
2000 = $604.3) .ottt e et Rttt enaenenees 5,6 924.3 707.9 423.7
Derivatives and other invested assets (cost $511.4; December 31, 2010 — $403.9;
January 1, 2010 — $122.5)....cuciiciiceiesiee e ne s 5,7 394.6 579.4 142.7
Assets pledged for short sale and derivative obligations (cost $810.1; December 31,
2010 — $698.3; January 1, 2010 — $138.3) ..c.ccveirrieiriiinieie et 57 886.3 709.6 151.5
23,466.0 21,976.2 20,067.0
Deferred premium aCqUISITION COSES........cveriiruiririeiieieieeeie st 11 415.9 357.0 372.0
Recoverable from reinsurers (including recoverables on paid losses — $313.2; December
31, 2010 — $247.2; January 1, 2010 — $262.8) ......cccoveurerieereeieninieereeesee e 9 4,198.1 3,757.0 3,571.1
DETEITEA INCOME TAXES .. .veeeieeiiieitiee e ettt e ettt e e st e e s ettt e e s ebe e e s satesssbbaessbeasssbbsassssbesssbeessssenasasns 18, 29 628.2 490.5 299.5
Goodwill and INtaNGIDIE ASSELS.........cveiiiiiiiie et 12, 27 1,115.2 949.1 438.8
OBNBE ASSELS ...ttt ettt ettt ettt e b et e s e bttt st et et et e s e e bttt e et e et et eneenes 13 821.4 901.0 771.6
33,406.9 31,448.1 28,148.4
Liabilities
SUDSIAIArY INAEDIEANESS .......cviieieieeie e e 15 1.0 2.2 12.1
Accounts payable and accrued liabilities 14 1,656.2 1,263.1 1,290.8
Income taxes payable..........ccoovniiniinenie 18 214 31.7 77.6
Short sale and derivative obligations (including at the holding company — $63.9;
December 31, 2010 — $66.5; January 1, 2010 — $8.9)........ccovvriirinnireeieeeeseeeeiene 5,7 170.2 216.9 57.2
Funds withheld payable t0 FeINSUIEIS........ccoviiiiiiiiieie s 412.6 363.2 354.9
2,261.4 1,877.1 1,792.6
Insurance ConNtract HabIilITIES ........cocoiiiiiiiii e 8 19,719.5 18,170.2 16,418.6
LONG TEIM AEIDL......eiiiiee bbb e 15 3,017.5 2,726.9 2,301.2
22,737.0 20,897.1 18,719.8
Equity 16, 28
Common shareholders’ equity 7,427.9 7,697.9 7,295.2
Preferred StOCK ........cooi it 934.7 934.7 227.2
Shareholders’ equity attributable to shareholders of FairfaX...........cc.ccoceviveiiincieneien, 8,362.6 8,632.6 7,522.4
NON-CONEIOIING INTEIESTS....vivvivietieiice ettt sa e e ereas 45.9 41.3 113.6
TOLAL EOUILY «.veveteeee bbbttt 8,408.5 8,673.9 7,636.0
33,406.9 31,448.1 28,148.4

See accompanying notes.




CONSOLIDATED STATEMENTS OF EARNINGS
for the three and twelve months ended December 31, 2011 and 2010
(unaudited — US$ millions except per share amounts)

Fourth quarter Year ended December 31
_Notes 2011 2010 2011 2010
Revenue
Gross premiums written 23 1,533.5 1,259.9 6,743.5 5,362.9
Net premiums written..... 23 1,287.4 1,073.3 5,607.9 4,449.0
Net premiums earned..... . 23 1,395.5 1,210.9 5,426.9 4,580.6
INterest anNd AIVIAENAS ........c.ciiiiieiie ettt 5 162.1 161.5 705.3 711.5
Share of profit (10SS) Of ASSOCIALES ......vvveveeeriiririeieee e s 5 9.9 18.1 1.8 46.0
Net gains (10sses) 0N iNVESMENTS ........ccovvvvverereenrireseeereinens 5 (914.9) (887.9) 691.2 (3.0)
Excess of fair value of net assets acquired over purchase price . . — (0.4) — 83.1
OBNEI TEVENUE. ...ttt ettt ettt bbbt e et et e R st es et s e e et b et ene s 190.8 159.3 649.8 549.1
823.6 661.5 7,475.0 5,967.3
Expenses
LOSSES ON CIAIMS, GIOSS ....vviveieerereiiireteisisesesess sttt s st b st st s sttt b s s sen et tn 8 1,515.0 1,055.4 5,541.4 4,238.0
Less ceded losses on claims .. 9 (237.8) (168.7) (956.1) (839.3)
Losses on claims, net......... . 1,277.2 886.7 4,585.3 3,398.7
OPETALING EXPENSES ...vveveerrrreeesiseseesssesesesessesesesessssesesesessesesesssssesesassesesesesssesesessssesesessssesesesessssesesessssesesns 24 260.2 278.8 1,148.3 973.5
[0 0100 FSXST 1o N 4 T=1 R 9 217.4 178.5 795.4 707.5
Interest expense . 52.2 52.9 214.0 195.5
ONET EXPENSES ......ouveeiii ittt bbb 24 186.1 1514 740.7 541.0
1,993.1 1,548.3 7.483.7 5,816.2
Earnings (10Ss) DEfOre INCOME TAXES ..........c.euuiiuiuiieiiriineieeie ettt (1,169.5) (886.8) (8.7) 151.1
TGO LAXES ....vveveteeeiteteetete et ete st et e e st e e st et et stese st et et et ese st ebeesebess et eseseebesssteseseebess st ese st ebessstebe s abensstete s stenenearis 18 (398.7) (393.7) (56.5) (186.9)
NEL BAININGS (10SS) ...vuvuviivieciiie ettt ettt ettt bbb a bbbt s s bbbt es bbb st s bt s e bbb aes (770.8) (493.1) 47.8 338.0
Attributable to:
Shareholders Of FAIMTaX ........cocuuiieiiiiiiiiiriii bbb (771.5) (494.4) 451 335.8
NON-CONFOIING INTEFESES........ouiiiiiieici s 0.7 1.3 2.7 2.2
(770.8) (493.1) 47.8 338.0
Net arnings (I0SS) PEI SNATE ..........c.ccuiviiiiieiiei ettt 17 3 (38.47) $  (24.77) $ 031) $ 14.90
Net earnings (10ss) Per dilUted SNATE.............c.ccveveiveiviierieicee st 17 3 (38.47) $ (24.77) $ 031) $ 14.82
Cash dividends PAI PEF SNATE............ccciiiiriiriieiieiieeseieeiee ettt 16 3 — — 8 10.00 $ 10.00
Shares outstanding (000) (Weighted QVETAGJE) ....cvvvrerrrrrriieieiririeeieiseereissee et seenes 16 20,381 20,474 20,405 20,436
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
for the three and twelve months ended December 31, 2011 and 2010
(unaudited — US$ millions)
Fourth quarter Year ended December 31
_Notes 2011 2010 2011 2010
NET BAININGS (0SS).....veetrieiieiieieierist ettt bbbt bbbttt (770.8) (493.1) 47.8 338.0
Other comprehensive income (loss), net of income taxes
Change in unrealized foreign currency translation gains (losses) on foreign operations'®............. 61.7 66.3 (40.8) 121.0
Change in gains and losses on hedge of net investment in foreign subsidiary®................ . 7 (24.1) (21.3) 33.2 (28.2)
Share of other comprehensive income (loss) of associates®........................ . (10.6) 11.9 (7.5) 12.8
Change in actuarial gains and losses on defined benefit plans®.... 20 (22.0) 37.6 (22.6) 30.6
Other comprehensive income (loss), net of income taxes............. . 5.0 94.5 (37.7) 136.2
COMPIrenenSive INCOME (I0SS) ........c.cuiviiirieeieiiieieessesiesies s s e es bbb bbb ssaerea (765.8) (398.6) 104 474.2
Attributable to:
ShArENOIAErS OF FAIMTAX ......vucvuireiiiiiiciiiice e bbbttt (766.6) (400.0) 8.0 4724
Non-controlling interests 0.8 1.4 2.1 1.8
(765.8) (398.6) 101 474.2

(1) Net of income tax expense of $11.7 (2010 — $6.5) and $9.0 (2010 — $11.5) for the fourth quarter and year ended December 31, 2011, respectively.
(2) Net of income tax recovery of nil (2010 — nil) and nil (2010 — nil) for the fourth quarter and year ended December 31, 2011, respectively.

(3) Net of income tax expense of $0.8 (2010 — $2.4) and income tax recovery of $0.8 (2010 — income tax expense of $2.7) for the fourth quarter and year ended
December 31, 2011, respectively.

(4) Net of income tax recovery of $9.0 (2010 — income tax expense of $8.0) and $9.0 (2010 — income tax expense of $5.0) for the fourth quarter and year ended
December 31, 2011, respectively.

See accompanying notes.



CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
for the years ended December 31, 2011 and 2010
(unaudited — US$ millions)

Equity
Accumulated attributable
Multiple Treasury Share- other Common to Non-
Subordinate  voting shares based Retained comprehensive shareholders’ Preferred shareholders controlling  Total
voting shares _shares _(at cost) payments earnings income equity shares of Fairfax interests equity
Balance as of January 1, 2011......... 3,247.5 3.8 (52.4) 3.2 4,394.4 101.4 7,697.9 934.7 8,632.6 413 8,673.9
Net earnings (loss) for the year.......... — — — — 451 — 451 — 451 2.7 47.8

Other comprehensive income, net

of income taxes:
Change in unrealized foreign

currency translation gains (losses)

on foreign operations...................... — — — — — (40.3) (40.3) — (40.3) (0.5) (40.8)
Change in gains and losses on

hedge of net investment in foreign

SUDSIAIArY .....c.ccvevviriniiicneee — — — — — 33.2 33.2 — 33.2 — 33.2
Share of other comprehensive
income (loss) of associates ............. — — — — — (7.5) (7.5) — (7.5) — (7.5)

Change in actuarial gains and

losses on defined benefit plans....... — — — — (22.5) — (22.5) — (22.5) (0.1) (22.6)
Issuance of shares — — 5.7 (1.6) — — 41 — 4.1 — 41
Purchases and amortization ............... 4.2) — (26.0) 11.3 — — (18.9) — (18.9) — (18.9)
Excess over stated value of

common shares purchased for

cancellation ...........cccoeevvvsnnnnnnns — — — — (5.8) — (5.8) — (5.8) — (5.8)
Common share dividends .................. — — — — (205.9) — (205.9) — (205.9) — (205.9)
Preferred share dividends................... — — — — (51.5) — (51.5) — (51.5) — (51.5)
Net changes in capitalization.............. — — — e — — — — — 2.5 2.5
Balance as of December 31, 2011 ... 3,243.3 38 (27) 129 41538 _86.8 14279 934.7 8,362.6 _459 84085
Balance as of January 1, 2010......... 3,054.8 3.8 (28.7) —  4,269.4 (4.1) 7,295.2 227.2 7,522.4 1136  7,636.0
Net earnings (loss) for the year.......... — — — — 335.8 — 335.8 — 335.8 22 338.0

Other comprehensive income, net

of income taxes:
Change in unrealized foreign

currency translation gains (losses)

on foreign operations............c.coe..... — — — — — 120.9 120.9 — 120.9 0.1 1210
Change in gains and losses on

hedge of net investment in

foreign subsidiary ........c.c.coceocvnnne. — — — — — (28.2) (28.2) — (28.2) — (28.2)
Share of other comprehensive
income (loss) of associates............. — — — — — 12.8 12.8 — 12.8 — 12.8

Change in actuarial gains and

losses on defined benefit plans....... — — — — 311 — 31.1 — 311 (0.5) 30.6
Issuance of shares ...........cccoveereenne. 199.8 — 3.1 — — — 202.9 707.5 910.4 — 910.4
Purchases and amortization (7.1) — (26.8) 3.2 — — (30.7) — (30.7) — (30.7)
Excess over stated value of

common shares purchased for

cancellation ...........ccoevevvvnnninees — — — — 9.7 — 9.7 — 9.7 — 9.7
Common share dividends .. — — — — (200.8) — (200.8) — (200.8) — (200.8)
Preferred share dividends................... — — — — (31.4) — (31.4) — (31.4) — (31.4)
Net changes in capitalization.............. — — — — — — — — — (4.8) (4.8)
Other. ..o — — — = — — — — — (69.3) (69.3)
Balance as of December 31, 2010 ...  3,247.5 3.8 52.4 _32 4394 101.4 7,697.9 934.7 8,632 413 8,673.9

See accompanying notes.



CONSOLIDATED STATEMENTS OF CASH FLOWS
for the three and twelve months ended December 31, 2011 and 2010
(unaudited — US$ millions)

Operating activities
NEL EAININGS (I0SS) ..+ veuvereeiietieiert ettt ettt b b bbb
Amortization of premises and equipment and intangible assets
Net bond diSCOUNt AMOITIZALION.........ciiiiiiieiieee e
Amortization of share-based payment awards
Share of (profit) loss of associates
DEferred INCOME tAXES. ... .c.viuieieiiieiesie ittt sttt bbbt neene e
Net (gains) 10SSES 0N INVESIMENTS.......c.viiiirieieieiei sttt ne e
Excess of fair value of net assets acquired over purchase PriCe..........cocvevvreversenneieneennns
Loss on repurchase of 1ong term debt...........covoiiiiiiiiiiiee s
Net (purchases) sales of securities classified as at FVTPL:
Short term investments
BONGS ..ot
Preferred stocks
COMIMON SEOCKS ...ttt bt b e bbbttt b e b e bbb
Net derivatives and short sales

Changes in operating assets and liabilities ...
Cash provided by (used in) operating aCtIVItIES........ccccvoiierieieii e
Investing activities

Net (purchases) sales of investments iN aSSOCIALES .........ccceveieireneriiieese e

Net purchases of premises and equipment and intangible assets...........ccoovvvieiviciiienerieeae.

Net purchase of subsidiaries, net of cash acquired
Cash provided by (used in) investing activities

Financing activities
Subsidiary indebtedness:
ISSUBINCES ...ttt bbbt bt b bbbkt b et bbbt
REPAYIMENT ...ttt bbb r e nne e
Long term debt:
ISSUBINCES ...ttt bbb bbb b bbbt n e
Issuance and consent SOlICItAtION COSES .........cvriiiiiiiieee e
REPAYIMENT ...ttt bttt b e b bt e b e b e e b e bt e e e be e b nne e
Net repurchases of subsidiary securities
Subordinate voting shares:
ISSUBINCES ...ttt b ettt b et b e bt b e st sb e e bt ek sb et et e be s
Issuance costs
REPUICINASES ...ttt ettt ettt sttt e e e reane s
Preferred shares:
ISSUBINCES ...ttt bbbkt b bbbt b et bbbt s
ISSUBINCE COSES ....vuvivitetiieteiete sttt bbbttt
Purchase of subordinate voting shares for treasury
Common share dividends
Preferred share dividends
Cash provided by (used in) financing activities

Increase (decrease) in cash and cash equivalents...........ccccoeovviiiirincicccc e
Cash and cash equivalents — beginning of period
Foreign currenCy tranSIation...........co.oviiiiiiie e

Cash and cash equivalents — end of period

See accompanying notes.

Fourth guarter

Year ended December 31,

Notes 2011 2010 2011 2010
(770.8)  (493.1) 478 338.0
15.5 13.3 59.5 485
(23.0) (14.0)  (69.7) (36.9)
4.0 2.8 11.3 3.2
9.9 (18.1) (1.8) (46.0)

18 (280.3)  (232.7)  (128.1) (203.5)

5 9149 887.9  (691.2) 3.0

21 — 0.4 — (83.1)
— — 1042 23
(1,924.9)  (274.0) (4,098.7) 720.8
2,3715 2162  2,574.6 (92.0)
4.9 1.2) 6.4 (234.4)
(129.4) 20.8 (2.6)  1,619.9
(174.5) _ (625.0) __ 265.6 (985.9)
178 _ (516.7) (1922.7) _ 1.053.9

25 552 _ (213.7) __7012 (14.4)
730 _ (730.4) (12215) _ 10395

6,21  (526) 1424  (130.5) (214.8)
(11.5) (145)  (42.2) (38.6)

21 (29.8) 29.1 276.5 (454.9)
(93.9) _ 157.0 103.8 (708.3)

15
1.0 5.2 10.5 205
(2.3) (135)  (52.4) (31.0)

15
— — 9062 269.6
— — (6.7) (7.8)
(1.6) (2.0)  (762.3) (27.7)
— (70.6) — (75.0)

16
— — — 200.0
— — — (0.3)
— (141)  (10.0) (16.8)

28
— 2950 — 724.0
— (9.0) — (22.8)

28 (8.1) 04)  (26.0) (26.8)

16 — —  (205.9) (200.8)

28 __ (12.6) (12.8) __ (51.5) (31.4)
(23.6) _ 177.8 __(198.1) 7737
(445)  (395.6) (1,315.8)  1,104.9
1,962.7 36581 32751  2,156.9
(8.2) 12.6 (49.3) 13.3

25 19100 _3.2751 _19100 _3.275.1




Index to Notes to Condensed Consolidated Financial Statements

©oOoNoOGA~WDNE

BUSTNESS OPBIALIONS ......c.veitiiteite ettt sttt sttt et b et be skt be e bt e st e ae e beeEeeb e e b e eb £ e Re e R e e s b e eE e A b e eE e AE e SEeeR £ eE £ e meem b e nEeeb e ebe e bt abeeneenbeneeebenbe e 7
S F LY o) B (=TT 01 LA o] OO OSSPSR 7
Summary of Significant ACCOUNTING POIICIES ......cc.ciiiiiiii ettt e e st e besbeeta e e eseeseenbesresreas 7
Critical Accounting EStimates and JUAGMENTS ........ciiiiiieiiie ettt r e e s te st e teeaeeseeseesbeseesbesteabeatae s eseesaenteneeans 20
O T o a0 N LT Tl T OSSOSO 21
INVESTMENTS TN ASSOCIALES .....veveeeieiteieeieste ettt ettt et st ekt b e et sb e e ke sb e st ek s b e st ek e sb e st ebe e eb e ebe e e e b e ebe et e b e ebe s e et e ebeneebeabeneereabeneas 25
Short Sale and DeriVatiVe TIANSACLIONS ......c.ciuiiiiriiiitirieieite ettt se ettt ettt e st s bt e st st e b esesbe st e st s b e st e st abesbe e ebenbns 26
INSUrANCE CONIACT LIADTITIES .....eviicteiteeecte et et b ettt b e et b ettt b et et eeb et et e eb et ebeabe e ebeabe e 28
REINSUINCE ... e te ettt ettt ettt et e e st e e s te e s te e tesaeesbeeebe e beeabeeabe st s e be e beesbeesaesbeesbeesbeeateeaseebe e beeabeenbeeabestsesbeeabaebeesbesneesaeeareebeenes 28
INSUFANCE CONLFACE RECEIVADIES ......c.viiiiieceicieece e ettt et e e te st e be e beete e st e st e seesbesbeebeereeneeneeseestenreanens 30
Deferred Premium ACGUISTTION COSES .......eiiiiiiiiiite ittt sttt sttt e st e e e e e beseesbesbeebeebesReab e e s ebesaesbeebeameaneeseenbesbeenenes 30
GOOAWIll @Nd INEANGIDIE ASSELS ...ttt ettt e bbb bt e s e b e e bt e b e bt e b e e aeen b e sbeeb e s beebeabe e e e benaesbenbe e 31
(O] 10T ] (OSSPSR 31
Accounts Payable and ACCIUE LiaDIlITIES..........c.civiiiic ittt e e e b e st e te s besteeseeseeseesbenreseens 31
Subsidiary Indebtedness, Long Term Debt and Credit FACHHTIES ..........ccoviiiiiicieicie e 32
QLI L= I = 0L S 34
L T T0 TSN LC ] T 35
a0l ] 0TI 1o V=L TSP SR PPV URPROPUPPRTPRPROIN 35
ContingenCies AN COMMUIMIENTS. .. ....vcieieiteiese ettt e e s e e e e see st e s teaseeseeseesseseesbesbeaaeeseeseenseseeabesteaneaseensensenennrenreans 37
Pensions and POSt RetiremMENt BENETITS ........ciiiiiiiieieie ettt st s et et et sbe e e st enae st e teseeereenes 38
ACUISTTIONS GNU DIVESTITUIES ... vttt ettt b e st eb bbbt s e bt e b e ekt e b e ekt eb e e et e ebeneeb e ebenbebeebenrebeebe e 38
FINancial RISK MANAGJEIMENT. ........ciuiiiiiiieiit ettt bbb b s b b h bt s e bbbt e bt bbbt et e st b nes 41
RLTo Lol oL t=To I [y (T4 0t Ui o] o OSSO 50
XSS ..ottt ettt bbb e et R e e Re e ehe e R £ oAb e eR b e eE £ e eR£ e Ee oA Rt oA £ e SRR e eRE e ARe £ ARe e b £ oA R e AR beeE R e eE e e eEe e ke e ReeRneeneeeneenreenes 56
Supplementary Cash FIOW INFOIMALION .........cuiiiiiiiiiie e e bbbttt ee b e bt sb et e bt ese e s e besaesbe e e 57
Transition from Canadian GAAP to International Financial Reporting Standards ...........cccccevveveieieiesie s 58

Additional Annual Disclosures under IFRS for 2010

27.
28.
29.
30.
31.
32.

LCToT0 1o VT L=Vl Il e Yo T o] L= ANt S 67
TOTAI EGUILY ..ottt bbbtk b et b bt b e b et e bt S h et e b A E et e bt e b et e bt b e R £ e bt b e Rt e bt bRt b e bt be bt b n e 67
1000 T I VPSPPSR 69
Pensions and POSt RetiremMENt BENETITS ........oiiiiiiiieieie sttt s et et et st reeneenee st e bestesneenes 69
Financial LiabilitieS MatUrity PrOTIlE ... ..ottt b e bbbt se bbb ens 71
] Fo Lol o g YA T 7: (o [0 LSOO SRS 72



Notes to Condensed Consolidated Financial Statements
for the three and twelve months ended December 31, 2011 and 2010
(unaudited — in US$ and $ millions except per share amounts and as otherwise indicated)

1. Business Operations

Fairfax Financial Holdings Limited (“the company” or “Fairfax”) is a financial services holding company which, through its
subsidiaries, is principally engaged in property and casualty insurance and reinsurance and the associated investment management.
The holding company is federally incorporated and domiciled in Ontario, Canada.

2. Basis of Presentation

These condensed consolidated financial statements of the company include financial information as at December 31, 2011, the
company’s year-end, and for the three months and year ended December 31, 2011. While these condensed consolidated financial
statements are not interim financial statements as defined by International Accounting Standard 34 Interim Financial Reporting,
management has prepared these condensed consolidated financial statements using the recognition, measurement, presentation and
disclosure principles of this standard. These condensed consolidated financial statements do not represent the annual financial
statements of the company prepared in accordance with International Financial Reporting Standards (“IFRS”) as issued by the
International Accounting Standards Board (“IASB™). These condensed consolidated financial statements also do not represent annual
financial statements or interim financial reports required under securities regulatory requirements. The company expects to issue its
first audited annual consolidated financial statements prepared in accordance with IFRS as issued by the IASB in March 2012.

Where IFRS does not contain clear guidance governing the accounting treatment of certain transactions including those that are
specific to insurance products, IFRS requires judgment in developing and applying an accounting policy, which may include reference
to another comprehensive body of accounting principles. In these cases, the company considers the hierarchy of guidance in
International Accounting Standard 8 Accounting Policies, Changes in Accounting Estimates and Errors and may refer to accounting
principles generally accepted in the United States (“US GAAP”). These condensed consolidated financial statements have been
prepared on a historical cost basis, except for derivative financial instruments and as at fair value through profit and loss (“FVTPL”)
financial assets and liabilities that have been measured at fair value.

The preparation of these condensed consolidated financial statements requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities at the date of the condensed consolidated financial statements, the reported
amounts of revenue and expenses during the reporting periods covered by the condensed consolidated financial statements and the
related disclosures. Critical accounting estimates and judgments are described in note 4.

As a financial services holding company, the condensed consolidated balance sheet is presented on a non-classified basis. Assets
expected to be realized and liabilities expected to be settled within the company’s normal operating cycle of one year would typically
be considered as current, including the following balances: cash, short term investments, insurance contract receivables, deferred
premium acquisition costs, subsidiary indebtedness, income taxes payable, and short sale and derivative obligations.

The following balances are generally considered as non-current: deferred income taxes and goodwill and intangible assets.

The following balances are generally comprised of current and non-current amounts: bonds, preferred and common stocks, derivatives
and other invested assets, recoverable from reinsurers, other assets, accounts payable and accrued liabilities, funds withheld payable to
reinsurers, insurance contract liabilities and long term debt.

Reconciliations and explanations of the impact of the transition from Canadian Generally Accepted Accounting Principles (“Canadian
GAAP”) to IFRS as at January 1, 2010 on the financial position and financial results of the company are provided in note 26.
Additional disclosures prepared in accordance with IFRS for the comparative annual period have been included in notes 27 to 32. In
these condensed consolidated financial statements the term *Canadian GAAP’ refers to Canadian GAAP before the adoption of IFRS.

These condensed consolidated financial statements should be read in conjunction with the company’s Canadian GAAP annual
consolidated financial statements for the year ended December 31, 2010.

3. Summary of Significant Accounting Policies

The principal accounting policies applied to the presentation of these condensed consolidated financial statements are set out below.
These policies have been consistently applied to all periods presented unless otherwise stated.



Principles of consolidation

Subsidiaries — The company’s condensed consolidated financial statements include the assets, liabilities, equity, revenues, expenses
and cash flows of the holding company and its subsidiaries. A subsidiary is an entity which is controlled, directly or indirectly,
through ownership of more than 50% of the outstanding voting rights, or where Fairfax otherwise has the power to govern the
financial and operating policies of the entity so as to obtain benefits from its activities. Assessment of control is based on the
substance of the relationship between the company and the entity and includes consideration of both existing voting rights and, if
applicable, potential voting rights that are currently exercisable and convertible. The operating results of subsidiaries acquired are
included in the condensed consolidated financial statements from the date of acquisition. The operating results of subsidiaries that
have been divested during the year are included up to the date control ceased and any difference between the fair value of the
consideration received and the carrying value of the subsidiary are recognized in the consolidated statement of earnings. All
intercompany balances, profits and transactions are eliminated in full.

The condensed consolidated financial statements are prepared as of December 31, based on individual company financial statements at
the same date. Accounting policies of subsidiaries have been aligned where necessary to ensure consistency with those of Fairfax. The
condensed consolidated financial statements include the accounts of the company and all of its subsidiaries at December 31, 2011. The
principal subsidiaries are:

Canadian Insurance Reinsurance and Insurance
Northbridge Financial Corporation (Northbridge) Odyssey Re Holdings Corp. (OdysseyRe)
Advent Capital (Holdings) PLC (Advent)
U.S. Insurance Polskie Towarzystwo Reasekuracji Spolka Akcyjna (Polish Re)
Crum & Forster Holdings Corp. (Crum & Forster) Fairfax Brasil Seguros Corporativos S.A. (Fairfax Brasil)
Zenith National Insurance Corp. (Zenith National) Group Re, which underwrites business in:
CRC Reinsurance Limited (CRC Re)
Asian Insurance Wentworth Insurance Company Ltd. (Wentworth)
Fairfax Asia consists of:
Falcon Insurance Company Limited (Falcon) Other
First Capital Insurance Limited (First Capital) Hamblin Watsa Investment Counsel Ltd.
The Pacific Insurance Berhad (Pacific Insurance) (Hamblin Watsa) (investment management)
ICICI Lombard General Insurance Company Limited Ridley Inc. (Ridley) (animal nutrition)
(26% equity accounted interest) (ICICI Lombard) William Ashley China Corporation (William Ashley)
(retailer of tableware and gifts)
Runoff Sporting Life Inc. (Sporting Life)
TIG Insurance Company (TIG) (retailer of sporting goods and sports apparel)

Fairmont Specialty Group Inc. (Fairmont)

General Fidelity Insurance Company (GFIC)
Clearwater Insurance Company (Clearwater)

Valiant Insurance Company (Valiant)

RiverStone Insurance (UK) Limited (RiverStone (UK))
RiverStone Managing Agency Limited

nSpire Re Limited (nSpire Re)

All subsidiaries are wholly-owned except for Ridley, First Capital and Sporting Life with 73.6%, 97.7% and 75.0% ownership
interests, respectively (December 31, 2010 — 73.5%, 97.7% and nil, respectively). Pursuant to the transactions described in note 21,
the company acquired 100% ownership interests in First Mercury Financial Corporation (“First Mercury”) and Pacific Insurance
during the first quarter of 2011, 100% ownership interest in William Ashley during the third quarter of 2011, 75.0% ownership
interest in Sporting Life during the fourth quarter of 2011, and 100% ownership interests in Zenith National and GFIC during 2010.

The holding company is a financial services holding company with significant liquid resources that are generally not restricted by
insurance regulators. The operating subsidiaries are primarily insurers and reinsurers that are often subject to a wide variety of
insurance and other laws and regulations that vary by jurisdiction and are intended to protect policyholders rather than investors.
These laws and regulations may limit the ability of operating subsidiaries to pay dividends or make distributions to parent companies.
The company’s consolidated balance sheet and consolidated statement of cash flows therefore make a distinction in classification
between the holding company and the operating subsidiaries for cash and short term investments to provide additional insight into the
company’s liquidity, financial leverage and capital structure.

Non-controlling interests — A non-controlling interest is initially recognized at the proportionate share of the identifiable net assets of
the subsidiary on the date of its acquisition and is subsequently adjusted for the non-controlling interest’s share in changes of the
acquired subsidiary’s earnings and capital. Effects of transactions with non-controlling interests are recorded in equity if there is no
change in control.



Investments in associates — Investments in associates are accounted for using the equity method and are comprised of investments in
corporations, limited partnerships and trusts where the company has the ability to exercise significant influence but not control.
Significant influence is generally presumed to exist when the company owns, directly or indirectly, between 20% and 50% of the
outstanding voting rights of the investee. Assessment of significant influence is based on the substance of the relationship between the
company and the investee and includes consideration of both existing voting rights and, if applicable, potential voting rights that are
currently exercisable and convertible. These investments are reported in investments in associates in the consolidated balance sheets,
with the company’s share of profit (loss) and other comprehensive income (loss) of the associate reported in the corresponding line in
the consolidated statement of earnings and consolidated statement of comprehensive income, respectively. Gains and losses realized
on dispositions and charges to reflect impairment in the value of associates are included in net gains (losses) on investments. Under
the equity method of accounting, an investment in associate is initially recognized at cost and adjusted thereafter for the post-
acquisition change in the company’s share of net assets of the associate. Any excess of the cost of acquisition over the company’s
share of the net fair value of the identifiable assets, liabilities and contingent liabilities at the date of acquisition is recognized as
goodwill, and is included in the carrying value of the associate. Foreign associates are translated in the same manner as foreign
subsidiaries. When the company’s share of losses in an associate equals or exceeds its investment in the associate, the company does
not record further losses unless it has incurred obligations on behalf of the associate.

At each reporting date, and more frequently when conditions warrant, management assesses investments in associates for potential
impairment. If management’s assessment indicates that there is objective evidence of impairment, the associate is written down to its
recoverable amount, which is determined as the higher of its fair value less costs to sell and its value in use. Previously recognized
impairment losses are reversed when there is evidence that there has been a change in the estimates used to determine the associate’s
recoverable amount since the recognition of the last impairment loss. The reversal is recognized in the consolidated statement of
earnings to the extent that the carrying value of the associate after reversal does not exceed the carrying value that would have been
determined had no impairment loss been recognized in previous periods. Impairment losses and reversal of impairments are
recognized in net gains (losses) on investments in the consolidated statement of earnings.

The most recent available financial statements of associates are used in applying the equity method. The difference between the end of
the reporting period of the associates and that of the company is generally no more than three months. Adjustments are made for the
effects of significant transactions or events that occur between the dates of the associates’ financial statements and the date of the
company’s financial statements.

Business combinations

Business combinations are accounted for using the acquisition method of accounting. Under the acquisition method of accounting, the
consideration transferred in a business combination is measured at fair value at the date of acquisition. This consideration includes any
cash paid plus the fair value at the date of exchange of assets given, liabilities incurred and equity instruments issued by the company
or its subsidiaries. The consideration transferred also includes contingent consideration arrangements recorded at fair value. Directly
attributable acquisition-related costs are expensed in the current period and reported within operating expenses. At the date of
acquisition, the company recognizes the identifiable assets acquired, the liabilities assumed and any non-controlling interest in the
acquired business. The identifiable assets acquired and liabilities assumed are initially recognized at fair value. To the extent that the
consideration transferred is less than the fair value of identifiable net assets acquired, the excess is recognized in the consolidated
statement of earnings.

Any pre-existing equity interests in an acquiree are re-measured to fair value at the date of the business combination and any resulting
gain or loss is recognized in the consolidated statement of earnings.

Goodwill and intangible assets

Goodwill — Goodwill is recorded as the excess of consideration transferred over the fair value of the identifiable net assets acquired in
a business combination, less accumulated impairment charges, and is allocated to the cash-generating units expected to benefit from
the acquisition for the purpose of impairment testing. These cash-generating units represent the lowest level at which goodwill is
monitored for internal management purposes. On an annual basis or more frequently if there are potential indicators of impairment,
the carrying value of a cash-generating unit, including its allocated goodwill, is compared to its recoverable amount, which is the
higher of its fair value less costs to sell and its value in use. Goodwill impairment is measured as the excess of the carrying amount
over the recoverable amount of a cash-generating unit, and is charged to operating expenses in the consolidated statement of earnings.
Impairment charges cannot be reversed for subsequent increases in a cash-generating unit’s recoverable amount. The estimated
recoverable amounts are sensitive to the assumptions used in the valuations.

Goodwill is derecognized on disposal of a cash-generating unit to which goodwill was previously allocated, with the difference
between the proceeds and carrying value of the cash-generating unit (inclusive of goodwill and unrealized balances recorded in
accumulated other comprehensive income) recorded in the consolidated statement of earnings.



Intangible assets — Intangible assets are comprised primarily of customer and broker relationships, brand names, computer software
(including enterprise systems) and other acquired identifiable non-monetary assets without physical form.

Intangible assets are initially recognized at cost (fair value when acquired through a business combination) and are subsequently
measured at cost less accumulated amortization and impairment, where amortization is calculated using the straight-line method based
on the estimated useful life of those intangible assets with a finite life. The intended use, expected life and economic benefit to be
derived from intangible assets with a finite life are re-evaluated by the company when there are potential indicators of impairment.
Indefinite-lived intangible assets are not subject to amortization but are assessed for impairment on an annual basis or more frequently
if there are potential indicators of impairment. If events or changes in circumstances indicate that a previously recognized impairment
loss has decreased or no longer exists, a reversal is recognized in the consolidated statement of earnings to the extent that the carrying
amount of the intangible asset after reversal does not exceed the carrying amount that would have been had no impairment taken
place.

The estimated useful lives of the company’s intangible assets are as follows:

Customer and broker relationships. ..o 8 to 20 years
Brand NAMES.........ooviiiiiiiiee e Indefinite
COMPULET SOTEWAIE ...ttt 3to 15 years

Brand names are considered to be indefinite-lived based on their strength, history and expected future use.
Foreign currency translation

Functional and presentation currency — The condensed consolidated financial statements are presented in U.S. dollars which is the
holding company’s functional currency and the presentation currency of the consolidated group.

Transactions and items in the consolidated balance sheet in foreign currencies — Foreign currency transactions are translated into
the functional currencies of the holding company and its subsidiaries using the exchange rates prevailing at the dates of the
transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation at year-end
exchange rates of monetary assets and liabilities denominated in foreign currencies are recognized in the consolidated statement of
earnings. Non-monetary items carried at cost are translated using the exchange rate at the date of the transaction. Non-monetary items
carried at fair value are translated at the date the fair value is determined.

Translation of foreign subsidiaries — The functional currencies of some of the company’s subsidiaries (principally in Canada, the
United Kingdom and Asia) differ from the consolidated group U.S. dollar presentation currency. As a result, the assets and liabilities
of these subsidiaries are translated on consolidation at the rates of exchange prevailing at the balance sheet date. Revenues and
expenses are translated at the average rate of exchange for the period. The net unrealized gain or loss resulting from this translation is
recognized in accumulated other comprehensive income.

On consolidation, translation gains and losses arising from the translation of a monetary item that forms part of the net investment in a
foreign subsidiary are recognized in accumulated other comprehensive income. Upon disposal of an investment in a foreign
subsidiary, the related net translation gain or loss is reclassified from accumulated other comprehensive income to the consolidated
statement of earnings as a component of the net gain or loss on disposition.

Goodwill and fair value adjustments arising on the acquisition of a foreign subsidiary are treated as assets and liabilities of that foreign
subsidiary and translated at the rates of exchange prevailing at the balance sheet date and translation gains and losses are recognized in
accumulated other comprehensive income.

Net investment hedge — In a net investment hedging relationship, the gains and losses relating to the effective portion of the hedge
are recorded in other comprehensive income. The gains and losses relating to the ineffective portion of the hedge are recorded in net
gains (losses) on investments in the consolidated statement of earnings. Gains and losses in accumulated other comprehensive income
are recognized in net earnings when the hedged net investment in a foreign subsidiary is reduced.

Comprehensive income (loss)

Comprehensive income (loss) consists of net earnings (loss) and other comprehensive income (loss) and includes all changes in total
equity during a period, except for those resulting from investments by owners and distributions to owners. Unrealized foreign currency
translation amounts arising from foreign subsidiaries and associates that do not have U.S. dollar functional currencies and changes in
the fair value of the effective portion of cash flow hedging instruments on hedges of net investments in foreign subsidiaries are
recorded in the consolidated statement of comprehensive income (loss) and included in accumulated other comprehensive income
(loss) until recognized in the consolidated statement of earnings. Accumulated other comprehensive income (loss) (net of income
taxes) is included on the consolidated balance sheet as a component of common shareholders’ equity. Actuarial gains and losses and
changes in asset limitation amounts on defined benefit pension and post retirement plans are recorded in other comprehensive income
(loss) and subsequently included in retained earnings.
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Consolidated statement of cash flows

The company’s consolidated statements of cash flows are prepared in accordance with the indirect method, classifying cash flows as
cash flows from operating, investing and financing activities.

Cash and cash equivalents — Cash and cash equivalents consist of holding company and subsidiary cash and short term highly liquid
investments that are readily convertible into cash and have maturities of three months or less when purchased and exclude cash and
short term highly liquid investments that are restricted. Cash and cash equivalents includes cash on hand, demand deposits with banks
and other short term highly liquid investments with maturities of three months or less when purchased. The carrying value of cash and
cash equivalents approximates fair value.

Investments

Investments include cash and cash equivalents, short term investments, non-derivative financial assets, derivatives, real estate held for
investment and investments in associates. Management determines the appropriate classifications of investments in fixed income and
equity securities at their acquisition date.

Classification of non-derivative financial assets — Investments in equity instruments and those debt instruments that do not meet the
criteria for amortized cost (see below) are classified as at fair value through profit or loss (“FVTPL”). Financial assets at FVTPL are
carried at fair value on the consolidated balance sheet with realized and unrealized gains and losses recorded in net gains (losses) on
investments in the consolidated statement of earnings and as an operating activity in the consolidated statement of cash flows.
Dividends and interest earned, net of interest incurred are included in the consolidated statement of earnings in interest and dividends
and as an operating activity in the consolidated statement of cash flows except for interest income from mortgage backed securities.
Interest income from mortgage backed securities is included in net gains (losses) on investments in the consolidated statement of
earnings and as an operating activity in the consolidated statement of cash flows.

A debt instrument is measured at amortized cost if (i) the objective of the company’s business model is to hold the instrument in order
to collect contractual cash flows and (ii) the contractual terms of the instrument give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding. Alternatively, debt instruments that meet the criteria for
amortized cost may be designated as at FVTPL on initial recognition if doing so eliminates or significantly reduces an accounting
mismatch. The company’s business model currently does not permit any of its investments in debt instruments to be measured at
amortized cost.

Investments in equity instruments that are not held for trading may be irrevocably designated at fair value through other
comprehensive income (“FVTOCI”) on initial recognition. The company has not designated any of its equity instruments at FVTOCI.

Recognition and measurement of non-derivative financial assets — The company recognizes purchases and sales of financial assets
on the trade date, which is the date on which the company commits to purchase or sell the asset. Transactions pending settlement are
reflected in the consolidated balance sheet in other assets or in accounts payable and accrued liabilities.

Transaction costs related to financial assets classified or designated as at FVTPL are expensed as incurred.

A financial asset is derecognized when the rights to receive cash flows from the investment have expired or have been transferred and
when the company has transferred substantially the risks and rewards of ownership of the asset.

Determination of fair value — Fair values for substantially all of the company’s financial instruments are measured using market or
income approaches. Considerable judgment may be required in interpreting market data used to develop the estimates of fair value.
Accordingly, actual values realized in future market transactions may differ from the estimates presented in these condensed
consolidated financial statements. The use of different market assumptions and/or estimation methodologies may have a material
effect on the estimated fair values. The fair values of financial instruments are based on bid prices for financial assets and ask prices
for financial liabilities. The company categorizes its fair value measurements according to a three level hierarchy described below:

Level 1 — Inputs represent unadjusted quoted prices for identical instruments exchanged in active markets. The fair values of
the majority of the company’s common stocks, equity call options and certain warrants are based on published quotes in
active markets.

Level 2 — Inputs include directly or indirectly observable inputs (other than Level 1 inputs) such as quoted prices for similar
financial instruments exchanged in active markets, quoted prices for identical or similar financial instruments exchanged in
inactive markets and other market observable inputs. The fair value of the majority of the company’s investments in bonds,
derivative contracts (total return swaps and credit default swaps) and certain warrants are based on third party broker-dealer
quotes.

The fair values of investments in certain limited partnerships classified as common stocks on the consolidated balance sheet
are based on the net asset values received from the general partner adjusted for liquidity as required and are classified as
Level 2 when they may be liquidated or redeemed within three months or less of providing notice to the general partner.
Otherwise, investments in limited partnerships are classified as Level 3 within the fair value hierarchy.
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Level 3 — Inputs include unobservable inputs used in the measurement of financial instruments. Management is required to
use its own assumptions regarding unobservable inputs as there is little, if any, market activity in these assets or liabilities or
related observable inputs that can be corroborated at the measurement date. Investments in consumer price indices (“CPI”)
linked derivatives are classified as Level 3 within the company’s fair value hierarchy.

Transfers between fair value hierarchy categories are considered effective from the beginning of the reporting period in which the
transfer is identified.

The reasonableness of pricing received from third party broker-dealers and independent pricing service providers is assessed by
comparing the fair values received to recent transaction prices for similar assets where available, to industry accepted discounted cash
flow models (that incorporate estimates of the amount and timing of future cash flows and market observable inputs such as credit
spreads and discount rates) and to option pricing models (that incorporate market observable inputs including the quoted price,
volatility and dividend yield of the underlying security and the risk free rate).

Short term investments — Short term investments are investments with maturity dates between three months and twelve months when
purchased. Short term investments are classified as at FVTPL and their carrying values approximate fair value.

Accounts receivable and accounts payable

Accounts receivable and accounts payable are recognized initially at fair value. Due to their short-term nature, carrying value is
considered to approximate fair value.

Securities sold short and derivative financial instruments

Securities sold short — Securities sold short represent obligations to deliver securities which were not owned at the time of the sale.
These obligations are carried at fair value with changes in fair value recorded in net gains (losses) on investments where fair value is
determined based on Level 1 inputs (described above).

Derivative financial instruments — Derivative financial instruments may include interest rate, credit default, currency and total return
swaps, CPI-linked, futures, forwards, warrants and option contracts all of which derive their value mainly from changes in underlying
interest rates, foreign exchange rates, credit ratings, commodity values or equity instruments. A derivative contract may be traded on
an exchange or over-the-counter (“OTC”). Exchange-traded derivatives are standardized and include futures and certain warrants and
option contracts. OTC derivative contracts are individually negotiated between contracting parties and may include the company’s
forwards, CPI-linked derivatives and swaps.

The company uses derivatives principally to mitigate financial risks arising from its investment holdings and reinsurance recoverables.
Derivatives that are not specifically designated or that do not meet the requirements for hedge accounting are carried at fair value on
the consolidated balance sheet with changes in fair value recorded in net gains (losses) on investments in the consolidated statement of
earnings and as an operating activity in the consolidated statement of cash flows. Derivatives are monitored by the company for
effectiveness in achieving their risk management objectives. The determination of fair value for the company’s derivative financial
instruments where quoted market prices in active markets are unavailable is described in the “Investments” section above. The
company has not designated any financial assets or liabilities (including derivatives) as accounting hedges except for the hedge of its
net investment in Northbridge as described in note 7.

The fair value of derivatives in a gain position is presented on the consolidated balance sheet in derivatives and other invested assets in
portfolio investments and in cash and investments of the holding company. The fair value of derivatives in a loss position and
obligations to purchase securities sold short, if any, are presented on the consolidated balance sheet in short sale and derivative
obligations. The initial premium paid for a derivative contract, if any, would be recorded as a derivative asset and subsequently
adjusted for changes in the market value of the contract at each balance sheet date. Changes in the market value of a contract are
recorded as net gains (losses) on investments in the consolidated statement of earnings at each balance sheet date, with a
corresponding adjustment to the carrying value of the derivative asset or liability.

The fair value of the majority of the company’s equity call options and certain warrants are based on published quotes in an active
market considered to be Level 1 inputs. The fair value of the majority of the company’s derivative contracts and certain warrants are
based on third party broker-dealer quotes considered to be Level 2 inputs. Included in Level 3 are investments in CPI-linked
derivatives that are valued using broker-dealer quotes which management has determined utilize market observable inputs except for
the inflation volatility input which is not market observable.

Cash collateral received from or paid to counterparties as security for derivative contract assets or liabilities respectively is included in
liabilities or assets on the consolidated balance sheet. Securities received from counterparties as collateral are not recorded as assets.
Securities delivered to counterparties as collateral continue to be reflected as assets on the consolidated balance sheet as assets pledged
for short sale and derivative obligations.

Equity contracts — The company’s long equity total return swaps allow the company to receive the total return on a notional amount
of an equity index or individual equity security (including dividends and capital gains or losses) in exchange for the payment of a
floating rate of interest on the notional amount. Conversely, short equity total return swaps allow the company to pay the total return
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on a notional amount of an equity index or individual equity security in exchange for the receipt of a floating rate of interest on the
notional amount. The company classifies dividends and interest paid or received related to its long and short equity total return swaps
on a net basis as derivatives and other in interest and dividends in the consolidated statement of earnings. The company’s equity and
equity index total return swaps contain contractual reset provisions requiring counterparties to cash-settle on a monthly or quarterly
basis any market value movements arising subsequent to the prior settlement. Any cash amounts paid to settle unfavourable market
value changes and, conversely, any cash amounts received in settlement of favourable market value changes, are recorded as net gains
(losses) on investments in the consolidated statement of earnings. To the extent that a contractual reset date of a contract does not
correspond to the balance sheet date, the company records net gains (losses) on investments in the consolidated statement of earnings
to adjust the carrying value of the derivative asset or liability associated with each total return swap contract to reflect its fair value at
the balance sheet date. Final cash settlements of total return swaps are recognized as net gains (losses) on investments net of any
previously recorded unrealized market value changes since the last quarterly reset date. Total return swaps require no initial net
investment and at inception, their fair value is zero.

Credit contracts — The initial premium paid for a credit contract is recorded as a derivative asset and is subsequently adjusted for
changes in the unrealized fair value of the contract at each balance sheet date. Changes in the unrealized fair value of a contract are
recorded as net gains (losses) on investments in the consolidated statement of earnings at each balance sheet date, with a
corresponding adjustment to the carrying value of the derivative asset. As the average remaining life of a contract declines, the fair
value of the contract (excluding the impact of credit spreads) will generally decline.

CPI-linked contracts — The initial premium paid for a CPI-linked contract is recorded as a derivative asset and is subsequently
adjusted for changes in the unrealized fair value of the contract at each balance sheet date. Changes in the unrealized fair value of a
contract are recorded as net gains (losses) on investments in the consolidated statement of earnings at each balance sheet date, with a
corresponding adjustment to the carrying value of the derivative asset. As the average remaining life of a contract declines, the fair
value of the contract (excluding the impact of changes in the underlying CPI) will generally decline. The reasonableness of the fair
values of CPI-linked derivative contracts are assessed by comparing the fair values received from broker-dealers to values determined
using option pricing models that incorporate market observable and unobservable inputs such as the current value of the relevant CPI
index underlying the derivative, the inflation swap rate, nominal swap rate and inflation volatility and by comparing to recent market
transactions where available. The fair values of CPI-linked derivative contracts are sensitive to assumptions such as market
expectations of future rates of inflation and related inflation volatilities.

Insurance contracts

Insurance contracts are those contracts that have significant insurance risk at the inception of the contract. Insurance risk arises when
the company agrees to compensate a policyholder if a specified uncertain future event adversely affects the policyholder. It is defined
as the possibility of paying (including variability in timing of payments) significantly more in a scenario where the insured event
occurs than when it does not occur. Scenarios considered include only those which have commercial substance. Any contracts not
meeting the definition of an insurance contract under IFRS are classified as investment contracts, derivative contracts or service
contracts, as appropriate.

Revenue recognition — Premiums written are deferred as unearned premiums and recognized as revenue, net of premiums ceded, on a
pro rata basis over the terms of the underlying policies. Net premiums earned are reported gross of premium taxes which are included
in operating expenses as the related premiums are earned. Certain reinsurance premiums are estimated at the individual contract level,
based on historical patterns and experience from the ceding companies for contracts where reports from ceding companies for the
period are not contractually due until after the balance sheet date. The cost of reinsurance purchased by the company (premiums
ceded) is included in recoverable from reinsurers and is amortized over the contract period in proportion to the amount of insurance
protection provided. Unearned premium represents the portion of the premiums written relating to periods of insurance and
reinsurance coverage subsequent to the balance sheet date. Impairment losses on insurance premiums receivable are included in
operating expenses in the consolidated statement of earnings.

Deferred premium acquisition costs — Certain costs of acquiring insurance contracts, consisting of brokers’ commissions and
premium taxes are deferred and charged to income as the related premiums are earned. Deferred premium acquisition costs are limited
to their estimated realizable value based on the related unearned premium, which considers anticipated losses and loss adjustment
expenses and estimated remaining costs of servicing the business based on historical experience. The ultimate recoverability of
deferred premium acquisition costs is determined without regard to investment income. Impairment losses on deferred premium
acquisition costs are included in operating expenses in the consolidated statement of earnings.

Provision for losses and loss adjustment expenses — The company is required by applicable insurance laws, regulations and
Canadian accepted actuarial practice to establish reserves for payment of losses and loss adjustment expenses that arise from the
company’s general insurance products and the runoff of its former insurance operations. These reserves represent the expected
ultimate cost to settle claims occurring prior to, but still outstanding as of, the balance sheet date. The company establishes its reserves
by product line, type and extent of coverage and year of occurrence. Loss reserves fall into two categories: reserves for reported losses
(case reserves) and reserves for incurred but not yet reported (“IBNR”) losses. Additionally, reserves are held for loss adjustment
expenses, which include the estimated legal and other expenses expected to be incurred to finalize the settlement of the losses. Losses
and loss adjustment expenses are charged to income as incurred.
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The company’s reserves for reported losses and loss adjustment expenses are based on estimates of future payments to settle reported
general insurance claims and claims from the run-off of its former insurance operations. The company bases case reserve estimates on
the facts available at the time the reserves are established and for reinsurance, based on reports and individual case reserve estimates
received from ceding companies. The company generally establishes these reserves on an undiscounted basis (except that amounts
arising from certain workers’ compensation business are discounted as discussed below) to recognize the estimated costs of bringing
pending claims to final settlement, taking into account inflation, as well as other factors that can influence the amount of reserves
required, some of which are subjective and some of which are dependent on future events. In determining the level of reserves, the
company considers historical trends and patterns of loss payments, pending levels of unpaid claims and types of coverage. In addition,
court decisions, economic conditions and public attitudes may affect the ultimate cost of settlement and, as a result, the company’s
estimation of reserves. Between the reporting and final settlement of a claim, circumstances may change, which would result in
changes to established reserves. Items such as changes in law and interpretations of relevant case law, results of litigation, changes in
medical costs, as well as costs of vehicle and building repair materials and labour rates can substantially impact ultimate settlement
costs. Accordingly, the company reviews and re-evaluates case reserves on a regular basis. Any resulting adjustments are included in
the consolidated statement of earnings in the period the adjustment is made. Amounts ultimately paid for losses and loss adjustment
expenses can vary significantly from the level of reserves originally set or currently recorded.

The estimated liabilities for workers’ compensation indemnity lifetime benefit claims are carried in the consolidated balance sheet at
discounted amounts. The company uses tabular reserving for the indemnity lifetime benefit liabilities with standard mortality
assumptions, and discounts such reserves using interest rates ranging from 3.5% to 5.0%. The periodic discount accretion is included
in the consolidated statement of earnings as a component of losses on claims, net.

The company also establishes reserves for IBNR claims on an undiscounted basis (except for workers’ compensation indemnity
lifetime benefit claims) to recognize the estimated cost of losses for events which have already occurred but which have not yet been
reported. These reserves are established to recognize the estimated costs required to bring claims for these not yet reported losses to
final settlement. As these losses have not yet been reported, the company relies upon historical information and statistical models,
based on product line, type and extent of coverage, to estimate its IBNR liability. The company also uses reported claim trends, claim
severities, exposure growth, and other factors in estimating its IBNR reserves. The company revises its estimates of IBNR reserves as
additional information becomes available and as claims are actually reported.

The time required to learn of and settle claims is an important consideration in establishing the company’s reserves. Short-tail claims,
such as for property damage, are normally reported soon after the incident and are generally settled within months following the
reported incident. Long-tail claims, such as pollution, asbestos and product liability, can take years to develop and additional time to
settle. For long-tail claims, information concerning the event, such as the required medical treatments and the measures and costs
required to clean up pollution, may not be readily available. Accordingly, the reserving analysis of long-tail lines of business is
generally more difficult and subject to greater uncertainties than for short-tail lines of business.

Since the company does not establish reserves for catastrophes in advance of the occurrence of such events, these events may cause
volatility in the levels of incurred losses and reserves, subject to the effects of reinsurance recoveries. This volatility may also be
contingent upon political and legal developments after the occurrence of the event.

Estimation techniques — Provisions for losses and loss adjustment expense and provisions for unearned premiums are determined
based upon previous claims experience, knowledge or events and the terms and conditions of the relevant policies and on
interpretation of circumstances. Particularly relevant is experience with similar cases and historical claims payment trends. The
approach also includes the consideration of the development of loss payment trends, the potential longer term significance of large
events, the levels of unpaid claims, legislative changes, judicial decisions and economic and political conditions.

Where possible the company applies multiple techniques in estimating required provisions. This gives greater understanding of the
trends inherent in the data being projected. The company’s estimates of losses and loss adjustment expenses are reached after a review
of several commonly accepted actuarial projection methodologies and a number of different bases to determine these provisions.
These include methods based upon the following:

o the development of previously settled claims, where payments to date are extrapolated for each prior year;
o estimates based upon a projection of numbers of claims and average cost;

o notified claims development, where notified claims to date for each year are extrapolated based upon observed development
of earlier years; and,

o expected loss ratios.

In addition, the company uses other techniques such as aggregate benchmarking methods for specialist classes of business. In selecting
its best estimate, the company considers the appropriateness of the methods and bases to the individual circumstances of the line of
business and underwriting year. The process is designed to select the most appropriate best estimate.

Large claims impacting each relevant line of business are generally assessed separately, being measured either at the face value of the
loss adjusters’ estimates or projected separately in order to allow for the future development of large claims.
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Provisions are calculated gross of any reinsurance recoveries. A separate estimate is made of the amounts that will be recoverable
from reinsurers based upon the gross provisions and having due regard to collectability.

The provisions for losses and loss adjustment expenses are subject to review at the subsidiary level, the corporate level by the
company’s Chief Risk Officer and by independent third party actuaries. In addition, for major classes where the risks and uncertainties
inherent in the provisions are greatest, ad hoc detailed reviews are undertaken by advisers who are able to draw upon their specialist
expertise and a broader knowledge of current industry trends in claims development. The results of these reviews are considered when
establishing the appropriate levels of provisions for losses and loss adjustment expenses and unexpired risks.

Uncertainties — The uncertainty arising under insurance contracts may be characterized under a number of specific headings, such as
uncertainty relating to:

whether an event has occurred which would give rise to a policyholder suffering an insured loss;

the extent of policy coverage and limits applicable;

o the amount of insured loss suffered by a policyholder as a result of the event occurring; and,

the timing of a settlement to a policyholder for a loss suffered.

The degree of uncertainty will vary by line of business according to the characteristics of the insured risks and the cost of a claim will
be determined by the actual loss suffered by the policyholder.

There may be significant reporting lags between the occurrence of an insured event and the time it is actually reported to the company.
Following the identification and notification of an insured loss, there may still be uncertainty as to the magnitude and timing of the
settlement of the claim. There are many factors that will determine the level of uncertainty such as inflation, inconsistent judicial
interpretations and court judgments that broaden policy coverage beyond the intent of the original insurance, legislative changes and
claims handling procedures.

The establishment of provisions for losses and loss adjustment expenses is an inherently uncertain process and, as a consequence of
this uncertainty, the eventual cost of settlement of outstanding claims and unexpired risks can vary substantially from the initial
estimates in the short term, particularly for the company’s long-tail lines of business. The company seeks to provide appropriate levels
of provisions for losses and loss adjustment expenses and provisions for unexpired risks taking the known facts and experience into
account.

The company has exposures to risks in each line of business that may develop adversely and that could have a material impact upon
the company’s financial position. The insurance risk diversity within the company’s portfolio of issued policies makes it impossible to
predict whether material development will occur and, if it does occur, the location and the timing of such an occurrence. The
estimation of insurance liabilities involves the use of judgments and assumptions that are specific to the insurance risks within each
territory and the particular type of insurance risk covered. The diversity of the insurance risks results in it being difficult to identify
individual judgments and assumptions that are more likely than others to have a material impact on the future development of the
insurance liabilities.

Asbestos and environmental claims are examples of specific risks which may develop materially. The estimation of the provisions for
the ultimate cost of claims for asbestos and environmental pollution is subject to a range of uncertainties that is generally greater than
those encountered for other classes of insurance business. As a result, it is not possible to determine the future development of
asbestos and environmental claims with the same degree of reliability as with other types of claims, particularly in periods when
theories of law are in flux. Consequently, traditional techniques for estimating provisions for losses and loss adjustment expenses
cannot be wholly relied upon and the company employs specialized techniques to determine such provisions using the extensive
knowledge of both internal and external asbestos and environmental pollution experts and legal advisors.

Factors contributing to this higher degree of uncertainty include:

o long delays in reporting claims from the date of exposure (for example, cases of mesothelioma can have a latent period of up
to 40 years) making estimation of the ultimate number of claims expected to be received particularly difficult;

o issues of allocation of responsibility among potentially responsible parties and insurers;

e emerging court decisions increasing or decreasing insurer liability;

o tendencies for social trends and factors to influence court awards;

e developments pertaining to the company’s ability to recover reinsurance for claims of this nature; and,

e developments in the tactics of plaintiff lawyers and court decisions and awards.
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Reinsurance

Reinsurance does not relieve the originating insurer of its liability and is reflected on the consolidated balance sheet on a gross basis to
indicate the extent of credit risk related to reinsurance and the obligations of the insurer to its policyholders. Reinsurance assets
include balances due from reinsurance companies for paid and unpaid losses and loss adjustment expenses and ceded unearned
premiums. Amounts recoverable from reinsurers are estimated in a manner consistent with the claim liability associated with the
reinsured policy. Reinsurance is recorded gross on the consolidated balance sheet unless a legal right to offset against a liability owing
to the same reinsurer exists.

Ceded premiums and losses are recorded in the consolidated statement of earnings in net premiums earned and losses on claims, net
respectively and in recoverable from reinsurers on the consolidated balance sheet. Unearned premiums are reported before reduction
for premiums ceded to reinsurers and the reinsurers’ portion is classified with recoverable from reinsurers on the consolidated balance
sheet along with the estimates of the reinsurers’ shares of provision for claims determined on a basis consistent with the related claims
liabilities.

In order to protect capital and control the company’s exposure to loss from adverse development of reserves or reinsurance
recoverables on pre-acquisition reserves of companies acquired or from future adverse development on long-tail latent or other
potentially volatile claims, the company has for certain acquisitions obtained vendor indemnities or purchased excess of loss
reinsurance protection from reinsurers.

Impairment — Reinsurance assets are assessed on a regular basis for any events that may trigger impairment. Triggering events may
include legal disputes with third parties, changes in capital, surplus levels and in credit ratings of a counterparty, and historic
experience regarding collectability from specific reinsurers.

If there is objective evidence that a reinsurance asset is impaired, the carrying amount of the asset is reduced to its recoverable
amount. Impairment is considered to have taken place if it is probable that the company will not be able to collect the amounts due
from reinsurers. The carrying amount of a reinsurance asset is reduced through the use of an allowance account. Provisions for
previously impaired reinsurance assets may be reversed in subsequent financial reporting periods provided there is objective evidence
that the conditions leading to the initial impairment have changed or no longer exist. On reversal of any such provisions, the carrying
value of the reinsurance asset may not exceed its previously reported carrying value.

Provisions for uncollectible reinsurance are recorded in the consolidated statement of earnings in the period in which the company
determines that it is unlikely that the full amount or disputed amounts due from reinsurers will be collectible. When the probability of
collection is remote either through liquidation of the reinsurer or settlement of the reinsurance balance, the uncollectible balance is
written off from the provision account against the reinsurance balance.

Risk transfer — Reinsurance contracts are assessed to ensure that insurance risk is transferred by the ceding or assuming company to
the reinsurer. Those contracts that do not transfer insurance risk are accounted for using the deposit method whereby a deposit asset or
liability is recognized based on the consideration paid or received less any explicitly identified premiums or fees to be retained by the
ceding company.

Premiums — Premiums payable in respect of reinsurance ceded are recognized on the consolidated balance sheet in the period in
which the reinsurance contract is entered into and include estimates for contracts in force which have not yet been finalized. Premiums
ceded are recognized in the consolidated statement of earnings over the period of the reinsurance contract.

Uncertainties — The company is exposed to disputes on, and defects in, contracts with its reinsurers and the possibility of default by
its reinsurers. The company is also exposed to the credit risk assumed in fronting arrangements and to potential reinsurance capacity
constraints.

The company’s credit risk on reinsurance recoverables is analyzed by its reinsurance security department which is responsible for
setting appropriate provisions for reinsurers suffering financial difficulties. The process for determining the provision involves
quantitative and qualitative assessments using current and historical credit information and current market information. The process
inherently requires the use of certain assumptions and judgments including: (i) assessing the probability of impairment; (ii) estimating
ultimate recovery rates of impaired reinsurers; and (iii) determining the effects from potential offsets or collateral arrangements.
Changes to these assumptions or using other reasonable judgments can materially affect the provision level and the company’s net
earnings.

Income taxes

The provision for income taxes for the period comprises current and deferred income tax. Income taxes are recognized in the
consolidated statement of earnings, except to the extent that they relate to items recognized in other comprehensive income or directly
in equity. In those cases, the related taxes are also recognized in other comprehensive income or directly in equity, respectively.

Current income tax is calculated on the basis of the tax laws enacted or substantively enacted at the end of the reporting period in the
countries where the company’s subsidiaries and associates operate and generate taxable income.
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Deferred income tax is calculated under the liability method whereby deferred income tax assets and liabilities are recognized for
temporary differences between the financial statement carrying amounts of assets and liabilities and their respective income tax bases
at the current substantively enacted tax rates. With the exception of initial recognition of deferred income tax arising from business
combinations, changes in deferred income tax associated with components of other comprehensive income are recognized directly in
other comprehensive income while all other changes in deferred income tax are included in the provision for income taxes in the
consolidated statement of earnings.

Deferred income tax assets are recognized to the extent that it is probable that future taxable profit will be available against which the
temporary differences can be utilized. The tax effects of carry-forwards of unused losses or unused tax credits are recognized as
deferred tax assets when it is probable that future taxable profits will be available against which these losses can be utilized.

Current and deferred income tax assets and liabilities are offset when the income taxes are levied by the same taxation authority and
there is a legally enforceable right of offset.

Other assets

Other assets consist of premises and equipment, inventories and receivables of subsidiaries included in the other reporting segment,
accrued interest and dividends, income taxes refundable, receivables for securities sold, pension and post retirement assets and other
miscellaneous receivable and prepaid expense balances.

Premises and equipment — Premises and equipment is recorded at historical cost less accumulated amortization and any accumulated
impairment losses. Historical cost includes expenditures that are directly attributable to the acquisition of the asset. The company
reviews premises and equipment for impairment when events or changes in circumstances indicate that the carrying value may not be
recoverable. The recoverable amount is determined as the higher of an asset’s fair value less costs to sell and value in use. If an asset
is impaired, the carrying amount is reduced to the asset’s recoverable amount with an offsetting charge recorded in the consolidated
statement of earnings. The cost of premises and equipment is depreciated on a straight-line basis over the asset’s estimated useful life.
If events or changes in circumstances indicate that a previously recognized impairment loss has decreased or no longer exists, the
reversal is recognized in the consolidated statement of earnings to the extent that the carrying amount of the asset after reversal does
not exceed the carrying amount that would have been had no impairment taken place.

Depreciation expense is recorded in operating expenses within the consolidated statement of earnings. All repairs and maintenance
costs are charged to operating expenses in the period incurred. The cost of a major renovation is included in the carrying amount of the
asset when it is probable that future economic benefits will flow to the company, and is depreciated over the remaining useful life of
the asset.

Other — Revenues from the sale of animal nutrition and other non-insurance products are recognized when the price is fixed or
determinable, collection is reasonably assured and the product has been delivered to the customer from the plant or store. These
revenues and the related cost of inventories sold are recorded in other revenue and other expenses respectively, in the consolidated
statement of earnings.

The consolidated balance sheet includes inventories of the other reporting segment recorded in other assets which are measured at the
lower of cost or net realizable value on a first-in, first-out basis. Inventories are written down to net realizable value when the cost of
inventories is estimated to be greater than the anticipated selling price less selling applicable costs.

Long term debt

Borrowings (debt issued) are recognized initially at fair value, net of transaction costs incurred, and subsequently stated at amortized
cost; any difference between the proceeds (net of transaction costs) and the redemption value is recognized in the consolidated
statement of earnings over the period of the borrowings using the effective interest rate method.

Interest expense on borrowings is recognized in the consolidated statement of earnings using the effective interest rate method.
Contingencies and commitments

A provision is recognized for a contingent liability, commitment or financial guarantee when the company has a present legal or
constructive obligation as a result of a past event, it is more likely than not that an outflow of resources embodying economic benefits
will be required to settle the obligation and a reliable estimate can be made of the amount of the obligation. Provisions are discounted
when the effect of the time value of money is considered significant.

Equity

Common stock is classified as equity when there is no contractual obligation to transfer cash or other financial assets to the holder of
the shares. Incremental costs directly attributable to the issue or repurchase for cancellation of equity instruments are recognized in
equity, net of tax.
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Treasury shares are equity instruments reacquired by the company which have not been cancelled and are deducted from equity,
regardless of the objective of the transaction. The company acquires its own subordinate voting shares on the open market for its
share-based payment awards. No gain or loss is recognized in the consolidated statement of earnings on the purchase, sale, issue or
cancellation of treasury shares. Consideration paid or received is recognized directly in equity.

Dividends and other distributions to holders of equity instruments are recognized directly in equity, net of tax.
Share-based payments

The company has restricted share plans or equivalent for management of the holding company and its subsidiaries with vesting
periods of up to ten years from the date of grant. The fair value of restricted share awards is estimated on the date of grant based on the
market price of the company’s stock and is amortized to compensation expense over the related vesting periods. When a restricted
share award vests in instalments over the vesting period (graded vesting), each instalment is accounted for as a separate arrangement.
At each balance sheet date, the company revises its estimates of the number of restricted share awards expected to vest.

Net earnings per share attributable to shareholders of Fairfax

Net earnings (loss) per share — Basic net earnings (loss) per share is calculated by dividing the net earnings (loss) attributable to
shareholders of Fairfax, after the deduction of preferred share dividends declared and the excess over stated value of preferred shares
purchased for cancellation, by the weighted average number of subordinate and multiple voting shares issued and outstanding during
the period, excluding subordinate voting shares purchased by the company and held as treasury shares.

Net earnings (loss) per diluted share — Diluted earnings (loss) per share is calculated by adjusting the weighted average number of
subordinate and multiple voting shares outstanding during the period for the dilutive effect of share-based payments.

Pensions and post retirement benefits

The company’s subsidiaries have a number of arrangements in Canada, the United States and the United Kingdom that provide
pension and post retirement benefits to retired and current employees. The holding company has no arrangements or plans that provide
defined benefit pension or post retirement benefits to retired or current employees. Pension arrangements of the subsidiaries include
defined benefit statutory pension plans, as well as supplemental arrangements that provide pension benefits in excess of statutory
limits. These plans are a combination of defined benefit plans and defined contribution plans. The assets of these plans are held
separately from the company’s general assets in separate pension funds.

Defined contribution plan — A defined contribution plan is a pension plan under which the company pays fixed contributions.
Contributions to defined contribution pension plans are charged to operating expenses in the period in which the employment services
qualifying for the benefit are provided. The company has no further payment obligations once the contributions have been paid.

Defined benefit plan — A defined benefit plan is a plan that defines an amount of pension or other post retirement benefit that an
employee will receive on retirement, usually dependent on one or more factors such as age, years of service and salary.

For defined benefit pension and post retirement benefit plans, the benefit obligations, net of the fair value of plan assets, and adjusted
for unrecognized prior service costs and pension asset limitations, if any, are accrued in the consolidated balance sheet in accounts
payable and accrued liabilities (note 14). Plans in a net asset position are recognized in other assets (note 13). The company has
adopted the following policies:

(i) Actuarial valuations of benefit liabilities for the majority of pension and post retirement benefit plans are performed each
year using the projected benefit method prorated on service, based on management’s assumptions of the discount rate, rate of
compensation increase, retirement age, mortality and the trend in the health care cost rate. The discount rate is determined by
management with reference to market conditions at year end. Other assumptions are determined with reference to long-term
expectations.

(if) Expected return on plan assets is calculated based on the fair value of those assets.

(iif) Actuarial gains and losses arise from the difference between the actual rate of return and the expected long term rate of return
on plan assets for that period or from changes in actuarial assumptions used to determine the benefit obligation. Actuarial
gains and losses are recorded in other comprehensive income and subsequently included in retained earnings.

(iv) Prior service costs arising from plan amendments are amortized to income on a straight line basis over the remaining period
of service until such benefits vest. The costs of providing additional benefits that vest on their introduction are charged to
income immediately.

(v) When a restructuring of a benefit plan gives rise to both a curtailment and a settlement of obligations, the curtailment is
accounted for prior to the settlement.
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(vi) Defined benefit plans in a surplus position recognize an asset, subject to meeting any minimum funding requirements. Asset
limitations due to such requirements are recorded in other comprehensive income and subsequently included in retained
earnings.

Certain of the company’s post retirement benefit plans covering medical care and life insurance are funded internally.
Operating leases

The company and its subsidiaries are lessees under various operating leases relating to premises, automobiles and equipment. The
leased assets are not recognized on the consolidated balance sheet. Payments made under operating leases (net of any incentives
received from the lessor) are recorded in operating expenses on a straight-line basis over the period of the lease, unless another
systematic basis is representative of the time pattern of the user’s benefit even if the payments are not on that basis.

New accounting pronouncements

The following new standards and amendments have been issued by the IASB and are not effective for the fiscal year beginning
January 1, 2011. The company has not early adopted any of the new standards or amendments, and is currently evaluating the timing
of adoption and their impact on its condensed consolidated financial statements.

Amendment to IAS 1 Presentation of Financial Statements (“1AS 1”)

In June 2011, the IASB issued an amendment to IAS 1 that changes the presentation of items in the consolidated statement of
comprehensive income. This amendment requires the components of other comprehensive income to be presented in two separate
groups, based on whether or not the components may be recycled to the consolidated statement of earnings in the future. Companies
will continue to have a choice of whether to present components of other comprehensive income before or after tax. Those that present
components of other comprehensive income before tax will be required to disclose the amount of tax related to the two groups
separately. This amendment is effective for annual periods beginning on or after July 1, 2012, is applied retrospectively, with early
adoption permitted.

Amendment to IAS 19 Employee Benefits (“I1AS 19”)

In June 2011, the IASB issued an amendment to 1AS 19 that requires significant changes to the recognition and measurement of
defined benefit pension and post retirement benefit expense and to the disclosures for all employee benefits. This amendment:
eliminates the corridor method; requires that actuarial gains and losses be immediately recognized in other comprehensive income
without recycling to the consolidated statement of earnings; replaces the expected return on plan assets with a net interest amount;
requires all past service costs to be recognized in the period of a plan amendment; reduces flexibility in the method of presentation in
the consolidated statement of earnings; and expands the disclosure requirements for benefit plans. This amendment is effective for
annual periods beginning on or after January 1, 2013, is applied retrospectively, with early adoption permitted.

IFRS 13 Fair Value Measurement (“IFRS 13”)

In May 2011, the IASB published IFRS 13, a comprehensive standard on how to measure and disclose fair values. IFRS 13 applies to
IFRSs that require or permit fair value measurement, but does not address when to measure fair value or require additional use of fair
value. The new standard requires disclosures similar to those in IFRS 7 Financial Instruments: Disclosures (“IFRS 77), but applies to
all assets and liabilities measured at fair value, whereas IFRS 7 applied only to financial assets and liabilities measured at fair value.
IFRS 13 is effective for annual periods beginning on or after January 1, 2013, is applied prospectively as of the beginning of the
annual period in which it is adopted, with early adoption permitted.

New and revised Reporting Entity standards

In May 2011 the IASB published a package of five new and revised standards that address the scope of the reporting entity. The new
standards in the package are IFRS 10 Consolidated Financial Statements, IFRS 11 Joint Arrangements and IFRS 12 Disclosure of
Interests in Other Entities. The revised standards are IAS 28 Investments in Associates and Joint Ventures and IAS 27 Separate
Financial Statements.

The requirements contained in the package of five standards are effective for annual periods beginning on or after January 1, 2013,
with early adoption permitted so long as the entire package is early adopted together. The five standards are described below.

IFRS 10 Consolidated Financial Statements (“IFRS 10*")

IFRS 10 introduces a single consolidation model that uses the same criteria to determine control for entities of all types, irrespective of
whether the investee is controlled by voting rights or other contractual arrangements. The principle that a consolidated entity presents
a parent and its subsidiaries as a single entity remains unchanged, as do the mechanics of consolidation. IFRS 10 supersedes existing
guidance under IAS 27 Consolidated and Separate Financial Statements and SIC-12 Consolidation — Special Purpose Entities.
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IFRS 11 Joint Arrangements (“IFRS 11”)

IFRS 11 establishes principles for financial reporting by parties to a joint arrangement, and only differentiates between joint
operations and joint ventures. The option to apply proportionate consolidation when accounting for joint ventures has been removed
and equity accounting is now applied in accordance with 1AS 28 Investments in Associates and Joint Ventures. IFRS 11 supersedes
existing guidance under IAS 31 Interests in Joint Ventures and SIC-13 Jointly Controlled Entities — Non Monetary Contributions by
Venturers.

IFRS 12 Disclosure of Interests in Other Entities (“IFRS 12””)

IFRS 12 sets out the disclosure requirements under IFRS 10 Consolidated Financial Statements, IFRS 11 Joint Arrangements and IAS
28 Investments in Associates and Joint Ventures. The enhanced disclosures in the new standard are intended to help financial
statement readers evaluate the nature, risks and financial effects of an entity’s interests in subsidiaries, associates, joint arrangements
and unconsolidated structured entities. Entities are permitted to incorporate any of the disclosure requirements in IFRS 12 into their
financial statements without early adopting IFRS 12 (which would trigger the requirement to also early adopt the other four standards
in the package).

IAS 28 Investments in Associates and Joint Ventures (“IAS 28)

IAS 28 has been amended in line with the changes to accounting for joint arrangements in IFRS 11. The amended standard prescribes
the accounting for investments in associates and provides guidance on the application of the equity method when accounting for
investments in associates and joint ventures.

IAS 27 Separate Financial Statements (“IAS 277)

IAS 27 has been amended to provide guidance on the accounting and disclosure requirements for investments in subsidiaries,
associates and joint ventures when an entity prepares separate financial statements. The amended standard requires an entity preparing
separate financial statements to account for investments at cost or in accordance with IFRS 9 Financial Instruments.

4. Critical Accounting Estimates and Judgments

In the preparation of the company’s condensed consolidated financial statements, management has made a number of estimates and
judgments, the more critical of which are discussed below, with the exception of fair value disclosures and contingencies which are
discussed in note 5 and note 19, respectively.

Estimates and judgments are continually evaluated and are based on historical experience and other factors, including expectations of
future events that are believed to be reasonable under the circumstances.

Provision for losses and loss adjustment expenses

Provisions for losses and loss adjustment expenses are valued based on Canadian accepted actuarial practices, which are designed to
ensure the company establishes an appropriate reserve on the consolidated balance sheet to cover insured losses with respect to
reported and unreported claims incurred as of the end of each accounting period and claims expenses. The assumptions underlying the
valuation of provisions for losses and loss adjustment expenses are reviewed and updated by the company on an ongoing basis to
reflect recent and emerging trends in experience and changes in risk profile of the business. The estimation techniques employed by
the company in determining provisions for losses and loss adjustment expenses and the inherent uncertainties associated with
insurance contracts are described in the “Insurance Contracts” section of note 3 and the “Underwriting Risk” section of note 22.

Provision for uncollectible reinsurance recoverables

The company establishes provisions for uncollectible reinsurance recoverables centrally, based on a detailed review of the credit risk
of each underlying reinsurer. Considerations involved in establishing these provisions include the balance sheet strength of the
reinsurer, its liquidity (or ability to pay), its desire to pay (based on prior history), financial strength ratings as determined by external
rating agencies and specific disputed amounts based on contract interpretations which occur from time to time. The company monitors
these provisions and reassesses them on a quarterly basis, or more frequently if necessary, updating them as new information becomes
available. Uncertainties associated with the company’s reinsurance recoverables are discussed further in the “Reinsurance” section of
note 3.

Recoverability of deferred income tax assets

In determining the recoverability of deferred income tax assets, the company primarily considers current and expected profitability of
applicable operating companies and their ability to utilize any recorded tax assets. The company reviews its deferred income tax assets
on a quarterly basis, taking into consideration the underlying operations’ performance as compared to plan, the outlook for the
business going forward, the impact of enacted and proposed changes to tax law, the availability of tax planning strategies and the
expiry date of the tax losses.
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Assessment of goodwill for potential impairment

Goodwill is assessed annually for impairment or more frequently if there are potential indicators of impairment. Management
estimates the recoverable amount of each of the company’s cash-generating units using one or more generally accepted valuation
techniques, which requires the making of a number of assumptions, including assumptions about future revenue, net earnings,
corporate overhead costs, capital expenditures, cost of capital, and the growth rate of the various operations. The recoverable amount
of each cash-generating unit to which goodwill has been assigned is compared to its carrying value. If the recoverable amount of a
cash-generating unit is determined to be less than its carrying value, the excess is recognized as a goodwill impairment loss. Given the
variability of future-oriented financial information, goodwill impairment tests are subjected to sensitivity analysis.

5. Cash and Investments

Cash and short term investments, portfolio investments and short sale and derivative obligations are classified as at FVTPL, except for
investments in associates and other invested assets which are classified as other, and are shown in the table below:

December 31, December 31, January 1,
2011 2010 2010
Holding company:
Cash and cash equIValENtS (NOTE 25).........ooieiiiiiiirie e 435 337.3 1154
SNOt LB INVESIMENTS ...ttt b et b bbbt 244.0 111.3 256.0
Cash and cash equivalents pledged for short sale and derivative obligations..............c..ccccevvevenenn. — — 245
Short term investments pledged for short sale and derivative obligations..............ccccecvveniininncnn 249.0 137.4 54.4
270 1o TSP 188.1 513.5 403.2
PREFEITEA STOCKS .....ceeeeteeee ettt ettt se et et e bbb e b et e e e e eneane e 45.0 434 64.8
(O70] 0010010 K] (01 GRS 166.4 343.2 235.8
DEIIVALIVES (NMOTE 7) ...ttt b ettt e bt sb e s b e e e e e b e e beebesbeebe et e e e e eneaneane 90.7 54.6 97.5
1,026.7 1,540.7 1,251.6
Short sale and derivative ODIGAtIONS...........oiiiiiiice e (63.9) (66.5) (8.9)
962.8 1,474.2 1,242.7
Portfolio investments:
Cash and cash equIValents (NOE 25).........couciiiiiiirie e 1,995.0 3,022.1 2,093.3
SOt LEIMN INVESIMENTS ...ttt e e b e e e e bt e e s eab e e e sb b e e s ebbaesssbbeessbeeessbteseasns 4,204.2 491.8 1,151.5
0] T PSP 10,835.2 11,748.2 10,918.3
PREFEITEA STOCKS ... .ttt ettt se et e e st et e bt be e e e e be e e e eneane e 563.3 583.9 292.8
COMMON SEOCKS ...ttt ettt ettt e ettt e ettt e e ettt e s be e e e e tbeeeesab e e e sabeeesebeaeessbeesesabeeesbeaessasesessstesesasbeaesses 3,663.1 4,133.3 4,893.2
INVeStMENtS iN aSSOCIALES (NOLE 6) .....ovvevieierieitirieie ettt sttt st sbe et se s enas 924.3 707.9 423.7
DEIVALIVES (NMOTE 7) ovieviiiieiiiie ettt ettt ettt b et sa et et e sbe s b e b est e s e e beebesbesbe st et e s eneene e 364.4 547.8 127.7
Other INVESTEA BSSELS ...ttt bbbt b ettt eb e 30.2 31.6 15.0
22,579.7 21,266.6 19,9155
Assets pledged for short sale and derivative obligations:
Cash and cash equIVAlENTS (NOE 25).........ooieiiiieeeie e 6.2 14.6 —
SOOI tEIMN INVESIMENTS ...ttt sttt st b e et besae et sb e e e ene e 1325 — 4.6
20 Lo TSSO 747.6 695.0 146.9
886.3 709.6 151.5
23,466.0 21,976.2 20,067.0
Short sale and derivative OblIgatioNS ..........c.coviviiiiiiericiee e (106.3) (150.4) (48.3)
23,359.7 21,825.8 20,018.7

Common stocks include investments in certain limited partnerships with a carrying value of $321.2 at December 31, 2011 ($265.3 at
December 31, 2010, $134.0 at January 1, 2010).

Restricted cash and cash equivalents at December 31, 2011 of $134.7 ($98.9 at December 31, 2010, $76.3 at January 1, 2010) was
comprised primarily of amounts required to be maintained on deposit with various regulatory authorities to support the subsidiaries’
insurance and reinsurance operations. Restricted cash and cash equivalents are included in the consolidated balance sheets in holding
company cash and investments, or in subsidiary cash and short term investments and assets pledged for short sale and derivative
obligations in portfolio investments.

The company’s subsidiaries have pledged cash and investments, inclusive of trust funds and regulatory deposits, as security for their
own obligations to pay claims or make premium payments (these pledges are either direct or to support letters of credit). In order to
write insurance business in certain jurisdictions (primarily U.S. states) the company’s subsidiaries must deposit funds with local
insurance regulatory authorities to provide security for future claims payments as ultimate protection for the policyholder.
Additionally, some of the company’s subsidiaries provide reinsurance to primary insurers, for which funds must be posted as security
for losses that have been incurred but not yet paid. These pledges are in the normal course of business and are generally released when
the payment obligation is fulfilled.
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The table that follows summarizes pledged assets (excluding assets pledged in favour of Lloyd’s) by the nature of the pledge

requirement:

December 31, December 31, January 1,

2011 2010 2010
REQUIALONY GBPOSIES .....vevieeteeeeiee sttt bbbttt b e bt be e s ene 2,171.3 1,779.5 1,424.9
Security for reinsurance and other 722.4 889.4 794.3
2,893.7 2,668.9 2,219.2

Fixed Income Maturity Profile

Bonds are summarized by the earliest contractual maturity date in the table below. Actual maturities may differ from maturities shown
below due to the existence of call and put features. At December 31, 2011, securities containing call and put features represented
approximately $6,032.3 and $1,069.9 respectively ($5,444.0 and $1,286.0 at December 31, 2010 respectively) of the total fair value of

bonds in the table below.

December 31, 2011

December 31, 2010

Amortized Fair Amortized Fair

cost value cost value
DUE N L YBAI OF IS5 ...ttt sttt sttt be st sb et e e ene e 4425 413.7 555.4 525.1
Due after 1 year throUgh 5 YEAIS ........cooiiiiiiieieei e 2,288.5 2,505.0 1,618.0 1,809.3
Due after 5 years through 10 years.. 3,884.5 4,446.4 4,870.1 5,223.6
Due after 10 years.........cocccervvervrnnne. 3,751.0 4,405.8 5,596.6 5,398.7
10,366.5 11,770.9 12,640.1 12,956.7

EFfECTIVE INTEIESE FALE. .. i iviiieiti ettt ettt e s sb e s beebe s be e b e sbeebesbeesbeernens 6.2% 5.7%

The calculation of the effective interest rate of 6.2% (December 31, 2010 — 5.7%) is on a pre-tax basis and does not give effect to the
favourable tax treatment which the company expects to receive with respect to its tax advantaged bond investments of approximately

$4.9 billion ($4.4 billion at December 31, 2010) included in U.S. states and municipalities.

Fair Value Disclosures

The company’s use of quoted market prices (Level 1), valuation models using observable market information as inputs (Level 2) and
valuation models without observable market information as inputs (Level 3) in the valuation of securities and derivative contracts

were by type of issuers as follows:

December 31, 2011

December 31, 2010

Significant Significant
other Significant other Significant
Total fair Quoted observable unobservable Total fair Quoted observable unobservable
value asset prices inputs inputs value asset prices inputs inputs
(liability) (Level 1) (Level 2) (Level 3) (liability) (Level 1) (Level 2) (Level 3)
Cash and cash equivalents............c.cccovrviecnnincinnns 2,044.7 2,044.7 — — 3,374.0 3,374.0 — —
Short term investments:
Canadian provincials.............ccoovviicnniinninnen 408.9 408.9 — — 88.6 88.6 — —
U.S. treasury.......... 4,071.0 4,071.0 — — 364.2 364.2 — —
Other government.. . 288.0 267.4 20.6 — 252.2 248.6 3.6 —
Corporate and Other ..., 61.8 — 61.8 — 35.5 6.3 29.2 —
4,829.7 4,747.3 824 — 740.5 707.7 32.8 —
Bonds:
Canadian government ............cccocvvecernrinsninnns 21.1 — 211 — 393.5 — 393.5 —
Canadian provincials. 1,038.7 — 1,038.7 — 1,251.3 — 1,251.3 —
U.S. treasury.......c...cc..... 2,082.3 — 2,082.3 — 2,824.7 — 2,824.7 —
U.S. states and municipalities .. 6,201.5 — 6,201.5 — 5,425.6 — 5,425.6 —
Other government...... . 934.7 — 934.7 — 954.6 — 954.6 —
Corporate and Other...........cvvvvrrneeeeeeeineens 1,492.6 — 1,432.6 60.0 2,107.0 — 2,045.1 61.9
11,7709 — 11,710.9 60.0 12,956.7 — 12,894.8 61.9
Preferred stocks:
CaANAAIAN.......eveieieiee e 105.5 — 103.5 2.0 134.6 — 134.6 —
457.3 — 451.0 6.3 451.0 — 450.7 0.3
455 — 45.5 — 41.7 — 41.7 —
608.3 — 600.0 8.3 627.3 — 627.0 0.3
711.8 673.3 13.7 24.8 814.8 784.3 14.6 15.9
1,785.0 1,507.6 33.8 243.6 2,539.4 2,345.0 474 147.0
13327 886.1 290.6 156.0 11223 665.9 324.7 131.7
3,829.5 3,067.0 338.1 424.4 4,476.5 3,795.2 386.7 294.6
Derivatives and other invested assets™.................... 462.3 — 254.1 208.2 609.4 — 280.8 328.6
Short sale and derivative obligations ....................... (170.2) — (170.2) — (216.9) — (216.9) —
Holding company cash and investments and
portfolio investments measured at fair value ........ 23,375.2 9,859.0 12,815.3 700.9 22,567.5 7,876.9 14,005.2 685.4
100.0% 42.2% 54.8% 3.0% 100.0% 34.9% 62.1% 3.0%

6]

impairment.
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Included in Level 3 are investments in CPI-linked derivatives, certain private placement debt securities and common and preferred
shares. CPI-linked derivatives are classified within derivatives and other invested assets on the consolidated balance sheets and are
valued using broker-dealer quotes which management has determined utilize market observable inputs except for the inflation
volatility input which is not market observable. Private placement debt securities are classified within holding company cash and
investments and bonds on the consolidated balance sheets and are valued using industry accepted discounted cash flow and option
pricing models that incorporate certain inputs that are not market observable; specifically share price volatility (for convertible
securities) and credit spreads of the issuer. Common shares are classified within holding company cash and investments and common
stocks on the consolidated balance sheets and include common shares of private companies as well as investments in certain private
equity funds and limited partnerships. These investments are valued by third party fund companies using observable inputs where
available and unobservable inputs, in conjunction with industry accepted valuation models, where required. In some instances the
private equity funds and limited partnerships may require at least three months’ notice to liquidate.

A summary of changes in the fair values of Level 3 financial assets measured at fair value on a recurring basis for the years ended
December 31 follows:

2011 2010
Derivatives and Derivatives and
Common Preferred other Common Preferred other
Bonds stocks stocks invested assets Total Bonds stocks stocks invested assets Total

Balance —January 1..........cccococvicniicnicnicns 61.9 294.6 0.3 328.6 685.4 47.2 146.2 —_ —_ 193.4
Total net realized and unrealized gains (loss

included in net gains (losses) on investments..... (1.2) 385 — (243.0) (205.7) 323 13.0 4.6 (64.6) (14.7)
PUCRESES. ..o 15.0 146.8 8.0 122.6 292.4 63.9 725 100.0 371 2735
Acquisition of Zenith National ...............ccccocovninee. — — — — — 1.0 78.2 0.3 — 79.5
SAIES .. (15.7) (55.5) — — (71.2) (82.5) (30.3) — — (112.8)
Transfer in (out) of Category ........ccovvevrerieverieinnns — — e — — — 15.0 (104.6) 356.1 266.5
Balance — December 31 ..........cccooocvinicniicnininnns _60.0 _4244 83 208.2 700.9 61.9 294.6 0.3 328.6 685.4

Purchases of $292.4 of investments classified as Level 3 within the fair value hierarchy during 2011 were primarily comprised of
certain limited partnerships and CPI-linked derivative contracts. Total net realized and unrealized losses of $205.7 during 2011 were

primarily comprised of $233.9 of unrealized losses (excluding the effect of foreign exchange) recognized on CPI-linked derivative
contracts.

Investment Income

An analysis of investment income for the fourth quarters and years ended December 31 follows:

Interest and dividends and share of profit (loss) of associates

Fourth quarter Year ended December 31,

2011 2010 2011 2010

Interest income:
8.2 5.0 26.2 21.3
172.6 180.3 714.9 662.3
(40.9) (36.6) (135.8) (80.4)
139.9 148.7 605.3 603.2

Dividends:

LY (=T =10 [y (0 Tod TR STRR 10.3 4.4 441 24.8
COMMION SEOCKS .vvveitiiteete ittt ettt ettt et e e sbe et e s be e b e e b e e st e s b e ebe e be e st e sbeebeebesabesbeebeebesasesbessbesbeenes 15.6 18.3 75.9 104.0
25.9 22.7 120.0 128.8
INVESTMENT EXPEINSES ...t eveivieieiteite et te ettt st et s e eteste s b e e et e s e e st eteabe st e sse b e e esseteebesbesse b e e et eseeneans (3.7) (9.9) (20.0) (20.5)
INtEreSt aNd AIVIAENAS .........ociiiieiiic et r e e s e b bee e ebaesnbeeres 162.1 161.5 705.3 711.5
Share of profit (10SS) Of ASSOCIALES .........ccvrviviriiieiriiire e (9.9) 18.1 1.8 46.0
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Net gains (losses) on investments

Fourth quarter

2011

2010

Inception-to-date
realized gains

Mark-to-market

(Gains) losses
recognized in

Gains (losses)

Inception-to-date
realized gains

Mark-to-market

(Gains) losses
recognized in

Gains (losses)

(losses) on prior periods arising on (losses) on prior periods arising on
positions closed on positions positions Net gains positions closed on positions positions Net gains
or sold in the closed or sold  remaining open (losses) on or sold in the closed or sold  remaining open (losses) on
period in the period  _at end of period Other investments period in the period at end of period Other investments
Net gains (losses) on investments:
Bonds 331.7 (270.2) (132.0) — (70.5) (57.1) 210.6 (840.8) — (687.3)
Preferred stocks.. — — 67.5 — 67.5 15 0.1 45.9 — 475
Common stocks 6.6 0.9 (150.4) — (142.9) 62.7 (50.8) 362.8 — 3747
338.3 (269.3) (214.9) — (145.9) 7.1 159.9 (432.1) — (265.1)
Financial instruments:
Common stock and equity index short
POSItIONS w..cvvveooerveeeeveeeeesseeeeesieoans (293.2?“’ (467.9) (18.2) — (779.3) (764.2?‘” 1332 (132.6) — (763.6)
Common stock long positions . 76.99 53.5 (46.7) — 83.7 169.3W 2.8 (7.0) — 165.1
Credit default swaps................ — — (19.2) — (19.2) 0.1) 0.1 (2.5) — (2.5)
Equity warrants and call options. (0.8) — 35 — 2.7 10.6 (7.0) 335 —_ 37.1
CPI-linked contracts ..... — — 0.1 — 0.1 — — (61.5) — (61.5)
Other 0.1 (3.2 2.9 — 0.2 (3.0) 3.1 (28.2) — (28.1)
(217.0) (417.6) (77.6) — (712.2) (587.4) 132.2 (198.3) — (653.5)
1.7 0.5 (69.9) (1.1) (68.8) (2.0) (2.5) (22.3) 7.6 (19.2)
— — — (23.1) (23.1) — — — (13.9) (13.9)
24.1 (12.4) 7.3 — 19.0 (46.0) 40.1 (12.8) — (18.7)
25.8 (11.9) (62.6) 24.2 (72.9) (48.0) 37.6 (35.1) (6.3) (51.8)
— — — 7.0 7.0 —_ —_ — 779 77.9
0.3 — (1.5 10.3 9.1 (0.1) 0.1 — 4.6 4.6
147.4 (698.8) (356.6) (6.9) (914.9) (628.4) 329.8 (665.5) 76.2 (887.9)
Year ended December 31
2011 2010
Mark-to-market Mark-to-market
Inception-to-date  (Gains) losses Inception-to-date  (Gains) losses
realized gains recognized in Gains (losses) realized gains recognized in Gains (losses)
(losses) on prior periods arising on (losses) on prior periods arising on
positions closed on positions positions Net gains positions closed on positions positions Net gains
or sold in the closed or sold  remaining open (losses) on or sold in the closed or sold  remaining open (losses) on
year in the year at end of year Other investments year in the year at end of year Other investments
Net gains (losses) on investments:
BONAS ..o 467.7 64.4 770.1 — 1,302.2 297.6 151.4 (285.2) —_ 163.8
Preferred stocks 0.9 1) (6.9) — (7.1) 1.6 0.3) (13.1) — (11.8)
Common stocks 491.6 (240.9) (1,025.5) — (774.8) 4447 (347.4) 480.0 — 577.3
960.2 (177.6) (262.3) — 520.3 743.9 (196.3) 181.7 — 729.3
Financial instruments:
Common stock and equity index short
POSIHIONS ..o 293.20 134.0 (13.3) — 4139 (797.0?‘1) (7.8) (131.8) — (936.6)
Common stock long positions (22.6) 7.6 (46.8) — (61.8) 91.9® (1.1) (7.6) — 83.2
Credit default swaps................ 219 (9.0) (2.8) — 10.1 (31.6) 42.0 5.4 — 15.8
Equity warrants and call options. 161.9 (140.4) (3.0 — 185 13.7 0.2 83.6 — 97.5
CPI-linked contracts ... — — (233.9) — (233.9) — — 28.1 — 28.1
(11.1) 22.0 284 — 39.3 10.6 (5.2) (18.3) — (12.9)
443.3 142 (271.4) — 186.1 (712.4) 28.1 (40.6) — (724.9)
(28.9) 24.2 (44.0) (1.8) (50.5) (103.7) 54.5 (4.5) 10.3 (43.4)
— — — (46.5) (46.5) —_ —_ — (31.7) (31.7)
12.7 25.1 24.8 — 62.6 (53.9) 46.4 (25.1) — (32.6)
(16.2) 49.3 (19.2) 48.3 (34.49) (157.6) 100.9 (29.6) (21.4) (107.7)
— — — 7.0 7.0 — —_ —_ 77.9 77.9
0.6 — (0.8) 12.4 12.2 (4.3) 5.0 — 21.7 22.4
Net gains (losses) on investments....... 1,387.9 _(1141) (289) _6912 (130.4) _(62.3) 1115 78.2 _ (3.0

(1) Amounts include net gains (losses) on total return swaps where the counterparties are required to cash-settle on a quarterly basis the market value movement since
the previous quarterly reset date notwithstanding that the total return swap positions remain open subsequent to the cash settlement.

(2) On December 30, 2011, the company sold all of its interest in Polskie Towarzystwo Ubezpieczen S.A. (“PTU”) and received cash consideration of $10.1 (34.7
million Polish zloty) and recorded net gains on investments of $7.0. On December 17, 2010, the company decreased its ownership of International Coal Group,
Inc. (“ICG”) from 22.2% to 11.1% and received cash consideration of $163.9, recorded net gains of $77.9 on its partial disposition and ceased equity accounting

for this investment.
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6. Investments in Associates

Investments in associates recorded on the equity method of accounting, the company’s ownership interest, their fair value and carrying
value were as follows:

December 31, 2011 December 31, 2010 January 1, 2010
Ownership Fair Carrying Ownership Fair Carrying Ownership Fair Carrying
percentage value value percentage value value percentage value value
Portfolio investments
Investments in associates:
Gulf Insurance Company (“Gulf Insurance”).... 41.4% 255.1 2145 41.3% 219.9 219.9 — — —
ICICI Lombard General Insurance Company Li
LOMDBAN™) .o 26.0% 2304 67.1 26.0% 266.5 94.2 26.0% 204.4 75.9
Cunningham Lindsey Group lelted (“CLGL")... 43.2% 230.3 104.2 43.6% 186.1 121.3 43.6% 159.5 125.0
The Brick Ltd. (“The Brick”)® 33.8% 123.9 106.9 17.3% 26.8 15.7 12.8% 8.9 4.2
Singapore Remsurance Corporatlon Limited (“Singapore Re’ ) 26.8% 36.2 338 22.2% 30.3 28.7 20.0% 229 20.9
Fibrek Inc. (“Fibrek”)® 25.8% 32.1 27.4 25.8% 37.1 27.1 19.2% — —
MEGA Brands Inc. (“MEGA™)®........... 19.9% 26.3 36.7 16.5% 34.8 29.7 — — —
Falcon Insurance PLC (“Falcon Thailand”)... 40.5% 6.0 6.0 40.5% 6.6 6.6 40.5% 55 55
Imvescor Restaurant Group Inc. (“Imvescor”) ... 13.6% 4.1 3.1 — — — — — —
Polskie Towarzystwo Ubezpieczen S.A. (“PTU”)®. — — — 22.7% 3.9 3.9 22.7% 52 52
International Coal Group, Inc. (“ICG”)® .. — = = — — — 27.7% 173.9 163.0
Partnerships, trusts and other ................. — 327. 324.6 —_ 164.9 160.8 —_ 24.0 24.0

(1) On June 29, 2011, the company participated in The Brick’s offer to exchange 48.3 million warrants for 31.3 million common shares of The Brick as part of a
cashless exercise of warrants. The receipt of The Brick common shares increased investments in associates and decreased derivatives and other invested assets by
$88.2 respectively (the fair value of the warrants immediately prior to the cashless exercise) and increased the company’s ownership of The Brick from 17.3% to
33.6%. The company determined that the effective purchase price of $88.2 to acquire the additional 16.3% of The Brick included $21.3 of goodwill. As at
December 31, 2011, the company has investments of $40.7 ($43.2 at December 31, 2010, $33.8 at January 1, 2010) and nil ($81.3 at December 31, 2010, $22.9 at
January 1, 2010) in debt instruments and warrants issued by The Brick respectively. The debt instruments and the warrants (prior to June 29, 2011) are recorded in
bonds and derivatives and other invested assets respectively, in the consolidated balance sheets.

(2) On July 15, 2010, the company purchased additional common shares of Fibrek for cash consideration of $15.7, that when aggregated with the common shares
already owned by the company and its affiliates represents 25.8% of the total common shares of Fibrek outstanding. Accordingly, the company commenced
recording its investment in Fibrek using the equity method of accounting.

(3) On March 31, 2010, in connection with its participation in the recapitalization of MEGA, the company received newly issued common shares, warrants and
debentures of MEGA, as consideration for an additional investment in MEGA and for the cancellation of a convertible debenture which the company had acquired
in August 2008. Immediately following the receipt of the recapitalization proceeds, the company sold a portion of the newly issued common shares, warrants and
debentures of MEGA to a third party and determined that its remaining 16.5% interest in MEGA combined with its ability pursuant to the recapitalization
agreement to represent the holders of the newly issued debentures through the nomination of three members to MEGA's board of directors, effectively resulted in
the company being deemed to exercise significant influence over MEGA. Accordingly, on March 31, 2010, the company commenced recording its investment in
the common shares of MEGA using the equity method of accounting on a prospective basis. As at December 31, 2011, the company has investments of $15.8
($27.9 at December 31, 2010, $19.7 at January 1, 2010) and $8.2 ($14.1 at December 31, 2010, nil at January 1, 2010) in debt instruments and warrants issued by
MEGA respectively. The debt instruments and warrants are recorded in bonds and derivatives and other invested assets respectively, in the consolidated balance
sheets.

(4) On December 29, 2011, the company participated in the refinancing and recapitalization of Imvescor through a private placement wherein it paid $9.8 (Cdn$10.0)
to acquire $9.8 (Cdn$10.0) principal amount of Imvescor’s senior unsecured debentures bearing interest at 10% per annum and due in five years and warrants to
purchase 16.3 million common shares of Imvescor at an exercise price of $0.64 (Cdn$0.65) per common share expiring in five years and paid $3.1 (Cdn$3.2) to
acquire 5.7 million common shares of Imvescor at a price of $0.56 per common share. Subsequent to these transactions, the company owned in the investment
portfolios of its insurance subsidiaries, approximately 13.6% of the outstanding common shares of Imvescor and would own approximately 37.8% assuming full
exercise of the warrants. Accordingly, on the acquisition date, the company commenced recording its investment in the common shares of Imvescor using the
equity method of accounting as the potential voting rights which are currently exercisable by the company permit it to exercise significant influence over
Imvescor.

(5) On December 30, 2011, the company sold all of its interest in PTU and received cash consideration of $10.1 (34.7 million Polish zloty) and recorded net gains on
investments of $7.0.

(6) On December 17, 2010, the company decreased its ownership of ICG from 22.2% to 11.1% and received cash consideration of $163.9, recorded net gains of $77.9
on its partial disposition and ceased equity accounting for this investment.

The company’s strategic investment of $87.9 at December 31, 2011 ($68.7 at December 31, 2010) in 15.0% of Alltrust Insurance
Company of China Ltd. is classified as at FVTPL within common stocks on the consolidated balance sheets.
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7. Short Sale and Derivative Transactions

The following table summarizes the notional amount and fair value of the company’s derivative instruments:

December 31, 2011 December 31, 2010 January 1, 2010

Notional Fair value Notional Fair value Notional Fair value

Cost_ _amount Assets Liabilities Cost amount Assets Liabilities Cost amount Assets Liabilities

Equity derivatives:
Equity index total return swaps — short positions. —  5,517.6 25.8 59.6 — 5,463.3 10.3 133.7 — 1,582.7 9.2 —
Equity total return swaps — short positions............ — 16176 68.8 47.7 — 624.5 18.0 28.3 —_ 232.2 — 1.2
Equity total return swaps — long positions............ — 1,3635 2.4 49.2 — 1,244.3 0.7 8.3 — 214.6 8.7 7.7
Equity call Options........cccvveevrievrinieicreenciees — — — — — — — — 46.2 79.3 46.0 —
WAITANES ..o 11.7 44.6 15.9 — 21.6 158.8 1711 — 10.1 1275 71.6 —

Credit derivatives:
Credit default SWaps..........ccccceeeerrnernrrsseeenes 66.8 3,059.6 49.8 — 70.8 3,499.3 67.2 —_ 114.8 5,926.2 71.6 —_
WEITANTS ..o 24.3 340.2 50.0 — 16.6 340.2 6.5 — 15.8 340.2 2.8 —
CPI-linked derivative contracts . . 4211 46,518.0 208.2 — 3023 34,1823 328.6 — 8.8 1,490.7 8.2 —
Foreign exchange forward contr .= — 329 8.2 — — — 255 — — 1.6 48.0
Other derivative contracts. — — 13 55 — — — 21.1 — — 5.5 0.3
Total 455.1 170.2 602.4 216.9 225.2 57.2

The company is exposed to significant market risk through its investing activities. Market risk is the risk that the fair value or future
cash flows of a financial instrument will fluctuate because of changes in market prices. Market risk is comprised of currency risk,
interest rate risk and other price risk. The company’s derivative contracts, with limited exceptions, are used for the purpose of
managing these risks. Derivative contracts entered into by the company are considered economic hedges and are not designated as
hedges for financial reporting purposes.

Equity contracts

The company holds significant investments in equities and equity-related securities. The market value and the liquidity of these
investments are volatile and may vary dramatically either up or down in short periods, and their ultimate value will therefore only be
known over the long term or on disposition. Short positions in equity and equity index total return swaps are held primarily to provide
protection against significant declines in the value of the company’s equities and equity-related securities. As a result of volatility in
the equity markets and international credit concerns, the company protected its equity and equity-related holdings against a potential
decline in equity markets by way of short positions effected through equity and equity index total return swaps including short
positions in certain equities, the Russell 2000 index and the S&P 500 index as set out in the table below. During the fourth quarter and
year ended December 31, 2011, the company increased the net original notional amount of its short equity and equity index total
return swaps by $87.5 and $1,332.7 respectively. At December 31, 2011, equity hedges represented 104.6% of the company’s equity
and equity-related holdings (80.2% at December 31, 2010). The excess of the equity hedges over the company’s equity and equity-
related holdings at December 31, 2011 arose principally as a result of the company’s decision in the third quarter of 2011 to fully
hedge its equity and equity-related holdings by adding to the notional amount of its short positions in certain equities effected through
equity total return swaps and also reflected some non-correlated performance of the company’s equity and equity-related holdings in
2011 relative to the performance of the economic equity hedges used to protect those holdings. The company’s exposure to basis risk
is discussed further in note 22. The company’s objective is that the equity hedges be reasonably effective in protecting that proportion
of the company’s equity and equity-related holdings to which the hedges relate should a significant correction in the market occur;
however, due to the lack of a perfect correlation between the hedged items and the hedging items, combined with other market
uncertainties, it is not possible to estimate the future impact of the company’s economic hedging programs related to equity risk.
During the fourth quarter and year ended December 31, 2011, the company paid net cash of $293.2 (2010 — $764.2) and received net
cash of $293.2 (2010 — paid net cash of $797.0) respectively in connection with the reset provisions of its short equity and equity
index total return swaps. During the fourth quarter and year ended December 31, 2011, the company received net cash of $76.9
(2010 - $169.3) and paid net cash of $22.6 (2010 — received net cash of $91.9) respectively to counterparties in connection with the
reset provisions of the company’s long equity total return swaps.

December 31, 2011 December 31, 2010
Original notional  Weighted average Original notional ~ Weighted average
Underlying Equity Index Units amount®) index value Units amount® index value
Russell 2000 ..........cccceevieeireeciecree e 52,881,400 3,501.9 662.22 51,355,500 3,377.1 657.60
SEP 500 ...t 12,120,558 1,299.3 1,071.96 12,120,558 1,299.3 1,071.96

(1) The aggregate notional amounts on the dates that the short positions were first initiated.

At December 31, 2011, the fair value of the collateral deposited for the benefit of derivative counterparties included in assets pledged
for short sale and derivative obligations was $1,135.3 ($847.0 at December 31, 2010), comprised of collateral of $962.6 ($733.2 at
December 31, 2010) required to be deposited to enter into such derivative contracts (principally related to total return swaps) and net
collateral of $172.7 ($113.8 at December 31, 2010) securing amounts owed to counterparties to the company’s derivative contracts
arising in respect of changes in the fair values of those derivative contracts since the most recent reset date.

During 2011, the company has entered into long equity total return swaps on individual equity securities for investment purposes with
an original notional amount of $1,280.0 ($1,114.3 during 2010).
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Equity warrants were acquired in conjunction with the company’s investment in debt securities of various Canadian companies. At
December 31, 2011, the warrants have expiration dates ranging from 2 years to 5 years (2 years to 4 years at December 31, 2010).

Credit contracts

Since 2003, the company’s investments have included credit default swaps referenced to various issuers in the financial services
industry as an economic hedge of certain financial and systemic risks. Effective January 1, 2011, the company no longer considers
credit default swaps to be an economic hedge of its financial assets. At December 31, 2011, the company’s remaining credit default
swaps have a weighted average life of 1.3 years (2.4 years at December 31, 2010) and a notional amount and fair value of $3,059.6
($3,499.3 at December 31, 2010) and $49.8 ($67.2 at December 31, 2010) respectively.

The company holds, for investment purposes, various bond warrants that give the company an option to purchase certain long dated
corporate bonds. At December 31, 2011, the warrants have expiration dates averaging 35.1 years (35.8 years at December 31, 2010).

CPI-linked derivative contracts

The company has purchased derivative contracts referenced to consumer price indices (“CPI”) in the geographic regions in which it
operates, which serve as an economic hedge against the potential adverse financial impact on the company of decreasing price levels.
At December 31, 2011, these contracts have a remaining weighted average life of 8.6 years (9.4 years at December 31, 2010) and a
notional amount and fair value as shown in the table below. In the event of a sale, expiration or early settlement of any of these
contracts, the company would receive the fair value of that contract on the date of the transaction. The company’s maximum potential
loss on any contract is limited to the original cost of that contract. The following table summarizes the notional amounts and weighted
average strike prices of CPI indices underlying the company’s CPI-linked derivative contracts:

December 31, 2011 December 31, 2010
Notional Amount Notional Amount
Original Weighted average Original Weighted average

Underlying CPI Index currency U.S. dollars strike price currency U.S. dollars strike price
UNited STaes .....covveiveeciiicie e 18,175.0 18,175.0 216.95 16,250.0 16,250.0 216.58
United Kingdom ........ccccoeeieiiiniiineneecee e 550.0 854.8 216.01 550.0 861.1 216.01
European Union..........cocooeieiincieiineneneeesesieees 20,425.0 26,514.6 109.74 12,725.0 17,071.2 108.83
FranCe. ..o 750.0 973.6 120.09 — — —

_46,518.0 _34,182.3

During the fourth quarter and year ended December 31, 2011, the company purchased nil (2010 — $3,679.0) and $13,596.7 (2010 -
$32,670.2) notional amount of CPI-linked derivative contracts at a cost of nil (2010 — $37.1) and $122.6 (2010 — $291.4) and recorded
net mark-to-market gains of $0.1 (2010 — mark-to-market losses of $61.5) and net mark-to-market losses of $233.9 (2010 — mark-to-
market gains of $28.1) respectively on positions remaining open at the end of the year.

The CPI-linked derivative contracts are extremely volatile, with the result that their market value and their liquidity may vary
dramatically either up or down in short periods, and their ultimate value will therefore only be known upon their disposition or
settlement. The company’s purchase of these derivative contracts is consistent with its capital management framework designed to
protect its capital in the long term. Due to the uncertainty of the market conditions which may exist many years into the future, it is not
possible to estimate the future impact of this aspect of the company’s risk management program.

Foreign exchange forward contracts

A significant portion of the company’s business is conducted in currencies other than the U.S. dollar. The company is also exposed to
currency rate fluctuations through its equity accounted investments and its net investment in subsidiaries that have a functional
currency other than the U.S. dollar. Long and short foreign exchange forward contracts primarily denominated in the Euro, the British
pound sterling and the Canadian dollar are used to manage certain foreign currency exposures arising from foreign currency
denominated transactions. The contracts have an average term to maturity of less than one year and may be renewed at market rates.

Counterparty risk

The company endeavours to limit counterparty risk through the terms of agreements negotiated with the counterparties to its derivative
contracts. The fair value of the collateral deposited for the benefit of the company at December 31, 2011 consisted of cash of $50.5
($26.1 at December 31, 2010) and government securities of $156.8 ($94.4 at December 31, 2010) that may be sold or repledged by the
company. The company has recognized the cash collateral within subsidiary cash and short term investments and recognized a
corresponding liability within accounts payable and accrued liabilities. The company had not exercised its right to sell or repledge
collateral at December 31, 2011. The company’s exposure to counterparty risk and the manner in which the company manages
counterparty risk are discussed further in note 22.

Hedge of net investment in Northbridge

The company has designated the carrying value of Cdn$1,075.0 principal amount of its Canadian dollar denominated unsecured senior
notes with a fair value of $1,114.6 (2010 — principal amount of Cdn$675.0 with a fair value of $736.2) as a hedge of its net investment
in Northbridge for financial reporting purposes. In the fourth quarter and year ended December 31, 2011, the company recognized pre-
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tax losses of $24.1 (2010 — $21.3) and pre-tax gains of $33.2 (2010 — pre-tax losses of $28.2) respectively related to foreign currency
movements on the unsecured senior notes in change in gains and losses on hedge of net investment in foreign subsidiary in the
consolidated statements of comprehensive income.

8. Insurance Contract Liabilities

Gross Ceded Net

December 31,  December 31, January 1, December 31, December 31, January 1, December 31, December 31, January 1,

2011 2010 2010 2011 2010 2010 2011 2010 2010
Provision for unearned premiums... 2,487.3 2,120.9 1,913.9 388.1 279.8 252.2 2,099.2 1,841.1 1,661.7
Provision for losses and loss adjust 17,232.2 16,049.3 14,504.7 3,496.8 3,229.9 3,056.1 13,7354 12,8194 11,448.6
Total insurance contract liabilities...........cccooeovriens 19,7195 18,170.2 16,418.6 3,884.9 3,509.7 3,308.3 15,834.6 14,660.5 13,110.3
CUITENE oo 6,579.3 5,884.9 5,269.6 1,979.2 1,756.8 1,650.9 4,600.1 4,128.1 3,618.7
NON-CUITENT ...t 13,140.2 12,285.3 11,149.0 1,905.7 1,752.9 1,657.4 11,2345 10,5324 9,491.6
19,7195 18,170.2 16,418.6 3,884.9 3,509.7 3,308.3 15,834.6 14,660.5 13,110.3

Provision for unearned premiums

The following changes have occurred in the provision for unearned premiums for the years ended December 31.:

2011 2010
Provision for unearned Premiums — JANUANY L .......cooiiiiiioieieie ettt sttt te st esbe st et e e estebeebesbesbebe e eneereeneans 2,120.9 1,913.9
GrOSS PPEMIUMS WETTEEI ...ttt ittt sttt sttt et e st e b e bt eb e b e e et e s e e E e eRe e b e ebeneem e e R e e Rt eb e eEeebeeeemseseeseebenbeabeseeneeseaneanis 6,743.5 5,362.9
Less: premiums earned........ (6,541.4) (5,510.4)
Acquisitions of subsidiaries 206.9 279.4
Foreign exchange effect and other.............cccccceeeee (42.6) 75.1

Provision for unearned premiums — December 31.... 2,487.3 2,120.9
Provision for losses and loss adjustment expenses

The following changes have occurred in the provision for losses and loss adjustment expenses for the years ended December 31:

2011 2010

Provision for losses and 10ss adjustment XPENSES — JANUAIY L........ccvciiiiiirierieieisesesiesie e te et re st st sbe e esaeneanas 16,049.3 14,504.7
Foreign exchange effect and OTNET...........ocoiiiiiiieic s (161.2) 198.4
(Decrease) increase in estimated losses and expenses for claims occurring in the prior years (52.7) (38.6)
Losses and expense for claims 0CCUrring in the CUMTENT YA ...........ciiiiiiriiiee ittt bbbt 5,594.1 4,276.6
Paid on claims occurring during:

LU Lo (=] 0L Y =T: T OO USSP (1,427.5) (1,102.5)

the prior years..........cccoevnne (3,539.1) (3,354.3)
Acquisitions of subsidiaries 769.3 1,565.0
Provision for losses and loss adjustment eXpenses — DECEMDET 3L .......cciiiiriiiiiiieee ettt _17,232.2 16,049.3

Provision for losses and loss adjustment expenses include CTR life reserves at December 31, 2011 of $24.2 ($25.3 at December 31,
2010).

Assumptions

The basic assumptions made in establishing actuarial liabilities are best estimates of possible outcomes. The company uses tabular
reserving for the indemnity lifetime benefit liabilities with standard mortality assumptions, and discounts such reserves using interest
rates ranging from 3.5% to 5.0%.

For information on the development of claims and the company’s exposure to ashestos and pollution, refer to the sections entitled
‘Provision for Claims’ and ‘Asbestos and Pollution’ included in Management’s Discussion and Analysis of Financial Condition and
Results of Operations on pages 157 through 175 in the company’s Annual Report for the year ended December 31, 2010.

9. Reinsurance

Reinsurers’ share of insurance contract liabilities is comprised as follows:

December 31,  December 31, January 1,

2011 2010 2010
Reinsurers’ share of UNEArNed PreMIUMS. .........cuiiiiiiriirieiei ettt et 388.1 279.8 252.2
Reinsurers’ share of provision for losses and loss adjustment expenses 4,105.5 3,826.1 3,675.6
Provision for uncollectible reinSurance ... (295.5) (348.9) (356.7)
4,198.1 3,757.0 3,571.1
CUTTENE .ttt bbb bbb E bbb bbb bbbt bbbttt b bbbt 2,251.8 1,970.2 1,877.9
[0 oL =] R 1,946.3 1,786.8 1,693.2
4,198.1 3,757.0 3,571.1

The company follows the policy of underwriting and reinsuring contracts of insurance and reinsurance which, depending on the type
of contract, generally limits the liability of the individual insurance and reinsurance subsidiaries on any policy to a maximum amount
on any one loss. Reinsurance decisions are made by the subsidiaries to reduce and spread the risk of loss on insurance and reinsurance
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written, to limit multiple claims arising from a single occurrence and to protect capital resources. The amount of reinsurance
purchased can vary among subsidiaries depending on the lines of business written, their respective capital resources and prevailing or
expected market conditions. Reinsurance is generally placed on an excess of loss basis and written in several layers, the purpose of
which is to limit the amount of one risk to a maximum amount acceptable to the company and to protect from losses on multiple risks
arising from a single occurrence. This type of reinsurance includes what is generally referred to as catastrophe reinsurance. The
company’s reinsurance does not, however, relieve the company of its primary obligation to the policy holder.

The majority of reinsurance contracts purchased by the company provide coverage for a one year term and are negotiated annually.
The ability of the company to obtain reinsurance on terms and prices consistent with historical results reflects, among other factors,
recent loss experience of the company and of the industry in general. As a result of the number of significant catastrophic events in the
past several years the price for catastrophe reinsurance has increased, and if another major loss were to occur the cost of reinsurance
could change significantly. If that were to occur, each subsidiary would evaluate the relative costs and benefits of accepting more risk
on a net basis, reducing exposure on a direct basis or paying additional premiums for reinsurance.

Historically the company has purchased, or has negotiated as part of the purchase of a subsidiary, adverse development covers as
protection from adverse development of prior years’ reserves. In the past, significant amounts of reserve development have been ceded
to these reinsurance treaties. The majority of these treaties have been commuted, are at limit, or are nearing limit, so that in the future,
if further adverse reserve development originally protected by these covers were to occur, little if any would be ceded to reinsurers.

The company has guidelines and a review process in place to assess the creditworthiness of the reinsurers to which it cedes. Note 22
discusses the company’s management of credit risk associated with reinsurance recoverables.

The company makes specific provisions against reinsurance recoverables from reinsurers considered to be in financial difficulty. In
addition, the company records an allowance based upon analysis of historical recoveries, the level of allowance already in place and
management’s judgment on future collectability. The provision for uncollectible reinsurance at December 31, 2011 was $295.5
($348.9 at December 31, 2010).

Changes in the reinsurers’ share of paid losses, unpaid losses, unearned premiums and provision for uncollectible balances for the
years ended December 31 were as follows:

Paid Unpaid  Unearned Net
L osses Losses  Premiums Provision Recoverable
Balance — January 1, 2011.........ccccciiininiiiiicei s 458.0 3,368.1 279.8 (348.9)  3,757.0
Reinsurers’ share of 10s5eS paid t0 INSUMEAS ...........cveiiiiiriieieeere e 944.4 (944.4) — — —
REeINSUrance reCOVEries FECRIVEA .......coviuiirreiiieieierestee et (902.7) — — — (902.7)
Reinsurers’ share of 10SSeS Or Premiums €arNed..........cocooverieeririrene e — 9119 (1,121.4) — (209.5)
Premiums CEAEA 10 FEINSUIETS.........civiiiieicree ettt ettt et e s re e et e e ete e sae e e rae e st e e ebeesraeesraesabeeres — — 1,434 — 1,143.4
Change in provision, recovery or write-off of impaired balances.............c.ccoooevneinninncnnnns (25.6) (5.8) — 52.7 21.3
Acquisitions of subsidiaries and reinsurance-to-close transactions ............c.ccoceeeierereseieenne. 29.8 290.6 95.3 — 415.7
Foreign exchange effect and Other...........cccoviiiiiiiiies e (3.0) (15.8) (9.0) 0.7 (27.1)
Balance — December 31, 2011 ........cooiiiiiiiiieine e _5009 _3.6046 _3881 _(2955) _4,198.1
Paid Unpaid  Unearned Net
Losses Losses  Premiums Provision Recoverable
Balance — JANUANY 1, 2010.........ccoueuiiriiiiisieieieee ettt 486.1 3,189.5 252.2 (356.7)  3,571.1
Reinsurers’ share of 1055es paid t0 INSUEAS ..........cceveieiiiiiriciec e 886.7 (886.7) — — —
ReiNSUrance reCOVEIIES FECEIVEA .......cco ittt sttt seeneeneas (917.2) — — — (917.2)
Reinsurers’ share of 10SseS OF Premiums €arNEd..........cceveieirieieierieeeee e — 854.6 (914.4) — (59.8)
Premiums CEABA 0 FEINSUIEIS. ......c..iiiiiterieieeeic ettt bttt b e et nbesbe s — — 904.6 — 904.6
Change in provision, recovery or write-off of impaired balances.............cccooecviiincinicnnn, (23.1) (10.4) — 8.3 (25.2)
ACQUISIIONS OF SUDSIIAIIES......vcvviveitiiiecieiee et nn 13.8 210.7 9.4 — 233.9
Foreign exchange effect and OtNer........ ..o 11.7 104 28.0 (0.5) 49.6
Balance — December 31, 2010.......cccviiriiiireicet i 458.0 _3,368.1 279.8 (348.9) 3,757.0

Reinsurers’ share of provision for losses and loss adjustment expenses at December 31, 2011 includes $313.2 ($247.2 at December 31,
2010) of paid losses net of provisions.

Included in commissions, net is commission income from reinsurance contracts of $62.1 and $226.1 (2010 — $48.3 and $166.9) for the
fourth quarter and year ended December 31, 2011 respectively.
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10. Insurance Contract Receivables

Insurance contract receivables are comprised as follows:

December 31,  December 31, January 1,

2011 2010 2010
INSUrance Premiums FECEIVADIE ..ottt enas 1,113.3 866.6 753.9
Reinsurance premiums receivable 428.4 388.7 435.9
Funds withheld receivable...........ccccocooiiniiiennne 195.3 209.9 187.5
(@131 S 32.1 40.5 27.2
Provision for doubtful DAIANCES ............coiii e (33.7) (29.1) (27.7)
1,735.4 1,476.6 1,376.8

The following changes have occurred in the insurance premiums receivable balance for the years ended December 31:

2011 2010
BAIANCE — JANUANY L. ettt ettt b et e b e 2o st e bt e bt eb e eE e b e 2o Rt e b e eh e eE e e e e e 2R e eR e 2h e e Rt eb e eE e e b e ne e s eneeReebeeEeebene et ereeneanis 866.6 753.9
Gross premiums written 3,507.9
Premiums collected ............ . (3,511.7)
e T o TE g 1T 1 £SO . (2.6)
Amounts due to brokers and agents (121.2)
Acquisitions of subsidiaries...........ccoceoreiriiiienns . 219.6
Foreign exchange effect and other 20.7
BalaNCe — DECEIMDET 3L..... . ittt ettt ettt et e e e st e st e bt ebesb e b e e e Rt e b e eReebeea e e e s e eR e e b e eReeEeebenbese e s eneeneebeebeabeseeneaseaneanis 866.6
The following changes have occurred in the reinsurance premiums receivable balance for the years ended December 31:

2011 2010
BaAlANCE — JANUATY L. .iiiitiiteieietectt ettt ettt sttt e b e et e st e b e b e st et e e be e b e b et e e e st e b e eh e b e s b e b e s e eRs e s b e Rt ebeebeebe s e b e st eneebeebeebesne b e s e neers 388.7 435.9
Gross premiums written ... 2,154.8 1,855.0
Premiums collected ............ (1,706.5) (1,538.5)
Amounts due to brokers and agents (403.4) (357.7)
Acquisitions of subsidiaries...........ccoevvirierienieneicience, 3.3 0.5
Foreign exchange effect and other..........cccccocovevvviveiennn. (8.5) (6.5)
BalanCe — DECEIMDET 3L......ouiiiiiieieiiitie ettt bbbkt e bbbttt bbbttt bbbt 4284 388.7

11. Deferred Premium Acquisition Costs

The following changes have occurred in the deferred premium acquisition costs for the years ended December 31:

2010
BAlANCE — JANUATY L. .iiitiiieieiieie ettt ettt sttt et et e et st e b e e e s e seehe e ke st e b e s e st e s e ehe e b e et et e s en s e s e e Rt e b e ebe e b e e e b e st ene e s e e beebe st et e s e eneenes . 372.0
Acquisition costs deferred............ . 929.2
Amortization of deferred costs...... . (959.6)
Acquisitions of subsidiaries...........ccceoerverereieieeneneees . 8.1
Foreign exchange effect and other . 7.3
BalAnCe — DECEMDET 3L.... ittt b bbbt bbb bbb b ek b b h bR e bbbt b et b et 357.0
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12. Goodwill and Intangible Assets

Goodwill and intangible assets are comprised as follows:

December 31, December 31, January 1,
2011 2010 2010
GOOAWIIL ...ttt 696.3 572.1 249.3
Intangible assets subject to amortization:
Customer and broKer relatioNShiPS ........c.coveiiiiieiicese e nre s 271.1 256.6 115.6
Computer software 67.8 60.4 34.2
OBNBE e bbbt 2.6 2.9 3.6
3415 3199 _1534
Intangible assets not subject to amortization:
BIANG NAIMES.....c.iiviiiiitei bbbkt h bbbkt b ettt 59.6 47.0 26.0
L ] 1T RSP 17.8 10.1 10.1
__ 774 57.1 36.1
GoodWill and INANGIDIE BSSELS ........cviviiiiiiiiiii s _1.1152 949.1 438.8

Goodwill and intangible assets arising from acquisitions during the years ended December 31, 2011 and 2010 are discussed in note 21.
13. Other Assets

Other assets are comprised as follows:

December 31, December 31, January 1,

2011 2010 2010
Premises and EOUIPIMENT ......oo.iiiieeeei ettt sttt et ese st s besbestesbe e eseeseebesbeseesbeseeneaneaneas 210.8 184.8 155.9
Accrued interest and dividends 166.6 187.3 172.3
Income taxes refundable............... 85.2 217.2 50.4
Receivables for securities sold 17.3 13.2 43.5

PENSION ASSELS....ccvviieiieeriire sttt ste e sre st sre e sren 20.1 34.9

Other reporting segment receivables 354 34.8 354
Other reporting segment inventories 89.3 471 49.8
Prepaid EXPENSES ......viveveiierieseeie e see e 34.9 30.2 22.7
OB bbbt 161.8 1515 241.6
8214 901.0 771.6
(G101 7] o SR TSV P RS PRUPPTURUPRPROON 481.8 529.8 374.1
INONCUITENT . bbbt bbbt b e b et e bbb e b e b e ebe b e 339.6 371.2 397.5
_ 8214 901.0 771.6
14. Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities are comprised as follows:

December 31, December 31, January 1,
2011 2010 2010

Payable t0 FEINSUIEIS ...ttt sttt ettt st b e et e e e s e et e e besbesee b e nneneaneaneas 409.8 359.1 290.7
Pension and post retirement liabilities...................... 154.1 139.4 138.9
Salaries and employee benefit liabilities .................. 209.8 185.2 187.5
Ceded deferred premium acquisition costs 79.0 47.4 63.7
Accrued legal and professional fees ..........cccceovveiiieniiniiienens 39.4 394 46.0
Accounts payable for securities purchased but not yet settled............ocooieiniiniiiniicce 23.5 454 39.0
Amounts Withheld and aCCIUB TAXES ......c.ccuiiiriiiiieieee bbb 64.7 57.9 52.0
Accrued interest EXPENSE........covvvrrervrreerreererrecnnenens 35.8 36.4 34.0
Amounts payable to agents and brokers 41.2 38.0 44.6
Accrued commissions 55.2 428 40.0
Accrued premium taxes 66.1 56.8 395
Other reporting segment payables .........c.ccoccoevviininennns 63.7 404 37.8
(40 OSSOSO TP RTPTPTTOTTTPRTRTON 413.9 174.9 277.1
1,656.2 1,263.1 1,290.8
(G104 (=] o | ST ORTR 1,008.8 646.0 755.1
INON-CUITENT .t bbbt h ekt a e b e e R ekt e R b e sb e e bt e bt e b e e b e e nneebeebennee e 647.4 617.1 535.7
1,656.2 1,263.1 1,290.8
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15. Subsidiary Indebtedness, Long Term Debt and Credit Facilities

December 31, 2011 December 31, 2010
Carrying Fair Carrying Fair
Principal value® valug® Principal valug® value®
Subsidiary indebtedness consists of the following balances:
Ridley secured revolving term facility:
Cdn $30.0 or U.S. dollar equivalent at floating rate® — — — 1.0 0.9 0.9
U.S. $20.0 at floating rate®® .........c..ccccovvvvvvererrenrnninns 1.0 1.0 1.0 1.3 1.3 1.3
1.0 1.0 1.0 2.3 2.2 2.2
Long term debt consists of the following balances:
Fairfax unsecured notes:
7.75% due April 15, 2012........ciuvieieiieeirieeereeneee e 86.3 86.1 87.4 157.3 156.1 165.2
8.25% due OCtODEr 1, 2015 .......cuvveeeeieeirieieeieireeiee e 82.4 82.2 89.4 82.4 82.2 89.0
7.75% due JUNE 15, 2017 ..o e 48.4 46.4 52.5 275.6 261.7 289.4
7.375% due April 15, 2018................... 144.2 143.9 154.3 144.2 143.8 1514
7.50% due August 19, 2019 (Cdn$400.0) 392.8 389.2 427.7 402.6 398.5 4411
7.25% due June 22, 2020 (Cdn$275.0) .... . 270.1 268.0 289.7 276.8 274.4 295.1
5.80% due May 15, 2021 ......c.cerrimirrrieerriiieeierneeiee e 500.0 494.3 467.5 — — —
6.40% due May 25, 2021 (CdN$400.0) ......covrrrrrirerrerirerrierreeeeere e 392.8 389.0 397.2 — — —
8.30% due April 15, 2026.................. . 91.8 91.4 90.9 91.8 91.4 91.8
7.75% due July 15, 2037. . 91.3 90.1 83.6 91.3 90.0 91.1
TIG NOtE ..o . 201.4 152.7 152.7 201.4 143.8 143.8
Trust preferred securities 0f SUDSIAIANIES. .........cccvvrvririeeieriiiseeee e 9.1 9.1 8.1 9.1 9.1 7.0
Purchase consideration payable...........c.cccveeeririnneeieinnre e 152.2 152.2 152.2 158.6 158.6 158.6
Long term debt — holding company borrowings ...........ccceeevrvrreveeieienesneeenns 2,462.8 2,394.6 2,453.2 1,891.1 1,809.6 1,923.5
OdysseyRe unsecured senior notes:
7.65% due November 1, 2013 ........ccoieririreeneeseereeesee e 182.9 181.7 200.2 218.8 216.4 239.9
6.875% dUe MaY 1, 2015......coieirieiriieeireeieeieneeiee et 125.0 123.7 131.3 125.0 123.3 134.4
Series A, floating rate due March 15, 2021.. 50.0 49.8 422 50.0 49.8 47.3
Series B, floating rate due March 15, 2016..... . 50.0 49.8 475 50.0 49.7 48.7
Series C, floating rate due December 15, 2021..........ccceiininininiceninenirinieeneens 40.0 39.8 34.3 40.0 39.8 38.7
Crum & Forster unsecured senior notes:
7.75% due May 1, 2017 ......oevieerriiieeereeeee e 6.2 5.6 6.5 330.0 306.4 346.5
First Mercury trust preferred securities:
Trust 11, floating rate due December 14, 2036...........cccceerreeeeennnincenenns 25.8 25.8 25.8 — — —
Trust 1V, 8.25% through December 15, 2012, floating rate thereafter, due
SEPLEMDET 26, 2037 ....coeviiieieeciee et s 15.6 15.6 15.6 — — —
Zenith National redeemable debentures:
8.55% due AUGUSE 1, 2028........cceovrireereieiirieieeeese st sssesesennens 38.4 38.0 38.0 38.4 38.0 38.0
Advent subordinated notes:
floating rate due June 3, 2035.........cccoriiiieieiriitcee s 34.0 33.0 28.1 34.0 33.0 32.2
€12.0 million, floating rate due June 3, 2035........ccoverennninieicceees 15.6 15.1 12.9 16.0 155 15.1
Advent unsecured senior notes:
floating rate due January 15, 2026 ..........ccoereriinirineeieienenesieee e 26.0 25.1 26.0 26.0 25.1 26.1
floating rate due December 15, 2026 ..........ccccoevvririreinnennnenene 20.0 19.4 19.3 20.0 19.4 20.1
Ridley economic development loan at 1% due August 10, 2019 .. 0.6 0.5 0.5 0.7 0.6 0.6
MFXchange, equipment loans at 7.3% due April 1, 2011.......... . — — — 0.3 0.3 0.3
Long term debt — subsidiary company borrowings.........c.ccccceevnneeininneenns 630.1 622.9 628.2 949.2 917.3 987.9
3,092.9 3,017.5 3,081.4 2,840.3 2,726.9 29114

(a) Principal net of unamortized issue costs and discounts.
(b) Based principally on market prices, where available, or discounted cash flow models.
(c) The facilities expired on October 31, 2011 and were renewed for three months up to January 31, 2012.

For details on balances as at January 1, 2010 (December 31, 2009) refer to notes 10 and 11 within the company’s Canadian GAAP
annual consolidated financial statements for the year ended December 31, 2010.

Current and non-current portions of long term debt principal are comprised as follows:

December 31, December 31,
2011 2010
[N 4= o | S OO SRS PP 7.1
Non-current 2833.2
2,840.3
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First Mercury

The company acquired First Mercury on February 9, 2011, pursuant to the transaction described in note 21. At the acquisition date, the
company’s consolidated balance sheet included the $67.0 carrying value of trust preferred securities issued by First Mercury Capital
Trust I, I, 11l and IV (statutory business trust subsidiaries of First Mercury) in long term debt. These securities are redeemable at First
Mercury’s option at 100% of the principal amount together with accrued and unpaid interest on any interest payment date on or after
the redemption dates as set out in the table below. First Mercury fully and unconditionally guarantees the distributions and
redemptions of these trust preferred securities.

Issuer Issue date Interest Redemption date
First Mercury Capital Trust | April 29, 2004 Payable quarterly at three month LIBOR plus 3.75% On or after April 29, 2009
First Mercury Capital Trust 11 May 24, 2004 Payable quarterly at three month LIBOR plus 4.00% On or after May 24, 2009
First Mercury Capital Trust 1l December 14, 2006  Payable quarterly at three month LIBOR plus 3.00% On or after December 14, 2011

First Mercury Capital Trust IV September 26, 2007  Payable quarterly at 8.25% fixed through December 15, On or after December 15, 2012
2012; three month LIBOR plus 3.30% thereafter

On May 15, 2011, First Mercury redeemed for cash all $8.2 principal amount of its outstanding Trust | trust preferred securities due
April 2034 for cash consideration of $8.7.

On May 24, 2011, First Mercury redeemed for cash all $12.4 principal amount of its outstanding Trust Il trust preferred securities due
May 2034 for cash consideration of $13.1.

On May 27, 2011, First Mercury repurchased for cash $5.0 principal amount of its outstanding Trust IV trust preferred securities due
September 2037 for cash consideration of $4.9.

Debt and Tender Offerings

On May 9, 2011, the company completed a private placement debt offering of $500.0 principal amount of 5.80% unsecured senior
notes due May 15, 2021 at an issue price of $99.646 for net proceeds after discount, commissions and expenses of $493.9.
Commissions and expenses of $4.3 were included as part of the carrying value of the debt. The notes are redeemable at the company’s
option, in whole or in part, at any time at a price equal to the greater of (a) 100% of the principal amount to be redeemed or (b) the
sum of the present values of the remaining scheduled payments of principal and interest thereon (exclusive of interest accrued to the
date of redemption) discounted to the redemption date on a semi-annual basis at the treasury rate plus 50 basis points, together, in each
case, with accrued interest thereon to the date of redemption.

On May 25, 2011, the company completed a public debt offering of Cdn$400.0 principal amount of 6.40% unsecured senior notes due
May 25, 2021 at an issue price of $99.592 for net proceeds after discount, commissions and expenses of $405.6 (Cdn$396.0).
Commissions and expenses of $2.4 (Cdn$2.4) were included as part of the carrying value of the debt. The notes are redeemable at the
company’s option, in whole or in part, at any time at the greater of a specified redemption price based upon the then current yield of a
Government of Canada bond with a term to maturity equal to the remaining term to May 25, 2021 and par, together, in each case, with
accrued and unpaid interest to the date fixed for redemption. The company has designated these senior notes as a hedge of a portion of
its net investment in Northbridge.

Pursuant to the tender offer as amended on May 20, 2011 (the “Amended Tender Offer”), the net proceeds of the debt offerings
described above were used to purchase for cash the following debt during May and June of 2011:

Principal amount _Cash consideration

Fairfax unsecured senior notes due 2012 (“Fairfax 2012 NOLES™) ......ccccereruereerieierisenesienieeeesie e eeseenas 71.0 75.6
Fairfax unsecured senior notes due 2017 (“Fairfax 2017 NOLES™) ......cccererrerriirieririenienieseeeeesie e 227.2 252.9
Crum & Foster unsecured SeNior NOES AUE 2017 .........oeriiiiriiiiei et 323.8 357.8
OdysseyRe unsecured senior notes due 2013 (*OdysseyRe 2013 NOLES™)......ccvrirrererierieeeinesiesie e 35.9 40.8
TN .t bbb bbb bR E R b b h Rt bbbt b b 657.9 727.1

Unsecured senior notes repurchased in connection with the Amended Tender Offer were accounted for as an extinguishment of debt.
Accordingly, other expenses during 2011 included a charge of $104.2 recognized on the repurchase of long term debt (including the
release of $35.0 of unamortized issue costs and discounts and other transaction costs incurred in connection with the Amended Tender
Offer). The principal amount of $657.9 in the table above is net of $7.0, $23.3 and $6.2 aggregate principal amounts of Fairfax 2017,
Fairfax 2012, and OdysseyRe 2013 notes respectively, which were owned in Zenith National’s investment portfolio prior to being
acquired by Fairfax and tendered to the Amended Tender Offer by Zenith National. Similarly, the $727.1 of cash consideration in the
table above is net of $39.7 of total consideration paid to Zenith National in connection with the Amended Tender Offer. The notes
tendered by Zenith National were eliminated within Fairfax’s consolidated financial reporting since the acquisition date of Zenith
National.

33



Credit Facilities

On December 16, 2011, Fairfax extended the term of its $300.0 unsecured revolving credit facility (the “credit facility”) until
December 31, 2015. For further information on individual borrowings and credit facilities, refer to note 10 entitled ‘Subsidiary
Indebtedness, Long Term Debt and Credit Facilities in the company’s Canadian GAAP annual consolidated financial statements for
the year ended December 31, 2010.

16. Total Equity
Equity attributable to shareholders of Fairfax
Common stock

The number of shares outstanding was as follows:

2011 2010
Subordinate VOtING SNArES — JANUAIY L ........oeiiiiiiiteiteite ettt bttt b e bbbt s e bt b e bt sb e b et eneens 19,706,477 19,240,100
ISSUANCES QUFING thE YT ..... ettt ettt ettt sttt e sttt ettt e s beebe st e st e s e e bt e b e s be b e s e st e s e e seebeabeebenee b e eeneeneene — 563,381
PUIChases fOr CANCRITATION ..ot b et b e e b bt b e e bbb e e et e bt e bt e bt st e b e e e eneenea (25,700) (43,900)
Net treasury Shares reiSSUE (ACOUITEA) ......eiueiuireieieieeieste ettt sttt ettt te st e e e e e e e st ebesbesbeseesb e s eneeseabeebeseeabeseeneaneaneas (53,751) (53,104)
Subordinate voting Shares — DECEMDET 31 ........ciiiii ittt ettt et et e e e st eteebeebeste st e e e sbereeneens 19,627,026 19,706,477
Multiple voting shares — beginning and end of year 1,548,000 1,548,000
Interest in shares held through ownership interest in shareholder — beginning and end of year..........c.ccccovvevieiiicinenenn (799.230) (799,230)

Common stock effectively outstanding — DECEMDEE 31 ........coiiiiiiiiieieie et 20,375,796 _ 20,455,247

Capital transactions
Year ended December 31, 2010

On October 5, 2010, the company issued 12,000,000 cumulative five-year rate reset preferred shares, Series | for Cdn$25.00 per share,
resulting in net proceeds after commissions and expenses of $286.0 (Cdn$290.8). Commissions and expenses of $9.0 were charged to
preferred stock and recorded net of $2.5 of deferred income tax recovery.

On July 28, 2010, the company issued 10,000,000 cumulative five-year rate reset preferred shares, Series G for Cdn$25.00 per share,
resulting in net proceeds after commissions and expenses of $233.8 (Cdn$242.2). Commissions and expenses of $7.6 were charged to
preferred stock and recorded net of $2.1 of deferred income tax recovery.

On February 26, 2010, the company completed a public equity offering and issued 563,381 subordinate voting shares at $355.00 per
share, for net proceeds after expenses (net of tax) of $199.8.

On February 1, 2010, the company issued 8,000,000 cumulative five-year rate reset preferred shares, Series E for Cdn$25.00 per
share, resulting in net proceeds after commissions and expenses of $181.4 (Cdn$193.5). Commissions and expenses of $6.2 were
charged to preferred stock and recorded net of $1.7 of deferred income tax recovery.

Repurchase of shares

During the fourth quarter of 2011, under the terms of normal course issuer bids, the company repurchased for cancellation nil (2010 —
36,000) subordinate voting shares for a net cost of nil (2010 — $14.1), of which nil (2010 — $8.2) was charged to retained earnings.
During 2011, the company repurchased for cancellation 25,700 (2010 — 43,900) subordinate voting shares for a net cost of $10.0
(2010 — $16.8), of which $5.8 (2010 — $9.7) was charged to retained earnings.

Dividends

Dividends paid by the company on its outstanding multiple voting and subordinate voting shares during the most recent three years
were as follows:

Date of declaration Date of record Date of payment Dividend per share Total cash payment
January 4, 2012 January 19, 2012 January 26, 2012 $10.00 $205.8
January 5, 2011 January 19, 2011 January 26, 2011 $10.00 $205.9
January 5, 2010 January 19, 2010 January 26, 2010 $10.00 $200.8
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Accumulated other comprehensive income (loss)

The balances related to each component of accumulated other comprehensive income (loss) attributable to shareholders of Fairfax
were as follows:

December 31, 2011 December 31, 2010
Income tax Income tax
Pre-tax (expense) After-tax Pre-tax  (expense)  After-tax
amount recovery amount _amount recovery amount
Share of accumulated other comprehensive income (loss) of associates............ 7.2 (1.9 5.3 15.5 (2.7) 12.8
Currency translation ACCOUNT..........ccveiriiriiiie e 101.9 (20.4) 81.5 100.0 (11.4) 88.6
1091 (223) 868 1155  (I141) 1014

Non-controlling interests
Year ended December 31, 2011

On December 22, 2011, the company acquired 75.0% of the outstanding common shares of Sporting Life and recorded $2.3 (Cdn$2.3)
of non-controlling interests related to the 25.0% proportionate share of the identifiable net assets of Sporting Life which was not
acquired, pursuant to the transaction described in note 21.

Year ended December 31, 2010

On September 15, 2010, OdysseyRe called for redemption all of the outstanding shares of its 8.125% noncumulative Series A
preferred shares and its floating rate noncumulative Series B preferred shares not owned by it or by other subsidiaries of the company.
On the redemption date of October 20, 2010, OdysseyRe paid $43.6 to repurchase $42.4 of the stated capital of the Series A preferred
shares and $27.0 to repurchase $26.1 of the stated capital of the Series B preferred shares. These transactions decreased non-
controlling interests by $68.5 and a pre-tax loss of $2.1 was recognized in net gains (losses) on investments in the consolidated
statement of earnings.

17. Earnings per Share

Net earnings (loss) per share is calculated in the following table based upon the weighted average common shares outstanding:

Fourth quarter Year ended December 31,
2011 2010 2011 2010
Net earnings (loss) attributable to shareholders of Fairfax...........c.ccccoveeinnnn. (771.5) (494.4) 45.1 335.8
Preferred share dividends ..........cccviiiiiieiieiiceece e (12.6) (12.8) (51.5) (31.4)
Net earnings (loss) attributable to common shareholders — basic and diluted . (784.1) (507.2) (6.4) 304.4
Weighted average common shares outstanding — basic..........c.ccoceoevrvrenennns 20,380,569 20,474,164 20,405,427 20,436,346
Restricted Share aWardS ..........cccvcvveiieieeieiiese e — — — 98,226
Weighted average common shares outstanding — diluted..............ccccveevrennnnne. 20,380,569 20,474,164 20,405,427 20,534,572
Net earnings (loss) per common share — DasiC.........ccoevveeriereieneisieesecee $ (38.47) $ (24.77) $ (031) $ 14.90
Net earnings (loss) per common share — diluted...........ccccoeviiieieiiiciniieienn, $ (38.47) $ (24.77) $ 0.31) $ 14.82

Options to purchase treasury stock acquired of 193,098, 123,739 and 175,299 were not included in the calculation of net loss per
diluted common share in the fourth quarter of 2011, the fourth quarter of 2010 and the year ended December 31, 2011 respectively, as
the inclusion of the options would be anti-dilutive.

18. Income Taxes

The company’s provision for income taxes for the fourth quarters and years ended December 31 is as follows:

Fourth quarter Year ended December 31,
2011 2010 2011 2010
Current income tax:
CUrrent YEar EXPENSE (FECOVETY)....cueiueiuieereaueatestesteseeseeseasestessesseseeseasessessessessansasessessessensesesneasessens (119.9) (161.2) 63.1 44.6
Adjustments t0 Prior YEars’ iNCOME tAXES......cviiiirierieriiriereitesiesiesieresseestesrestesesessestesaeseessesseseess 1.5 0.2 8.5 (28.0)
(118.4)  (161.0) 71.6 16.6

Deferred income tax:

Origination and reversal of temporary differences (276.0)  (241.4) (123.3) (217.5)
1.3

Adjustments to prior years’ deferred income taxes . 13.0 (6.4) 17.6
(0107 OSSOSO (5.6) (4.3) 1.6 (3.6)
(280.3) (232.7) (128.1) (203.5)

RECOVEIY OF INCOME TAXES ..e.viviiieieticii et ste ettt ettt ettt sb e e bt tesbesbe s e b esa e s enaereas (398.7) (393.7) (56.5) (186.9)
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A reconciliation of income tax calculated at the Canadian statutory tax rate to the income tax provision at the effective tax rate in the
condensed consolidated financial statements for the fourth quarters and years ended December 31 is summarized in the following
table:

Fourth quarter Year ended December 31,

2011 2010 2011 2010
Provision for (recovery of) income taxes at the Canadian statutory income tax rate...........c.ccccovu... (330.3) (274.8) (2.4) 46.8
Non-taxable iINVESIMENT INCOME .......oviviiiiire e (22.6) (16.4) (79.7) (95.8)
Tax rate differential on income and losses incurred outside Canada...........cccccoceeeviecreieiiieseriennn, (30.4) (63.8) 22.6 (99.3)
R TAT g Lol o [T g o I OSSOSO — — — 35.6
FOrEIgN EXCNANGE ... ettt bbb er ettt (13.6) 1.0 5.8 25
Change in tax rate for deferred iNCOME tAXES .........ccceririiiiiieirese e (1.2) (11.6) 4.8 (12.6)
Provision (recovery) relating to Prior YEAIS........ccoeoieiiiiiereierieieese et e et ereenens 2.9 15.6 25 .7
Change in unrecorded tax benefit Of I0SSES .......ccoiiiiiriiiiiiii e (9.4) (47.5) (24.3) (34.5)
Other including permanent differenNCeS...........ooiiriii i 5.9 3.8 14.2 (27.9)
Provision for (recovery 0f) iINCOME tAXES ......vviieiiieiiice sttt a et ere e (398.7)  (393.7) (56.5) (186.9)

The effective income tax rate of 34.1% in the fourth quarter of 2011 differed from the company’s Canadian statutory income tax rate
of 28.3% primarily as a result of the effect of losses incurred in jurisdictions where the corporate income tax rate differed from the
company’s statutory income tax rate, the effect of non-taxable investment income in the U.S. tax group (including dividend income
and interest on bond investments in U.S. states and municipalities) and the recognition of the benefit of previously unrecorded
accumulated income tax losses. The $56.5 recovery of income taxes in 2011 differed from the income tax recovery that would be
determined by applying the company’s Canadian statutory income tax rate of 28.3% to the loss before income taxes of $8.7 primarily
as a result of the effect of non-taxable investment income in the U.S. tax group (including dividend income and interest on bond
investments in U.S. states and municipalities), the recognition of the benefit of previously unrecorded accumulated income tax losses,
partially offset by the effect of income earned in jurisdictions where the corporate income tax rate differed from the company’s
statutory income tax rate.

The effective income tax rate of 44.4% in the fourth quarter of 2010 differed from the company’s Canadian statutory income tax rate
of 31.0% primarily as a result of income earned in jurisdictions where the corporate income tax rate differed from the company’s
statutory income tax rate, the recognition of the benefit of previously unrecorded accumulated income tax losses and the effect of non-
taxable investment income (including dividend income and interest on bond investments in U.S. states and municipalities, and capital
gains in Canada which are only 50.0% taxable), partially offset by the impact of the resolution of certain income tax matters from
previous years. The $186.9 recovery of income taxes in 2010 differed from the income tax provision that would be determined by
applying the company’s Canadian statutory income tax rate of 31.0% to the earnings before income taxes of $151.1 primarily as a
result of income earned in jurisdictions where the corporate income tax rate is lower than the company’s statutory income tax rate, the
effect of non-taxable investment income (including dividend income and interest on bond investments in U.S. states and
municipalities, and capital gains in Canada which are only 50.0% taxable), the recognition of the benefit of previously unrecorded
accumulated income tax losses and the excess of the fair value of net assets acquired over the purchase price in respect of the GFIC
acquisition which is not taxable ($28.5 included in other including permanent differences), partially offset by withholding taxes paid
on an intercompany dividend from the U.S. to Canada.

Income taxes refundable and payable are as follows:

December 31, December 31,
2011 2010
INCOME tAXES FEFUNGADIE........eeieeeee et e et e e te e et e e te e e bt e e te e sateebeesaeeesreesnteensesannens 85.2 217.2
INCOME TAXES PAYADIE ...ttt sttt ettt e s b et et e s b e st e beebe e b et et et e st eseebeebeste et e s et eneeneans (21.4) (31.7)
Net iNCOME tAXES FEFUNUADIE .........cvi it et s et e et e e sbb e s be e e be e stbeenbeesareesbeesnbeenres 63.8 185.5

The following changes have occurred in net income taxes refundable (payable) during the years ended December 31:

2011 2010
BAIANCE — JANUAIY L. .ottt bbb bt b bt bbb oo h b e bt bt e b e b et e bt et e bt eb e et e b e et e e st 185.5 (27.2)
Amounts recorded in the consolidated statements Of EArNINGS .......c.covrviiiieiri e (71.6) (16.6)
Payments made (refunds received) during the PEriOQ...........ccuiviiiiiiriciiici e (82.4) 218.7
Acquisition Of SUDSIAIAIIES (NOTE 21) ......eeiieieiie ittt ettt et e s e beebesbeeaesbe e eneeneanas 25.2 5.8
Foreign exchange effeCt N0 OtNET...........covciiiiiiiie et e ettt e e raeneanas 7.1 4.8
BalanCe — DECEIMDET 3L..... .o ittt ettt a e et e st e b e e bt ebe e b e eeem e es e e Rt ebeebeebeneemteseemeebeebeebeseeneeneaneanis 63.8 185.5

The following is the gross movement in the net deferred income tax asset during the years ended December 31:

2011 2010
BAIANCE — JANUAIY L. ettt bbb et b bt bbb e h e bt bt e bt b et et e bt e s e e bt eb e et b e e et seene et 490.5 299.5
Amounts recorded in the consolidated statements Of EArNINGS .........covrviiiieiri e 128.1 203.5
AMOUNtS recorded N TOTAlI BOUILY ......ooveiveeiieeie bbbttt b et ens 0.8 (12.9)
Acquisition Of SUDSIAIAIIES (NOTE 21) ....c..eeiieieiiie ettt ettt se e b e e se e st e s e ebesbeebesbe e eneeneanis 94 (2.0)
Foreign exchange effeCt N0 OtNET...........cvciiiiiiiie e et e bbb e reeneans (0.6) 2.4
BalanCe — DECEIMDET 3L..... .o ittt b e e et e st b e bt sb e b e e em e e b e eheebesb e b et ene et e ebenbe st e beseeneeseeneanis _628.2 490.5



19.

Contingencies and Commitments

Lawsuits

(@)

(b)

On July 25, 2011, a lawsuit seeking class action status was filed in the United States District Court for the Southern District of
New York against Fairfax, certain of its current and former directors and officers, OdysseyRe and Fairfax’s auditors. The plaintiff
seeks to represent a class of all purchasers of securities of Fairfax listed or registered on a U.S. exchange between May 21, 2003
and March 22, 2006 inclusive. The complaint alleges that the defendants violated U.S. federal securities laws by making material
misstatements or failing to disclose certain material information regarding, among other things, Fairfax’s and OdysseyRe’s assets,
earnings, losses, financial condition, and internal financial controls. The complaint seeks, among other things, certification of the
putative class; unspecified compensatory damages (including interest); unspecified monetary restitution; unspecified
extraordinary, equitable and/or injunctive relief; and costs (including reasonable attorneys’ fees). The content of the complaint,
including the relief sought, is substantially identical to the content of the complaint in a lawsuit filed in 2006 which has been
finally dismissed, except that the purported class has been modified so as to avoid the defect which resulted in the dismissal of the
earlier lawsuit. The current lawsuit is at a very preliminary stage. The plaintiff in the lawsuit was appointed lead plaintiff, its
motion for such appointment being unopposed by any other aspiring lead plaintiff; the defendants have filed motions to dismiss
the lawsuit; and the plaintiff has filed its opposition to those motions. The ultimate outcome of any litigation is uncertain, and
should this lawsuit be successful, the defendants may be subject to an award of significant damages, which could have a material
adverse effect on Fairfax’s business, results of operation and financial condition. The lawsuit may require significant management
attention, which could divert management’s attention away from the company’s business. In addition, the company could be
materially adversely affected by negative publicity related to this lawsuit. Any of the possible consequences noted above, or the
perception that any of them could occur, could have an adverse effect upon the market price for the company’s securities. If their
motion to dismiss the lawsuit is not successful, Fairfax, OdysseyRe and the named directors and officers intend to vigorously
defend against the lawsuit (as they did in the prior lawsuit mentioned above) and the company’s financial statements include no
provision for loss in this matter.

On July 26, 2006, Fairfax filed a lawsuit seeking $6 billion in damages from a number of defendants who, the complaint (as
subsequently amended) alleges, participated in a stock market manipulation scheme involving Fairfax shares. The complaint, filed
in Superior Court, Morris County, New Jersey, alleges violations of various state laws, including the New Jersey Racketeer
Influenced and Corrupt Organizations Act, pursuant to which treble damages may be available. The defendants removed this
lawsuit to the District Court for the District of New Jersey but pursuant to a motion filed by Fairfax, the lawsuit was remanded to
Superior Court, Morris County, New Jersey. Most of the defendants filed motions to dismiss the lawsuit, all of which were denied
during a Court hearing in September 2007. In October 2007, defendants filed a motion for leave to appeal to the Appellate
Division from the denial of their motions to dismiss. In December 2007, that motion for leave was denied. Subsequently, two of
the defendants filed a motion seeking leave to appeal certain limited issues to the New Jersey Supreme Court. That motion for
leave was denied in February 2008. In December 2007, two defendants who were added to the action after its initial filing filed
motions to dismiss the claims against them. Those motions were granted in February 2008, with leave being granted to Fairfax to
replead the claims against those two defendants. Fairfax filed an amended complaint in March 2008, which again asserted claims
against those defendants. Those defendants filed a motion to dismiss the amended complaint, which motion was denied in August
2008. In September 2008, those two defendants also filed a counterclaim against Fairfax, as well as third-party claims against
certain Fairfax executives, OdysseyRe, Fairfax’s outside legal counsel and PricewaterhouseCoopers, which counterclaim was
voluntarily dismissed by those defendants. In December 2007, an individual defendant filed a counterclaim against Fairfax.
Fairfax’s motion to dismiss that counterclaim was denied in August 2008. That defendant is now deceased; however, to the extent
necessary, Fairfax intends to vigorously defend against that counterclaim. In September 2008, the Court granted motions for
summary judgment brought by several defendants, and dismissed Fairfax’s claims against those defendants. In September 2011,
the Court granted the motion for summary judgment brought by S.A.C. Capital and related defendants. In December 2011, the
Court granted motions for summary judgment and dismissed claims against Third Point, Kynikos, Institutional Credit Partners
and related defendants for lack of personal jurisdiction over those parties in New Jersey. Discovery in this action is ongoing and
the remaining defendants have filed motions for summary judgment, which are pending. The ultimate outcome of any litigation is
uncertain and the company’s financial statements include no provision for loss on the counterclaim.
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20. Pensions and Post Retirement Benefits

The company’s pension and post retirement benefit expense for the fourth quarters and years ended December 31 is comprised of the
following:

Fourth guarter

Defined benefit Post retirement

pension plans benefit plans
2011 2010 2011 2010

Defined benefit pension and post retirement expense

Cost of benefits earned iN the PEFIOM .........c.oceiiiiiiiee et 4.0 15 0.1 1.2
Interest cost on benefit 0bligation............ccceviiiiniiiicii e 5.5 5.5 0.5 1.6
Expected return on plan assets (5.8) (5.8) — —
CUMTRIIMENT ...ttt b s bbb bbbt bbbttt b et b et ebe s — — 4.9 —
Foreign exchange effect and OTNEr .............ooi i e _ 0.2 (0.3) e —
3.9 0.9 4.3) 2.8
Defined contribution DENETIt EXPENSE ..o e _36 4.7 e e
Total benefit expense (recovery) recognized in the consolidated statements of earnings............ccc......... _15 5.6 4.3) 2.8
Actuarial (gains) losses recognized in other comprehensive INCOME..........coviiierereieiieesc e 267 46.3 43 0.6

Year ended December 31,

Defined benefit Post retirement

pension plans benefit plans
2011 2010 2011 2010

Defined benefit pension and post retirement expense

Cost of benefits earned in the period 16.5 14.2 3.6 3.8
Interest cost on benefit 0bligation............cocoiiiiiiiiiic 234 22.6 35 3.7
EXpected return 0N PIAN @SSELS.......uiiiiieiiice sttt b ettt sb e e ne s (25.3) (21.6) — —
CUPLATIMENT ...ttt bbbt b ekt b et st e b et e bt e b e e b e sbe b e nn e e eneane s — — (4.9) —
Foreign exchange effect and OTNEr ...........cviiiiii i 0.1 (0.7) — e
14.7 145 2.2 7.5
Defined contribution DENETIt EXPENSE .......c.eiiiiieiie et eneas 15.3 16.3 — —
Total benefit expense recognized in the consolidated statements of €arnings ...........ccocccvvernviensennnen 30.0 30.8 2.2 _15
Actuarial (gains) losses recognized in other comprehensive iINCOME.........c.coviiierererieieieii e 27.3 (37.1) 4.3 15

21. Acquisitions and Divestitures
Subsequent to December 31, 2011
Acquisition of Prime Restaurants Inc.

On January 10, 2012, the company completed the acquisition of 100.0% of the issued and outstanding common shares of Prime
Restaurants Inc. (“Prime Restaurants”) for a cash payment per share of $7.46 (Cdn$7.50 per common and restricted share plus funding
of a special dividend of Cdn$0.08 payment made by Prime Restaurants to its common shareholders), representing an aggregate
purchase consideration of $68.5 (Cdn$69.6 million). Subsequent to the acquisition, certain key executives of Prime Restaurants
invested a portion of the proceeds each received from the transaction (an aggregate amount of $11.8 (Cdn$11.9 million)) into common
shares of that company, reducing Fairfax’s net cash outflow to $56.7 (Cdn$57.7 million) and its ownership from 100.0% to 81.7%.
The assets and liabilities and results of operations of Prime Restaurants will be included in the company’s financial reporting in the
Other reporting segment. Prime Restaurants franchises, owns and operates a network of casual dining restaurants and pubs in Canada.
Fair value and other measurement adjustments to the carrying value of Prime Restaurants’ estimated assets of $57.0 (Cdn$57.9
million) and liabilities of $15.1 (Cdn$15.4 million) at January 10, 2012 and the recognition of non-controlling interests will be
prepared in 2012 subsequent to the completion of the formal valuation of Prime Restaurants’ assets and liabilities acquired.

Year ended December 31, 2011
Acquisition of Sporting Life Inc.

On December 22, 2011, the company completed the acquisition of 75.0% of the outstanding common shares of Sporting Life Inc.
(“Sporting Life™) for total cash consideration of $30.8 (Cdn$31.5 million) and recorded assets acquired of $53.1 (including $24.1 in
goodwill), liabilities assumed of $20.0 and $2.3 of non-controlling interests. Sporting Life is a Canadian retailer of sporting goods and
sports apparel. The preliminary determination of the identifiable assets acquired and liabilities assumed is summarized in the table
below.
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Acquisition of William Ashley China Corporation

On August 16, 2011, the company completed the acquisition of all of the assets and assumed certain liabilities associated with the
businesses currently carried on by William Ashley China Corporation (“William Ashley”) for nominal cash consideration and
recorded assets acquired of $24.6 and liabilities assumed of $24.6. William Ashley is a prestige retailer of exclusive tableware and
gifts in Canada. The preliminary determination of the identifiable assets acquired and liabilities assumed is summarized in the table
below.

Acquisition of The Pacific Insurance Berhad

On March 24, 2011, an indirect wholly-owned subsidiary of Fairfax completed the acquisition of all of the outstanding common
shares of The Pacific Insurance Berhad (“Pacific Insurance™) for cash consideration of $71.5 (216.5 million Malaysian ringgit). The
assets and liabilities and results of operations of Pacific Insurance are included in the company’s financial reporting in the Insurance —
Fairfax Asia reporting segment. Pacific Insurance underwrites all classes of general insurance and medical insurance in Malaysia. The
preliminary determination of the identifiable assets acquired and liabilities assumed in connection with the acquisition of Pacific
Insurance is summarized in the table below.

Acquisition of First Mercury Financial Corporation

On February 9, 2011, an indirect wholly-owned subsidiary of Fairfax completed the acquisition of all of the outstanding common
shares of First Mercury Financial Corporation (“First Mercury™) for $16.50 per share in cash, representing an aggregate purchase
consideration of $294.3. The assets and liabilities and results of operations of First Mercury have been included in the company’s
financial reporting in the Insurance — U.S. reporting segment. First Mercury underwrites insurance products and services primarily to
specialty commercial insurance markets, focusing on niche and underserved segments. The preliminary determination of the
identifiable assets acquired and liabilities assumed is summarized in the table below.

Pacific Insurance First Mercury oOther
Acquisition date March 24, 2011 February 9, 2011 —
Percentage of common shares aCqUIred...........covvvererieieeiie i 100% 100% —
Assets:

Insurance contract reCeIVabIES. .........ccciviiiiiiie e 7.3 46.9 —
Portfolio investments®................ 80.2 822.3 1.0
Recoverable from reinsurers.... 26.1 377.4 —
Deferred income taxes............. 0.1 9.2 0.1
Intangible assets............. — 54.7 0.4
GOOUWIILL....oieeieieis ettt ettt sa et e e saene e 255 79.5 24.1
OENEI @SSELS ...ttt bbb bbbttt b 10.9 68.9 52.1
150.1 1,458.9 77.7

Liabilities:
Subsidiary iNdebtednesst® ...........coovvvivieiereniees s — 29.7 —
Accounts payable and accrued liabilities 9.5 73.8 43.0
INCOME taXES PAYADIE ......ceieeii et — — 1.6
Short sale and derivative obligations — 2.9 —
Funds withheld payable to reinsurers — 83.8 —
Insurance contract liabilities 69.1 907.4 —
LONG terM BB ....iviiiicce s — 67.0 —
78.6 1,164.6 44.6
NON-CONEIOIIING INTEIESES ...ttt — — 2.3
NEt 8SSELS ACAUITET ......vieieeiteeeieee ettt nee e 715 294.3 30.8
150.1 1,458.9 71.7

(1) Includes the acquisition on December 22, 2011 of 75% of the outstanding common shares of Sporting Life and the assumption on August 16, 2011 of all of the
assets and certain of the liabilities associated with the businesses of William Ashley. The assets and liabilities and results of operations of Sporting Life and
William Ashley are included in the company’s financial reporting in the Other reporting segment.

(2) Included in the carrying value of the acquired portfolio investments of Pacific Insurance, First Mercury and Sporting Life were $22.0, $650.1 and $1.0
respectively of subsidiary cash and cash equivalents.

(3) Subsequent to the acquisition, First Mercury repaid its subsidiary indebtedness for cash consideration of $29.7.

The determinations of the fair value of assets and liabilities summarized in the preceding table are preliminary and may be revised
when estimates and assumptions and the valuations of assets and liabilities are finalized within twelve months of the acquisition date.

Cunningham Lindsey Group Limited

On January 4, 2011, the company’s associate CLGL acquired the U.S. operations of GAB Robins North America, Inc., a provider of
loss adjusting and claims management services.
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Year ended December 31, 2010
Acquisition of General Fidelity Insurance Company

On August 17, 2010, TIG Insurance Company (“TIG”), an indirect wholly-owned subsidiary of Fairfax, completed the acquisition of
all of the issued and outstanding shares of General Fidelity Insurance Company (“GFIC”), for total consideration of $240.6 comprised
of a cash payment of $100.0 and a contingent promissory note issued by TIG (the “TIG Note”) with an acquisition date fair value of
$140.6 (the “GFIC Transaction™). The TIG Note is non-interest bearing (except interest of 2% per annum will be payable during
periods, if any, when there is an increase in the United States consumer price index of six percentage points or more) and is due
following the sixth anniversary of the closing of the GFIC Transaction. The principal amount of the TIG Note will be reduced based
on the cumulative adverse development, if any, of GFIC’s loss reserves at the sixth anniversary of the closing of the GFIC
Transaction. The principal amount will be reduced by 75% of any adverse development up to $100, and by 90% of any adverse
development in excess of $100 until the principal amount is nil. The fair value of the TIG Note was determined as the present value of
the expected payment at maturity using a discount rate of 6.17% per annum due to the long term nature of this financial instrument.
Fairfax has guaranteed TIG’s obligations under the TIG Note. Following this transaction, the assets and liabilities and results of
operations of GFIC have been included in the company’s consolidated financial reporting in the Runoff reporting segment. The
purchase price of $240.6 was comprised of net assets acquired of $323.7 less the excess of the fair value of net assets acquired over
the purchase price of $83.1 which was recorded in the year ended December 31, 2010 in the consolidated statement of earnings. GFIC
is a property and casualty insurance company based in the United States whose insurance business will be run off under the
management of Fairfax’s RiverStone subsidiary. In connection with the purchase of GFIC, the company also acquired 100%
ownership of BA International Underwriters Limited (subsequently renamed RiverStone Corporate Capital 2 Limited), the only
interest of Lloyd’s Syndicate 2112 (“Syndicate 2112”) for nominal cash consideration. Following this transaction, the assets and
liabilities and results of operations of Syndicate 2112 have been included in the company’s consolidated financial reporting in the
Runoff reporting segment.

Acquisition of Zenith National Insurance Corp.

On May 20, 2010, the company completed the acquisition of all of the outstanding common shares of Zenith National Insurance Corp.
(“Zenith National™), other than those common shares already owned by Fairfax and its affiliates, for $38.00 per share in cash,
representing aggregate purchase consideration of $1.3 billion. Prior to May 20, 2010, the company classified its $90.0 investment
(original cost) in 8.2% of the outstanding common shares of Zenith National as at FVTPL. Following this transaction, the assets and
liabilities and results of operations of Zenith National have been included in the company’s consolidated financial reporting in the
Insurance — U.S. reporting segment. The $1.4 billion purchase consideration includes the fair value of the previously owned common
shares of Zenith National and Zenith National’s assets and liabilities acquired as summarized in the table below. Zenith National is
engaged, through its wholly owned subsidiaries, in the workers’ compensation insurance business throughout the United States.

Syndicate 2112 GFIC Zenith National
Acquisition date October 1, 2010 August 17, 2010 May 20, 2010
Percentage of common shares aCquUIred. ...........cooeieieiieieiinenee e 100% 100% 100%
Assets:
Holding company cash and investments™ .............c..cccocoeiuieeieeeeerseeee s — — 50.6
Insurance contract reCRIVADIES. ...........coiiieieicee e — 47.7 216.2
POITFOIIO INVESIMENTS™......eceeee ettt ettt ettt e ettt e e 29.1 661.1 1,746.6
Recoverable from FEINSUIELS. .........oiiiiiieeeerc et 0.7 10.5 235.1
Deferred INCOME TAXES........cvuiueririeerieie ettt — 42.2 —
INEANGIDIE ASSEIS™ ... ..eeee ettt ettt sttt — — 175.5
GOOUAWITL.....eiei bbbttt — — 317.6
OFNEE BSSELS ...ttt bbbttt b e bbbttt 1.5 0.1 424.8
31.3 761.6 3,166.4
Liabilities:
Accounts payable and accrued liabilities............ccooviiiiiiieii e 0.7 104 206.2
Deferred iNCOME taXeS™..........coiviveieiiereieeee et — — 44.2
Insurance CONtract HabilitiES . ......c.ueeiiiuiie e 30.6 4275 1,416.9
LONG trM BB ... — — 57.7
31.3 437.9 1,725.0
NEt 8SSELS ACAUITEM ... veveeeieieiietieie ettt sttt te e e — 323.7 1441.4
31.3 761.6 3,166.4
Excess of fair value of net assets acquired over purchase price..........c.ccoceeeveevvrennnne — 83.1 —

(1) Included in the carrying value of Zenith National’s holding company cash and investments acquired was $40.6 of holding company cash and cash equivalents.

(2) Included in the carrying value of the acquired portfolio investments of Syndicate 2112 and GFIC were $29.1 and $650.0 respectively of subsidiary cash and cash
equivalents. Included in the carrying value of Zenith National’s portfolio investments acquired was $231.5 of subsidiary cash and cash equivalents and $47.5 of
debt securities issued by Fairfax and OdysseyRe. The $47.5 of debt securities acquired was eliminated against long term debt on the consolidated balance sheet.

(3) Zenith National’s intangible assets were comprised of broker relationships of $147.5, brand names of $20.2 and computer software of $7.8.

(4) Included in Zenith National’s deferred income taxes was a deferred income tax liability of $58.7 associated with the recognition of broker relationships and brand
names as described in footnote 3.
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The financial statements of Syndicate 2112, GFIC and Zenith National are included in the company’s condensed consolidated
financial statements as of their respective acquisition dates. Goodwill in the amount of $317.6 recorded on the acquisition of Zenith
National is primarily attributable to intangible assets that do not qualify for separate recognition. The excess of the fair value of net
assets acquired over the purchase price in the amount of $83.1 recorded in the year ended December 31, 2010 on the acquisition of
GFIC is primarily attributable to the TIG Note being non-interest bearing except in periods, if any, when there is significant inflation
in the United States. In 2010, the company’s consolidated statement of earnings included Zenith National’s revenue of $275.6 and net
loss of $58.5 since the acquisition date of May 20, 2010.

Sale of TIG Indemnity

On July 1, 2010, TIG sold its wholly-owned inactive subsidiary TIG Indemnity Company (“TIC”) to a third party purchaser, resulting
in the recognition of a net gain on investment before income taxes of $7.5. TIG will continue to reinsure 100% of the insurance
liabilities of TIC existing at June 30, 2010 and has entered into an administrative agreement with the purchaser whereby TIG will
provide claims handling services on those liabilities.

Other
Investment in Gulf Insurance Company

On September 28, 2010, the company completed the acquisition of a 41.3% interest in Gulf Insurance Company (“Gulf Insurance™)
for cash consideration of $217.1 (61.9 million Kuwaiti dinar) inclusive of a 2.1% interest in Gulf Insurance which the company had
previously acquired for cash consideration of $8.5 (2.0 million Kuwaiti dinar). Subsequent to making its investment, the company
determined that it had obtained significant influence over Gulf Insurance and commenced recording its 41.3% interest in Gulf
Insurance using the equity method of accounting. The equity accounted investment in Gulf Insurance was reported in the Corporate
and Other reporting segment. Following the closing of this transaction, the company sold its ownership interest in Arab Orient
Insurance Company to Gulf Insurance for proceeds equal to the original cost paid to acquire this investment. Gulf Insurance is
headquartered in Kuwait and underwrites a full range of primary property and casualty and life and health insurance products in the
Middle East and North Africa.

22. Financial Risk Management
Overview

The primary goals of the company’s financial risk management are to ensure that the outcomes of activities involving elements of risk
are consistent with the company’s objectives and risk tolerance, while maintaining an appropriate balance between risk and reward
and protecting the company’s consolidated balance sheet from events that have the potential to materially impair its financial strength.
The company’s exposure to potential loss from its insurance and reinsurance operations and investment activities primarily relates to
underwriting risk, credit risk, liquidity risk and various market risks. Balancing risk and reward is achieved through identifying risk
appropriately, aligning risk tolerances with business strategy, diversifying risk, pricing appropriately for risk, mitigating risk through
preventive controls and transferring risk to third parties. There were no significant changes in the types of the company’s risk
exposures and processes for managing those risks during the fourth quarter and year ended December 31, 2011 compared to those
identified at December 31, 2010 except as discussed below.

Financial risk management objectives are achieved through a two tiered system, with detailed risk management processes and
procedures at the company’s primary operating subsidiaries combined with the analysis of the company-wide aggregation and
accumulation of risks at the holding company level. The company’s Chief Risk Officer reports quarterly to Fairfax’s Executive
Committee and the Board of Directors on the key risk exposures. The Executive Committee approves certain policies for overall risk
management, as well as policies addressing specific areas such as investments, underwriting, catastrophe risk and reinsurance. The
Investment Committee approves policies for the management of market risk (including currency risk, interest rate risk and other price
risk) and the use of derivative and non-derivative financial instruments, and monitors to ensure compliance with relevant regulatory
guidelines and requirements. All risk management policies are submitted to the Board of Directors for approval.

Underwriting Risk

Underwriting risk is the risk that the total cost of claims, claims adjustment expenses and premium acquisition expenses will exceed
premiums received and can arise as a result of numerous factors, including pricing risk, reserving risk and catastrophe risk. There were
no significant changes to the company’s exposure to underwriting risk or the framework used to monitor, evaluate and manage
underwriting risk at December 31, 2011 compared to December 31, 2010.

Pricing risk arises because actual claims experience can differ adversely from the assumptions included in pricing calculations.
Historically the underwriting results of the property and casualty industry have fluctuated significantly due to the cyclicality of the
insurance market. The market cycle is affected by the frequency and severity of losses, levels of capacity and demand, general
economic conditions and competition on rates and terms of coverage. The operating companies focus on profitable underwriting using
a combination of experienced commercial underwriting staff, pricing models and price adequacy monitoring tools.
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Reserving risk arises because actual claims experience can differ adversely from the assumptions included in setting reserves, in large
part due to the length of time between the occurrences of a loss, the reporting of the loss to the insurer and the ultimate resolution of
the claim. Claims provisions reflect expectations of the ultimate cost of resolution and administration of claims based on an
assessment of facts and circumstances then known, a review of historical settlement patterns, estimates of trends in claims severity and
frequency, legal theories of liability and other factors.

Variables in the reserve estimation process can be affected by both internal and external factors, such as trends relating to jury awards,
economic inflation, medical inflation, worldwide economic conditions, tort reforms, court interpretations of coverage, the regulatory
environment, underlying policy pricing, claims handling procedures, inclusion of exposures not contemplated at the time of policy
inception and significant changes in severity or frequency of losses relative to historical trends. Due to the amount of time between the
occurrence of a loss, the actual reporting of the loss and the ultimate payment for the loss, provisions may ultimately develop
differently from the actuarial assumptions made when initially estimating the provision for claims. The company’s provision for
claims is reviewed separately by, and must be acceptable to, internal actuaries at each operating company, the Chief Risk Officer at
Fairfax and one or more independent actuaries.

Catastrophe risk arises because property and casualty insurance companies may be exposed to large losses arising from man-made or
natural catastrophes that could result in significant underwriting losses. The company evaluates potential catastrophic events and
assesses the probability of occurrence and magnitude of these events through various modeling techniques and through the
aggregation of limits exposed. Each of the operating companies has strict underwriting guidelines for the amount of catastrophe
exposure it may assume for any one risk and location. Each of the operating companies manages catastrophe exposure by factoring in
levels of reinsurance protection, capital levels and risk tolerances. The company’s head office aggregates catastrophe exposure
company-wide and continually monitors the group exposure. Currently the company’s objective is to limit its company-wide
catastrophe loss exposure such that one year’s aggregate pre-tax net catastrophe losses would not exceed one year’s normalized
earnings before income taxes.

To manage its exposure to underwriting risk, and the pricing, reserving and catastrophe risks contained therein, the company’s
operating companies have established limits for underwriting authority and the requirement for specific approvals for transactions
involving new products or for transactions involving existing products which exceed certain limits of size or complexity. The
company’s objective of operating with a prudent and stable underwriting philosophy with sound reserving is also achieved through
establishment of goals, delegation of authorities, financial monitoring, underwriting reviews and remedial actions to facilitate
continuous improvement.

As part of its overall risk management strategy, the company cedes insurance risk through proportional, non-proportional and
facultative reinsurance treaties. With proportional reinsurance, the reinsurer shares a pro rata portion of the company’s losses and
premium, whereas with non-proportional reinsurance, the reinsurer assumes payment of the company’s loss above a specified
retention, subject to a limit. Facultative reinsurance is the reinsurance of individual risks as agreed by the company and the reinsurer.

The following summarizes the company’s principal lines of business and the significant insurance risks inherent therein:

e Property, which insures against losses to property from (among other things) fire, explosion, natural perils (for example
earthquake, windstorm and flood) and engineering problems (for example, boiler explosion, machinery breakdown and
construction defects). Specific types of property risks underwritten by the company include automobile, marine and
aerospace;

e Casualty, which insures against accidents, including workers’ compensation and employers’ liability, accident and health,
medical malpractice, and umbrella coverage;

e Specialty, which insures against other miscellaneous risks and liabilities that are not identified above; and
e Reinsurance which includes, but is not limited to, property, casualty and liability exposures.

An analysis of revenue by line of business is included in note 23.
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The table below shows the company’s concentration of risk by region and line of business based on gross premiums written prior to
giving effect to ceded reinsurance premiums. The company’s exposure to general insurance risk varies by geographic region and may
change over time. Premiums ceded to reinsurers (including retrocessions) amounted to $246.1 (2010 — $186.6) and $1,135.6 (2010 —
$913.9) for the fourth quarters and years ended December 31, 2011 and 2010 respectively.

Fourth guarter

Canada United States Far East International Total

2011 2010 2011 2010 2011 2010 2011 2010 2011 2010
PrOPEItY ..o 142.2 127.5 164.6 182.4 66.9 50.1 121.8 75.5 4955 4355
CaSUAILY ..ot 153.7 154.6 549.7 457.1 38.2 14.9 109.8 514 851.4 678.0
SPECIAILY ..ot 29.9 28.3 46.9 44.2 62.1 54.1 47.7 19.8 186.6 146.4
TOAl oo 325.8 310.4 761.2 683.7 _167.2 119.1 279.3 _146.7 _1,5335 1,259.9
INSUFANCE .....vvie et 300.5 295.1 601.9 439.9 89.1 53.9 104.5 89.2 1,096.0 878.1
REINSUIANCE ....cviivieiececte e 25.3 15.3 159.3 _ 2438 78.1 65.2 174.8 57.5 437.5 381.8

325.8 310.4 761.2 683.7 _167.2 119.1 2793 _146.7 _1,533.5 _1,259.9

Year ended December 31,

Canada United States Far East International Total
2011 2010 2011 2010 2011 2010 2011 2010 2011 2010
PrOPErtY ...c.ooeeiiiieesece 557.6 529.6 845.2 7725 2737 2025 618.5 5224 2,295.0 2,027.0
CaSUAILY .....oveiercece e 616.7 6259 2,281.8 16035 1703 1184 479.2 370.7 3,548.0 2,7185
SPECIAILY ...t 133.0 131.4 209.3 160.9 2144 1875 343.8 137.6 900.5 617.4
TOtAl oo 1,307.3 1,286.9 _3,336.3 2536.9 6584 5084 _1441.5 1,030.7 _6,743.5 5,362.9
INSUFANCE ...ttt 1,2315 12209 26143 1,747.3 3505 2773 3924 2624 4588.7 3,507.9
REINSUrANCE .....cooiveieiciee e 75.8 66.0 722.0 789.6 307.9 231.1 1049.1 768.3 2,154.8 1,855.0

1,307.3 1,286.9 _3.336.3 25369 6584 5084 _1.4415 1,030.7 67435 5,362.9

Credit Risk

Credit risk is the risk of loss resulting from the failure of a counterparty to honour its financial obligations to the company. Credit risk
arises predominantly with respect to cash and short term investments, investments in debt instruments, insurance contract receivables,
recoverable from reinsurers and receivable from counterparties to derivative contracts (primarily total return swaps and CPI-linked
derivatives). There were no significant changes to the company’s exposure to credit risk (except as discussed below) or the framework
used to monitor, evaluate and manage credit risk at December 31, 2011 compared to December 31, 2010.

The aggregate gross credit risk exposure at December 31, 2011 (without taking into account amounts held by the company as
collateral) was $25,382.2 ($23,138.9 at December 31, 2010) and was comprised as follows:

December 31, December 31,
2011 2010
Bonds:

U.S., U.K,, German, Canadian and other SOVEreign goVEIMMENL............coiiereieieinentesese e eesee e sie e eeseenens 3,038.1 4,172.8

CaANAAIAN PIOVINCIALS ... ettt ettt ettt ettt b e bt se et e e e ae e bt e b e ebe st e b e e e meeseebeebenbeebeneeneaneeneanas 1,038.7 1,251.3

U.S. states and MUNICIPAITIES .........eiuiiiieieee bbbt b et b et sb et bene e neeneas 6,201.5 5,425.6

(0o oo =L r=IR= oo o] 1 41T GRS 1,492.6 2,107.0
Derivatives and other invested assets:

Receivable from counterparties t0 AerVALIVES ..........cciiiiiiiiiierieeee ettt bbb 389.2 424.8
INSUrANCE CONEIACE FECEIVADIES . .......viivieitii ettt ettt e et e st e et e s eb e e e teesab e e ebessrteesabeasbesaaees 1,735.4 1,476.6
RECOVEIADIE IO TRINSUIEIS. .. veieieeeiee ettt ettt ettt e e ettt e e ettt e e et e e e sb e e e sabeteseabeeessabesesabetesesseeesabeseesabasassssseessabanesasenessres 4,198.1 3,757.0
(@] 13 [= g TS £ 414.2 409.3
Cash and SNOt tEIM INVESIMENTS ........ciiiiiie ittt ettt e e st et e e sae e et e e sbeeebeesbsesabeeebeessbeesabeebaeenbeesrsesnbeenses 6,874.4 4,114.5
Total groSS Credit FISK EXPOSUIE.......c.eiuiiiiieieiet ettt sttt sttt te sttt e b et e seebesbestesbe s eneeseabesbeseesbeseensereanens _25,382.2 23,138.9

At December 31, 2011, the company had income taxes refundable of $85.2 ($217.2 at December 31, 2010).
Investments in Debt Instruments

The company’s risk management strategy for debt instruments is to invest primarily in debt instruments of high credit quality issuers
and to limit the amount of credit exposure with respect to any one corporate issuer. While the company reviews third party ratings, it
also carries out its own analysis and does not delegate the credit decision to rating agencies. The company endeavours to limit credit
exposure by imposing fixed income portfolio limits on individual corporate issuers and limits based on credit quality and may, from
time to time, initiate positions in certain types of derivatives to further mitigate credit risk exposure.

As at December 31, 2011 the company had investments with a fair value of $9,148.5 ($9,206.7 at December 31, 2010) in bonds
exposed to credit risk (all bonds included in Canadian provincials, U.S. states and municipalities and corporate and other, and $415.7
($422.8 at December 31, 2010) of sovereign government bonds, including $244.2 ($268.5 at December 31, 2010) of Greek bonds
(purchased at deep discounts to par) and $82.8 ($89.0 at December 31, 2010) of Polish bonds (purchased to match claims liabilities of
Polish Re), representing in the aggregate 37.6% (39.5% at December 31, 2010) of the total investment portfolio. As at December 31,
2011 and 2010, the company did not have any investments in bonds issued by Ireland, Italy, Portugal or Spain. The company
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considers its investment at December 31, 2011 in the $2,622.4 ($3,750.0 at December 31, 2010) of sovereign government bonds not
referred to in the first sentence of this paragraph (including $2,082.3 ($2,824.7 at December 31, 2010) of U.S. treasury bonds),
representing 10.8% (16.1% at December 31, 2010) of the total investment portfolio, to present only a nominal risk of default.

The company’s exposure to credit risk remained substantially unchanged at December 31, 2011 compared to December 31, 2010
notwithstanding that in 2011 the company sold approximately 53.9% of its holdings of U.S. treasury bonds (measured based on
amortized cost) and retained the proceeds of $1,898.0 in cash or reinvested those proceeds into short term investments with minimal
exposure to credit risk. There were no significant changes to the company’s framework used to monitor, evaluate and manage credit
risk (except as discussed above) at December 31, 2011 compared to December 31, 2010 with respect to the company’s investments in
debt securities.

The composition of the company’s fixed income portfolio classified according to the higher of each security’s respective S&P and
Moody’s issuer credit rating is presented in the table that follows:

December 31, 2011 December 31, 2010
Carrying Carrying

Issuer Credit Rating value % value %

AAAATABA. ..ottt b b e b et ahe e be et e beeha e be et e nbeeteeabeenrenre e 2,955.5 25.1 4,220.2 32.5
P AN AN TSSO RRRR 5,408.0 459 5,291.0 40.8
F AN RO TRTRRRRRRR 1,822.6 155 1,432.7 11.1
BBB/BAA ......ccviiiiiiicteicte ettt et et e ahb e e be et e be e ahb e e beeeabeeabeearbeeareeaareanes 349.3 3.0 558.4 4.3
(2T = T =T W ORRRTR 75.5 0.6 324.4 25
BIB ...t e e b be et e be e atee e be e e beabeeeraeeebeeaabeeatreeareeaareane 125.6 1.1 215.1 17
Lower than B/B and UNTALE. ..........eeeeiiuiieiiiiie ettt e et e e s st e s s bes e s staae e s sab e s s sabenessreaeeaas 1,034.4 8.8 914.9 7.1
B I | OO O P RO PT RSP 11,770.9 _100.0 12,956.7 100.0

There were no significant changes to the composition of the company’s fixed income portfolio classified according to the higher of
each security’s respective S&P and Moody’s issuer credit rating at December 31, 2011 compared to December 31, 2010 except in
respect to the sale of U.S. treasury bonds discussed above which reduced the proportion of the company’s fixed income portfolio
invested in securities rated AAA/Aaa. At December 31, 2011, 89.5% (88.7% at December 31, 2010) of the fixed income portfolio
carrying value was rated investment grade, with 71.0% (73.3% at December 31, 2010) being rated AA or better (primarily consisting
of government obligations). At December 31, 2011, holdings of fixed income securities in the ten issuers (excluding U.S., Canadian
and U.K. federal government bonds) to which the company had the greatest exposure totaled $3,862.0, which represented
approximately 15.9% of the total investment portfolio. The exposure to the largest single issuer of corporate bonds held at
December 31, 2011 was $228.9, which represented approximately 0.9% of the total investment portfolio.

The consolidated investment portfolio included $6.2 billion ($5.4 billion at December 31, 2010) of U.S. state and municipal bonds
(approximately $4.9 billion tax-exempt, $1.3 billion taxable), almost all of which were purchased during 2008. Of the $6.2 billion
($5.4 billion at December 31, 2010) held in the subsidiary investment portfolios at December 31, 2011, approximately $3.8 billion
($3.5 billion at December 31, 2010) were insured by Berkshire Hathaway Assurance Corp. for the payment of interest and principal in
the event of issuer default; the company believes that this insurance significantly mitigates the credit risk associated with these bonds.

Counterparties to Derivative Contracts

Counterparty risk arises from the company’s derivative contracts primarily in three ways: first, a counterparty may be unable to
honour its obligation under a derivative contract and there may not be sufficient collateral pledged in favour of the company to support
that obligation; second, collateral deposited by the company to a counterparty as a prerequisite for entering into certain derivative
contracts (also known as initial margin) may be at risk should the counterparty face financial difficulty; and third, excess collateral
pledged in favour of a counterparty may be at risk should the counterparty face financial difficulty (counterparties may hold excess
collateral as a result of the timing of the settlement of the amount of collateral required to be pledged based on the fair value of a
derivative contract).

The company endeavours to limit counterparty risk through the terms of agreements negotiated with the counterparties to its derivative
contracts. Pursuant to these agreements, counterparties are contractually required to deposit eligible collateral in collateral accounts
(subject to certain minimum thresholds) for the benefit of the company depending on the then current fair value of the derivative
contracts, calculated on a daily basis. The company’s exposure to risk associated with providing initial margin is mitigated where
possible through the use of segregated third party custodian accounts whereby counterparties are permitted to take control of the
collateral only in the event of default by the company.
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Agreements negotiated with counterparties provide for a single net settlement of all financial instruments covered by the agreement in
the event of default by the counterparty, thereby permitting obligations owed by the company to a counterparty to be offset to the
extent of the aggregate amount receivable by the company from that counterparty (the “net settlement arrangements”). The following
table sets out the company’s exposure to credit risk related to the counterparties to its derivative contracts:

December 31,  December 31,

2011 2010
Total derivative assets (excluding exchange traded instruments comprised principally of equity and credit warrants
which are not subject t0 COUNLEIPAILY FISK) .......oueiuiiueiieiiiei ettt st be e e e neenas 389.2 424.8
Impact of net settlement arrangements (described @DOVE) .........ccooviiiiiiiiiicc e (101.0) (119.0)
Fair value of collateral deposited for the benefit of the COMPANY .........coviiiiiiiiiiii s (207.3) (120.5)
Net derivative counterparty exposure after net settlement and collateral arrangements.............ccocoverereinieneieneieeene, 80.9 185.3

The fair value of the collateral deposited for the benefit of the company at December 31, 2011 consisted of $50.5 cash ($26.1 at
December 31, 2010) and government securities of $156.8 ($94.4 at December 31, 2010) that may be sold or repledged by the
company. The company has recognized the cash collateral within subsidiary cash and short term investments and recognized a
corresponding liability within accounts payable and accrued liabilities. The company had not exercised its right to sell or repledge
collateral at December 31, 2011. The net derivative counterparty exposure, after net settlement arrangements and collateral deposited
for the benefit of the company, related principally to the aggregation of balances due from counterparties that were lower than certain
minimum thresholds which would require that collateral be deposited for the benefit of the company.

Recoverable from Reinsurers

Credit exposure on the company’s recoverable from reinsurers balance existed at December 31, 2011 to the extent that any reinsurer
may not be able or willing to reimburse the company under the terms of the relevant reinsurance arrangements. The company has a
process to regularly assess the creditworthiness of reinsurers with whom it transacts business. Internal guidelines generally require
reinsurers to have strong A.M. Best ratings and maintain capital and surplus exceeding $500.0. Where contractually provided for, the
company has collateral for outstanding balances in the form of cash, letters of credit, guarantees or assets held in trust accounts. This
collateral may be drawn on for amounts that remain unpaid beyond contractually specified time periods on an individual reinsurer
basis.

The company’s reinsurance security department conducts ongoing detailed assessments of current and potential reinsurers and annual
reviews on impaired reinsurers, and provides recommendations for uncollectible reinsurance provisions for the group. The reinsurance
security department also collects and maintains individual and group reinsurance exposures aggregated across the group. Most of the
reinsurance balances for reinsurers rated B++ and lower or which are not rated were inherited by the company on acquisition of a
subsidiary.

Changes that occurred in the provision for uncollectible reinsurance during the period are disclosed in note 9.
Cash and Short Term Investments

The company’s cash and short term investments (including at the holding company) are held at major financial institutions in the
jurisdictions in which the operations are located. At December 31, 2011, the majority of these balances were held in Canadian and
U.S. financial institutions (95.4% (94.4% at December 31, 2010)) with the remainder held in European financial institutions (2.2%
(2.5% at December 31, 2010)) and other foreign national financial institutions (2.4% (3.1% at December 31, 2010)). The company
monitors risks associated with cash and short term investments by regularly reviewing the financial strength and creditworthiness of
these financial institutions and more frequently during periods of economic volatility. As a result of these reviews, the company may
transfer balances from financial institutions where it perceives credit concerns to exist to other institutions considered by management
to be more stable.

Liquidity Risk

Liquidity risk is the potential for loss if the company is unable to meet financial commitments in a timely manner at reasonable costs
as they fall due. It is the company’s policy to ensure that sufficient liquid assets are available to meet financial commitments,
including liabilities to policyholders and debt holders, dividends on preferred shares and investment commitments. Cash flow analysis
is performed on an ongoing basis at both the holding company and subsidiary company level to ensure that future cash needs are met
or exceeded by cash flows generated from the ongoing operations.

The liquidity requirements of the holding company principally relate to interest and corporate overhead expenses, preferred share
dividends, income tax payments and certain derivative obligations (described below). The holding company’s known significant
commitments for 2012 consist of the net amount of $56.7 (Cdn$57.7 million) (paid January 2012) in respect of the company’s
acquisition of Prime Restaurants, as described in note 21, the $205.8 dividend on common shares ($10.00 per share, paid January
2012), the repayment on maturity of $86.3 principal amount of the company’s unsecured senior notes due April 15, 2012, interest and
corporate overhead expenses, preferred share dividends and income tax payments.
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The company believes that holding company cash and investments provide adequate liquidity to meet the holding company’s
obligations in 2012. In addition to these resources, the holding company expects to continue to receive investment management and
administration fees from its insurance and reinsurance subsidiaries, investment income on its holdings of cash and investments, and
dividends from its insurance and reinsurance subsidiaries. To further augment its liquidity, the holding company may draw upon its
$300.0 unsecured revolving credit facility (for further details related to the credit facility, refer to note 15). The company’s long term
liquidity risk exposure decreased modestly during the second quarter of 2011 when it lengthened the maturity of certain of its long
term debt with the issuances of $500.0 and Cdn$400.0 principal amounts of its unsecured senior notes due 2021, the proceeds from
which were used to repurchase $298.2 principal amount of the company’s unsecured senior notes due 2012 and 2017 and to fund the
repurchase of $323.8 of Crum & Forster’s unsecured senior notes due 2017, $35.9 of OdysseyRe’s unsecured senior notes due 2013
and $25.6 principal amount of First Mercury’s trust preferred securities with the remainder retained to augment holding company cash
and investments.

The liquidity requirements of the insurance and reinsurance subsidiaries principally relate to the liabilities associated with
underwriting, operating costs and expenses, the payment of dividends to the holding company, contributions to their subsidiaries,
payment of principal and interest on their outstanding debt obligations, income tax payments and certain derivative obligations
(described below). Liabilities associated with underwriting include the payment of claims and direct commissions. Historically, the
insurance and reinsurance subsidiaries have used cash inflows from operating activities (primarily the collection of premiums and
reinsurance commissions) and investment activities (primarily repayments of principal, sales of investment securities and investment
income) to fund their liquidity requirements. The insurance and reinsurance subsidiaries may also receive cash inflows from financing
activities (primarily distributions received from their subsidiaries).

The company’s insurance and reinsurance subsidiaries (and the holding company on a consolidated basis) focus on the stress that
could be placed on liquidity requirements as a result of severe disruption or volatility in the capital markets or extreme catastrophe
activity or the combination of both. The insurance and reinsurance subsidiaries maintain investment strategies intended to provide
adequate funds to pay claims or withstand disruption or volatility in the capital markets without forced sales of investments. The
insurance and reinsurance subsidiaries hold highly liquid, high quality short-term investment securities and other liquid investment
grade fixed maturity securities to fund anticipated claim payments, operating expenses and commitments related to investments. At
December 31, 2011, total insurance and reinsurance portfolio investments net of short sale and derivative obligations was
$23.4 billion. These portfolio investments may include investments in inactively traded corporate debentures, preferred stocks, and
limited partnership interests that are relatively illiquid. At December 31, 2011, these asset classes represented approximately 6.4%
(6.7% at December 31, 2010) of the carrying value of the insurance and reinsurance subsidiaries’ portfolio investments.

The insurance and reinsurance subsidiaries and the holding company may experience cash inflows or outflows (which at times could
be significant) related to their derivative contracts, including collateral requirements and cash settlements of market value movements
of total return swaps which have occurred since the most recent reset date. During the fourth quarter and year ended December 31,
2011, the insurance and reinsurance subsidiaries paid net cash of $190.8 (2010 — $430.4) and received net cash of $173.3 (2010 - paid
net cash of $541.9) respectively with respect to long and short equity and equity index total return swap derivative contracts
(excluding the impact of collateral requirements). The insurance and reinsurance subsidiaries typically fund any such obligations from
cash provided by operating activities. In addition, obligations incurred on short equity and equity index total return swap derivative
contracts may be funded from sales of equity-related investments, the market value of which will generally vary inversely with the
market value of short equity and equity index total return swaps. During the fourth quarter and year ended December 31, 2011, the
holding company paid net cash of $25.5 (2010 — $164.5) and received net cash of $97.3 (2010 — paid net cash of $163.2) respectively
with respect to long and short equity and equity index total return swap derivative contracts (excluding the impact of collateral
requirements). The holding company typically funds any such obligations from holding company cash and investments and its
additional sources of liquidity as discussed above.

Market Risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market
prices. Market risk is comprised of currency risk, interest rate risk and other price risk. The company is exposed to market risk
principally in its investing activities but also in its underwriting activities to the extent that those activities expose the company to
foreign currency risk. The company’s investment portfolios are managed with a long term, value-oriented investment philosophy
emphasizing downside protection. The company has policies to limit and monitor its individual issuer exposures and aggregate equity
exposure. Aggregate exposure to single issuers and total equity positions are monitored at the subsidiary level and in aggregate at the
company level. The following is a discussion of the company’s primary market risk exposures and how those exposures are currently
managed.

Interest Rate Risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market
interest rates. As interest rates rise, the fair value of fixed income investments decline and, conversely, as interest rates decline, the fair
value of fixed income investments rise. In each case, the longer the maturity of the financial instrument, the greater the consequence of
the change in interest rates. The company’s interest rate risk management strategy is to position its fixed income securities portfolio
based on its view of future interest rates and the yield curve, balanced with liquidity requirements. The company may reposition the
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portfolio in response to changes in the interest rate environment. At December 31, 2011, the company’s investment portfolio included
$11.8 billion of fixed income securities (measured at fair value) which are subject to interest rate risk. The carrying value of the fixed
income portfolio decreased by 9.2% year-over-year primarily as a result of the sale of approximately 53.9% of the company’s
holdings of U.S. treasury bonds (measured using amortized cost) with the proceeds of $1,898.0 retained in cash or reinvested into
short term investments with minimal exposure to interest rate risk. Accordingly, the company’s exposure to interest rate risk decreased
year-over-year notwithstanding that the company benefited from the effect of the decline of interest rates on government bonds
(principally U.S. state and municipal bonds and U.S. treasury bonds) which resulted in a significant increase to the valuation of these
interest rate sensitive securities. The company may opportunistically divest a portion of its remaining holdings of U.S. treasury bonds.
There were no significant changes to the company’s exposure to interest rate risk (except as discussed above) or the framework used
to monitor, evaluate and manage interest rate risk at December 31, 2011 compared to December 31, 2010.

Movements in the term structure of interest rates affect the level and timing of recognition in earnings of gains and losses on fixed
income securities held. Generally, the company’s investment income may be reduced during sustained periods of lower interest rates
as higher yielding fixed income securities are called, mature, or are sold and the proceeds are reinvested at lower rates. During periods
of rising interest rates, the market value of the company’s existing fixed income securities will generally decrease and gains on fixed
income securities will likely be reduced. Losses are likely to be incurred following significant increases in interest rates. General
economic conditions, political conditions and many other factors can also adversely affect the bond markets and, consequently, the
value of the fixed income securities held. These risks are monitored by the company’s senior portfolio managers along with the
company’s CEO and are considered when managing the consolidated bond portfolio and yield. The table below displays the potential
impact of changes in interest rates on the company’s fixed income portfolio based on parallel 200 basis point shifts up and down, in
100 basis point increments. This analysis was performed on each individual security. Given the current economic and interest rate
environment, the company believes a 200 basis point shift to be reasonably possible.

December 31, 2011 December 31, 2010
Fair value of Hypothetical Hypothetical Fair value of Hypothetical Hypothetical
fixed income  $ change effect % change  fixed income  $ change effect % change
portfolio on net earnings  _in fair value portfolio on net earnings  _in fair value

Change in Interest Rates
200 basis POINt INCIEASE........cvereivirieriereieeeesresiesieaaneas 9,492.1 (1,536.0) (19.4) 10,285.5 (1,801.4) (20.6)
100 basis POINt INCIEASE.........erververieerieesiere e 10,597.7 (794.0) (10.0) 11,473.9 (1,009.0) (11.4)
NO ChaNGEe......ciiiiii e 11,770.9 — — 12,956.7 — —
100 basis poiNnt AECrEaSE ........erververeeeeieeiese e 13,127.7 922.8 11.5 14,593.3 1,117.1 12.6
200 basis POINt AECIEASE .......cveververeereeieenieeie e seeeeieaeens 14,769.9 2,039.6 255 16,461.7 2,397.4 27.1

Computations of the prospective effects of hypothetical interest rate changes are based on numerous assumptions, including the
maintenance of the level and composition of fixed income security assets at the indicated date, and should not be relied on as
indicative of future results. Certain shortcomings are inherent in the method of analysis presented in the computation of the
prospective fair value of fixed rate instruments. Actual values may differ from the projections presented should market conditions vary
from assumptions used in the calculation of the fair value of individual securities; such variations include non-parallel shifts in the
term structure of interest rates and a change in individual issuer credit spreads.

Market Price Fluctuations

Market price fluctuation is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in
market prices (other than those arising from interest rate risk or currency risk), whether those changes are caused by factors specific to
the individual financial instrument or its issuer, or factors affecting all similar financial instruments traded in the market. The changes
to the company’s exposure to equity price risk through its equity and equity-related holdings at December 31, 2011 compared to
December 31, 2010 are described below.

The company holds significant investments in equities and equity-related securities, which the company believes will significantly
appreciate in value over time. At December 31, 2011, the company had aggregate equity and equity-related holdings of $6,822.7
(comprised of common stocks, convertible preferred stocks, convertible bonds, certain investments in associates and equity-related
derivatives as shown in the table below) compared to aggregate equity and equity-related holdings at December 31, 2010 of $7,589.4.
The market value and the liquidity of these investments are volatile and may vary dramatically either up or down in short periods, and
their ultimate value will therefore only be known over the long term or on disposition. As a result of volatility in the equity markets
and international credit concerns, the company protected its equity and equity-related holdings against a potential decline in equity
markets by way of short positions effected through equity and equity index total return swaps, including short positions in certain
equities, the Russell 2000 index and the S&P 500 index. At December 31, 2011, equity hedges with a notional amount of $7,135.2
represented 104.6% of the company’s equity and equity-related holdings (80.2% at December 31, 2010). The excess of the equity
hedges over the company’s equity and equity-related holdings at December 31, 2011 arose principally as a result of the company’s
decision in the third quarter of 2011 to fully hedge its equity and equity-related holdings by adding to the notional amount of its short
positions in certain equities effected through equity total return swaps and also reflected some non-correlated performance of the
company’s equity and equity related holdings in 2011 relative to the performance of the economic equity hedges used to protect those
holdings.
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One risk of a hedging strategy (sometimes referred to as basis risk) is the risk that offsetting investments in a hedging strategy will not
experience perfectly correlated opposite changes in fair value, creating the potential for gains or losses. The objective of the company
when selecting a hedging instrument (including its equity index total return swaps) is to economically protect capital over potentially
long periods of time and especially during periods of market turbulence. In the normal course of effecting its economic hedging
strategy with respect to equity risk, the company expects that there may be periods where the notional value of the hedging
instruments may exceed or be deficient relative to the company’s exposure to the items being hedged. This situation may arise when
management compensates for imperfect correlations between the hedging item and the hedged item or due to the timing of
opportunities related to the company’s ability to exit and enter hedges at attractive prices or during the transition period when the
company is adding a new hedging program or discontinuing an existing hedging program. In 2011, the impact of basis risk was
pronounced compared to prior periods, as the performance of the company’s equity and equity-related holdings lagged the
performance of the economic equity hedges used to protect those holdings, as set out in the table below. The company’s economic
equity hedges are structured to provide a return which is inverse to changes in the fair values of the Russell 2000 index (decreased
5.5% in 2011), the S&P 500 index (decreased nominally in 2011) and a portfolio of common stocks (decreased by 12.6% on a
weighted average basis in 2011). The company regularly monitors the effectiveness of its equity hedging program on a prospective
and retrospective basis and based on its historical observation, the company believes that its hedges of its equity and equity-related
holdings will be effective in the medium to long term and especially in the event of a significant market correction. However, due to
the lack of a perfect correlation between the hedged items and the hedging items, combined with other market uncertainties, it is not
possible to estimate the future impact of the company’s economic hedging programs related to equity risk.

The following table summarizes the effect of equity risk hedging instruments and related hedged items on the company’s historical
financial position and results of operations as of and for the fourth quarters and years ended December 31, 2011 and 2010:

Quarter Ended Year Ended Quarter Ended Year Ended
December 31, 2011 December 31, 2011 December 31, 2011 December 31, 2010 December 31, 2010 December 31, 2010
Exposure / Exposure /
Notional Carrying Net earnings Net earnings Notional Carrying Net earnings Net earnings
amount value (pre-tax) (pre-tax) amount value (pre-tax) (pre-tax)
Equity exposures:
Common stocks 3,829.5 3,829.5 (142.9) (774.8) 4,476.5 4,476.5 374.7 577.3
Preferred stocks — convertibl 450.9 450.9 67.1 (5.2) 4485 4485 473 (18.6)
Bonds — convertible......... 384.1 384.1 28.4 235 801.1 801.1 93.2 88.1
Investments in associates’ 750.1 608.9 7.0 7.0 460.2 365.1 77.9 77.9
Derivatives and other invested assets:
Equity total return swaps — long positions .............. 1,363.5 (46.8) 83.7 (61.8) 1,244.3 (7.6) 165.1 83.2
Equity call Options ........ccoceviienieiciieciias — — — — — — 3.6 13.9
EQUItY Warrants..........coovuevrieviinininiieessssens 44.6 15.9 2.7 185 158.8 1711 335 83.6
Total equity and equity related holdings.................... 6,822.7 5,242.5 46.0 (792.8) 7,589.4 6,254.7 795.3 905.4
Hedging instruments:
Derivatives and other invested assets:
Equity total return swaps — short positions.............. (1,617.6) 21.1 (120.2) 153.2 (624.5) (10.3) (50.1) (93.0)
Equity index total return swaps — short positions.... (5,517.6) (33.8) (659.1) 260.7 (5,463.3) (123.4) (713.5) (843.6)
(7,135.2) (12.7) (779.3) 413.9 (6,087.8) (133.7) (763.6) (936.6)
Net exposure (short) and financial effects................... (312.5) (733.3) (378.9) 1,501.6 31.7 (31.2)

(1) Excludes the company’s investments in Gulf Insurance, ICICI Lombard and Singapore Re which the company considers to be long term strategic holdings.

At December 31, 2011, the company’s common stock holdings in the ten issuers to which the company had the greatest exposure was
$2,021.8, which represented 8.3% of the total investment portfolio. The exposure to the largest single issuer of common stock
holdings held at December 31, 2011 was $382.8, which represented 1.6% of the total investment portfolio.

Risk of Decreasing Price Levels

The risk of decreases in the general price level of goods and services is the potential for a negative impact on the consolidated balance
sheet (including the company’s equity and equity-related holdings and fixed income investments in non-sovereign debt) and/or
consolidated statement of earnings. Among their effects on the economy, decreasing price levels typically result in decreased
consumption, restriction of credit, shrinking output and investment and numerous bankruptcies.

The company has purchased derivative contracts referenced to the CPI in the geographic regions in which it operates, which serve as
an economic hedge against the potential adverse financial impact on the company of decreasing price levels. These contracts have a
remaining weighted average life of 8.6 years (9.4 years at December 31, 2010), a notional amount of $46,518.0 ($34,182.3 at
December 31, 2010) and fair value at December 31, 2011 of $208.2 ($328.6 at December 31, 2010). As the average remaining life of a
contract declines, the fair value of the contract (excluding the impact of CPI changes) will generally decline. The company’s
maximum potential loss on any contract is limited to the original cost of that contract.

During the fourth quarter and year ended December 31, 2011, the company purchased nil (2010 — $3,679.0) and $13,596.7 (2010 —
$32,670.2) notional amount of CPI-linked derivative contracts at a cost of nil (2010 — $37.1) and $122.6 (2010 — $291.4) and recorded
net mark-to-market gains of $0.1 (2010 — mark-to-market losses of $61.5) and net mark-to-market losses of $233.9 (2010 — mark-to-
market gains of $28.1) respectively for positions remaining open at the end of the year.

The CPI-linked derivative contracts are extremely volatile, with the result that their market value and their liquidity may vary
dramatically either up or down in short periods, and their ultimate value will therefore only be known upon their disposition or
settlement. The company’s purchase of these derivative contracts is consistent with its capital management framework designed to
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protect its capital in the long term. Due to the uncertainty of the market conditions which may exist many years into the future, it is not
possible to estimate the future impact of this aspect of the company’s risk management program.

Foreign Currency Risk

Foreign currency risk is the risk that the fair value or cash flows of a financial instrument or another asset will fluctuate because of
changes in exchange rates and as a result, could produce an adverse effect on earnings and equity when measured in a company’s
functional currency. The company is exposed to foreign currency risk through transactions conducted in currencies other than the
U.S. dollar, and also through its investments in associates and net investment in subsidiaries that have a functional currency other than
the U.S. dollar. Long and short foreign exchange forward contracts primarily denominated in the Euro, the British pound sterling and
the Canadian dollar are used to manage foreign currency exposure on foreign currency denominated transactions. Foreign currency
denominated liabilities may be used to manage the company’s foreign currency exposures to net investments in foreign operations
having a functional currency other than the U.S. dollar. The company’s exposure to foreign currency risk was not significantly
different at December 31, 2011 compared to December 31, 2010, except that on May 25, 2011, the company designated the
Cdn$400.0 principal amount of its 6.40% unsecured senior notes due 2021 as a hedge of a portion of its net investment in Northbridge
(described below).

The company’s foreign currency risk management objective is to mitigate the net earnings impact of foreign currency rate
fluctuations. The company has a process to accumulate, on a consolidated basis, all significant asset and liability exposures relating to
foreign currencies. These exposures are matched and any net unmatched positions, whether long or short, are identified. The company
may then take action to cure an unmatched position through the acquisition of a derivative contract or the purchase or sale of
investment assets denominated in the exposed currency. Rarely does the company maintain an unmatched position for extended
periods of time.

A portion of the company’s premiums are written in foreign currencies and a portion of the company’s loss reserves are denominated
in foreign currencies. Moreover, a portion of the company’s cash and investments are held in currencies other than the U.S. dollar. In
general, the company manages foreign currency risk on liabilities by investing in financial instruments and other assets denominated
in the same currency as the liabilities to which they relate. The company also monitors the exposure of invested assets to foreign
currency risk and limits these amounts as deemed necessary. The company may nevertheless, from time to time, experience gains or
losses resulting from fluctuations in the values of these foreign currencies, which may favourably or adversely affect operating results.

At December 31, 2011, the company has designated the carrying value of Cdn$1,075.0 principal amount of its Canadian dollar
denominated senior notes with a fair value of $1,114.6 (2010 — principal amount of Cdn$675.0 with a fair value of $736.2) as a hedge
of its net investment in Northbridge for financial reporting purposes. Gains and losses related to foreign currency movement on the
senior notes are recognized in change in gains and losses on hedge of net investment in foreign subsidiary in the consolidated
statement of comprehensive income.

The company had also issued Cdn$1,000.0 of stated capital of cumulative five-year rate reset preferred shares. Although not eligible
to be designated as a hedge for financial reporting purposes, the company considers a portion of this Cdn$1,000.0 as an additional
economic hedge of its net investment in Northbridge.
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Capital Management

The company’s capital management framework is designed to protect, in the following order, its policyholders, its bondholders and its
preferred shareholders and then finally to optimize returns to common shareholders. Effective capital management includes measures
designed to maintain capital above minimum regulatory levels, above levels required to satisfy issuer credit ratings and financial
strength ratings requirements, and above internally determined and calculated risk management levels. Total capital at December 31,
2011, comprising total debt, shareholders’ equity attributable to shareholders of Fairfax and non-controlling interests, was $11,427.0,
compared to $11,403.0 at December 31, 2010. The company manages its capital based on the following financial measurements and
ratios:

December 31, 2011 December 31, 2010
Holding company cash and investments (net of short sale and derivative obligations)..............c.c.ccce... 962.8 1,474.2
HOIAING COMPANY AEDT .....c.viiiiiict et b et be st b e e e s ene e 2,080.6 1,498.1
SUDBSTAIANY GEDL ...t bbbt b e b bbbt b e bbb e e eseene s 623.9 919.5
Other long term obligations — holding COMPANY .......cceiuiieiiiiiiere e 314.0 311.5
TOUAI GBI ...t bbbt 3,018.5 2,729.1
INBE EDL ... bbbt b ekt 2,055.7 1,254.9
CommON ShArENOIAEIS™ BOUITY .. .cvveviiviitesieieiet ettt st besbe s b e e et e saesae s eraeneas 7,427.9 7,697.9
PRETEITE EOUILY ..o.veeieeeee ettt bbb bbb b et b e bbb e e ene e 934.7 934.7
NON-CONEIOIIING INTEIESES .....iviieieiieieete ettt sttt et st e st e e e seeseeteebenbesbe e eneene e 45.9 41.3
TOLAI EQUILY ...ttt b bbbt b bt bbbt h e bbbt b e b e bt seene et 8,408.5 8,673.9
N o (=Y o 74 o] v L I=To UL SO RRRPP 24.4% 14.5%
Net debt/net total CaPILAI™...........coooivieiercres e 19.6% 12.6%
Total debt/Otal CAPILAID .........eeeeeeerciiciiee et 26.4% 23.9%
INEEIESE COVETAGE™ ......e.ieeeeceeee ettt et sttt ss st se s s e 1.0x 1.8x
Interest and preferred share dividend distribution COverage™ ...........cccocvevveieviiiieieieeieeeeeeee e 0.7x 1.4x

(1) Nettotal capital is calculated by the company as the sum of total equity and net debt.
(2) Total capital is calculated by the company as the sum of total equity and total debt.
(3) Interest coverage is calculated by the company as the sum of earnings (loss) before income taxes and interest expense divided by interest expense.

(4) Interest and preferred share dividend distribution coverage is calculated by the company as the sum of earnings (loss) before income taxes and interest expense
divided by interest expense and preferred share dividend distributions adjusted to a before tax equivalent at the company’s Canadian statutory tax rate.

During the second quarter of 2011, the company issued $500.0 and Cdn$400.0 principal amounts of its unsecured senior notes due
2021, the proceeds from which were used to repurchase $298.2 principal amount of Fairfax’s unsecured senior notes due 2012 and
2017, $323.8 of Crum & Forster’s unsecured senior notes due 2017 and $35.9 of OdysseyRe’s unsecured senior notes due 2013. The
excess of the net proceeds on the issuance of unsecured senior notes over the cost of debt repurchased at the holding company and the
funding made available by the holding company to its operating companies to fund their debt repurchases was used to fund the
repurchase of $25.6 principal amount of First Mercury’s trust preferred securities with the remainder retained to augment holding
company cash and investments.

During 2009 and 2010, the company issued Cdn$1,000.0 of stated capital of cumulative five-year rate reset preferred shares.
Accordingly, the company commenced monitoring its interest and preferred share dividend distribution coverage ratio calculated as
described in footnote 4 in the table above. The company’s capital management objectives includes maintaining sufficient liquid
resources at the holding company to be able to pay interest on its debt, dividends to its preferred shareholders and all other holding
company obligations.

23. Segmented Information

The company is a financial services holding company which, through its subsidiaries, is engaged in property and casualty insurance,
conducted on a primary and reinsurance basis, and runoff operations. The company identifies its operating segments by operating
company consistent with its management structure. The company has aggregated certain of these operating segments into reporting
segments as subsequently described. The accounting policies of the reporting segments are the same as those described in note 3.
Transfer prices for inter-segment transactions are set at arm’s length. Geographic premiums are determined based on the domicile of
the various subsidiaries and where the primary underlying risk of the business resides.

Effective January 1, 2011, the company changed the manner in which it classifies amortization expense related to its customer and
broker relationships in its segmented information. Previously, such amortization expense was classified within other underwriting
expenses as a component of underwriting profit (loss). Effective January 1, 2011, amortization expense related to customer and broker
relationships was included in subsidiary corporate overhead. Management believes this change in expense classification will better
reflect the results of operations of its operating companies on a standalone basis. In addition, management does not consider
acquisition accounting adjustments when assessing the performance of its reporting segments. Prior period comparative figures have
been presented on a consistent basis to give effect to the reclassifications as of January 1, 2010. In the fourth quarter and year ended
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December 31, 2010, customer and broker relationship amortization expense was included in corporate overhead within the Insurance —
Northbridge ($1.5 and $6.0 respectively), U.S. Insurance ($1.9 and $3.7 respectively) and Reinsurance — OdysseyRe ($0.3 and $1.4
respectively) reporting segments.

Insurance

Northbridge — Northbridge is a national commercial property and casualty insurer in Canada providing property and casualty
insurance products through its Commonwealth, Federated, Lombard and Markel subsidiaries, primarily in the Canadian market and in
selected United States and international markets.

U.S. Insurance (formerly known as Crum & Forster prior to May 20, 2010) — This reporting segment is comprised of Crum & Forster
and Zenith National. Crum & Forster is a national commercial property and casualty insurance company in the United States writing a
broad range of commercial coverages. Its subsidiaries, Seneca Insurance and First Mercury, provide property and casualty insurance to
small businesses and certain specialty coverages. First Mercury was acquired on February 9, 2011, pursuant to the transaction
described in note 21. As of July 1, 2011, the company has presented the assets, liabilities and results of operations of Valiant, a
wholly-owned subsidiary of First Mercury, in the Runoff reporting segment following the transfer of ownership of Valiant from
Crum & Forster to the TIG Group. Periods prior to July 1, 2011 have not been restated as the impact was not significant. Zenith
National is included in the U.S. Insurance segment effective from its acquisition by the company on May 20, 2010 and is primarily
engaged in the workers’ compensation insurance business in the United States.

Fairfax Asia — Included in the Fairfax Asia reporting segment are the company’s operations that underwrite insurance and reinsurance
coverages in Singapore (First Capital), Hong Kong (Falcon) and, in Malaysia since March 24, 2011 following the acquisition of
Pacific Insurance pursuant to the transaction described in note 21. Fairfax Asia also includes the company’s 26.0% equity accounted
interest in Mumbai-based ICICI Lombard and its 40.5% equity accounted interest in Thailand-based Falcon Thailand.

Reinsurance

OdysseyRe — OdysseyRe underwrites reinsurance, providing a full range of property and casualty products on a worldwide basis, and
underwrites specialty insurance, primarily in the United States and in the United Kingdom, both directly and through the Lloyd’s of
London marketplace. As of January 1, 2011, the company has presented the assets, liabilities and results of operations of Clearwater in
the Runoff reporting segment following the transfer of ownership of Clearwater from OdysseyRe to the TIG Group. Prior period
comparative figures have been presented on a consistent basis to give effect to the transfer as of January 1, 2010. Clearwater is an
insurance company which has been in runoff since 1999.

Reinsurance and Insurance — Other

This reporting segment is comprised of Group Re, Advent, Polish Re and Fairfax Brasil. Group Re participates in the reinsurance of
Fairfax’s subsidiaries by quota share or through participation in those subsidiaries’ third party reinsurance programs on the same terms
as third party reinsurers through CRC Re (Canadian business) and Wentworth (international business). Group Re also writes third
party business. Advent is a reinsurance and insurance company, operating through Syndicate 780 at Lloyd’s, focused on specialty
property reinsurance and insurance risks. Polish Re is a Polish reinsurance company. Fairfax Brasil is included in this segment since it
commenced insurance underwriting activities in March 2010.

Runoff

The Runoff reporting segment comprises nSpire Re (including the runoff of nSpire Re’s Group Re participation), RiverStone (UK)
and the U.S. runoff company formed on the merger of TIG and International Insurance Company combined with Old Lyme and
Fairmont. The U.K. and international runoff operations of RiverStone (UK) have reinsured their reinsurance portfolios to nSpire Re to
provide consolidated investment and liquidity management services, with the RiverStone group of companies retaining full
responsibility for all other aspects of the business. GFIC was included in the Runoff reporting segment effective from its acquisition
by the company on August 17, 2010 and is a property and casualty insurance company based in the United States whose business will
run off under the supervision of RiverStone management.

As described above, Clearwater was included in the Runoff reporting segment as of January 1, 2011 and Valiant was included in the
Runoff reporting segment as of July 1, 2011. On January 1, 2011, the company’s runoff Syndicate 3500 (managed by RiverStone
(UK)) accepted the reinsurance-to-close of all of the liabilities of Syndicate 376. This reinsurance-to-close transaction resulted in the
receipt by Syndicate 3500 of $114.8 of cash and investments and $4.8 in other assets (primarily consisting of net insurance contract
receivables) as consideration for the assumption of net loss reserves of $119.6.

Other

The Other reporting segment is comprised of Ridley, William Ashley and Sporting Life. Ridley is engaged in the animal nutrition
business and operates in the U.S. and Canada. William Ashley (acquired on August 16, 2011) is a prestige retailer of exclusive
tableware and gifts in Canada. Sporting Life (acquired December 22, 2011) is a Canadian retailer of sporting goods and sports apparel.
The acquisitions of William Ashley and Sporting Life are described in note 21.
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Corporate and Other

Corporate and Other includes the parent entity (Fairfax Financial Holdings Limited), its subsidiary intermediate holding companies,
Hamblin Watsa, an investment management company and MFXchange, a technology company.

Pre-tax Income (Loss) by Reporting Segment
An analysis of pre-tax income (loss) by reporting segment for the fourth quarters and years ended December 31 is presented below:

Quarter ended December 31, 2011

Reinsurance

and
Insurance Reinsurance Insurance Eliminations
Fairfax Ongoing Corporate and
Northbridge uUs. Asia OdysseyRe Other operations Runoff Other and Other adjustments Consolidated
Gross premiums written®”)
EXternal ........cocvevieverncireininieienes 321.8 478.2 112.2 528.1 93.8 1,534.1 — — — — 1,534.1
Intercompany ........cccoeeevevvniininenn, 0.2 3.9 (0.3) 4.1 29.8 37.7 — — — (37.7) —
322.0 482.1 1119 532.2 123.6 1571.8 — — — (37.7) 1,534.1
Net premiums written® ................... 257.7 _408.0 50.5 4772 93.4 1,286.8 — — — — 1,286.8
Net premiums earned®
EXternal ........cccoevvvvnnnnicccens 279.6 404.8 57.7 532.7 114.2 1,389.0 — —_ — — 1,389.0
Intercompany ........cccoecevvvnenneninenns (21.2) 10.1 (2.1 4.3 15.0 55 — — — — 55
258.4 4149 55.0 537.0 129.2 1,394.5 — — — — 1,394.5
Underwriting eXpenses ............cco... (263.5) (515.4) (49.0) (659.0) (200.4) (1,687.3) — — — — (1,687.3)
Underwriting profit (loss) . (5.1) (100.5) 6.0 (122.0) (71.2) (292.8) — — — — (292.8)
Interest income.. 17.1 275 4.9 59.1 115 120.1 26.1 — (6.3) — 139.9
Dividends............... 7.6 55 0.5 6.0 (0.8) 18.8 4.2 — 2.9 — 259
Investment expenses . (2.9) (4.5) (0.2 (1.2) (2.4) (11.2) (3.0) — (1.3) 11.8 (3.7
Interest and dividends..............cc..e... 21.8 28.5 5.2 63.9 8.3 127.7 27.3 — (4.7) 11.8 162.1
Share of profit (loss) of associates... 1.3 2.0 (27.4) 5.3 2.3 (16.5) 04 — 6.2 — (9.9
Other
REVENUE ..o — — — — — — 1.0 190.8 11.8 (11.8) 191.8
EXPENSES ..o — — — — — — (27.5) (186.1) — — (213.6)
— — — — — — (26.5) 4.7 118 (11.8) (21.8)
Operating income (loss) before: ...... 18.0 (70.0) (16.2) (52.8) (60.6) (181.6) 1.2 4.7 133 — (162.4)
Net gains (losses) on investments.... (153.3) (213.4) (25.6) (344.0) (2.3) (738.6) (14.5) — (161.8) — (914.9)
Interest eXPense.........ccovevvereeevreennns — 7 — (6.8) (1.1) (9.6) (2.3) 0.1) (40.2) — (52.2)
Corporate overhead and ot (7.4) (2.4 (2.3) (4.1) — (16.2) — — (23.8) — (40.0)
Pre-tax income (loss) (142.7) (287.5) (44.1) (407.7) (64.0) (946.0) (15.6) 4.6 (212.5) — (1,169.5)
Income taxes............. 398.7
Net earnings (10SS) ........coveereeerenens (770.8)
Attributable to:
Shareholders of Fairfax ................. (771.5)
Non-controlling interests................ 0.7
—_(1108)

(1) Excludes $0.6 of Runoff’s returned gross premiums written.
(2) Excludes $0.6 and $1.0 of Runoff’s net premiums written and net premiums earned respectively.
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Quarter ended December 31, 2010

Reinsurance

and
Insurance Reinsurance Insurance Eliminations
Fairfax Ongoing Other (animal Corporate and
Northbridge uUs. Asia OdysseyRe Other _operations Runoff nutrition) and Other adjustments Consolidated
Gross premiums written®®)
External 3232 305.7 85.6 4731 719 1,259.5 — — — — 1,259.5
Intercompany .... 0.2 — — 2.4 39.1 41.7 — — — (42.0) (0.3)
3234 305.7 5.6 475.5 111.0 1,301.2 — — — (42.0) 1,259.2
Net premiums written® .................. 248.6 260.2 33. 434.9 95.7 1,072.4 — — — — 1,072.4
Net premiums earned®
External 295.0 306.1 434 478.1 85.1 1,207.7 — 1,207.7
Intercompany .... (41.4) (2.6) (0.7) 15 43.2 — — — — — —
253.6 3035 42.7 479.6 128.3 1,207.7 — — — 1,207.7
Underwriting expenses (282.1) (394.8) (38.8) (411.6) (115.7) (1,243.0) — — — — (1,243.0)
Underwriting profit (loss) (28.5) (91.3) 3.9 68.0 12.6 (35.3) — — — — (35.3)
Interest income.. 27.8 211 34 56.1 16.9 125.3 25.8 — (2.4) — 148.7
Dividends........... 6.6 54 0.3 52 0.1 17.6 4.6 — 0.5 — 22.7
Investment expenses . (3.4) (7.1) (0.4) (10.7) (1.9) (23.5) (8.3) — (2.0) 23.9 9.9)
Interest and dividends 31.0 19.4 3.3 50.6 15.1 119.4 22.1 — (3.9 23.9 161.5
Share of profit (loss) of associates... 3.4 0.3 5.0 15 (0.3) 9.9 4.6 — 3.6 — 18.1
Other
REVENUE........ccoviiiiiiiis — — — — — — 2.8 159.3 23. (23.9) 162.1
Expenses ... — — — — — — (56.3) (151.4) — — (207.7)
— — — — — — (53.5) 7.9 239 (23.9) (45.6)
Operating income (loss) before: ...... 5.9 (71.6) 12.2 120.1 27.4 94.0 (26.8) 7.9 23.6 — 98.7
Net gains (losses) on investments.... (75.2) (274.4) (15.9) (338.8) (40.1) (744.4) (93.6) — (49.9) — (887.9)
Interest expense — (7.9) — 7.7) (1.2) (16.8) (3.2) 0.1) (32.8) — (52.9)
Corporate overhead and other.. 5.3) (5.0) (0.4) (8.1) (0.9 (19.7) — — (25.0) — 44.7)
Pre-tax income (loss) ... (74.6) (358.9) 4.1) (234.5) (14.8) (686.9) (123.6) 7.8 (84.1) — (886.8)
Income taxes ..... 393.7
Net earnings (493.1)

Attributable to:
Shareholders of Fairfax....... (494.4)
3

Non-controlling interests ... 1
493.1
(1) Excludes $0.7, $0.9 and $3.2 of Runoff’s gross premiums written, net premiums written and net premiums earned respectively.
Year ended December 30, 2011
Reinsurance
and
Insurance Reinsurance Insurance Eliminations
Fairfax Ongoing Corporate and
Northbridge U.S. Asia OdysseyRe Other operations Runoff Other and Other adjustments Consolidated
Gross premiums written®®)
External 1,320.6 1,859.0 451.2 2,405.6 584.6 6,621.0 — — — — 6,621.0
Intercompany 2.1 51 0.5 15.1 61.7 84.5 — — — (84.0) 0.5
13227 1,864.1 451.7 2,420.7 646.3 6,705.5 — — — (84.0) 6,621.5
Net premiums written™ .................. 1,098.5 _1,601.1 2137 2,089.7 484.6 5,487.6 — — — — 5,487.6
Net premiums earned®
External .. 1,160.2 1,502.0 213.7 2,001.0 412.4 5,289.3 — — — — 5,289.3
Intercompany ... (88.0) 2.6 (9.6) 13.7 92.5 11.2 — — — — 11.2
1,072.2 1,504.6 204.1 2,014.7 504.9 5,300.5 — — — — 5,300.5
Underwriting expenses (1,102.4)  (1,720.5) (169.7) (2,350.7) (711.6) (6,054.9) — — — — (6,054.9)
Underwriting profit (loss) (30.2) (215.9) 34.4 (336.0) (206.7) (754.4) — — — — (754.4)
Interest income.. 83.2 1134 18.0 2455 49.1 509.2 109.4 — (13.3) — 605.3
Dividends.... 25.6 27.3 5.8 35.8 3.6 98.1 12.0 — 9.9 — 120.0
Investment expenses . (11.4) (19.9) (1.9 (33.6) (7.3) (74.1) (14.9) — (4.0) 73.0 (20.0)
Interest and dividends 974 120.8 219 247.7 454 533.2 106.5 — (7.4) 73.0 705.3
Share of profit (loss) of associates... 2.8 4.1 (35.6) 114 2.0 (15.3) 3.4 — 137 — 1.8
Other
Revenue..... — — — — — — 126.4 649.8 73.0 (73.0) 776.2
Expenses... — — — — — — (263.9) (636.5) — — (900.4)
— — — — — — (137.5) 133 73.0 (73.0) (124.2)
Operating income (loss) before: ...... 70.0 (91.0) 20.7 (76.9) (159.3) (236.5) (27.6) 133 79.3 — (171.5)
Net gains (losses) on investments.... (162.0) 218.1 (15.6) 142.0 22.1 204.6 388.1 — 98.5 — 691.2
Loss on repurchase of long term
debt® — (56.5) — (6.1) — (62.6) — — (41.6) — (104.2)
Interest expense..... — (18.3) — (28.9) (4.5) (51.7) (8.9) (0.7) (152.7) — (214.0)
Corporate overhead (38.4) (27.9) (5.6) (18.4) (4.7 (95.0) — — (115.2) — (210.2)
Pre-tax income (10ss) ... (130.4) 24.4 (0.5) 117 (146.4) (241.2) 351.6 126 (131.7) — (8.7)
Income taxes..... 56.5
Net earnings 47.8
Attributable to:
Shareholders of Fairfax 45.1
Non-controlling interests.... 2.7
— 478

(1) Excludes $122.0, $120.3 and $126.4 of Runoff’s gross premiums written, net premiums written and net premiums earned respectively.

(2) Loss on repurchase of long term debt of $104.2 relating to the repurchase of Crum & Forster, OdysseyRe and Fairfax unsecured senior notes is included in other
expenses in the consolidated statement of earnings.

53



Year ended December 31, 2010

Reinsurance

and
Insurance Reinsurance Insurance Eliminations
Fairfax Ongoing Other (animal Corporate and
Northbridge uU.s. Asia OdysseyRe Other __operations Runoff nutrition) and Other adjustments Consolidated
Gross premiums written'")
External 1,298.4 1,078.3 353.2 2,154.6 476.4 5,360.9 — — — — 5,360.9
Intercompany .. 1.5 — — 13.0 151.6 166.1 — — — (166.6) (0.5)
1,299.9 1,078.3 353.2 2,167.6 628.0 5,527.0 — — — 166.6 5,360.4
Net premiums written® ................. 985.0 9195 157.4 1,853.6 530.5 4,446.0 — — — — 4,446.0
Net premiums earned®
External 1,162.7 1,010.8 161.7 1,874.8 363.2 4,573.2 — — — — 4,573.2
Intercompany (166.1) (10.7) (6.7) 10.7 172.8 — — — — — —
996.6 1,000.1 155.0 1,885.5 536.0 4,573.2 — — — — 4,573.2
Underwriting expenses ................. (1,064.9) (1,165.6) (138.4) (1,790.4) (574.4) (4,733.7) — — — — (4,733.7)
Underwriting profit (10ss) ............. (68.3) (165.5) 16.6 95.1 (38.4) (160.5) — — — — (160.5)
Interest income 106.9 91.1 13.2 238.1 52.0 501.3 96.3 — 5.6 — 603.2
Dividends............. 249 27.1 5.0 38.0 0.7 95.7 26.7 — 6.4 — 128.8
Investment expenses ... (11.0) (17.6) (1.6) (29.9) (6.3) (66.4) (16.6) — (3.2) 65.7 (20.5)
Interest and dividends 120.8 100.6 16.6 246.2 46.4 530.6 106.4 — 8.8 65.7 7115
Share of profit (loss) of associates. 5.4 0.3 222 2.3 (1.4) 28.8 _89 — _83 — 46.0
Other
Revenue® — — — — — — 90.5 549.1 65.7 (65.7) 639.6
Expenses — — — — — — (190.8) (538.7) — — (729.5)
— — — — — — (100.3) 104 65.7 65.7 (89.9)
Operating income (loss) before: ... 57.9 (64.6) 55.4 343.6 6.6 398.9 15.0 104 82.8 — 507.1
Net gains (losses) on investments.. 94.0 (49.2) (14.2) (109.7) 70.8 (8.3) 120.5 — (115.2) — (3.0)
Loss on repurchase of long term
debt® — — — — — — — — (2.3) — (2.3)
Interest expense — (30.8) — (30.5) (4.5) (65.8) (3.2) (0.6) (125.9) — (195.5)
Corporate overhead and other........ (21.4) (11.4) (2.4) (32.7) (3.1) (71.0) — — (84.2) — (155.2)
Pre-tax income (l0ss) ...... 130.5 (156.0) 38.8 170.7 69.8 253.8 132.3 9.8 (244.8) — 151.1
Income taxes ... 186.9
Net earnings 338.0
Attributable to:
Shareholders of Fairfax................. 335.8
Non-controlling interests............... 2.2
_3380

(1) Excludes $2.5, $3.0 and $7.4 of Runoff’s gross premiums written, net premiums written and net premiums earned respectively.

(2) The Runoff segment revenue includes $83.1 of the excess of the fair value of net assets acquired over the purchase price related to the acquisition of GFIC, as
described in note 21.

(3) Loss on repurchase of long term debt of $2.3 primarily relating to the repurchase of OdysseyRe noncumulative Series A preferred shares and its floating rate
noncumulative Series B preferred shares is included in other expenses in the consolidated statement of earnings.

A reconciliation of total revenue of the reporting segments to the company’s consolidated revenue for the fourth quarters and years
ended December 31 is shown below:

Fourth quarter Year ended December 31,
2011 2010 2011 2010

Revenue of reporting segments:

NEt PrEMIUMS BAIMEM ... cueeiieiiitiiieie ettt ettt se et s e b e beste b et et e s e e s e ebesbesbeseeneeseanennas 1,3945 1,207.7  5,300.5 4,573.2

Interest and dividends............... 162.1 161.5 705.3 7115

Share of profit (10SS) OF ASSOCIAES .........cueiuirieiiiterieiee e (9.9) 18.1 1.8 46.0

Net gains (10SSES) ON INVESIMENTS ......c.oiuiiieieieeieite ettt st sbe e s raeneens (914.9) (887.9) 691.2 (3.0)

Other revenue per reportable SEGMENT .........cviiiiiiieeiee e ereenea 191.8 162.1 776.2 639.6
Total CONSOIIAAEA FEVENUES .......eviieieeieeeie ettt ettt b ettt et sbe e e e e e e ene e 823.6 661.5 _7,475.0 5,967.3
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Product Line

An analysis of revenue by product line for the fourth quarters and years ended December 31 is presented below:

Fourth guarter

Property Casualty Specialty Total
2011 2010 2011 2010 2011 2010 2011 2010

Net premiums earned
Insurance — Canada (NOrthbridge) .........ccvvevverneiieinsc e 109.3 103.1 127.0 1287 221 218 258.4 253.6
—U.S. (Crum & Forster and Zenith) 336 275 370.8  268.7 10.5 7.3 414.9 303.5
— Asia (Fairfax Asia) ....c.cocoeeeieinnniiene, 4.2 4.2 34.3 225 165 16.0 55.0 42.7
Reinsurance— OdYSSEYRE ..ot 2584 1782 213.7 2575 64.9 439 537.0 479.6
Reinsurance and Insurance — Other .........ccccoeoeiiieiiicneneeeee e 54.4 63.2 52.4 55.6 22.4 9.5 129.2 128.3
ONQOiNg OPEratioNS ........ccceverierieieeiirie e 459.9  376.2 798.2 733.0 136.4 985 1,3945 1,207.7
RUNOFf ..o — 1.0 — 0.8 1.0 1.4 1.0 3.2
Total net premiums earned..... 4599  377.2 798.2 7338 1374 999 13955 1,210.9
162.1 161.5
9.9 18.1
(914.9) (887.9)
— (0.4)
1908 _ 1593
823.6 661.5

Year ended December 31,
Property Casualty Specialty Total
2011 2010 2011 2010 2011 2010 2011 2010

Net premiums earned
Insurance  — Canada (Northbridge) .........cocoeveeiiineneicccceees 399.3 520.0 503.6 104.6 93.7 1,072.2 996.6
—U.S. (Crum & Forster and Zenith) 1118 11,3315 8573 37.2 31.0 1,5504.6 1,000.1
— Asia (Fairfax ASia) ......ccoceevrverieiieenns 13.7 126.2 872 598 541 204.1 155.0
Reinsurance— OdySSEYRE........ccccovrirererieneieeeeese e 816.3 801.8 8615 2435 207.7 12,0147 11,8855
Reinsurance and Insurance — Other ...........ccccceeevienininn 303.4 182.1 _ 1983 _855 _34.3 504.9 536.0
ONQoINg OPEratioNS .......ccccvvereriiieiiiee e 16445 29616 2507.9 530.6 420.8 5,300.5 4,573.2
RUNOTE <. 1.0 1.2 3.6 125.2 2.8 126.4 7.4
Total net premiums earned .........c.ccocevenereieinincneneenn 16455 29628 25115 6558 4236 5426.9 4,580.6
Interest and dividends...........ccovvreciiiiinniicec s 705.3 7115
Share of profit of associates..........c.cccveevreincinnn. 1.8 46.0
Net gains (losses) on investments..........cccoeevveerenes 691.2 (3.0
Excess of fair value of net assets acquired over purchase price........... — 83.1
(@11 PSPPSRSO 649.8 549.1
Total consolidated FEVENUES .........ccovierereieeesc e 7,475.0 5,967.3
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Geographic Region

An analysis of revenue by geographic region for the fourth quarters and years ended December 31 is shown below:

Fourth quarter

Canada United States Far East International Total
2011 2010 2011 2010 2011 2010 2011 2010 2011 2010
Net premiums earned
Insurance  — Canada (Northbridge)..........c.ccceovrierriinnn 2476 2452 10.8 8.4 — — — — 258.4 253.6
—U.S. (Crum & Forster and Zenith).. — — 414.9 303.5 — — — — 414.9 303.5
— Asia (Fairfax Asia)....... — — — — 55.0 427 — — 55.0 427
Reinsurance — OdysseyRe............ 17.4 16.2 262.5 259.9 40.5 30.2 216.6 173.3 537.0 479.6
Reinsurance and Insurance — Other ... 21.0 45.3 22.1 64.4 9.1 3.2 77.0 154 129.2 128.3
Ongoing operations..... 286.0 306.7 710.3 636.2 104.6 76.1 293.6 188.7 1,394.5 1,207.7
Runoff — 0.2 1.0 3.0 — — — — 1.0 3.2
286.0 306.9 7113 639.2 104.6 76.1 293.6 188.7 1,395.5 1,210.9
Interest and dividends 162.1 161.5
Share of profit of associates....... 9.9) 18.1
Net gains (losses) on investment: (914.9) (887.9)
Excess of fair value of net assets acquired over purchase
price... — (0.4)
190.8 __ 159.3
Total consolidated revenues... 823.6 661.5
Allocation of revenue 20.5% 25.3% 51.0% 52.8% 7.5% 6.3% 21.0% 15.6%
Year ended December 31
Canada United States Far East International Total
2011 2010 2011 2010 2011 2010 2011 2010 2011 2010
Net premiums earned
Insurance  — Canada (Northbridge)............cocceovrierrinnns 1,031.6 957.9 40.2 38.2 — — 0.4 0.5 1,072.2 996.6
—U.S. (Crum & Forster and Zenith).. . — — 1,504.2 1,000.1 0.2 — 0.2 — 1,504.6 1,000.1
— Asia (Fairfax Asia)....... — — — — 204.1 155.0 — — 204.1 155.0
Reinsurance — OdysseyRe............ 62.0 54.9 965.8 1,017.4 149.3 109.7 837.6 703.5 2,014.7 1,885.5
Reinsurance and Insurance — Other ... 95.2 1594 105.0 158.2 30.2 21.3 274.5 197.1 504.9 536.0
Ongoing operations 1,188.8 1,172.2 2,615.2 2,213.9 383.8 286.0 1,112.7 901.1 5,300.5 4,573.2
Runoff — 0.4 7.2 7.0 — — 119.2 — 126.4 7.4
1,188.8 1,172.6 2,622.4 2,220.9 383.8 286.0 1,231.9 901.1 5,426.9 4,580.6
Interest and dividends 705.3 7115
Share of profit of associates... 18 46.0
Net gains (losses) on investments 691.2 (3.0
Excess of fair value of net assets acquired over purchase
price... — 83.1
649.8 _ 549.1
Total consolidated revenues... 7,475.0 5,967.3
Allocation of revenue 21.9% 25.6% 48.3% 48.5% 7.1% 6.2% 22.7% 19.7%

24. Expenses

Losses on claims, net, operating expenses and other expenses for the fourth quarters and years ended December 31 are comprised of

the following:

Fourth quarter

Year ended December 31,

2011 2010 2011 2010

L0osses and 10SS adjUSIMENT EXPENSES .......c.eivirirrereeieeriiaiesie ettt bbb s eee e 1,228.1 839.6 4,387.8 3,232.8
Salaries and employee DENefit EXPENSES.........ov i e 210.4 218.9 895.5 789.6
Other reporting segment COSt OF SAIES.......ccuoiiiiiiie e 146.6 117.9 499.6 406.8
Audit, legal and tax professional fees.. 31.0 29.2 135.6 113.3
Premium taxes......ccoceovveverieninnenn, 22.9 19.7 934 76.9
RESLrUCLUIING COSES .. 8.0 0.2 29.2 3.2
Depreciation, amortization and impairment Charges .........cccoevveieiiiiese e 15.6 13.3 59.5 485
OPErAtiNG 18ASE COSLS .....viiuiviieieiieti sttt ettt ettt b et s e reebeste st e b e e essebeabesbesbe e ensene e 14.6 15.4 57.4 56.5
Loss on repurchase of long term debt (NOLE 15) .......coeiiririiiiieisescre e — — 104.2 2.3
OB bbbttt 46.3 62.7 212.1 183.3

17235 13169 64743 49132
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25. Supplementary Cash Flow Information

Cash and cash equivalents are included in the consolidated balance sheets as follows:

December 31, December 31,
2011 2010
Holding company cash and investments:
Cash and balances With DANKS............ccoiiii 39.6 73.5
Treasury bills and other eligible DITIS............oo e 3.9 263.8
43.5 _ 3313
Subsidiary cash and short term investments:
Cash and balances WIth DANKS ...........oeiii et 908.3 805.9
Treasury bills and other eligible DIlIS...........ooo e 952.0 2,117.3
1,860.3 2,923.2
Cash and balances With Danks — reStriCted™ ..o 48.3 45.3
Treasury bills and other eligible Dills — reStriCted™ ..............coiuiieieces e, 86.4 53.6
134.7 98.9
-1.995.0 30221

Subsidiary assets pledged for short sale and derivative obligations:
Cash and balances with banks ...........c.ccoccevviiieninns 6.2 114

Treasury bills and other eligible bills — 3.2
6.2 14.6
2,044.7 3,374.0

(1) Cash and cash equivalents as presented in the consolidated statements of cash flows excludes restricted balances of $134.7 at December 31, 2011 and $98.9 at
December 31, 2010.

Details of certain cash flows included in the consolidated statements of cash flows for the fourth quarters and years ended
December 31, are as follows:

Fourth quarter Year ended December 31,
2011 2010 2011 2010
(a) Changes in Operating Assets and Liabilities
Net decrease (increase) in restricted cash and cash equivalents............ccoccoeiiinenencicinens (36.0) (32.2) (36.0) (22.4)
Provision for losses and 10SS adjustment EXPENSES ........ccvrereierrieiererierierieeeie e seeseeseeeeneas 159.9 (35.5) 347.6 (222.5)
Provision for unearned PremMilMS ... ....coivierieeiiiieiiee it (140.1) (195.2) 197.8 (125.3)
Insurance CoONtract reCeIVADIES ... 25.2 123.5 (220.7) 182.9
Recoverable frOm FBINSUIEIS ........c.oviiiiiiiii s 71.1 114.8 59 142.4
ACCOUNTS TECEIVADIE ... bbb (4.5) 68.9 (13.6) 464.6
Funds withheld payable tO FEINSUIETS........c.coiiiiirieircesee e (13.6) 7.0 (13.8) 8.3
Accounts payable and accrued liabilities ... 14.2 (138.0) 260.3 (303.6)
INCOME tAXES PAYADIE. ......i ittt (26.3) (97.6) (11.8) (46.6)
OB bbb 5.3 (29.4) 185.5 (92.2)
55.2 (213.7) 701.2 (14.4)
(b) Net interest received
INTEIESE FECRIVEA. ..ot 158.8 166.0 644.7 672.8
Interest paid (69.6) (69.5) (194.4) (186.3)
89.2 96.5 _450.3 _486.5
(c) Net income taxes (paid) refund reCeIVEd ..........ccvceivieiericiiciece s 68.9 (6.5) 82.4 (218.7)
(d) DIVIAENAS FECEIVEM ...ttt ettt sttt ettt sbe st neene e 7.4 10.5 95.6 75.4

(e) Dividends paid
Common share dividends paid
Preferred share dividends paid

— —  (205.9) (200.8)
(12.6) (12.8) (51.5) (31.4)

(12.6) (12.8) (257.4) (232.2)
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26. Transition from Canadian GAAP to International Financial Reporting Standards
Adjustments upon adoption of IFRS

IFRS permits exemptions from full retrospective application of certain standards. In preparing these condensed consolidated financial
statements in accordance with IFRS, the company has applied the mandatory exceptions and certain of the optional exemptions to full
retrospective application of IFRS.

IFRS mandatory exceptions
The company has applied the following mandatory exceptions to retrospective application of IFRS:
Estimates

Hindsight was not used to create or revise estimates. The estimates previously made by the company under Canadian GAAP were not
revised for application of IFRS except where necessary to reflect any difference in accounting policies. Estimates under IFRS at
January 1, 2010 are consistent with estimates made for that same date under Canadian GAAP.

Hedge accounting

Hedge accounting can only be applied prospectively from the IFRS transition date to transactions that satisfy the hedge accounting
criteria in IAS 39 Financial Instruments: Recognition and Measurement. Hedging relationships cannot be designated and the
supporting documentation cannot be created retrospectively.

The company’s existing hedge of its net investment in Northbridge under Canadian GAAP complies with 1AS 39. No adjustment upon
adoption of IFRS was required.

Non-controlling interests

The requirements of IAS 27 Consolidated and Separate Financial Statements were applied prospectively from January 1, 2010 with
respect to the attribution of total comprehensive income to the shareholders of the company and to the non-controlling interests, and
for transactions involving a change in the level of the company’s ownership in a subsidiary. These requirements were adopted under
Canadian GAAP on January 1, 2010, and accordingly no adjustment upon adoption of IFRS was required.

IFRS optional exemptions
The company has elected to apply the following optional exemptions from full retrospective application of IFRS:

(1) Business combinations
IFRS 1 provides the option to apply IFRS 3 Business Combinations retrospectively or prospectively from the transition date. Full
retrospective application of IFRS 3 would require restatement of all business combinations that occurred prior to the transition
date.

The company has applied the business combinations exemption in IFRS 1 and as a result has not retrospectively applied IFRS 3 to
any business combinations that took place prior to the transition date of January 1, 2010. No changes to assets or liabilities
recognized in those business combinations were required as a result of adopting IFRS. Goodwill arising on business combinations
prior to the transition date was not adjusted from the carrying value previously determined under Canadian GAAP.

(2) Employee benefits
IFRS 1 provides the option to apply IAS 19 Employee Benefits retrospectively for the recognition of actuarial gains and losses, or
to recognize all actuarial gains and losses deferred under Canadian GAAP in opening retained earnings at the transition date.

The company has elected to recognize all unamortized actuarial gains and losses from its pension and post retirement benefit
plans in opening retained earnings as at January 1, 2010. The impact on individual financial statement lines is as follows:

As at January 1, 2010 As at December 31, 2010
Einancial Statement Line increase (decrease) increase (decrease)
INVESEMENTS 1N BSSOCIAIES ...ttt (9.8) (7.6)
Deferred INCOME TAXES ........ccuiiiiiirie bbb 3.9 6.8
Pension aSSetS (OthEN ASSELS) ......eueuiuiriririeieieri ittt bbb s (4.8) (11.1)
Pension and post retirement liabilities (accounts payable and accrued liabilities) ...........ccccoveeiennne 22.3 12.7
RELAINEA BAIMINGS ... vttt bbbkt b ettt b et n bbb (31.3) (22.4)
NON-CONEIOTING TNEEIESES ......viieiieetcieie sttt 1.7) (2.2)
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For the three months ended
December 31, 2010
increase (decrease)

For the year ended
December 31, 2010
increase (decrease)

Share of profit (10SS) OF ASSOCIALES ........c.cueuiriiirieieieireirr bbb s 0.1 0.3
Net gains (losses) on investments (0.4) —
Operating eXpenses .........cocoveeeees 2.1 1.8
Other XPENSES .....cvivreereieriirinieieieie et — (0.5)
Provision for (recovery of) income taxes ................. (0.5) (0.4)
Other comprehensive income, net of income taxes 11.1 9.0

(3) Currency translation differences
Retrospective application of IFRS would require the company to determine cumulative currency translation differences in
accordance with IAS 21 The Effects of Changes in Foreign Exchange Rates from the date a subsidiary or equity method investee
was formed or acquired. IFRS 1 provides the option to recognize all cumulative currency translation gains and losses deferred
under Canadian GAAP in opening retained earnings at the transition date.

The company has elected to recognize all cumulative currency translation gains and losses in opening retained earnings as at
January 1, 2010. The impact on individual financial statements line is as follows:

As at January 1, 2010 As at December 31, 2010
Financial Statement Line increase (decrease) increase (decrease)
RELAINEA BAIMINGS ... vtttk s et b et eb s 150.1 150.1
Accumulated other COMPreNeNSIVE INCOME..........c.iiiiiiiiciciieee e (150.1) (150.1)

Other Measurement Adjustments between Canadian GAAP and IFRS

(4) Adoption of IFRS 9 Financial Instruments: Classification and Measurement

As permitted by the transition rules for first-time adopters of IFRS, the company has early adopted IFRS 9 Financial Instruments:
Classification and Measurement (“IFRS 9”) effective January 1, 2010. This standard replaces the guidance in IAS 39 Financial
Instruments: Recognition and Measurement for the classification and measurement of financial assets and liabilities. IFRS 9
eliminates the available for sale and held to maturity categories, and the requirement to bifurcate embedded derivatives with
respect to hybrid contracts. Under IFRS 9 hybrid contracts are measured as a whole as at FVTPL. Equity instruments are
measured at FVTPL by default. Fixed income investments are measured at amortized cost if both of the following criteria are met:
(i) the asset is held within a business model whose objective is to hold assets in order to collect contractual cash flows; and (ii) the
contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of principal and interest
on the principal outstanding, otherwise fixed income investments are measured at FVTPL. Under this standard, the company’s
business model requires that its investment portfolio be primarily measured at FVTPL.

The effect of adopting IFRS 9 as at January 1, 2010 is to recognize all unrealized gains and losses on financial instruments in
accumulated other comprehensive income to retained earnings. The impact on individual financial statement lines is as follows:

As at January 1, 2010 As at December 31, 2010

Financial Statement Line increase (decrease)

increase (decrease)

RETAINEA BAIMINGS ...viveiieieeeieiie ettt ettt e et st e s e e ns et s e s e e ssnsesen e e nsnsenn 747.1
Accumulated other COMPreheNSIVE INCOME..........cviiirieiiieei it (747.1)

For the three months ended
December 31, 2010
increase (decrease)

611.1
(611.1)

For the year ended
December 31, 2010
increase (decrease)

Share of profit (10SS) OF @SSOCIALES .........cvieiiiuiieieiiirir e 0.9
Net gains (losses) on investments............c.covcuene. (206.0)
Provision for (recovery of) income taxes (77.0)

1.8
(204.9)
(67.1)

(5) Structured settlements
Structured settlements occur when an insurer has settled a claim and purchased an annuity from a life insurance company to cover
the payment stream agreed to in the settlement with the claimant. The payments are usually for a set amount over the claimant’s
life, or a series of fixed payments for a specified period of time.

Under IFRS, the company accounts for structured settlements by derecognizing the original claims liability and recording any
secondary obligation arising as a financial guarantee where: (i) an annuity is purchased and there is an irrevocable direction from
the company to the annuity underwriter to make all payments directly to the claimant, (ii) the annuity is non-commutable, non-
assignable and non-transferable, the company is not entitled to any annuity payments and there are no rights under the contractual
arrangement that would provide any current or future benefit to the company, (iii) the company is released by the claimant to
evidence settlement of the claim amount, and (iv) the company remains liable to make payments to the claimant in the event and
to the extent the annuity underwriter fails to make payments under the terms and conditions of the annuity and the irrevocable
direction given.
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Under Canadian GAAP where it was not virtually assured that a secondary obligation did not exist, the company accounted for
structured settlements by applying reinsurance accounting whereby the reinsurance recoverable (i.e. the value of the life annuity)
and the claim obligation remained on the consolidated balance sheet. The effect of this adjustment on individual financial
statement lines is as follows:

As at December 31, 2010
increase (decrease)

As at January 1, 2010

Financial Statement Line increase (decrease)

RECOVErahIE FrOM FRINSUIETS .....c.iiicteiitiiiete ettt bbb bbb (245.7) (236.9)
Accounts payable and accrued liabilities.. 15.1 14.8
Insurance CoNtract laDIlItIES .........cciiiiriieec bbb (260.8) (251.7)

(6) Derecognition of deferred tax assets
Under IFRS, certain income tax payments related to the transfer of assets between group companies may no longer be deferred on
consolidation, as was permitted under Canadian GAAP. Historically the company had recorded prepaid taxes related to
intercompany transfers within future income taxes and income taxes payable. The effect of this adjustment on individual financial
statement lines is as follows:

As at December 31, 2010
increase (decrease)

As at January 1, 2010

Financial Statement Line increase (decrease)

Deferred income taxes (27.0) (27.0)
Income taxes payable.. 5.8 5.8
RETAINEA BAIMINGS ...ttt (32.8) (32.8)

(7) Impairment of premises and equipment
Under IFRS, the carrying amount of an asset is reduced to its recoverable amount when the asset’s carrying amount exceeds its
recoverable amount which is defined as the higher of value in use or fair value less costs to sell. Fair value less costs to sell is the
amount obtainable from the sale of an asset in an arm’s length transaction between knowledgeable and willing parties, less the
cost of disposal, and value in use is the present value of the future cash flows expected to be derived from the use of the asset.

Under Canadian GAAP, the carrying amount of an asset was not recoverable when it exceeded the sum of the undiscounted cash
flows expected to result from the asset’s use and eventual disposition. The impairment loss was then measured as the amount by
which the carrying amount exceeded the asset’s fair value.

An impairment charge was recorded under IFRS related to certain of Ridley’s manufacturing plants resulting primarily from the
use of undiscounted cash flows under Canadian GAAP and discounted cash flows under IFRS in the methodology for assessing
impairment. The effect of this adjustment on individual financial statement lines is as follows:

As at January 1, 2010
increase (decrease)

As at December 31, 2010

Financial Statement Line increase (decrease)

DETFErred INCOME TAXES ......veveuiiiiectetet ettt bbbt bbbt bbbt e bbbt se bbbt n e 3.8 3.7
Premises and equipment (other assets). (12.7) (12.3)
Retained earnings.........c.coeeeevereninene (6.3) (6.0)
NON-CONEIOTING TNEEIESES .....eviuieiieetcieie ettt bbbt bbbttt e (2.6) (2.6)

For the three months ended For the year ended

December 31, 2010 December 31, 2010

increase (decrease) increase (decrease)
OENEE BXPEINSES ....vvvveveetereesistetete et eete e ese e seseses e sa e sesetese et s et eseses s s eseseses e s ss et e seses e se st et eses e e se s sesene s 0.1) (0.4)
Provision for (recovery 0f) iNCOME tAXES .......vovevereirieirieieiiiisieee et sesene s — 0.1

(8) Pension asset limitation
IFRS limits the measurement of a defined benefit pension plan asset to the present value of economic benefits available in the
form of refunds from the plan or reductions in future contributions to the plan plus unrecognized gains and losses. Based on the
statutory minimum funding requirements and expected future service costs of a subsidiary defined benefit pension plan, a pension
asset previously recorded under Canadian GAAP no longer qualified for recognition under IFRS. The effect of this adjustment on
individual financial statement lines is as follows:
As at January 1, 2010 As at December 31, 2010

Financial Statement L.ine increase (decrease) increase (decrease)
DEferred INCOME TAXES ...euvivirieriieieiee ettt ettt a et et et et e b e te st e se st ene st ene s e s e nneneee 74 —

Pension assets (Other 8SSELS) ........cocirririririeieiirriee e (8.5) —
Pension and post retirement liabilities (accounts payable and accrued liabilities) ... 20.5 —
RELAINEA BAIMINGS ...ttt bbbt bbbt b bbbt b bbb et ettt e it (21.6) —

For the three months ended
December 31, 2010
increase (decrease)

For the year ended
December 31, 2010
increase (decrease)

Other comprehensive income, Net Of INCOME TAXES ........cueiiriiriririeirse e s 275
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(9) Employee benefits

IFRS permits only the unvested portion of past service costs (i.e., costs related to prior periods from the introduction of or a
change to certain types of employee benefit plans) to be deferred and recognized as an expense on a straight line basis over the
average period until the benefits become vested. All vested past service costs are expensed immediately under IFRS, whereas
under Canadian GAAP, vested past service costs were generally recognized as an expense over the expected average remaining
service period of eligible employees. The effect of recognizing all vested past service costs on individual financial statement lines
is as follows:

As at January 1, 2010 As at December 31, 2010
Financial Statement Line increase (decrease) increase (decrease)
Deferred income taxes (1.3) (1.2)
Pension assets (other assets) .. (1.1) (1.1)
Pension and post retirement liabilities (accounts payable and accrued liabilities) 4.4) (3.9)
RELAINEA BAIMINGS ...vivivieiieieieii ettt e et et e e e st esenese e e et eseseseseesesere e eens 1.7 1.4
NON-CONEIOTING TNEEIESES ......viuieiieetci ettt 0.3 0.3
For the three months ended For the year ended
December 31, 2010 December 31, 2010
increase (decrease) increase (decrease)
OPEIALING EXPENSES .....vuerieeerteteseseseseetetesest st sesbesese st aeebebebese st b e e ebebeseseas s b ebebe b e s s ne st e b e b e b et ab e b b e b et an b b ebere s 0.2 0.1
Other expenses — 0.4
Provision for (recovery 0f) INCOME TAXES .........ueueueiririiieieiriirie ettt (0.1) (0.2)
(10) Other
Other adjustments are individually insignificant and their impact on individual financial statement lines are as follows:
As at January 1, 2010 As at December 31, 2010
Financial Statement Line increase (decrease) increase (decrease)
INSUFANCE CONEIACE TECEIVADIES .........viiieiceeie bbb 3.2 1.9
Common StOCKS..........ccceeenne (1.8) 2.0
Recoverable from reinsurers.. (1.8) 0.1
DETErred INCOME TAXES ......viviuiiiiietetett ettt bbbttt b et n bbb n e (6.0) (6.3)
OBNEI @SSELS ...ttt ettt ettt bbbttt b bbb bbb e b e b bR E e bbbt e e e b e bbb et etk b bttt (1.4) 1.2)
Accounts payable and accrued liabilities.. (0.8) —
Income taxes payable.........c.cocccvvnnne. 0.9 0.5
Insurance contract liabilities .. (1.1) 0.6
Long term debt................. (0.5) (0.4)
Retained earnings.........cocoeeevirinerisccienns (6.3) (2.9)
Accumulated other COMPreheNSIVE INCOME........ccviiiiieiieeri et — (12.3)
For the three months ended For the year ended
December 31, 2010 December 31, 2010
increase (decrease) increase (decrease)
Share of Profit (10SS) OF @SSOCIALES ........c.cueuiriririeirieiie et (0.2)
Net gains (10SSES) ON INVESIMENTS ........cviiriireiiiiirieeciet ettt 2.3 43
QLT oS =D 1] T RSOSSN — 0.1
Other eXPENSES .....cvvvvveverereeriririeieeenens — 0.4
Provision for (recovery of) income taxes............... 0.1 0.2
Other comprehensive income, Net Of INCOME TAXES ......cveveiivirieeeeriirre e s 0.2) —

Reclassifications to conform with the company’s IFRS financial statement presentation

(a) Other assets include premises and equipment and income taxes receivable which were disclosed as separate lines under Canadian

GAAP;

(b) Insurance contract liabilities include provisions for claims and unearned premiums which were disclosed as separate lines under

(©)

(d)

(€)

(f)

Canadian GAAP;

Long term debt includes holding company borrowings, subsidiary company borrowings and other long term obligations of the
holding company which were disclosed as separate lines under Canadian GAAP;

Presentation of equity for Canadian GAAP as at January 1, 2010, reflects the adoption of the Canadian Institute of Chartered
Accountants Handbook Section 1582 Business Combinations, Section 1601 Consolidated Financial Statements and Section 1602
Non-Controlling Interests;

Reclassification of miscellaneous balances receivable (primarily accrued interest and dividends) to other assets in order to
separately present insurance contract receivables; and,

Reclassification of ceded losses to a separate line.
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Consolidated Statements of Cash Flows

The company’s consolidated statements of cash flows are presented in accordance with IAS 7 Statement of Cash Flows. The
statements present substantially the same information as that previously required under Canadian GAAP with limited differences in
classification of certain items as discussed below.

Under Canadian GAAP, the company previously classified trading securities as an investing activity, whereas IFRS includes them as
an operating activity. IFRS permits cash flows from interest and dividends received and paid to be classified as operating, investing or
financing activities. Consistent with the nature of the cash flows and with previous Canadian GAAP, the company has classified
interest received and paid, and dividends received, as operating activities while dividends paid are classified as a financing activity.
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Consolidated Balance Sheet
as at January 1, 2010
(US$ millions)

Adjustments
Canadian upon adoption
Canadian GAAP GAAP Reclassifications ~Reclassified of IFRS IFRS IERS
Assets Assets
Holding company cash and investments.. 1,251.6 — 1,251.6 — 1,251.6 Holding company cash and investments
Accounts receivable and other 1,805.0 (431.4)® 13736 3.200 1,376.8 Insurance contract receivables
3,056.6 (431.4) 2,625.2 3.2 2,628.4
Portfolio investments Portfolio investments
Subsidiary cash and short term investments ... 3,244.8 — 3,244.8 — 3,244.8  Subsidiary cash and short term investments
Bonds..... 10,918.3 — 10,918.3 — 10,918.3 Bonds
Preferred stocks 292.8 — 292.8 — 292.8 Preferred stocks
Common stocks.... 4,895.0 — 4,895.0 (1.8)4 4,893.2 Common stocks
Investments, at equity.. 4335 — 4335 9.8)@ 423.7  Investments in associates
Derivatives and other invested assets............cooererninnnns 142.7 — 142.7 — 142.7  Derivatives and other invested assets
Assets pledged for short sale and derivative Assets pledged for short sale and derivative
OBIIGATIONS .....cvee s 1515 — 1515 — 1515  obligations
20,078.6 — 20,078.6 (11.6) 20,067.0
Deferred premium acquisition COSES ..........ceverierreinniennns 372.0 — 372.0 o 372.0 Deferred premium acquisition costs
(245.7)
Recoverable from reinSUrers ........c.coveeeveeveeeeeeeeeeeeeeeeenens 3,818.6 — 3,818.6 (1.822‘)10’ 3,571.1 Recoverable from reinsurers
3.9
(27.0)®
3.80
7.49
(1.3)®
Future income taxes 3187 — 3187 (6.0)® 299.5 Deferred income taxes
Goodwill and intangible assets.. 438.8 — 438.8 o 438.8 Goodwill and intangible assets
(4.8)
12.7)
8.5)®
(1.1)®
Oher @SSELS® ......oovvvresneseerersnscesseeessssssss s 368.7 431.4©) 800.1 (1.4)0 771.6  Other assets
28,452.0 — 28,452.0 (303.6) 28,148.4
Liabilities Liabilities
Subsidiary indebtedness.........ccvrrrrrniineeeeeeeens 12.1 — 12.1 — 12.1 Subsidiary indebtedness
22.3®
1519
20.5®
(4.4
Accounts payable and accrued liabilities............cc....cc.......... 1,238.1 — 1,238.1 (0.8?6‘)10’ 1,290.8  Accounts payable and accrued liabilities
5.8
Income taxes payable 70.9 — 70.9 0.949 77.6  Income taxes payable
Short sale and derivative obligations 57.2 — 57.2 — 57.2  Short sale and derivative obligations
Funds withheld payable to reinsurers... 354.9 — 354.9 — 354.9 Funds withheld payable to reinsurers
1,733.2 — 1,733.2 594 1,792.6
(260.8)®
Insurance contract liabilities® .. 16,680.5 — 16,680.5 (1.1) 16,418.6  Insurance contract liabilities
Long term debt® 2,301.7 — 2,301.7 (0.5)4 2,301.2 Long term debt
18,982.2 — 18,982.2 (262.4) 18,719.8
Equity® Equity
COMMON SLOCK.....ecvrireiiiitetceciete e 3,058.6 — 3,058.6 — 3,058.6 Common stock
Treasury Shares (8t COSE)........ccoereirrrrerreereeeeeeeeis (28.7) — (28.7) — (28.7) Treasury shares (at cost)
(31.3)@
150.1®
74719
(32.8)@
6.3)"
(21.6)®
1.79
REtaiNed €arMINGS ............ovvvveeeererrirressissesessssssessesesessssanns 3,468.8 — 3,468.8 (6.3) 4,269.4 Retained earnings
(150.1)®
Accumulated other comprehensive income 893.1 — 893.1 (747.1)® (4.1) Accumulated other comprehensive income
Common shareholders’ equity .. 7,391.8 — 7,391.8 (96.6) 7,295.2 Common shareholders’ equity
Preferred stock 227.2 — 227.2 — 227.2  Preferred stock
Shareholders’ equity attributable to shareholders Shareholders’ equity attributable to shareholders
OF FAITaX.....covivcviiciceecece e 7,619.0 — 7,619.0 (96.6) 7,522.4  of Fairfax
1.7)®@
(2.6)™
Non-controlling interests. 117.6 — 117.6 0.39 113.6  Non-controlling interests
Total equity 7,736.6 — 7,736.6 (100.6) 7,636.0 Total equity
28,452.0 — 28,452.0 (303.6) 28,148.4
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Consolidated Balance Sheet
as at December 31, 2010
(US$ millions)

Canadian GAAP

Assets
Holding company cash and investments....
Accounts receivable and other

Portfolio investments
Subsidiary cash and short term investments..

Common stocks...
Investments, at equity
Derivatives and other invested assets ...........c.ccoverrienienns
Assets pledged for short sale and derivative

OBHGATIONS ...

Deferred premium acquisition COSES ...........cccvueririnrieniinns

Recoverable from reinsurers....

Future income taxes
Goodwill and intangible assets ....

Other @SSEIS® ..........cvveeeviceeeees e
Liabilities

Subsidiary indebtedness. ...
Accounts payable and accrued liabilities..........c.coccoveeriicennes
Income taxes payable

Short sale and derivative obligations..
Funds withheld payable to reinsurers

Insurance contract liabilities® ...........ccoc.cooevvvomrriierrriecrienens
Long term debt®

Equity

Common stock
Treasury shares (at cost) ...
Share-based compensation....

Retained EarMINGS.........covviveuririieeiieiseeeisei e

Accumulated other comprehensive income...
Common shareholders’ equity
Preferred stock
Shareholders’ equity attributable to shareholders

Of FaIMfaX .o

Non-controlling interests ..
Total equity
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Adjustments
Canadian upon adoption
GAAP Reclassifications  Reclassified of IFRS IFRS IFRS
Assets
1,540.7 — 1,540.7 — 1,540.7  Holding company cash and investments
1,802.3 (327.6)® 1,474.7 1.949 1,476.6  Insurance contract receivables
3,343.0 (327.6) 3,015.4 1.9 3,017.3
Portfolio investments
3,513.9 — 3,513.9 — 3,513.9  Subsidiary cash and short term investments
11,748.2 — 11,748.2 — 11,748.2 Bonds
583.9 — 583.9 — 583.9  Preferred stocks
4,131.3 — 4,131.3 2,040 4,133.3  Common stocks
715.5 — 715.5 (7.6)@ 707.9  Investments in associates
579.4 — 579.4 — 579.4 Derivatives and other invested assets
Assets pledged for short sale and derivative
709.6 — 709.6 — 709.6 obligations
21,981.8 — 21,981.8 (5.6) 21,976.2
357.0 — 357.0 — 357.0 Deferred premium acquisition costs
(236.9)®
3,993.8 — 3,993.8 0.12? 3,757.0  Recoverable from reinsurers
6.8
(27.0)@
3.7M
(1.1)(9)
514.4 = 514.4 (6.3)4 490.5 Deferred income taxes
949.1 — 949.1 — 949.1  Goodwill and intangible assets
(11.1)@
(12.3)?
(1.1)(9)
599.1 327.6® 926.7 (1.2)% 901.0  Other assets
31,738.2 — 31,7382 (290.1) 31,448.1
Liabilities
2.2 — 22 — 2.2 Subsidiary indebtedness
12.7%
14.89
1,239.5 — 1,239.5 (3.92;9) 1,263.1  Accounts payable and accrued liabilities
5.8
25.4 = 25.4 0.549 31.7  Income taxes payable
216.9 — 216.9 — 216.9  Short sale and derivative obligations
363.2 — 363.2 — 363.2  Funds withheld payable to reinsurers
1,847.2 — 1,847.2 29. 1877.1
(251.7)®
18,421.3 — 18,421.3 0.649 18,170.2  Insurance contract liabilities
2721.3 — 27213 (0.4)% 2,726.9 Long term debt
21,148.6 — 21,1486 (251.5) 20,897.1
Equity
3,251.3 — 3,251.3 — 3,251.3  Common stock
(52.4) — (52.4) — (52.4) Treasury shares (at cost)
3.2 — 3.2 — 3.2 Share-based payments
(22.4)®
150.1®
611.1%
(32.8)@
(6.0)(7)
1.49
3,695.9 — 3,695.9 (2.9)4 4,394.4 Retained earnings
(150.1)®
(611.1)@
863.9 — 863.9 (1.3)% 101.4  Accumulated other comprehensive income
7,761.9 — 7,761.9 (64.0) 7,697.9 Common shareholders’ equity
934.7 — 934.7 — 934.7  Preferred stock
Shareholders’ equity attributable to shareholders
8,696.6 — 8,696.6 (64.0) 8,632.6  of Fairfax
(2.2)(2)
(2.6)(7)
45.8 — 45.8 0.3 41.3  Non-controlling interests
8,742.4 — 8,742.4 (68.5) 8,673.9 Total equity
31,738.2 — 31,738.2 (290.1) 31,448.1



Consolidated Statement of Earnings
for the three months ended December 31, 2010
(unaudited — US$ millions)

Adjustments IFRS for the
Canadian upon adoption three months
Canadian GAAP GAAP Reclassifications Reclassified of IFRS ended IERS
Revenue Revenue
Gross premiums written.... 1,259.9 — 1,259.9 — 1,259.9  Gross premiums written
Net premiums written 1,073.3 — 1,073.3 — 1,073.3  Net premiums written
Net premiums earned . 1,210.9 — 1,210.9 — 1,210.9  Net premiums earned
Interest and dividends .... 161.5 — 161.5 — 161.5 Interest and dividends
0.1@
(0.9)(4)
Earnings (losses) from investments, at equity ..........c.ccceueee. 19.1 — 19.1 (0.2)9 18.1  Share of profit (loss) of associates
(0.4)(2)
(206.0)@
Net gains (10SseS) 0N iNVESIMENLS..............ovvvvrvrernrerereerieennns (683.8) — (683.8) 2.300 (887.9) Net gains (losses) on investments
Excess of fair value of net assets acquired over purchase Excess of fair value of net assets acquired over
price 0.4) — 0.4) — (0.4)  purchase price
Other revenue 159.3 — 159.3 — 159.3  Other revenue
866.6 — 866.6 (205.1) 661.5
Expenses Expenses
L0SSES 0N ClaimS, NBL ......ocveveeceeceeeeee e 886.7 168.70 1,055.4 — 1,055.4  Losses on claims, gross
— — (168.7)® (168.7) — (168.7) Less ceded losses on claims
L0SSES 0N ClaimS, NBL ......oovieeeeiecieeeee e 886.7 — 886.7 — 886.7 Losses on claims, net
2.1@
Operating expenses.... 276.5 — 276.5 0.2 278.8  Operating expenses
Commissions, net... 1785 — 178.5 — 178.5 Commissions, net
Interest expense... 52.9 — 52.9 — 52.9 Interest expense
Other expenses 151.5 — 151.5 0.1)" 151.4 Other expenses
1,546.1 — 1,546.1 2.2 1,548.3
Earnings (loss) before inCome taxes ...........cocccovevrieninnns (679.5) — (679.5) (207.3)( ) (886.8) Earnings (loss) before income taxes
(0.5)@
(77.0)®
0.1)®
Income taxes (316.2) — (316.2) 0.149 (393.7) Provision for (recovery of) income taxes
Net earnings (l0ss).... (363.3) — (363.3) (129.8) (493.1) Net earnings (loss)
Attributable to: Attributable to:
Shareholders of Fairfax (364.6) — (364.6) (129.8) (494.4) Shareholders of Fairfax
Non-controlling interests 1.3 — 1.3 — 1.3 Non-controlling interests
(363.3) — (363.3) (129.8) (493.1)
Consolidated Statement of Comprehensive Income
for the three months ended December 31, 2010
(unaudited — US$ millions)
Adjustments IFRS for the
Canadian upon adoption three months
Canadian GAAP GAAP Reclassifications Reclassified of IFRS ended IERS
Net earnings (loss) (363.3) — (363.3) (129.8) (493.1) Net earnings (loss)
Other comprehensive income (loss), net of income Other comprehensive income (loss), net of income
TAXES ..ot s taxes
Change in net unrealized gains and losses on available for
SAlE SECUNILIES ....vvvvevveeveecssee v (68.6) — (68.6) 68.6 - —
Reclassification of net realized (gains) losses to net
BAIMINGS. ....oovveeevseeeresssseeessssesssees s (60.2) — (60.2) 60.2% - —
Change in unrealized foreign currency translation 1.0© Change in unrealized foreign currency translation
gains (losses) on foreign Operations.............coceeervverrneninens 66.3 — 66.3 (1.0)49 66.3 gains (losses) on foreign operations
Change in gains and losses on hedge of net investment in Change in gains and losses on hedge of net
foreign subsidiary ... (21.3) — (21.3) — (21.3)  investment in foreign subsidiary
Share of other comprehensive income (loss) of Share of other comprehensive income (loss) of
INVEStMENTS, &t EQUILY ....vvveeeveeceeeceeeeeeeeeee e 10.9 — 10.9 1.0 119  associates
11.1@ Change in actuarial gains and losses on defined
— — — — 26.5® 376  benefit plans
Other comprehensive income (loss), net of income Other comprehensive income (loss), net of income
BAXES .. s (72.9) — (72.9) 167.4 945 taxes
Comprehensive inCOMe (l0SS).........ccovierirriieeieerereens (436.2) — (436.2) 37.6 (398.6) Comprehensive income (loss)
Attributable to: Attributable to:
Shareholders of Fairfax..... (437.6) — (437.6) 37.6 (400.0) Shareholders of Fairfax
Non-controlling interests .. 14 — 14 — 1.4  Non-controlling interests
(436.2) — (436.2) 376 (398.6)
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Consolidated Statement of Earnings
for the year ended December 31, 2010
(US$ millions)

Canadian GAAP

Revenue

Other revenue

Expenses

Commissions, net...
Interest expense

Income taxes
Net earnings

Attributable to:

(US$ millions)

Canadian GAAP

Net earnings

Attributable to:

Adjustments
Canadian upon adoption
GAAP Reclassifications _Reclassified of IFRS
Gross premiums written.... 5,362.9 — 5,362.9 —
Net premiums written 4,449.0 — 4,449.0 —
Net premiums earned . 4,580.6 — 4,580.6 —
Interest and dividends... 7115 — 7115 —
0.3®
1.8
Earnings (losses) from investments, at equity ..............cco........ 441 — 44.1 (0.2)4
(204.9)®
Net gains On iNVESIMENLS ..........vveververneerneisseesissiessessessiss 197.6 — 197.6 4349
Excess of fair value of net assets acquired over purchase price
. 83.1 — 83.1 —
549.1 — 549.1 —
6,166.0 — 6,166.0 (198.7)
L.OSSES ON ClAIMS, ML ...vvvvvvvrvvvrressssseererressssesssssssesssssnsennnees 3,398.7 839.30 4,238.0 —
— (839.3)" (839.3) —
L0SSES 0N ClAIMS, NEL ..o 3,398.7 — 3,398.7 —
1.8%
Operating expenses.... 971.6 — 9716 0.1@
707.5 — 707.5 —
195.4 — 195.4 0.149
0.5)@
0.4)M
0.4
OthEr @XPENSES ......ocveverrsecreeeeeseese s seneres 541.1 — 541.1 0.449
5,814.3 — 5,814.3 1.9
Earnings before inCome taxes...........ccoveviieniennienicnns 351.7 — 351.7 (200.6)
(0.4)(2)
(67.1)®
0.1M
0.2)®
(119.5) — (119.5) 0.219
471.2 — 471.2 (133.2)
Shareholders of Fairfax 469.0 — 469.0 (133.2)
Non-controlling interests .. 2.2 — 2.2 —
471.2 — 471.2 (133.2)
Consolidated Statement of Comprehensive Income
for the year ended December 31, 2010
Adjustments
Canadian upon adoption
GAAP Reclassifications _Reclassified of IFRS
Application of equity method of accounting.................ccoc....... (7.9 — (7.9 7.99
4712 — 4712 (133.2)
Other comprehensive income (loss), net of income
TAXES .ottt
Change in net unrealized gains and losses on available for sale
SECULIES 1vvvovvvveevesecevesee st 363.1 — 363.1 (363.1)@
Reclassification of net realized (gains) losses to net earnings . (492.9) — (492.9) 492,99
Change in unrealized foreign currency translation gains
(JOSSES) c.vovvvveriereeisseeesie st 122.3 — 122.3 (1.3)®
Change in gains and losses on hedge of net investment in
foreign subSIdIary .........ccooceviriece s (28.2) — (28.2) —
Share of other comprehensive income of investments, at
BOUILY wooevvvveoeeeseeeeesseee s eeeess s seess s 145 — 145 @.n®
9.0®
— — — 21.6®
(21.2) — (21.2) 157.4
Comprehensive income... 450.0 — 450.0 24.2
Shareholders of Fairfax 447.7 — 447.7 24.7
Non-controlling interests 2.3 — 2.3 (0.5)
450.0 — 450.0 24.2
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IFRS for the
year ended

5,362.9
4,449.0
4,580.6

7115

46.0
(3.0

83.1
549.1
5,967.3

4,238.0

(839.3)
3,398.7

973.5
707.5
1955

541.0
5,816.2
151.1

(186.9)
338.0

3358
2.2
338.0

IFRS for the
year ended

338.0

121.0

(28.2)

IFRS

Revenue

Gross premiums written
Net premiums written
Net premiums earned
Interest and dividends

Share of profit (loss) of associates

Net gains (losses) on investments

Excess of fair value of net assets acquired over
purchase price

Other revenue

Expenses

Losses on claims, gross
Less ceded losses on claims
Losses on claims, net

Operating expenses

Commissions, net
Interest expense

Other expenses

Earnings before income taxes

Provision for (recovery of) income taxes
Net earnings

Attributable to:

Shareholders of Fairfax
Non-controlling interests

IFRS

Net earnings
Other comprehensive income, net of income
taxes

Change in unrealized foreign currency
translation gains (losses)

Change in gains and losses on hedge of net
investment in foreign subsidiary

Share of other comprehensive income of
associates

Change in actuarial gains and losses on defined
benefit plans

Other comprehensive income, net of income
taxes

Comprehensive income

Attributable to:
Shareholders of Fairfax
Non-controlling interests



ADDITIONAL ANNUAL DISCLOSURES UNDER IFRS FOR 2010

As a result of the IFRS transition adjustments discussed in note 26, additional annual disclosures under IFRS for the year ended
December 31, 2010 are included in the notes that follow. Certain information and note disclosure normally included in annual
financial statements prepared in accordance with IFRS were omitted or condensed where such information is not considered material
to an understanding of the company’s interim financial information or where there have been no significant changes from the
information published in the company’s Annual Report for the year ended December 31, 2010.

27. Goodwill and Intangible Assets

The following table presents details of the company’s goodwill and intangible assets:

December 31, 2010

Intangible
assets not
Intangible assets _subject to subje;ct to
amortization amortization
Customer and
broker Computer Brand
Goodwill relationships software Other names Other Total
Balance — January 1, 2010.......cccooireneiienieeiinesese e 249.3 115.6 34.2 3.6 26.0 10.1 438.8
Ao [0 1T TSRS 317.6 1475 33.4 — 20.2 — 518.7
DISPOSAIS ...t — — — (0.2) — — (0.2)
AMOIIZAtION CRAIGE ....eviieeieeieeeeee e — (11.1) (8.4) (0.5) — — (20.0)
Foreign exchange effect.........ccccooiiiieiciccec e 5.2 4.6 1.2 — 0.8 — 11.8
Balance — December 31, 2010.......ccceieiieiiiieiie e 572.1 256.6 60.4 29 47.0 10.1 949.1
Gross Carrying @MOUNT ......c..cviriiiiiiterieree st sre e re et eseaneas 575.7 274.1 117.4 7.8 47 10.1 1,032.1
Accumulated amOortization...........cocooeiiiiiniienee e — (17.5) (48.4) (4.9) — — (70.8)
Accumulated IMPaIrMENT ........cooerriiiiiere e (3.6) — (8.6) — — — (12.2)
572.1 256.6 60.4 29 47.0 10.1 949.1
Goodwill and intangible assets are allocated to the respective cash-generating units as follows:
December 31, 2010 January 1, 2010
Intangible Intangible
Goodwill assets Goodwill assets
ZENITh NALIONAL........ciiiiicccc e et b et 317.6 170.7 — —
Northbridge 109.8 123.9 104.0 115.8
OUYSSEYRE. ...ttt sttt ettt ettt re b e s 104.2 51.8 104.2 48.2
N | 01T USRS 40.5 30.6 411 25.5
572.1 377.0 249.3 189.5

The $510.3 increase in goodwill and intangible assets in 2010 resulted from the Zenith National acquisition as described in note 21
and the effect of foreign currency translation related to the Northbridge and Polish Re goodwill and intangible assets. At December 31,
2010, consolidated goodwill of $572.1 and intangible assets of $377.0 (principally related to the value of customer and broker
relationships and brand names) was comprised primarily of amounts arising on the acquisition of Zenith National during 2010 and the
privatizations of Northbridge and OdysseyRe during 2009. Impairment tests for goodwill and intangible assets not subject to
amortization were completed in 2010 and it was concluded that no impairment had occurred.

28. Total Equity
Capital Stock
Authorized capital

The authorized share capital of the company consists of an unlimited number of preferred shares issuable in series, an unlimited
number of multiple voting shares carrying ten votes per share and an unlimited number of subordinate voting shares carrying one vote
per share.

Issued capital

Issued capital at December 31, 2010 included 1,548,000 multiple voting shares and 19,891,389 subordinate voting shares without par
value (inclusive of subordinate voting shares held in treasury). The multiple voting shares are not publicly traded.

67



Common Stock

The number of common shares outstanding was as follows:

Interest in shares Common
Multiple held through shares
Subordinate Voting ownership interest  effectively
Voting Shares Shares in shareholder outstanding
Balance — JaNUAry 1, 2010......ccoiiiiieieceie ettt sb et et 19,240,100 1,548,000 (799,230) 19,988,870
ISSUBINCES ...ttt bbbttt b ettt b e e e be et bt et be e naeenes 563,381 — — 563,381
Purchases for CaNCEHAtION ...........coiiiiiiiiiee s (43,900) — — (43,900)
Net treasury shares reissued (acquired) (53,104) — — (53,104)
Balance — December 31, 2010........ccciieiiiiieiiiiiiesieee et 19,706,477 1,548,000 (799,230) 20,455,247

Treasury shares

The company acquires its own subordinate voting shares on the open market for its share-based payment awards. Under the terms of
normal course issuer bids, during 2010, the company repurchased for cancellation 43,900 subordinate voting shares for a net cost of
$16.8. The number of shares reserved in treasury at December 31, 2010 was 184,912.

Preferred Stock

The number of preferred shares outstanding was as follows:

Series C Series E Series G Series | Total
Balance — January 1, 2010......cccoieiiieeierie et 10,000,000 — — — 10,000,000
ISSUANCES ....ovveeviveeeiiee e — 8,000,000 _ 10,000,000 12,000,000 _ 30,000,000
Balance — December 31, 2010.... . 10,000,000 _8,000,000 _ 10,000,000 _ 12,000,000 _ 40,000,000

The carrying value of preferred shares outstanding was as follows:

Series C  Series E Series G Series | _Total

Balance — JANUANY 1, 2010.... .o ettt sttt b et et b et e b e e e b e e e ne e b e e beebe st et e e e e eneeneenas 227.2 — — — 227.2
ISSUANCES ....vvveeevreeecireeeevee e — 183.1 2359 2885 707.5

Balance — December 31, 2010 2272 1831 2359 2885 934.7

The terms of the company’s cumulative five-year rate reset preferred shares are as follows:

Liquidation  Fixed dividend

Initial Number of shares preference rate
redemption date issued Stated capital per share per annum
SEMIES C™ e December 31, 2014 10,000,000 Cdn $250.0 Cdn $25.00 5.75%
Series E¥ ... ... March 31, 2015 8,000,000 Cdn $200.0 Cdn $25.00 4.75%
Series G%.... .... September 30, 2015 10,000,000 Cdn $250.0 Cdn $25.00 5.00%
SEIIES 1™, December 31, 2015 12,000,000 Cdn $300.0 Cdn $25.00 5.00%

(1) Series C preferred shares are redeemable by the company on the date specified in the table above and on each subsequent five-year anniversary date at Cdn$25.00
per share. Holders of unredeemed Series C preferred shares will have the right, at their option, to convert their shares into floating rate cumulative preferred shares
Series D on December 31, 2014 and on each subsequent five-year anniversary date. The Series D preferred shares (of which none are currently issued) will have a
dividend rate equal to the three-month Government of Canada Treasury Bill yield current on December 31, 2014 or any subsequent five-year anniversary plus
3.15%.

(2) Series E, Series G and Series | preferred shares are redeemable by the company on the dates specified in the table above and on each subsequent five-year
anniversary date at Cdn$25.00 per share. Holders of unredeemed Series E, Series G and Series | preferred shares will have the right, at their option, to convert
their shares into floating rate cumulative preferred shares Series F (on March 31, 2015), Series H (on September 30, 2015) and Series J (on December 31,
2015) respectively and on each subsequent five-year anniversary date. The Series F, Series H and Series J preferred shares (of which none are currently issued)
will have a dividend rate equal to the three-month Government of Canada Treasury Bill yield current on March 31, 2015, September 30, 2015 and December 31,
2015 or any subsequent five-year anniversary plus 2.16%, 2.56% and 2.85% respectively.

Accumulated other comprehensive income (loss)

Share of accumulated other

comprehensive income (loss) Currency
of associates translation account _Total
Balance — JAnUAry 1, 2010......ccccoiiiieieiisenie ettt — (4.1) (4.1)
Change in unrealized foreign currency translation gains (losses) on foreign operations ... — 120.9 120.9
Changes in gains and losses on hedge of net investment in foreign subsidiary .................. — (28.2) (28.2)
Share of other comprehensive income (loss) of associates e 128 — 12.8
Balance — December 31, 2010........cceouieiriiiiinieirieiesie ettt 12.8 88.6 1014
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Non-controlling interests

2010

BalanCe — JANUAIY 1, 2010......c.eiueitiiterteieeiet ettt ettt b ettt he e bbb e e e e e s e e h £ e b e e b e b e A4 oA e R e oA £ e b £ eh e e b€ AR e b e £ eR £ e b e eE e AR nE e b e R e eR £ e b e bt bt nn et e st neebe b 113.6
INEL CAININGS TOF TNE YA ... cteitiieeieee ettt ettt et et et e s e st e Eeebe e be st e st e s e e Rt e b e e Ee e be s Ao ab e e e s s e b e e b e ek e ne e ket en s et e ebeebenbenbensensareanenris 2.2
Other comprehensive inCome (10SS), NEt OF INCOME TAXES: ........cutiiitiieiiiee ettt b et h ekttt b e et e e e st e bt e b e ab e st e sbe e eneebeabea —
Change in unrealized foreign currency translation gains (10sses) 0n fOreign OPEratioNns ...........cccouiieererereieeeee e 0.1
Actuarial gains (105ses) 0N defined DENETIT PIANS............iiiiiiiiiec ettt b et e st e s b e b et e e e seetesbe st e sae b eseaneeteaaens (0.5)
NEt ChANGES 1N CAPILAIIZATION ...ttt ettt b et e ee e e e s e e et eb e e e st e h e e Eeehe oA e b e e eR e e b e e Rt e Eese e b e e entabeebeebesbe b e e eneabeanennan (4.8)
(@] 11T OSSOSO PRPRPRN (69.3)
Lo T oL (oIl B T=Tor=T o o] 1o 3 A2 0 O ST 41.3

On September 15, 2010, OdysseyRe called for redemption all of the outstanding shares of its 8.125% noncumulative Series A
preferred shares and its floating rate noncumulative Series B preferred shares not owned by it or by other subsidiaries of the company.
On the redemption date of October 20, 2010, OdysseyRe paid $43.6 to repurchase $42.4 of the stated capital of the Series A preferred
shares and $27.0 to repurchase $26.1 of the stated capital of the Series B preferred shares. These transactions decreased non-
controlling interests by $68.5 and a pre-tax loss of $2.1 was recognized in net gains (losses) on investments in the consolidated
statement of earnings.

29. Income Taxes

Deferred income tax assets of the company are comprised as follows:

Operating Deferred
and Unearned premium
capital Claims premium  acquisition Tax
losses discount reserve cost Intangibles _Investments _credits _Other _ Total
Balance — January 1, 2010 ..........cccccceeurnnniiicnieieee e 428 298.6 58.2 (50.0) (53.2) (65.9) 515 175 2995
Amounts recorded in the income statement 10.6 (46.4) (4.6) 0.2 8.0 65.9 940 758 2035
Amounts recorded in QUILY .........ccoeeeririririccienininn — — — — — (14.1) — 12 (12.9)
Acquisition of subsidiary (note 21). — 74.3 9.4 (2.8) (58.7) (27.6) — 34 (2.0)
Foreign exchange effect and other... .9 2.1 — 0.3 (1.4) 2.0 — _(1.5) 24
Balance — December 31, 2010....... 54.3 328.6 63.0 (52.3) (105.3) (39.7) 1455 96.4 _490.5

Management reviews the recoverability of the deferred income tax asset on an ongoing basis and adjusts, as necessary, to reflect its
anticipated realization. As at December 31, 2010, management has not recorded deferred income tax assets on operating losses and
temporary differences of $127.0, of which $131.0 relate to operating losses, partially offset by $4.0 related to temporary differences.
The operating losses are comprised of $49.6 of operating losses in Canada, mostly of the former Cunningham Lindsey companies,
$463.5 of operating losses in Europe (excluding Advent), and $46.3 of operating losses in the U.S., mostly of the former Cunningham
Lindsey companies. References to the former Cunningham Lindsey companies in Canada and in the U.S. are to certain companies
which were retained by Fairfax following the disposition of its controlling interest in the operating companies of Cunningham Lindsey
Group Inc. in 2007. Management expects that the recorded deferred income tax asset will be realized in the normal course of
operations.

Deferred income tax has not been recognized for the withholding tax and other taxes that would be payable on the unremitted earnings
of certain subsidiaries. Such amounts are not likely to become payable in the foreseeable future.

30. Pensions and Post Retirement Benefits

The company’s subsidiaries have a number of arrangements in Canada, the United States and the United Kingdom that provide
pension and post retirement benefits to retired and current employees. The holding company has no arrangements or plans that provide
defined benefit pension or post retirement benefits to retired or current employees. Pension arrangements of the subsidiaries include
defined benefit statutory pension plans, as well as supplemental arrangements that provide pension benefits in excess of statutory
limits. These plans are a combination of defined benefit plans and defined contribution plans.

In addition to actuarial valuations for accounting purposes, subsidiaries of the company are required to prepare funding valuations for
determination of their pension contributions. All of the defined benefit pension plans have had their most recent funding valuation
performed on various dates during 2010 except for one plan in the United Kingdom where the most recent funding valuation was
performed as at March 31, 2008.

The investment policy for the defined benefit pension plans is to invest prudently in order to preserve the investment asset value of the
plans while seeking to maximize the return on those invested assets. The plans’ assets as of December 31, 2010 were invested
principally in highly rated equity securities. Plan assets were comprised as follows:

December 31, 2010
Defined benefit Post retirement
pension plans benefit plans

FIXEO INCOME SBOUITIES ... viiieviicrie ittt ete ettt et e et e et e e et e e eteesabeaebeessaeesbbeeabeeebesesteesabeanbeseseeesbeesnbeesbeseneeesaeeanbeserens 138.4 —
EQUITY SECUIIEIES 1. .vevtitieteett ettt ettt ettt e bbb s e st e teete e b et e b et est e b e eRe e b et e b e s e s b e st eseebeebe et e e et e s e entaseebesbesaerens 230.6 —
(@] 1 11 SRS SRS S 39.5 —

408.5 —
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The company’s use of Level 1, Level 2 and Level 3 inputs (as described in note 3) in the valuation of defined benefit pension plan
assets at December 31, 2010 was as follows:

December 31, 2010

Significant
other Significant
Total Quoted observable unobservable
fair value  prices inputs inputs

of assets  (Level 1) _(Level 2) (Level 3)
138.4 47.2 91.2

230.6 220.9 9.7 —_
39.5 17.1 10.5 11.
408.5 285.2 1114 11

The following tables set forth the funded status of the company’s benefit plans along with amounts recognized in the company’s
condensed consolidated financial statements for both defined benefit pension plans and post retirement benefit plans as at and for the
year ended December 31, 2010.

Defined benefit Post retirement
pension plans benefit plans

Change in benefit obligation

Balance — JANUATY 1, 2000 ....cucieiieitiiieiteiet ettt sttt et et et e e e seebeebe e b et e b e e en e et e b e e R e be b e e et et eeaeete et et et eneans 385.8 65.3
Cost of benefits earned in the year...........c.ccoevveviennnnne. 14.2 3.9
Interest cost on benefit obligation............ccccooevvevinnenn. 22.6 3.7
Actuarial (gains) losses 21.9 15
Benefits paid........c.ccoereiiiiiii e (12.9) (2.5)
Change in foreign currency exchange rate 8.3 1.2

Balance — DECEMBET 31, 2010 ... ..ccuuiiiiiiii ittt ettt ettt e e et e s bt e e s eab e e e e bt e e e sabee e s bbb e e sbbe s e sabesssbaaessrbbesesabenesebeneans 439.9 73.1

Change in fair value of plan assets

Balance — JANUANY 1, 2010.... .ottt ettt sttt ettt et e e e e e st e bt e Ee b e se e b e e emeeb e eb e ebenbeebeneeneeReeneebenbenbe e ene e 341.2 —
Expected return on plan assets.... 21.6 —
Actuarial gains (10SsSes)............... 27.1 —
Company contributions............... 22.2 24
Plan participant CONTIIDULIONS .........oouiiiiciic ettt s et be b e ae e e e seenenbeebeneen — 0.1
BENETIES PRI ... cviitiiiitit it b et et h et b e bt bt R st e b e Ee et e b e b et e s e e n e eteebenbe st enrereas (12.9) (2.5)
Change in foreign currency exchange rate 9.3 —

Balance — December 31, 2010.......ccccovervriririeenenes 408.5 —

Funded status of plans — SUrPIUS (AEFICIT) .......cccoeirriiei e e (31.4) (73.1)

Amounts recognized in the consolidated balance sheet
ONEE BSSELS.... ettt ettt ettt h bbbt h bt bt b e b e e a b e b £ e h e e bt A E e b e e e R £ e R £ R e AR e E e b e R oAb oA £ e R £ e R e R e bbb e e ne et e b ne e nes 34.9 —
Accounts payable and accrued liabilities (66.3) 73.1)
Net accrued liability — DECEMDEr 31, 20L0........iiuiiiieieeieeie ettt et e e e ese b e ebestesbe e e e esesreereseenaens 31.4 73.1

Weighted average assumptions used to determine benefit obligations
DIISCOUNE FAEE..... ettt ettt ettt ettt ettt be s tebe e e st et e e bt et e s b e be e e st e s e bt e b e e b e b e e es e s e e ms e s e ebeebeseebe e eseebeebesbenbeeensesenneas 5.5% 5.4%
Rate of compensation increase 4.4% 4.0%
Assumed overall health Care COSEIIEN.........c.oiiieieice ettt sttt teebesbesaenaens — 8.1%
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Defined benefit Post retirement
pension plans benefit plans

Total benefit expense recognized in the consolidated statement of earnings
Defined benefit pension and post retirement expense:

Cost of benefits earned in the year, net of employee CONtriDULIONS ..........cccoiiiiiiiiie e 14.2 3.8
Interest cost 0N DENETit ODIIGALION.........oiiiie ettt se et bestesee e 22.6 3.7
EXPECLed FETUIN ON PIAN @SSEES ... e ettt b e bttt b et b e bbb e bt et e e b e b e eseene (21.6) —
FOreign eXChange AN OLNET .........ooue ittt ettt et st e e s e e b e tesbe b e eenseseeneetenbeebeneen (0.7) —
145 7.5
Defined contribution DENETIt EXPENSE .........o ittt sttt et e e et resbesaeseeeens 16.3 —
30.8 75
Weighted average assumptions used to determine benefit expense
DISCOUNT FALE ...ttt ettt bbb bbb e bbb bbb e bt E e bt e bt e bbbt b et n b e b e 6.0% 5.8%
Expected long-term rate of return 0N PIAN @SSELS.........oiiiiiiiiii bbb 6.3% —
Rate Of COMPENSALION INCTBASE .....c..eveiuieiiiteiteitite ettt e te st et et e st e teebesaesbe s eseeseabeasesbesbe e ensateebestesbeeeneeneane 4.4% 4.0%

Defined benefit Post retirement
pension plans benefit plans

Cumulative actuarial (gain) loss recognized in other comprehensive income
Balance — JANUANY 1, 2010......c.cciiiiieiirieite ettt ettt bbb et b bt b ek e b e b st e b bt bt e bt b e bt e n e e bt bbb nre e —
Gains and losses recognized in other comprehensive income during the year:

Actuarial 10sS 0N DENETit OBIIGALION ........oviiiiiiie bbb 21.9 15

Actual returns over expected returns 0N PIAN @SSELS ........oiuiiiiiiireii et be e (27.1) —

Pension asset lMItAtion QN0 OLNEL...........c.eiiiiiiie ettt e st e e et s et e e st e et e s st e e sae e st e e sbesereessateaans (31.9) —

(37.1) 15

Balance — DECEMBDET 31, 2010 ... . ccueeeeieiie it e ettt e e ettt e e et e e st e eeseteeesebteessstteesssbesesabeeesassseesssbesssabesessetesssbesesabenesasenessas (37.1) 15

The assumed annual rate of increase in the per capita cost of covered benefits (i.e. health care cost trend rate) is 8.1% in 2011,
decreasing to 4.8% by 2022 calculated on a weighted average basis.

The assumed expected rate of return on assets is a forward-looking estimate of the plan’s return, determined by considering
expectations for inflation, long-term expected return on bonds and a reasonable assumption for an equity risk premium. The expected
long-term return for each asset class is then weighted based on the target asset allocation to develop the expected long-term rate of
return. This resulted in the selection of an assumed expected rate of return of 6.3% for 2010.

Increasing the assumed health care cost trend rates by one percentage point in each year would increase the accrued post retirement
benefit obligation at December 31, 2010 by $8.2, and increase the aggregate of the service and interest cost components of net
periodic post retirement benefit expense for 2010 by $1.3. Conversely, decreasing the assumed health care cost trend rates by one
percentage point in each year would decrease the accrued post retirement benefit obligation at December 31, 2010 by $6.5, and
decrease the aggregate of the service and interest cost components of net periodic post retirement benefit expense for 2010 by $1.0.

During 2010, the company contributed $24.6 to its defined benefit pension and post retirement benefit plans. Based on the company’s
current expectations, the 2011 contribution to its defined benefit pension plans and its post retirement benefit plans should be
approximately $14.2 and $2.9, respectively.

31. Financial Liabilities Maturity Profile

The following table provides a maturity profile of the company’s financial liabilities based on the expected undiscounted cash flows
from the end of the year to the contractual maturity date or the settlement date:

December 31, 2010

Less than 3 months More than

3 months to 1 year 1-3vyears 3 -5vyears 5 years Total
Subsidiary indebtedness — principal and interest...............c.c...... 13 1.0 — — — 2.3
Accounts payable and accrued liabilities\V.............cc.ccoerrrren. 458.5 177.7 253.7 315 88.2 1,009.6
Funds withheld payable to reinSurers .........ccccoceeveveiiveserienennnn, 24 37.3 28.0 15.2 275 1104
Provision for losses and loss adjustment expenses..................... 1,041.6 2,722.4 4,180.2 2,726.1 5,379.0 16,049.3
Long term debt — principal ..........cccoovivviivinicce e 1.9 5.2 384.9 217.9 2,230.4 2,840.3
Long term debt — iNterest..........cooeoirieiiieieeee e 26.2 166.3 365.5 319.9 697.7 1,575.6

(1) Excludes accrued interest, deferred revenue, deferred costs and defined benefit pension and post retirement benefit plans.
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The timing of loss payments is not fixed and represents the company’s best estimate. The payment obligations which are due beyond
one year in accounts payable and accrued liabilities primarily relate to certain payables to brokers and reinsurers not expected to be
settled in the short term. At December 31, 2010 the company had income taxes payable of $31.7.

The following table provides a maturity profile of the company’s short sale and derivative obligations based on the expected
undiscounted cash flows from the end of the year to the contractual maturity date or the settlement date:

December 31, 2010

Less than 3 months More than
3 months to 1 year 1 - 3years 3 -5years 5 years Total
Equity index total return swaps — short positions..............cccceceeveeene. 133.7 — — — — 133.7
Equity total return swaps — short poSitions...........ccccevvveverrereinenenn, 27.8 — — — 0.5 28.3
Equity total return swaps — 1ong PoOSItions...........cccecvvererenciincnnenn 8.3 — — — — 8.3
Foreign exchange forward CONtracts..........ccccoveveveivenenieneiescenes 154 10.1 — — — 255
Other derivative CONTIACES...........ccueeireiiieeiee e 15.6 — 55 — — 21.1
200.8 10.1 55 = 05 216.9
32. Related Party Transactions
Compensation for the company’s key management team for the year ended December 31, 2010 is as set out below.
2010
Salaries and other Short-term eMPIOYEE DENETILS ... oottt b et et s et e e be s be st e s e s e e st e beebesbe b e seeneatenbeebeneen 14.3
SNAIE-DASEA PAYIMENTS ... ettt ettt b et h b ekt b e b e e e e s b e s £ e h £ e b e eh e e b e E e s £ e R e e R b e R £ e R £ eE £ S E e 4h €A E oAb oA e e R £ e R £ ARt eb e e R e b e e e Rt eb e e bt b e nee b et ereere s 1.1
154
Compensation for the company’s Board of Directors for the year ended December 31, 2010 is as set out below.
2010
L E e T 3 T Lo I TSSOSO 1.1
S TR oF- cTo l o\ 11T 0 USSP 0.3
14
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(as of February 16, 2012) (Figures and amounts are in US$ and $ millions except per share amounts and as otherwise indicated.
Figures may not add due to rounding.)

This management’s discussion and analysis should be read in conjunction with the notes to the condensed consolidated financial
statements for the fourth quarter and year ended December 31, 2011 and with the notes to the Management’s Discussion and Analysis
of Financial Condition and Results of Operations for the year ended December 31, 2010 contained in the company’s 2010 Annual
Report.

This management’s discussion and analysis and the accompanying condensed consolidated financial statements for the fourth quarter
and year ended December 31, 2011 have been prepared to reflect the adoption of International Financial Reporting Standards
(“IFRS”) by the company, with effect from January 1, 2010. Periods prior to January 1, 2010 have not been restated. Note 26 to the
condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011 contains a detailed description
of the company’s conversion to IFRS, including a line-by-line reconciliation of its consolidated financial statements previously
prepared under Canadian GAAP to those prepared under IFRS for the fourth quarter and year ended December 31, 2010.

Notwithstanding catastrophe losses of $1,020.8 (2010 — $331.4) in one of the worst catastrophe years on record, the company’s
investment results allowed it to basically break even in 2011 with its book value being essentially unchanged. The loss in the fourth
quarter of 2011 arose principally from underwriting losses of $292.8 (2010 — $35.3), primarily as a result of large catastrophe claims
and from net mark-to-market investment losses, included in net losses on investments of $914.9 (2010 — $887.9), primarily as a result
of non-correlation between the performance of the company’s equities and its equity-related hedges, which the company believes will
reverse in future periods.

The combined ratio is the traditional measure of underwriting results of property and casualty insurance companies, but is regarded as
a non-1FRS accounting measure. The combined ratio is calculated by the company as the sum of the loss ratio (claims losses and loss
adjustment expenses expressed as a percentage of net premiums earned) and the expense ratio (commissions, premium acquisition
costs and other underwriting expenses expressed as a percentage of net premiums earned).

Interest and dividends in this management’s discussion and analysis is derived from the consolidated statement of earnings prepared in
accordance with IFRS and is comprised of the sum of interest and dividends and share of profit (loss) of associates.

Effective January 1, 2011, the company changed the manner in which it classifies amortization expense related to its customer and
broker relationships in this management’s discussion and analysis. Previously, such amortization expense was classified within other
underwriting expenses as a component of underwriting profit. Effective January 1, 2011, amortization expense related to customer and
broker relationships was included in subsidiary corporate overhead. Management believes this change in expense classification will
better reflect the results of operations of its operating companies on a standalone basis. In addition, management does not consider
acquisition accounting adjustments when assessing the performance of its reporting segments. Prior period comparative figures have
been presented on a consistent basis to give effect to the reclassifications as of January 1, 2010. In the fourth quarter and year ended
December 31, 2010, customer and broker relationship amortization expense was included in corporate overhead within the Insurance —
Northbridge ($1.5 and $6.0 respectively), U.S. Insurance ($1.9 and $3.7 respectively) and Reinsurance — OdysseyRe ($0.3 and $1.4
respectively) reporting segments.

As of January 1, 2011, the company has presented the results of operations of Clearwater Insurance Company (“Clearwater
Insurance”) in the Runoff reporting segment following the transfer of ownership of Clearwater Insurance from OdysseyRe to TIG
Insurance Group, Inc. (“TIG Group”). Prior period comparative figures have been presented on a consistent basis to give effect to the
transfer as of January 1, 2010. Clearwater Insurance is an insurance company which has been in runoff since 1999.

On January 1, 2011, the company’s runoff Syndicate 3500 (managed by RiverStone (UK)) accepted the reinsurance-to-close of all of
the liabilities ($119.6) of Syndicate 376. The results of operations of Syndicate 376 are included in the Runoff reporting segment.

On February 9, 2011, the company completed the acquisition of all of the outstanding common shares of First Mercury Financial
Corporation (“First Mercury”) including Valiant Insurance Group (“Valiant”), a wholly-owned subsidiary of First Mercury. First
Mercury underwrites insurance products and services primarily to specialty commercial insurance markets, focusing on niche and
underserved segments. The results of operations of First Mercury since acquisition were consolidated within the Crum & Forster
operating segment. As of July 1, 2011, the company has presented the results of operations of Valiant (total net assets of $161.5 at
December 31, 2011) in the Runoff reporting segment following the transfer of ownership of Valiant from Crum & Forster to TIG
Group.

On March 24, 2011, the company completed the acquisition of The Pacific Insurance Berhad (“Pacific Insurance™). Pacific Insurance
underwrites all classes of general insurance and medical insurance in Malaysia. The results of operations of Pacific Insurance since
acquisition are included in the Insurance — Fairfax Asia reporting segment.

On August 16, 2011, the company completed the acquisition of all of the assets and assumed certain liabilities associated with the
businesses currently carried on by William Ashley China Corporation and its affiliates (“William Ashley”). William Ashley is a

73



prestige retailer of exclusive tableware and gifts in Canada. The results of operations of William Ashley since acquisition are included
in the Other reporting segment.

On December 22, 2011, the company completed the acquisition of 75.0% of the outstanding common shares of Sporting Life Inc.
(“Sporting Life”). Sporting Life is a Canadian retailer of sporting goods and sports apparel. The results of operations of Sporting Life
since acquisition are included in the Other reporting segment.

On August 17, 2010, TIG Insurance Company (“TIG”) completed the acquisition of all of the outstanding common shares of General
Fidelity Insurance Company (“GFIC”), a property and casualty insurance company based in the United States. In connection with the
purchase of GFIC, the company also acquired 100% ownership of BA International Underwriters Limited (subsequently renamed
RiverStone Corporate Capital 2 Limited), the only interest of Lloyd’s Syndicate 2112 (“Syndicate 2112”). The results of operations of
GFIC and Syndicate 2112 since acquisition are included in the Runoff reporting segment. On May 20, 2010, the company completed
the acquisition of all of the outstanding common shares of Zenith National Insurance Corp. (“Zenith National”) other than those
common shares already owned by Fairfax and its affiliates. The results of operations of Zenith National since acquisition are included
in the Insurance — U.S. reporting segment (formerly known as the U.S. Insurance — Crum & Forster reporting segment prior to
May 20, 2010). In March 2010, the company’s wholly-owned insurance company Fairfax Brasil Seguros Corporativos S.A. (“Fairfax
Brasil”) commenced writing commercial property and casualty insurance in Brazil following the receipt of approvals from Brazilian
insurance regulatory authorities. The results of operations of Fairfax Brasil are included in the Reinsurance and Insurance — Other
reporting segment (formerly known as the Reinsurance — Other reporting segment prior to January 1, 2010).

The company’s long equity total return swaps allow the company to receive the total return on a notional amount of an equity index or
individual equity security (including dividends and capital gains or losses) in exchange for the payment of a floating rate of interest on
the notional amount. Conversely, short equity total return swaps allow the company to pay the total return on a notional amount of an
equity index or individual equity security in exchange for the receipt of a floating rate of interest on the notional amount. Throughout
this management’s discussion and analysis, the term “investment expenses incurred in connection with total return swaps” refers to the
net dividends and interest paid or received related to the company’s long and short equity total return swaps.

Sources of Revenue

Revenues reflected in the condensed consolidated financial statements in the fourth quarters and years ended December 31, 2011 and
2010 are shown in the table that follows (Other revenue comprises the revenue earned by Ridley Inc. (“Ridley”), William Ashley and
Sporting Life).

Fourth quarter Year ended December 31,
2011 2010 2011 2010
Net premiums earned
Insurance — Canada (Northbridge) .........ccccovvvvininiinencce, 258.4 253.6 1,072.2 996.6
—U.S. (Crum & Forster and Zenith National)........ 414.9 303.5 1,504.6 1,000.1
— Asia (Fairfax ASIa) .....ccccoveivnereieneise e 55.0 42.7 204.1 155.0
Reinsurance — OdYSSEYRE .......ccovvierieieienieie e, 537.0 479.6 2,014.7 1,885.5
Reinsurance and Insurance — Other........c..ccccoovveivinnisieneens 129.2 128.3 504.9 536.0
RUNOTT ..o 1.0 3.2 126.4 7.4
1,395.5 1,210.9 5,426.9 4,580.6
Interest and dividendsS .........cccoveiiiiiiiiin e 152.2 179.6 707.1 757.5
Net gains (10sses) on INVESIMENLS ......cvevererererere e (914.9) (887.9) 691.2 (3.0
Excess of fair value of net assets acquired over purchase price... — (0.4) — 83.1
OhEr FEVENUE. ......eecve ettt 190.8 159.3 649.8 549.1
823.6 661.5 7,475.0 5,967.3

Revenue in the fourth quarter of 2011 increased to $823.6 from $661.5 in the fourth quarter of 2010, reflecting growth in net
premiums earned and increased other revenue (principally at Ridley), partially offset by lower interest and dividend income and
increased net losses on investments. The growth in consolidated net premiums earned in the fourth quarter of 2011 of 15.2% to
$1,395.5 from $1,210.9 in the fourth quarter of 2010 principally reflected the consolidation of the net premiums earned of First
Mercury ($60.2) and Pacific Insurance ($10.9), and year-over-year increases in net premiums earned at OdysseyRe ($57.4, 12.0%),
Crum & Forster ($29.9, 15.6% excluding the impact of the consolidation of First Mercury) and Zenith National ($21.3, 19.0%).

Revenue in 2011 increased to $7,475.0 from $5,967.3 in 2010, reflecting growth in net premiums earned, increased net gains on
investments and increased other revenue (principally at Ridley), partially offset by lower interest and dividend income. Revenue in
2010 also included the non-recurring benefit of the $83.1 excess of the fair value of net assets acquired over the purchase price
recorded by Runoff related to the acquisition of GFIC. The growth in consolidated net premiums earned in 2011 of 18.5% to $5,426.9
from $4,580.6 in 2010 principally reflected the consolidation of the net premiums earned by Zenith National (net increase year-over-
year of $226.9), First Mercury ($205.4) and Pacific Insurance ($30.4), the year-over-year increases in net premiums earned at
OdysseyRe ($129.2, 6.9%), Northbridge ($75.6, 7.6% including the favourable effect of foreign currency translation), Crum & Forster
($72.2, 9.9% excluding the impact of the consolidation of First Mercury) and Fairfax Asia ($18.7, 12.1% excluding the impact of the
consolidation of Pacific Insurance), and $119.6 of net premiums earned by Runoff in connection with the reinsurance-to-close of
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Syndicate 376 in the first quarter of 2011, partially offset by decreased net premiums earned by Insurance and Reinsurance — Other
($1.0, 0.2% excluding Advent’s reinsurance-to-close premiums ($30.1) received in the first quarter of 2010).

Despite the ongoing challenging market conditions within the global insurance and reinsurance industry, including continued price
competition (especially in casualty lines), excess capacity and the impact of the weak economy on insured customers, the company’s
insurance and reinsurance operations achieved modest growth in gross premiums written and net premiums written in 2011 as shown
in the following tables. Prior to giving effect to the acquisitions of First Mercury and Pacific Insurance, gross premiums written and
net premiums written by the company’s insurance and reinsurance operations increased 11.6% and 11.9% respectively in the fourth
quarter of 2011 compared to the fourth quarter of 2010. Prior to giving effect to the acquisitions of Zenith National, First Mercury and
Pacific Insurance and after excluding Advent’s reinsurance-to-close premiums ($30.1) received in the first quarter of 2010, gross
premiums written and net premiums written by the company’s insurance and reinsurance operations increased 9.6% and 10.9%
respectively in 2011 compared to 2010.

Fourth quarter

2011 2010
Gross Net Net Gross Net Net
premiums premiums premiums premiums premiums premiums

written written earned written written earned
Insurance and reinsurance operations — as reported............ccceoeeeeererunns 1,571.8 1,286.8 1,394.5 1,301.2 1,072.4 1,207.7
First MErcury ..o (97.3) (72.7) (60.2) — — —
Pacific Insurance (22.6) (14.5) (10.9) — — —
Insurance and reinsurance operations — as adjusted..........c.ccccoeeeernnnes 14519 1,199.6 1,323.4 1,301.2 1,072.4 1,207.7
Percentage change (Year-OVEr-YEar) .........cccooreeeererireereeeennesieieenns 11.6% 11.9% 9.6%

Year ended December 31,
2011 2010
Gross Net Net Gross Net Net
premiums premiums premiums premiums premiums premiums

written written earned written written earned
Insurance and reinsurance operations — as reported..........c.ccccoeeeererenns 6,705.5 5,487.6 5,300.5 5,527.0 4,446.0 4573.2
Zenith National .........cccoevvnninieiees (536.4) (524.2) (495.8) (192.3) (186.1) (268.9)
First Mercury ...... . (306.0) (237.8) (205.4) —_ — —
Pacific Insurance. (51.9) (34.9) (30.4) — — —
Advent reinsurance-to-close premiums................. — — — (30.1) (30.1) (30.1)
Insurance and reinsurance operations — as adjusted.. .. _58112 4,690.7 4,568.9 5,304.6 4,229.8 4,274.2
Percentage change (Year-0VEr-YEar) .........ccccvuvereereresereesessssessssesesenns 9.6% 10.9% 6.9%

The tables which follow present net premiums written by the company’s insurance and reinsurance operations in the fourth quarters
and years ended December 31, 2011 and 2010 respectively (“as reported™) and, in order to better compare 2011 and 2010, the same
excluding companies acquired in 2011 (First Mercury and Pacific Insurance) with respect to the fourth quarter results (“as adjusted™)
and excluding companies acquired in 2010 and 2011 (First Mercury, Pacific Insurance and Zenith National) and Advent’s non-
recurring $30.1 reinsurance-to-close premiums received in 2010 with respect to the annual results (“as adjusted”). The “as adjusted”
table shows year-over-year increases of net premiums written of 11.9% and 10.9% in the fourth quarter and year ended December 31,
2011 respectively.

Net premiums written — as reported

% change % change
Fourth quarter year-over-year _Year ended December 31,  year-over-year
2011 2010 2011 2010
Insurance  — Canada (NOrthbridge) .........coccoeviiiiciiiiiccc, 257.7 248.6 3.7% 1,098.5 985.0 11.5%
—U.S. (Crum & Forster and Zenith National).. 408.0 260.2 56.8% 1,601.1 919.5 74.1%
— Asia (Fairfax ASia).........coccorveviiincinenn. 50.5 33.0 53.0% 213.7 157.4 35.8%
Reinsurance — OdysseyRe.......... 477.2 434.9 9.7% 2,089.7 1,853.6 12.7%
Reinsurance and Insurance — Other ... 93.4 95.7 (2.4)% 484.6 530.5 (8.1)%
Insurance and reinSuranCe OPEratioNS...........cccouvererereerirnieieee s 1,286.8 1,072.4 20.0% 5,487.6 4,446.0 23.4%
Net premiums written — as adjusted
% change % change
Fourth quarter year-over-year _Year ended December 31,  year-over-year
2011 2010 2011 2010
Insurance  — Canada (NOrthbridge) .........ccocoeeirreeiiiinecee 257.7 248.6 3.7% 1,098.5 985.0 11.5%
—U.S. (Crum & Forster and Zenith National).. 335.3 260.2 28.9% 839.1 733.4 14.4%
— Asia (Fairfax Asia)........ccecevevenrnnciciinnnnns 36.0 33.0 9.1% 178.8 157.4 13.6%
Reinsurance — OdysseyRe.............. 477.2 434.9 9.7% 2,089.7 1,853.6 12.7%
Reinsurance and Insurance — Other.... 93.4 95.7 (2.4)% 484.6 500.4 (3.2)%
Insurance and reinsurance operations. 1,199.6 1,072.4 11.9% 4,690.7 4,229.8 10.9%

Northbridge’s net premiums written increased by 3.7% (4.9% in Canadian dollar terms) in the fourth quarter of 2011 compared to the
fourth quarter of 2010 primarily reflecting nominal improvements in levels of new business, retentions of existing business and
pricing, and also reflects a reduction in its participation on an inter-group quota share reinsurance contract with Group Re. Net
premiums written by U.S. Insurance (excluding First Mercury) increased by 28.9% on a year-over-year basis in the fourth quarter of
2011 comprised of growth of 24.9% and 38.5% at Crum & Forster and Zenith National respectively. The increase in net premiums
written by Crum & Forster reflected growth in its specialty lines of business, primarily at its Seneca and AMC/Fairmont divisions
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including in its accident and health line of business. The increase in net premiums written by Zenith National reflected its ability to
write new business and retain existing customers at higher prices as the economic and competitive environment continues to change
for workers” compensation business. Net premiums written by Fairfax Asia (excluding Pacific Insurance) increased by 9.1% in the
fourth quarter of 2011 compared to the fourth quarter of 2010, primarily as a result of increased writings of property and commercial
automobile business, the favourable effect of foreign currency translation at First Capital and increased retentions of gross premiums
written. OdysseyRe’s net premiums written increased by 9.7% in the fourth quarter of 2011 compared to the fourth quarter of 2010,
primarily reflecting increased writings across many of OdysseyRe’s lines of business (including property, marine, tribal and
commercial automobile lines of business), reinstatement premiums related to the Japan earthquake and tsunami and the impact of the
timing of the renewal of certain professional liability policies. Net premiums written in the Reinsurance and Insurance — Other
reporting segment decreased by 2.4% in the fourth quarter of 2011 compared to the fourth quarter of 2010 primarily as a result of the
reduction in participation by Group Re on the inter-group quota share reinsurance contract discussed above in connection with
Northbridge, reinstatement premiums paid by Advent related to certain of the 2011 catastrophe losses and the cost of purchasing
excess of loss reinsurance for the start-up operations of Fairfax Brasil, partially offset by growth in net premiums written by Polish Re
and Fairfax Brasil. Net premiums written by the company’s insurance and reinsurance operations in 2011 increased by 10.9% year-
over-year (excluding the year-over-year increase in net premiums written by Zenith National, the consolidation of the net premiums
written by First Mercury and Pacific Insurance and excluding Advent’s reinsurance-to-close premium ($30.1) received in the first
quarter of 2010) reflecting many of the same factors discussed above. Consolidated gross premiums written, net premiums written and
net premiums earned in 2011 also included $119.6 of premiums received by Runoff in connection with the reinsurance-to-close of
Syndicate 376.

Consolidated interest and dividend income of $157.6 in the fourth quarter of 2011 increased 0.3% or $0.5 compared to the fourth
quarter of 2010 (after excluding the year-over-year impact of the consolidation of GFIC, Pacific Insurance and First Mercury of $0.1),
primarily as a result of decreased investment expenses and lower interest on funds withheld payable to reinsurers, partially offset by a
modest decrease in interest and dividend income earned and increased investment expenses incurred in connection with total return
swaps. The company’s consolidated share of loss of associates was $9.9 in the fourth quarter of 2011 compared to its share of profit of
associates of $18.1 in the fourth quarter of 2010, with the change principally related to the year-over-year increase of $30.3 in the
company’s share of the losses of ICICI Lombard which was primarily as a result of reserve strengthening related to ICICI Lombard’s
pro-rata share of the Indian non-voluntary motor pool. Consolidated interest and dividend income of $628.9 in 2011 decreased 6.9%
or $46.6 compared to 2010 (after excluding the year-over-year impact of the consolidation of Zenith National, GFIC, First Mercury
and Pacific Insurance of $15.5, $15.2, $7.0 and $2.7 respectively), primarily as a result of increased investment expenses incurred in
connection with total return swaps (total return swap investment expense was $140.3 in 2011 compared to $86.1 in 2010), partially
offset by a modest increase in interest and dividend income earned. The consolidated share of profit of associates was $1.8 in 2011
compared to $46.0 in 2010, with the decrease principally related to the year-over-year increase of $55.6 in the company’s share of the
losses of ICICI Lombard as discussed above.

Net losses on investments of $914.9 in the fourth quarter of 2011 (net losses on investments of $887.9 in the fourth quarter of 2010)
and net gains on investments of $691.2 in 2011 (net losses on investments of $3.0 in 2010) were comprised as shown in the following
table:

Fourth guarter Year ended December 31,
2011 2010 2011 2010
Net gains (losses) on investments:

COMIMON SEOCKS ...ttt bbbt sb bbbt ne e (142.9) 374.7 (774.8) 577.3
Preferred stocks — CONVETtIDIE ..o 67.1 47.3 (5.2 (18.6)
Bonds — CONVEITIDIE ..o 28.4 93.2 235 88.1
Gain on disposition Of 8SSOCIALE .........crvereiririrere e 7.0 77.9 7.0 77.9
Other QUILY AEMHVALIVES .....cc.cveieiiiiciisie ettt be et neens 86.4 202.2 (43.3) 180.7
Equity and equity-related ROIAINGS ........c.ooiiiiieee e 46.0 795.3 (792.8) 905.4
ECONOMIC EQUITY NEUGES......iiviiteieieieeiiete ettt sttt re e (779.3) (763.6) 413.9 (936.6)
Net pre-tax effect of economic equity hedging program (733.3) 31.7 (378.9) (31.2)
BONGS....coiiiiiieee bbb (98.9) (780.5) 1,278.7 75.7
Preferred STOCKS ........uiiiiieecee s 0.4 0.2 (1.9) 6.8
CPI-IINKed dEriVALIVES ......c.veieiriircerece e 0.1 (61.5) (233.9) 28.1
Other EFIVALIVES .....veveiieiieieriiese e (19.4) (30.6) 494 29
FOFBIGN CUITEINCY......ccuieieitieieite ettt st see e ean (72.9) (51.8) (34.4) (107.7)
L0107 OO O OO UO PO PUPPTOTPT PR 9.1 4.6 12.2 22.4
(914.9) (887.9) 691.2 (3.0)

Net gains (losses) on bonds is comprised as follows:
GOVEIMMENT DONAS ...t bttt b e bbb e (146.2) (370.7) 753.1 (14.7)
U.S. states and MUNICIPATITIES . ......coveieieieeie e 30.6 (493.8) 642.7 (199.3)
COrpOorate @NG OTNET ......c.viieiicecte ettt ettt et raeneees 16.7 84.0 (117.1) 289.7
(98.9) (780.5) 1,278.7 757
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The company uses short equity and equity index total return swaps to economically hedge equity price risk associated with its equity
and equity-related holdings. In 2011, the company’s economic equity hedging program produced a net loss of $378.9 (2010 — $31.2)
despite the notional amount of the company’s economic equity hedges being closely matched to the fair value of the company’s equity
and equity-related holdings (equity hedges represented 104.6% of the company’s equity and equity-related holdings ($6,822.7) at
December 31, 2011). In 2011, the impact of basis risk was pronounced compared to prior periods as the performance of the company’s
equity and equity-related holdings lagged the performance of the economic equity hedges used to protect those holdings. The
company’s economic equity hedges are structured to provide a return which is inverse to changes in the fair values of the Russell 2000
index (decreased 5.5% in 2011), the S&P 500 index (decreased nominally in 2011) and certain individual equity securities (decreased
by 12.6% on a weighted average basis in 2011). The majority of the net loss of $378.9 related to the company’s economic hedging
program in 2011 is unrealized and it is the company’s expectation that over the long term and consistent with its historical investment
performance, the company’s equity and equity-related holdings will outperform the broader equity indexes, with the result that the net
loss related to the company’s economic hedging program recorded in 2011 (or a portion thereof) will reverse in future periods. During
the fourth quarter of 2011, the company’s economic equity hedging program produced a net loss of $733.3 (2010 — net gain of $31.7)
for substantially the reason described above for 2011, with an even greater impact of the non-correlated performances described
above. Refer to the analysis in note 22 (Financial Risk Management) under the heading of Market Price Fluctuations in the company’s
condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011 for a discussion of the
company’s economic hedge of equity price risk and to the tabular analysis in the Other Elements of Net Earnings section in this
Management’s Discussion and Analysis of Financial Condition and Results of Operations for further details of the components of net
gains on investments.

Net gains on bonds in 2011 of $1,278.7 (2010 — $75.7) included net realized gains of $270.9 (2010 — $71.2) on U.S. treasury bonds
(calculated on the basis of amortized cost) with the remainder primarily comprised of net mark-to-market gains on U.S. treasury, U.S.
state and municipal bonds, reflecting the impact of declining interest rates during 2011 on the company’s fixed income portfolio. The
company’s investment in CPI-linked derivative contracts produced an unrealized loss of $233.9 in 2011 (2010 — $28.1 unrealized
gain) primarily as a result of increases in the values of the CPI indexes underlying those contracts (those contracts are structured to
benefit the company during periods of decreasing CPI index values).

Other revenue of $190.8 and $649.8 (2010 — $159.3 and $549.1) in the fourth quarter and year ended December 31, 2011 respectively
principally represented the revenue of Ridley of $177.3 and $635.0 (2010 — $159.3 and $549.1) in those respective periods. The
remaining other revenue related to William Ashley and Sporting Life.
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Fourth Quarter and Twelve Months Results

The following table presents the combined ratios and underwriting and operating results for each of the insurance and reinsurance
operations and, as applicable, for its runoff operations, as well as the earnings contributions from the Other reporting segment for the
fourth quarters and years ended December 31, 2011 and 2010. In that table, interest and dividends and net gains (losses) on
investments in the consolidated statements of earnings are broken out so that these items are shown separately as they relate to the
insurance and reinsurance operating results, and are included in Runoff and corporate overhead and other as they relate to these
segments.

Fourth quarter Year ended December 31,
2011 2010 2011 2010
Combined ratios
Insurance  — Canada (NOFthDIIAGE) ......oeiuiieiee e 101.9%  111.2% 102.8% 106.9%
—U.S. (Crum & Forster and Zenith National) ...........ccccoovvveienieiiiiiiieie e 124.2%  130.1% 114.3% 116.5%
— ASIA (FAITTAX ASIR) .vtviiieieiie et 89.2% 90.8% 83.2% 89.3%
REINSUIANCE = OUYSSEYRE ... iiiiiieiieiiett ettt sttt beste e anestestenbens 122.7% 85.8% 116.7% 95.0%
Reinsurance and INSUIraNCe — OTNET .........ooiiiiiiiiiiiire et 155.1% 90.1% 140.9% 107.2%
(070] 1Yo 1o -1 (=T SRS 121.0% 102.9% 114.2% 103.5%
Sources of net earnings
Underwriting
Insurance  — Canada (NOFthDIIAGE) ......coiiiiiiece e (5.1) (28.5) (30.2) (68.3)
—U.S. (Crum & Forster and Zenith National)............ccocoveririineiniinncineeecns (100.5) (91.3) (215.9) (165.5)
— ASIA (FAITAX ASIA) ...eeevitiiteieiiee e 6.0 3.9 344 16.6
REINSUrANCE — OUYSSEYRE ...ttt bbbt (122.0) 68.0 (336.0) 95.1
Reinsurance and Insurance — Other (71.2) 12.6 (206.7) (38.4)
UNAerwriting Profit (I0SS) .......e e ueieeiieie sttt se et sae e s (292.8) (35.3) (754.4) (160.5)
Interest and dividends — insurance and reiNSUIANCE............cceiiririiiirereet e 111.2 129.3 517.9 559.4
OpPerating iNCOME (I0SS) ....e.veueieieieii ettt bbbt b e b ettt b b ane (181.6) 94.0 (236.5) 398.9
Net gains (losses) on investments — insurance and reiNSUANCE .........c.vvvevrreerirerinreenee s (738.6) (744.4) 204.6 (8.3)
Loss on repurchase of 10Ng term debt............ooiiiiiiiiie e — — (104.2) (2.3)
RUNOTEM Lottt bbb (13.3)  (120.49) 360.5 1355
ORI e 4.7 7.9 13.3 10.4
LT o Q=D 1] OSSR (52.2) (52.9) (214.0) (195.5)
Corporate 0Verhead and OtNET..........ccciiiiiiiiicecc e re e (188.5) (71.0) (32.4) (187.6)
Pre-taX iNCOME (I0SS) .....eiuiuiieieiei ettt b e ettt b et bee ettt beebe e e (1,169.5) (886.8) (8.7) 151.1
INICOMIE TAXES. .. ettt ettt sttt b bbb e bt s bt etk e b e s bt et e e bt e st e nb e e s et bt entenbeeneeabeenbenbe e 398.7 393.7 56.5 186.9
INEL EAIMINGS (I0SS) ...ttt b bbbt b e bbb bbbt e bt e b e bt ee (770.8) (493.1) 47.8 338.0
Attributable to:
Shareholders OF FAIMTAX........cooiiiiiere et (771.5) (494.4) 45.1 335.8
NON-CONEIOITING INTEIESES ...veviiieiciicie ettt et e b e te st sa et e e aseebesresbens 0.7 1.3 2.7 2.2

(770.8) (493.1) 47.8 338.0

(1) The Runoff segment in the year ended December 31, 2010 includes $83.1 of the excess of the fair value of net assets acquired over the purchase price related to
the acquisition of GFIC, as described in note 21 to the company’s condensed consolidated financial statements for the fourth quarter and year ended December 31,
2011.

The company’s insurance and reinsurance operations reported an underwriting loss of $292.8 and a combined ratio of 121.0% in the
fourth quarter of 2011 compared to an underwriting loss of $35.3 and a combined ratio of 102.9% in the fourth quarter of 2010. In
2011, the company’s insurance and reinsurance operations reported an underwriting loss of $754.4 and a combined ratio of 114.2%
compared to an underwriting loss of $160.5 and a combined ratio of 103.5% in 2010. The following table presents a breakdown of the
components of the company’s combined ratios for the fourth quarters and years ended December 31, 2011 and 2010:

Fourth guarter Year ended December 31,
2011 2010 2011 2010
UNderwriting Profit (I0SS) ...c..oeoiieirieeieeieiese et (292.8) (35.3) (754.4) (160.5)
LSS & LAE — @CCTUBNT YRAN ....c.eieiieieiieeiee ettt ettt et e ene e 92.9% 70.3% 84.8% 73.6%
(O] 01010 0T TSX To] 4 J OO PTSRS PR 15.6% 14.7% 15.0% 15.4%
UNGEIWETTING EXPENSE ...ttt ettt sttt b ettt b e sb e b b e e ae et e e bt be st et et e neeneenea 14.8% 17.9% 16.1% 16.2%
Combined ratio — ACCIABNT YEAN .......cuiiieiieeieiie ettt ste s ste s ste st e s e e re e tesaeesaeereenbesneeseenrnens 123.3% 102.9% 115.9% 105.2%
Net favourable deVEIOPMENT.........iii it e et ereeneas (2.3)% — (1.1)% (1.7Y%
Combined ratio — CAIBNTAN YEAK .........cociiiiirieieeeee e 121.0% _102.9% 114.2% 103.5%

The underwriting results of the company’s insurance and reinsurance operations in the fourth quarter of 2011 included 25.8 combined
ratio points of current period catastrophe losses ($359.9 net of reinstatement premiums compared to 3.8 combined ratio points ($46.3)
in the fourth quarter of 2010) which primarily impacted the underwriting results of OdysseyRe ($281.5 in the fourth quarter of 2011
compared to $40.9 in the fourth quarter of 2010) and the Insurance and Reinsurance — Other ($73.9 in the fourth quarter of 2011
compared to $3.5 in the fourth quarter of 2010) reporting segments. The underwriting results of the company’s insurance and
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reinsurance operations in 2011 included 19.3 combined ratio points ($1,020.8 net of reinstatement premiums) of current period
catastrophe losses which primarily impacted the underwriting results of OdysseyRe ($734.8 in 2011 compared to $217.8 in 2010) and
the Insurance and Reinsurance — Other ($247.7 in 2011 compared to $89.4 in 2010) reporting segments. The underwriting results in
2010 also included 0.8 of a combined ratio point ($36.8 net of reinstatement premiums) related to the impact of the Deepwater
Horizon loss. Current period catastrophe losses (net of reinstatement premiums) reflected in the underwriting profit (loss) of the
company in the fourth quarters and years ended December 31, 2011 and 2010 were comprised as follows:

Fourth guarter Year ended December 31,

2011 2010 2011 2010

Catastrophe Combined Catastrophe Combined Catastrophe Combined Catastrophe Combined

losses™) ratio impact losses™) ratio impact losses™ ratio impact losses”) ratio impact
Thailand floods ........ccvvvveiirerceeens 201.7 14.4 — — 201.7 3.8 —_ —
Japan earthquake and tsunami ..............ccocvveineee 104.6 75 — — 470.2 8.8 — —
New Zealand (Christchurch) earthquake............. 8.2 0.6 — — 62.8 1.2 — —
U.S. t0rnados.........cccvveiiiiniininisicss 5.0 0.3 — — 70.0 13 — —
Denmark floods..........ccccvvenienicnicces 2.0 0.2 — — 26.9 0.5 — —
Hurricane Irene ... 1.3 0.1 —_ —_ 31.3 0.6 — —
Australian storms and Cyclone Yasi................... 1.2 0.1 — — 26.5 0.5 — —
New Zealand earthquake ............ccceeururrrnninens — — 5.8 0.5 — — 19.9 0.4
Chilean earthquake............cccooevvrieniinnieniieas — — 17 0.1 — — 137.2 3.0
OLNET ...t 35.9 2.6 38.8 3.2 1314 2.6 1743 3.9

359.9 25.8 points 46.3 3.8 points 10208 19.3 points 331.4 __7.3 points

(1)  Net of reinstatement premiums.

The underwriting results of the company’s insurance and reinsurance operations included 2.3 combined ratio points ($32.5) and 1.7
combined ratio points ($89.4) of net favourable development of prior years’ reserves in the fourth quarter and year ended
December 31, 2011 primarily related to net favourable development of prior years’ reserves at OdysseyRe, Northbridge, Advent and
Fairfax Asia, partially offset by net adverse development of prior years’ reserves at Crum & Forster and Zenith National. The
underwriting results of the company’s insurance and reinsurance operations included nominal net adverse development of prior years’
reserves and 1.7 combined ratio points ($76.0) of net favourable development of prior years’ reserves in the fourth quarter and year
ended December 31, 2010 respectively, primarily related to net favourable development of prior years’ reserves at OdysseyRe, Advent
and Fairfax Asia, partially offset by net adverse development of prior years’ reserves at Zenith National, Crum & Forster and Group
Re. In addition, Northbridge experienced net adverse development of prior years’ reserves in the fourth quarter of 2010 and modest
net favourable development of prior years’ reserves in 2010.

Operating expenses in the consolidated statements of earnings include only the operating expenses of the company’s insurance,
reinsurance and runoff operations and corporate overhead. The $23.5 decrease in the fourth quarter of 2011 operating expenses
compared to the fourth quarter of 2010 (after excluding the year-over-year impact of the consolidation of operating expenses of First
Mercury, Pacific Insurance and GFIC of $4.9) was primarily related to decreased compensation costs at OdysseyRe (consistent with
decreased underwriting profitability year-over-year) and at Northbridge (including the year-over-year impact of lower headcount and
the curtailment of certain post retirement benefits) and decreased provisions for uncollectible reinsurance recoverable balances on paid
losses at Runoff. The $42.5 increase in 2011 operating expenses compared to 2010 (after excluding the year-over-year impact of the
consolidation of the operating expenses of Zenith National, First Mercury, Pacific Insurance and GFIC of $85.7, $39.4, $6.4 and $0.8
respectively) primarily related to non-recurring personnel costs in 2011 at Northbridge, Zenith National and Advent, increased Fairfax
corporate overhead (principally legal expenses, partially offset by a non-recurring recovery of a corporate reinsurance recoverable in
2010 which was fully provided for in a prior period), restructuring costs at Northbridge in connection with its recent announcement to
combine three of its operating subsidiaries under a single brand (Northbridge Insurance) and restructuring costs at Crum & Forster
related to the integration of First Mercury, partially offset by the same factors which decreased operating expenses in the fourth
quarter of 2011 as discussed above.

Other expenses of $186.1 and $740.7 (2010 - $151.4 and $541.0) in the fourth quarter and year ended December 31, 2011
respectively included the operating and other costs of Ridley of $171.0 and $619.7 (2010 — $151.4 and $538.7) and net losses related
to repurchases of long term debt of nil and $104.2 (2010 — nil and $2.3) in those respective periods. The remaining other expenses
related to William Ashley and Sporting Life.

In the fourth quarter of 2011, the company reported a net loss attributable to shareholders of Fairfax of $771.5 ($38.47 per basic and
diluted share) compared to a net loss attributable to shareholders of Fairfax of $494.4 ($24.77 per basic and diluted share) in the fourth
quarter of 2010. The increase in the net loss attributable to shareholders of Fairfax in the fourth quarter of 2011 compared to the fourth
quarter of 2010 primarily reflected the significant catastrophe losses incurred in the fourth quarter of 2011 which contributed to the
increased underwriting loss year-over-year, the decreased interest and dividend income and the year-over-year increase in net losses
on investments, partially offset by an improvement in the operating loss included in the Runoff reporting segment.

In 2011, the company reported net earnings attributable to shareholders of Fairfax of $45.1 ($0.31 net loss per basic and diluted share)
compared to net earnings attributable to shareholders of Fairfax of $335.8 ($14.90 per share, $14.82 per diluted share) in 2010. The
decrease in net earnings attributable to shareholders of Fairfax in 2011 compared to 2010 primarily reflected the significant
catastrophe losses incurred in 2011 which contributed to the increased underwriting loss year-over-year, the decreased recovery of
income taxes, the loss of $104.2 in the second quarter of 2011 related to the repurchase of Fairfax, Crum & Forster and OdysseyRe
unsecured senior notes, decreased interest and dividend income, increased holding company and subsidiary company corporate
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overhead expenses and increased interest expense, partially offset by a significant year-over-year increase in net gains on investments
and an improvement in the operating loss included in the Runoff reporting segment. Net earnings attributable to shareholders of
Fairfax in 2010 also included the one-time benefit of the $83.1 excess of the fair value of net assets acquired over the purchase price
recorded by Runoff in the third quarter of 2010 related to the acquisition of GFIC.

The decrease in common shareholders’ equity in 2011 was primarily as a result of the company’s payments of dividends on its
common and preferred shares ($257.4), the change in actuarial losses on defined benefit plans ($22.5) and the effect of decreased
accumulated other comprehensive income (a decrease of $14.6 in 2011, primarily reflecting a net decrease in foreign currency
translation), partially offset by the net earnings attributable to shareholders of Fairfax ($45.1). Common shareholders’ equity at
December 31, 2011 was $7,427.9 or $364.55 per basic share compared to $376.33 per basic share at December 31, 2010, representing
a decrease per basic share in 2011 of 3.1% (without adjustment for the $10.00 per common share dividend paid in the first quarter of
2011, or a decrease of 0.4% adjusted to include that dividend). The adoption of IFRS reduced book value per basic share at
December 31, 2010 by $3.13 from book value per basic share of $379.46 previously reported under Canadian GAAP to $376.33
reported in accordance with IFRS.

Net Earnings by Business Segment

The company’s sources of net earnings shown by reporting segment are set out below for the fourth quarters and years ended
December 31, 2011 and 2010. The intercompany adjustment for gross premiums written eliminates premiums on reinsurance ceded
within the group, primarily to OdysseyRe, nSpire Re and Group Re.

Quarter ended December 31, 2011

Other
Fairfax Reinsurance Ongoing Corporate &
Northbridge UsS. Asia OdysseyRe and Insurance Operations Runoff Other Intercompany Other Consolidated
Gross premiums written 322.0 482.1 111.9 532.2 123.6 571.8 (0.6) — (37 — ,533.5
Net premiums written ..... 257.7 408.0 50.5 477.2 93.4 ,286.8 0.6 — — — 2874
Net premiums earned....... 258.4 4149 55.0 537.0 129.2 _ 13945 1.0 — — — _ 13955
Underwriting profit (loss)... (5.1)  (100.5) 6.0 (122.0) (71.2) (292.8) — — — — (292.8)
Interest and dividends......... . 23.1 30.5 (22.2) 69.2 10.6 1112 — — — — 1112
Operating income (loss) before: ....... 18.0 (70.0) (16.2) (52.8) (60.6) (181.6) — — — — (181.6)
Net gains (losses) on investments..... (153.3)  (2134) (25.6) (344.0) (2.3) (738.6) (14.5) — — — (753.1)
Runoff . — — — — — — 1.2 — — — 12
Other............ — — — — — — — 4.7 — — 4.7
Interest expense................... — (%)) — (6.8) (1.1) (9.6) (2.3) 0.1) — (40.2) (52.2)
Corporate overhead and other.. (7.4) (2.4) (2.3) (4.1) — (16.2) — — — (172.3) (188.5)
Pre-tax income (loss) . (142.7)  (287.5) (44.1) (407.7) (64.0) (946.0) (15.6) 46 — (212.5) (1,169.5)
Income taxes ............. . 398.7
Net earnings (loss) (770.8)
Attributable to:
Shareholders of Fairfax (771.5)
Non-controlling interests 0.7
—(770.8)
Quarter ended December 31, 2010
Other Other
Fairfax Reinsurance Ongoing (animal Corporate &
Northbridge UsS. Asia OdysseyRe and Insurance Operations Runoff nutrition) Intercompany Other Consolidated
Gross premiums written 3234 305.7 85.6 475.5 111.0 1,301.2 0.7 — (42.0) — 1,259.9
Net premiums written ..... 248.6 260.2 33.0 434.9 95.7 1,072.4 0.9 — — — 1,073.3
Net premiums earned....... 253.6 303.5 42.7 479.6 128.3 1,207.7 3.2 — — — 1,210.9
Underwriting profit (oss) ... (28.5) (91.3) 3.9 68.0 12.6 (35.3) — — — — (35.3)
Interest and dividends.......... . 34.4 19.7 8.3 52.1 14.8 129.3 — — — — 129.3
Operating income (loss) before: ....... 5.9 (71.6) 12.2 120.1 27.4 94.0 — — — — 94.0
Net gains (losses) on investments..... (75.2) (274.4) (15.9) (338.8) (40.1) (744.4) (93.6) — — — (838.0)
RUNOFF ... . — — — — — — (26.8) — — — (26.8)
Other (animal nutrition).. — — — — — — — 7.9 — — 7.9
Interest eXpense...............e... — (7.9) — 7.7) 1.2) (16.8) (3.2) 0.1) — (32.8) (52.9)
Corporate overhead and other.. . (5.3) (5.0) (0.4) (8.1) (0.9) (19.7) — — — (51.3) (71.0)
Pre-tax income (l0sS) .......... . (74.6) (358.9) 4.1) (234.5) (14.8) (686.9) (123.6) 7.8 — (84.1) (886.8)
Income taxes ............ . 393.7
Net earnings (loss) (493.1)
Attributable to:
Shareholders of Fairfax (494.4)
Non-controlling interests 13
(493.1)
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Year ended December 31, 2011

Other
Fairfax Reinsurance Ongoing
Northbridge U.S. Asia OdysseyRe and Insurance Operations Runoff

Gross premiums written... 1322.7 1,864.1 451.7 2,420.7 646.3 6,705.5 122.0
Net premiums written 1,098.5 1,601.1 213.7 2,089.7 484.6 5,487.6 120.3
Net premiums earned 1072.2 1,504.6 204.1 20147 504.9 5,300.5 126.4
Underwriting profit (loss) (30.2) (215.9) 34.4 (336.0) (206.7) (754.4) —
Interest and dividends.......... 100.2 124.9 (13.7) 250.1 47.4 517.9 —
Operating income (loss) before: ....... 70.0 (91.0) 20.7 (76.9) (159.3) (236.5) —
Net gains (losses) on investments..... (162.0) 218.1 (15.6) 142.0 22.1 204.6 388.1
Loss on repurchase of long term

— (56.5) — 6.1) — (62.6) —

— — — — — — (27.6)

— (18.3) — (28.9) (4.5) (51.7) (8.9)
Corporate overhead and other........... (38.4) (27.9) (5.6) (18.4) (4.7) (95.0) —
Pre-tax income (10SS) ........cccovveveinenns (130.4) 24.4 (0.5) 117 (146.4) (241.2) 351.6
Income taxes
Net earnings
Attributable to:
Shareholders of Fairfax

Non-controlling interests....
Year ended December 31, 2010
Other
Fairfax Reinsurance Ongoing
Northbridge uU.sS. Asia OdysseyRe and Insurance Operations Runoff

Gross premiums written... 1,299.9 1,078.3 _353.2 2,167.6 628.0 5,527.0 2.5
Net premiums written .. 985.0 919.5 157.4 1,853.6 530.5 4,446.0 3.0
Net premiums earned... 996.6 1,000.1 155.0 1,885.5 536.0 4,573.2 7.4
Underwriting profit (loss) (68.3) (165.5) 16.6 95.1 (38.4) (160.5) —
Interest and dividends.......... 126.2 100.9 38.8 248.5 45.0 559.4 —
Operating income (loss) before: ....... 57.9 (64.6) 55.4 343.6 6.6 398.9 —
Net gains (losses) on investments..... 94.0 (49.2) (14.2) (109.7) 70.8 (8.3) 120.5
Loss on repurchase of long term
Runoff® — — — — — — 15.0
Other (animal nutrition) — — — — — — —
Interest eXpense................ — (30.8) — (30.5) (4.5) (65.8) (3.2)
Corporate overhead and other.. (21.4) (11.4) (2.49) (32.7) (3.1) (71.0) —
Pre-tax income (loss) 1305 (156.0) 38.8 170.7 69.8 253.8 132.3

Income taxes.....
Net earnings

Attributable to:
Shareholders of Fairfax
Non-controlling interests....

@

Other

nutrition) Intercompany

Corporate &

Intercompany Other

(84.0) —

Consolidated

6,743.5

5,607.9

5426.9

(754.4)
517.9

(236.5)
592.7

(104.2)
(27.6)
133
(214.0)
(32.4)

Other
(animal Corporate &
Other

(166.6) —

67
56.5

Consolidated

5,362.9

4,449.0

4,580.6

(160.5)
559.4

— (23)

(125.9)
(116.6)

398.9
112.2

(2.3)

15.0

10.4
(195.5)
(187.6)

(244.8)

in note 21 to the company’s condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011.

81

1511
186.9

_ 3380

3358
2.2
338.0

The Runoff segment includes $83.1 of the excess of the fair value of net assets acquired over the purchase price related to the acquisition of GFIC, as described



Underwriting and Operating Income

Set out and discussed below are the underwriting and operating results of Fairfax’s insurance and reinsurance operations, Runoff and
Other by reporting segment for the fourth quarters and years ended December 31, 2011 and 2010.

Canadian Insurance — Northbridge

Fourth guarter Year ended December 31,
2011 2010 2011 2010
UNderwriting Profit (I0SS) .......oeeieiiiiierees ettt (5.1 (28.5) (30.2) (68.3)
LSS & LAE — 8CCHUBNT YA ......ueiuiiieiteiteete ettt ettt sttt be et e e e eneane 67.3% 69.4% 72.3% 73.8%
COMMISSIONS ...ttt 15.7% 9.8% 14.5% 11.9%
UNAErWIItING EXPENSES .....vevevieieitiiteriet ettt sttt sb e sbe e 19.3% 23.6% 19.7% 21.3%
Combined ratio — accident year 102.3% 102.8% 106.5% 107.0%
Net (favourable) adverse deVEIOPMENL ..........ccooiiiiriiiire e (0.H)% 8.4% (3.1)% (0.1)%
Combined ratio — CAIBNTAN YEAY .........cociiiiirieieiee e 101.9% 111.2% 102.8% 106.9%
GrOSS PrEMIUMS WITTEEN ...ttt sttt sttt b e b e e e e e e s e e b e sbenbe e e e eneeneee 322.0 323.4 1,322.7 1,299.9
INET PIrEMIUMS WITEEN ...ttt ettt b et ste st e b et esseseebesbesbe s b e s eneene e 257.7 248.6 1,098.5 985.0
NEt PrEMIUMS BAMEM. ... c.eititeieiieieet ettt ettt bbbt b e bt bbbt e st b 258.4 253.6 1,072.2 996.6
UNAerWriting Profit (I0SS).......eveveerieeiiieiitei sttt (5.1) (28.5) (30.2) (68.3)
INtErest and AIVIAENS.........cooiiiiee et bbbt ans 23.1 34.4 100.2 126.2
OPEIALING INCOME ...ttt sttt ettt beebe st et et es e ebeebeebeebe e e e eneebeaaenbe b e neeneanene 18.0 5.9 70.0 57.9
Net gains (losses) on investments (153.3) (75.2) (162.0) 94.0
Pre-tax income (loss) before interest and Other ... (135.3) (69.3) (92.0) 151.9

Northbridge’s underwriting results in the fourth quarter of 2011 remained stable on a year-over-year basis (excluding the impact of
prior period reserve development described below) despite the highly competitive Canadian commercial lines market where
Northbridge continues to focus on rate adequacy. These challenging conditions contributed to an underwriting loss of $5.1 and a
combined ratio of 101.9% in the fourth quarter of 2011 compared to an underwriting loss of $28.5 and a combined ratio of 111.2% in
the fourth quarter of 2010. Northbridge’s underwriting results in the fourth quarter of 2011 included 0.4 of a combined ratio point
($1.0) of net favourable development of prior years’ reserves in its large account, direct agent small-to-mid market and transportation
segments, partially offset by net adverse development of prior years’ reserves in its broker small-to-mid market segment. In contrast,
the underwriting results in the fourth quarter of 2010, included 8.4 combined ratio points ($21.3) of net adverse development of prior
years’ reserves principally in its broker small-to-mid market segment primarily attributable to pre-1990 liability claims reserves,
increased provisions for uncollectible reinsurance recoverables and increased claims reserves on certain discontinued business,
partially offset by net favourable development across the remainder of Northbridge’s segments. Current year catastrophe losses added
1.6 combined ratio points ($4.1) to Northbridge’s combined ratio in the fourth quarter of 2011 (primarily related to Hurricane Irene
which affected the U.S. and Canadian east coast) compared to 0.7 of a combined ratio point ($1.7) in the fourth quarter of 2010
(primarily related to the effects of Hurricane Igor). Northbridge’s expense ratio (excluding commissions) in the fourth quarter of 2011
decreased year-over year (19.3% in the fourth quarter of 2011 compared to 23.6% in the fourth quarter of 2010) primarily as a result
of lower employee compensation costs (including the year-over-year impact of lower headcount) and the curtailment of certain post
retirement benefits. Northbridge’s commission expense ratio of 15.7% in the fourth quarter of 2011 increased from 9.8% in the fourth
quarter of 2010 primarily due to a non-recurring adjustment related to deferred policy acquisition costs and the reduction in ceding
commissions which resulted from the unearned premium portfolio transfer discussed below.

Underwriting results in 2011 improved relative to the underwriting results in 2010, with Northbridge reporting an underwriting loss of
$30.2 and a combined ratio of 102.8% in 2011 compared to an underwriting loss of $68.3 and a combined ratio of 106.9% in 2010.
Underwriting results in 2011 generally reflected the continuation of intense price competition within the Canadian commercial lines
market where Northbridge competes, moderately higher levels of catastrophe losses comparable with those experienced in 2010 and
increased net commission expenses, partially offset by lower operating expenses. Northbridge’s underwriting results in 2011 included
3.7 combined ratio points ($39.6) of net favourable development of prior years’ reserves in its large account, direct agent small-to-mid
market and transportation segments, partially offset by net adverse development of prior years’ reserves in its broker small-to-mid
market segment. The 2010 underwriting results included 0.1 of a combined ratio point ($1.2) of net favourable development of prior
years’ reserves, primarily attributable to net favourable development in Northbridge’s large account, direct agent small-to-mid market
and transportation segments, partially offset by net adverse development of prior years’ reserves in its broker small-to-mid market
segment as described above. Northbridge’s underwriting results in 2011 included 2.6 combined ratio points ($28.2) of current year
catastrophe losses primarily related to the Slave Lake fire in Alberta, U.S. weather-related events and various Ontario and Quebec
storms. Underwriting results in 2010 included 2.1 combined ratio points ($21.0) of current year catastrophe losses primarily related to
the effects of the Ontario tornado, flooding in the south and central United States, hailstorms in western Canada and the effects of
Hurricane Igor. Northbridge’s expense ratio (excluding commissions) in 2011 improved year-over-year (19.7% in 2011, compared to
21.3% in 2010), largely due to lower general and administrative expenses and reduced employee compensation costs and the
curtailment of certain post retirement benefits as discussed above. Northbridge’s commission expense ratio of 14.5% in 2011
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increased from 11.9% in 2010 primarily due to a non-recurring adjustment related to deferred policy acquisition costs, and the
reduction in ceding commissions which resulted from the unearned premium portfolio transfer discussed below.

In Canadian dollar terms, gross premiums written, net premiums written and net premiums earned increased 0.6%, 4.9% and 2.9%
respectively in the fourth quarter of 2011 compared to the fourth quarter of 2010 reflecting the combination of nominal improvements
in levels of new business, retentions of existing business and pricing. The increase in net premiums written and net premiums earned
also reflected a reduction in participation by Group Re on a quota share reinsurance contract (discussed below). The full year impact
of underwriting actions undertaken by Northbridge including rate increases on renewal business and the non-renewal of unprofitable
business, coupled with competitive pressures and industry-wide excess capacity within the Canadian commercial lines market,
contributed to a year-over-year decline in gross premiums written of 2.3% (in Canadian dollar terms) in 2011. Net premiums written
increased by 7.1% (in Canadian dollar terms) in 2011 primarily as a result of an unearned premium portfolio transfer to reflect a
reduction in participation by Group Re on a quota share reinsurance contract (participation decreased from 20% to 10% effective
January 1, 2011) that resulted in the return to Northbridge of $42.3 of unearned premium which had previously been ceded to Group
Re. Excluding the effect of the unearned premium portfolio transfer, Northbridge’s net premiums written increased by 3.0% (in
Canadian dollar terms) relative to 2010, principally as a result of the reduced quota share cessions to Group Re which resulted from
the unearned premium portfolio transfer, partially offset by the challenging industry conditions described above. In 2011, net
premiums earned increased by 3.3% (in Canadian dollar terms) relative to 2010, primarily due to reduced ongoing participation in the
Group Re quota share reinsurance contract and the earning of premiums from the unearned premium portfolio transfer, partially offset
by the challenging industry conditions described above.

In the second quarter of 2011, Northbridge announced the planned combination of three of its subsidiaries, Lombard Insurance,
Markel Insurance and Commonwealth Insurance, to operate under a single brand, Northbridge Insurance. This new brand will be
comprised of Northbridge’s broker small-to-medium account, transportation, and large account segments, and is intended to leverage
the scale and diversity of its operations as one company. Federated Insurance will continue to operate as the company’s captive
agency distribution arm and Zenith will continue to operate its direct personal lines business. In the fourth quarter and year ended
December 31, 2011, Northbridge incurred $5.9 and $18.4 respectively, in non-recurring restructuring charges, which were recorded in
subsidiary corporate overhead and other expenses. Also included in subsidiary corporate overhead and other expenses for 2011 was a
non-recurring expense related to personnel costs.

The combination of the year-over-year increase in net losses on investments (as set out in the table below) and decreased interest and
dividend income (principally related to increased holdings of cash and short term investments and increased investment expenses
incurred in connection with total return swaps year-over-year), partially offset by the decreased underwriting loss year-over-year
produced a pre-tax loss before interest and other of $135.3 in the fourth quarter of 2011 compared to a pre-tax loss before interest and
other of $69.3 in the fourth quarter of 2010. The impact of the significant year-over-year decrease in net gains on investments (as set
out in the table below) and decreased interest and dividend income (principally related to increased holdings of cash and short term
investments and holdings of lower yielding common stocks year-over-year and increased investment expenses incurred in connection
with total return swaps), partially offset by the decreased underwriting loss year-over-year produced a pre-tax loss before interest and
other of $92.0 in 2011 compared to pre-tax income before interest and other of $151.9 in 2010.

Fourth quarter Year ended December 31,
2011 2010 2011 2010
Common stocks and equity derivatives (excluding equity hedges) .........cocvereririnienieienciieeins (32.1) 85.9 (215.6) 126.5
EQUITY NBAGES ...ttt ettt et et s e e b et e sbe st et et e s n e reeteeaeneen (111.7) (113.0) 41.7 (129.5)
. (33.7) 50.8 133.6
17.7 (5.9 41
(7.1) (50.0) 4.7
(24.1) 20.4 (35.6)
(0.9) (3.4 (0.4)
(75.2) (162.0) 94.0

Northbridge’s cash resources, excluding the impact of foreign currency translation, increased by $229.9 in the fourth quarter of 2011
compared to a decrease of $58.3 in the fourth quarter of 2010. Cash used in operating activities was $44.5 in the fourth quarter of
2011, compared to cash provided by operating activities of $29.6 in the fourth quarter of 2010 (excluding operating cash flow activity
related to securities recorded as at fair value through profit and loss (“FVTPL”)), with the year-over-year improvement primarily
attributable to changes in working capital balances.

Northbridge’s cash resources, excluding the impact of foreign currency translation, increased by $230.5 in 2011 compared to a
decrease of $1.4 in 2010. Cash provided by operating activities was $139.2 in 2011, compared to $42.9 of net cash used in operating
activities in 2010 (excluding operating cash flow activity related to securities recorded as at FVTPL), with the year-over-year
improvement primarily attributable to lower income tax payments and amounts received from the aforementioned change in quota
share reinsurance contract.
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U.S. Insurance

For the quarters ended December 31, 2011 and 2010

2011 2010
Crum & Zenith Crum & Zenith
Forster National® Total Forster National® Total
Underwriting profit (10SS) ........coovveireiineeisesei e (57.3) (43.2) (100.5) (31.7) (59.6) (91.3)
L0SS & LAE — aCCident Year.........ccoevirieieininicnienie e 77.3% 83.1% 79.1% 74.3% 83.3% 77.6%
COMIMISSIONS ...ttt 11.7% 10.1% 11.2% 11.7% 10.3% 11.2%
UNAerwriting XPENSES ......cvivereiriieriesieiesiee e stesesees e se e sresnens 18.3% 32.3% 22.8% 21.5% 38.0% 27.6%
Combined ratio — acCident Year..........ccccoevvineniieneieeese e 107.3% 125.5% 113.1% 107.5% 131.6% 116.4%
Net (favourable) adverse development..........cccccovvvvieviciicieinnnne. 13.1% 6.8% 11.1% 9.1% 21.5% 13.7%
Combined ratio — calendar year...........ccccvvveeevinieie s _120.4% 132.3% _124.2% 116.6% 153.1% 130.1%
GroSS Premiums WITEEN .......ooeiviieiiiicriee e e 375.3 106.8 482.1 227.8 77.9 305.7
NEt Premiums WEILEEN .......ooveiiiieieieese e 303.6 104.4 408.0 184.8 75.4 260.2
NEt Premiums EarNE.........cvevveieieirese e 281.4 133.5 414.9 191.3 112.2 303.5
Underwriting profit (10SS) .......ccerveereiiienierieieeiee e (57.3) (43.2) (100.5) (31.7) (59.6) (91.3)
Interest and diVidends...........ccoevviriiiicciire s 19.0 115 30.5 7.6 12.1 19.7
Operating iNCOME (10SS) ....cveveiririiirieriee e (38.3) (31.7) (70.0) (24.1) (47.5) (71.6)
Net gains (10SSes) 0N INVESIMENTS........ccoivirereieeie e (176.1) (37.3) (213.4) (169.1) (105.3) (274.4)
Pre-tax income (loss) before interest and other ............ccccccvviiiienne (214.4) _(69.0) (283.4) (193.2) (152.8) (346.0)
For the years ended December 31, 2011 and 2010
2011 2010
Crum & Zenith Crum & Zenith
Forster National® Total Forster National® Total
Underwriting profit (10SS) ........coovveireieneiiseseie e (79.7) (136.2) (215.9) (67.5) (98.0) (165.5)
L0SS & LAE — aCCident Year........c.ccoeveieeeeenese e 71.6% 78.0% 73.7% 72.8% 80.2% 74.7%
COMIMISSIONS ....oviieiisie sttt 12.3% 10.1% 11.5% 12.1% 9.9% 11.5%
UNAEerwriting XPENSES ......cvevrieieirierierieieieeiesie e 20.3% 34.5% 25.0% 22.8% 37.2% 26.7%
Combined ratio — accident Year..........cccoeoeirieniieneieeeeee e 104.2% 122.6% 110.2% 107.7% 127.3% 112.9%
Net (favourable) adverse development..........cccccoevvvvierieiicieinnnne. 3.7% 4.9% 4.1% 1.5% 9.1% 3.6%
Combined ratio — calendar year...........ccccoviveevinieie s 107.9% 127.5% 114.3% 109.2% 136.4% 116.5%
GroSS Premiums WITEEN .......ooeeiieiicec e 1,327.7 536.4 1,864.1 886.0 192.3 1,078.3
NEt Premiums WITEEEN ......c.vvviiireiiecieeese e 1,076.9 524.2 1,601.1 733.4 186.1 919.5
Net Premiums €arNE.........o.eoveiriiirere e 1,008.8 495.8 1,504.6 731.2 268.9 1,000.1
Underwriting profit (10SS).........ccccoeviiiinirniiiiecees (79.7) (136.2) (215.9) (67.5) (98.0) (165.5)
Interest and diVIdeNds...........ccoeeiiriiiieciie s 76.8 48.1 124.9 71.1 29.8 100.9
Operating iNCOME (10SS) ....cveveeeieieicie e e (2.9 (88.1) (91.0) 3.6 (68.2) (64.6)
Net gains (10SSes) 0N INVESIMENTS.......ccvcvivieriirieiceci e 40.5 177.6 218.1 (26.1) (23.1) (49.2)
Loss on repurchase of long term debt...........ccoooieiiiiniiiiiiceee (56.5) — (56.5) — — —
Pre-tax income (loss) before interest and other ..........cccccoevveciiennnne. (18.9) 89.5 70.6 (22.5) (91.3) (113.8)

(1) These results differ from those published by Zenith National primarily due to differences between IFRS and US GAAP and intercompany investment transactions.

On December 31, 2011, Crum & Forster entered into a reinsurance agreement (the “Reinsurance Agreement”) pursuant to which
Runoff (Clearwater Insurance) effectively reinsured 100% of Crum & Forster’s net latent exposures through the cession to US Runoff
of substantially all of Crum & Forster’s liabilities for asbestos, environmental and other latent claims arising from policies with
effective dates on or prior to December 31, 1998 exclusive of workers’ compensation and surety related liabilities. Pursuant to the
Reinsurance Agreement, Crum & Forster transferred net insurance liabilities of $334.5 to Runoff and Runoff received $334.5 of cash
and investments as consideration from Crum & Forster for assuming those liabilities. The company’s management excludes the effects
of the Reinsurance Agreement in its assessment of the performance of Crum & Forster and Runoff and accordingly, the tables above
do not give effect to this transaction. Had the Reinsurance Agreement been reflected in the tables above, net premiums written and net
premiums earned would have decreased by $334.5 and ceded losses on claims would have increased by $334.5 with the result that
Crum & Forster’s underwriting profit would be unchanged in the fourth quarter and year ended December 31, 2011. The transfer of
these latent claims to Runoff is expected to significantly reduce the volatility of the operating income of Crum & Forster in future
periods and may reduce interest and dividend income earned as a result of the transfer of cash and investments to Runoff.

On February 9, 2011, the company completed the acquisition of First Mercury. First Mercury underwrites specialty commercial
insurance products, principally on an excess and surplus lines basis, focusing on niche and underserved segments. The assets,
liabilities and results of operations of First Mercury since acquisition were consolidated within the Crum & Forster operating segment.
As of July 1, 2011, the company has presented the assets, liabilities and results of operations of Valiant, a wholly-owned subsidiary of
First Mercury, in the Runoff reporting segment following the transfer of ownership of Valiant from Crum & Forster to TIG Group.
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Subsequent to July 1, 2011, Valiant’s insurance business will be carried on by Crum & Forster with the pre-July 1, 2011 business
written by Valiant placed into runoff under the supervision of RiverStone management. Periods prior to July 1, 2011 have not been
restated as the impact was not significant. On May 20 2010, the company completed the acquisition of Zenith National. The assets,
liabilities and results of operations of Zenith National since acquisition were included in the Insurance — U.S. reporting segment
(formerly known as U.S. Insurance — Crum & Forster prior to May 20, 2010). For each of the acquisitions described above, the
company acquired all of the outstanding common shares of the acquirees other than those common shares already owned by Fairfax
and its affiliates.

The integration of Crum & Forster and First Mercury is proceeding on schedule including the combination of the excess and surplus
lines casualty and professional liability lines of each company. First Mercury’s property business has been merged into Crum &
Forster’s Seneca division. During the third quarter of 2011, Crum & Forster launched AMC/Fairmont Insurance Services — a single
brand under which First Mercury’s specialty petroleum business was integrated with Fairmont Specialty. Subsequent to the acquisition
of First Mercury, Crum & Forster’s business includes standard lines which is primarily comprised of workers’ compensation,
commercial auto and general liability coverages written on an admitted basis through Crum & Forster’s branch network and specialty
lines which primarily includes the First Mercury excess and surplus lines casualty business, Fairmont Specialty businesses referenced
above as well as accident and health, niche business written by Seneca, professional liability, and other specialty products.

Crum & Forster

Crum & Forster reported an underwriting loss of $57.3 and a combined ratio of 120.4% in the fourth quarter of 2011 compared to an
underwriting loss of $31.7 and a combined ratio of 116.6% in the fourth quarter of 2010. Crum & Forster’s underwriting results in the
fourth quarter of 2011 included 13.1 combined ratio points ($36.9) of net adverse development of prior years’ reserves primarily
related to workers’ compensation and latent liability reserves, partially offset by a reduction in the provision for uncollectible
reinsurance. The underwriting results in the fourth quarter of 2010 included 9.1 combined ratio points ($17.4) of net adverse
development of prior years’ reserves, principally related to general liability and workers’ compensation lines for recent accident years
and reserve strengthening related to two large prior year claims in general liability and surety lines, partially offset by net favourable
emergence in umbrella lines and a reduction in unallocated loss adjustment expense reserves. Crum & Forster’s underwriting results in
the fourth quarter of 2011 also included the underwriting profit of First Mercury of $0.9 (combined ratio of 98.5%). Catastrophe losses
had a nominal impact on Crum & Forster’s underwriting results in the fourth quarter of 2011 and the fourth quarter of 2010. Crum &
Forster’s expense ratio (excluding commissions and the impact related to the consolidation of First Mercury) improved to 19.4% in the
fourth quarter of 2011 compared to 21.5% in the fourth quarter of 2010, primarily as a result of a 15.6% increase in net premiums
earned (excluding net premiums earned by First Mercury).

Crum & Forster’s underwriting loss of $79.7 and combined ratio of 107.9% in 2011, compared to an underwriting loss of $67.5 and a
combined ratio of 109.2% in 2010, generally reflected the continuation in 2011 of the impact of the weak U.S. economy and the
continuing challenging conditions in commercial lines markets. The underwriting results of Crum & Forster in 2011 included 3.7
combined ratio points ($37.3) of net adverse development of prior years’ reserves (primarily reflecting the same factors which affected
the fourth quarter of 2011 underwriting results), compared to the underwriting results in 2010 which included 1.5 combined ratio
points ($11.3) of net adverse development of prior years’ reserves (primarily reflecting the same factors which affected the fourth
quarter of 2010 underwriting results). Crum & Forster’s underwriting results in 2011 also included the underwriting profit of First
Mercury of $1.9 (combined ratio of 99.1%) since its acquisition on February 9, 2011. Catastrophe losses of $9.9 (primarily related to
the impact of the U.S. tornados and Hurricane Irene on the U.S. northeast and the impact of the Japan earthquake and tsunami and
second New Zealand (Christchurch) earthquake on First Mercury) added 0.9 of a combined ratio point to the underwriting results in
2011 compared to $3.2 of catastrophe losses (0.4 of a combined ratio point) included in the 2010 underwriting results (primarily
related to winter storm activity in the U.S. northeast). Crum & Forster’s expense ratio (excluding commissions and the impact related
to the consolidation of First Mercury) improved to 21.2% in 2011 compared to 22.8% in 2010, primarily as a result of a 9.9% increase
in net premiums earned relative to a marginal increase in underwriting operating expenses.

First Mercury’s underwriting profit of $1.9 and combined ratio of 99.1% for the period of February 9, 2011 to December 31, 2011
included $3.8 of catastrophe losses, primarily related to the Japan earthquake and tsunami. Excluding catastrophe losses, First
Mercury would have reported an underwriting profit of $5.7 and a combined ratio of 97.2%.

U.S. commercial lines market conditions continued to reflect industry-wide excess capacity and pricing weakness in property and
casualty lines affecting both renewals and new business. Despite challenging market conditions, Crum & Forster’s focus on growing
its specialty businesses resulted in year-over-year increases of 22.0% and 24.9% in gross premiums written and net premiums written
respectively in the fourth quarter of 2011 (excluding $97.3 and $72.7 of gross premiums written and net premiums written by First
Mercury in the fourth quarter of 2011 respectively). Growth in Crum & Forster’s specialty lines of business (primarily at its Seneca
and AMC/Fairmont divisions including its accident and health line of business) increased gross premiums written by $44.7 or 29.7%
in the fourth quarter of 2011 (excluding gross premiums written by First Mercury) compared to the fourth quarter of 2010. Gross
premiums written in the fourth quarter of 2011 in Crum & Forster’s standard lines business also increased by $16.6 or 24.8% year-
over-year, principally as a result of an improvement in opportunities to write and retain business at higher rates within its commercial
lines and risk management profit centres (principally workers’ compensation). Net premiums earned increased by 15.6% in the fourth
quarter of 2011 (excluding net premiums earned by First Mercury of $60.2) compared to the fourth quarter of 2010, consistent with
the growth in net premiums written experienced in 2011. Reflecting the above mentioned factors, gross premiums written, net
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premiums written and net premiums earned in 2011 increased year-over-year by 15.3%, 14.4% and 9.9% respectively (excluding
gross premiums written, net premiums written and net premiums earned by First Mercury of $306.0, $237.8 and $205.4 respectively).

Interest and dividend income increased in the fourth quarter of 2011 to $19.0 from $7.6 in the fourth quarter of 2010 primarily as a
result of decreased interest expense on funds withheld payable to reinsurers and increased interest and dividends earned on a larger
average investment portfolio year-over-year (the result of the consolidation of First Mercury). The combination of the increased
underwriting loss and increased net losses on investments (as set out in the table below) year-over-year, partially offset by the
improvement in the level of interest and dividend income produced a pre-tax loss before interest and other of $214.4 in the fourth
quarter of 2011 compared to pre-tax loss before interest and other of $193.2 in the fourth quarter of 2010.

Interest and dividend income increased in 2011 to $76.8 from $71.1 in 2010 (primarily reflecting the same factors which affected the
fourth quarter of 2011 interest and dividends). The combination of the loss incurred on the repurchase of a portion of Crum &
Forster’s unsecured senior notes (described below) and the increased underwriting loss, partially offset by the year-over-year increase
in net gains on investments and increased interest and dividend income produced a pre-tax loss before interest and other of $18.9 in
2011 compared to a pre-tax loss before interest and other of $22.5 in 2010.

Fourth quarter Year ended December 31,
2011 2010 2011 2010
Common stocks and equity derivatives (excluding equity hedges) ........ccocvererieiiiieiieieseiisieesiens (2.2 95.3 (196.6) 133.9
EQUITY NEAGES ...t bbbttt b bbbttt b e a72.7) (214.4) 69.7 (258.6)
20T 1o TSP PSSPRSTSON 7.7 (78.2) 195.5 52.5
PrETEITEA STOCKS ...ttt ettt b bttt b e b b e 9.0 4.3 0.1) 4.7)
CPI-IINKEA TEIIVALIVES ...ttt 0.1 (17.1) (39.0) 7.8
Credit defaUlt SWAPS .....oviieieici ettt b e be st e et e e ereebesre b (3.7) 0.3) 9.5 3.1
Gain on diSPOSItioN OF ASSOCIALE .......ccverviieieeieiec ettt et see e sae — 39.2 — 39.2
(0] 11T SO TSSO P PP PSP 1.1 2.1 1.5 0.7
Net gains (10SSES) 0N INVESTMENTS. .......cviiiiiiieiice ittt teabe b e e (176.1) (169.1) 40.5 (26.1)

Crum & Forster’s cash resources, excluding the impact of foreign currency translation, decreased by $20.4 in the fourth quarter of
2011 compared to an increase of $117.0 in the fourth quarter of 2010. Cash provided by operating activities of $55.8 in the fourth
quarter of 2011 compared to cash used in operating activities of $48.7 in the fourth quarter of 2010 (excluding operating cash flow
activity related to securities recorded as at FVTPL).

Crum & Forster’s cash resources, excluding the impact of foreign currency translation, decreased by $152.6 in 2011 compared to an
increase of $196.1 in 2010. Cash used in operating activities was $15.4 in 2011, compared to $183.5 in 2010 (excluding operating
cash flow activity related to securities recorded as at FVTPL), with the year-over-year improvement primarily attributable to lower net
paid losses and higher premium collections.

Crum & Forster paid dividends to Fairfax of $104.0 and $486.0 (including an extraordinary dividend of $350.0) in 2011 and 2010
respectively.

During 2011, Fairfax contributed capital to Crum & Forster of $684.9 comprised of cash of $390.3 ($31.0 in the first quarter of 2011,
principally to fund the paydown by First Mercury of short-term debt and $359.3 in the second quarter of 2011, principally to fund the
repurchase by Crum & Forster of $323.8 aggregate principal amount of its unsecured senior notes due 2017) and its investment in
First Mercury of $294.3 (contributed during the first quarter of 2011).

Zenith National

Zenith National reported underwriting losses of $43.2 and $136.2 and combined ratios of 132.3% and 127.5% in the fourth quarter and
the year ended December 31, 2011, respectively, compared to underwriting losses of $59.6 and $98.0 and combined ratios of 153.1%
and 136.4% in the fourth quarter and the period from May 21 through December 31 of 2010, respectively. The underwriting results in
the fourth quarter and the year ended December 31, 2011 included $9.1 (6.8 combined ratio points) and $24.5 (4.9 combined ratio
points) of net adverse development of prior years’ reserves respectively, primarily as a result of increased paid loss costs trends for
recent accident years (moderated to some extent by an increased number of claim settlements) and increased frequency of late
reported indemnity claims related to the 2010 accident year. The underwriting results in the fourth quarter and the period from May 21
through December 31 of 2010 included $24.1 (21.5 combined ratio points) and $24.4 (9.1 combined ratio points) of net adverse
development of prior years’ reserves respectively, primarily reflecting the increased severity in claims cost trends experienced during
2010. Net premiums earned during the fourth quarter and year ended December 31, 2011 increased year-over-year by 19.0% and
15.8%, respectively, reflecting Zenith National’s ability to write new business and retain existing customers at higher prices as the
economic and competitive environment continues to change for workers’ compensation business. The calculation of the year-over-
year growth in net premiums earned of 15.8% in 2011 includes the portion of the period in 2010 prior to the acquisition by Fairfax
which is not reflected in the tables above. Underwriting losses are primarily the result of the fixed operating expenses in relation to
Zenith National’s premium volume. The expense ratios in the fourth quarter and year ended December 31, 2011 have decreased year-
over-year reflecting the increased net premiums earned in those respective periods.
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The combination of the year-over-year decrease in net losses on investments (as set out in the table below), the decreased underwriting
losses, partially offset by a modest decrease in interest and dividend income, produced a pre-tax loss before interest and other of $69.0
in the fourth quarter of 2011 compared to a pre-tax loss before interest and other of $152.8 in the fourth quarter of 2010. Net gains on
investments of $177.6 (as set out in the table below) and interest and dividend income of $48.1, partially offset by the underwriting
loss of $136.2 produced pre-tax income before interest and other of $89.5 in 2011. During the period from May 21, 2010 through
December 31, 2010, net losses on investments of $23.1 (as set out in the table below) and interest and dividend income of $29.8,
partially offset by the underwriting loss of $98.0 produced a pre-tax loss before interest and other of $91.3.

Fourth quarter Year ended December 31,
2011 2010 2011 2010
Common stocks, limited partnerships and equity derivatives (excluding equity hedges)................ (18.0) 3.7 (35.4) 59
EQUITY NEAGES ...t b et bbbt b bbbttt n e (11.6) — 9.7 —
BONGS....c. bbbttt (7.5) (107.6) 206.0 (35.4)
PrEfErTEA SEOCKS ...ttt bbbttt (0.5) 1.2) (2.8) 4.1
(011 OSSOSO 0.3 (0.2) 0.1 2.3
Net gains (10SSES) 0N INVESTMENTS. .......c.iiiiieieiieici ettt re e sbe e nes (37.3) (105.3) 177.6 (23.1)

At December 31, 2011, Zenith National had cash and cash equivalents of $16.7. Cash used in operating activities was $5.9 in the
fourth quarter of 2011 compared to $21.7 in the fourth quarter of 2010 (excluding operating cash flow activity related to securities
recorded as at FVTPL). Cash provided by operating activities was $5.0 in 2011, compared to cash used in operating activities of $61.4
for the period May 21, 2010 through December 31, 2010 (excluding cash flow activity related to securities recorded as at FVTPL).

Zenith National paid dividends to Fairfax and its affiliates of $40.0 and $282.9 in 2011 and 2010 respectively.

Fairfax Asia

Fourth quarter Year ended December 31,
2011 2010 2011 2010
UNAerWriting PrOfit.......oooooceiee ettt st sb et ne e e 6.0 3.9 344 16.6
L0OSS & LAE — QCCHUBNT YA .....cueeiiiiesiiiiesie ettt ettt erenne s 93.7% 95.3% 81.6% 84.0%
COMIMISSIONS ...tttk b bbbtk b e bbb e st b e b e bt b e e e e e bt eb e et e b e b e e ene e 3.9% 2.8% 2.3% 1.4%
UNCAEIWIITING BXPENSES ...vivereerieiieieetietestesteseeseeses st stestestesee e sessestesbessebeeeneaseabesbessebeseensaseaneass 11.0% 14.3% 9.3% 10.3%
Combined ratio — ACCIABNT YA ..........cviiieiiieiee e 108.6% 112.4% 93.2% 95.7%
Net (favourable) adverse deVEIOPMENL ...........cooiiiieiiiie et (19.4)% (21.6)% (10.0)% (6.4)%
Combined ratio — CAIENUAN YEAI .........ccociiiiiiiieeee et 89.2% 90.8% 83.2% 89.3%
GrOSS PrEMIUMS WETTEEN ....vuieeiiiieiit ettt 111.9 85.6 451.7 353.2
INEL PIrEMIUMS WIIEEEN ...ttt b e ettt bbbt ene e 50.5 33.0 213.7 157.4
NEL PIrEMIUMS BAIMEU. ... e i eeeeeeieeieet ettt ettt se ettt et et e see st e seemeebeeseebesbesbe s eneeseeneareaee 55.0 42.7 204.1 155.0
UNAErWEITING PrOTit...c.ociiiiiicce ettt e et st b e r et neene e 6.0 3.9 344 16.6
LT (e A LT Mo TV 16 (=] o TR (22.2) 8.3 (13.7) 38.8
OpPerating iNCOME (I0SS) ....cviieiiiieieieiet ettt sb e bt e et tesbesbe s b saeseese e (16.2) 12.2 20.7 55.4
Net gains (I0SSES) ON INVESIMENTS.......c.viuiiiitiriiie ettt bbb (25.6) (15.9) (15.6) (14.2)
Pre-tax income (loss) before interest and Other ...........ccooieiiiiiieiice s (41.8) (3.7) 51 41.2

On March 24, 2011, the company completed the acquisition of Pacific Insurance. Pacific Insurance underwrites all classes of general
insurance and medical insurance in Malaysia. The assets, liabilities and results of operations of Pacific Insurance since acquisition
were included in the Insurance — Fairfax Asia reporting segment.

Underwriting results for Fairfax Asia in the fourth quarter of 2011 featured an underwriting profit of $6.0 and a combined ratio of
89.2%, compared to an underwriting profit of $3.9 and a combined ratio of 90.8% in the fourth quarter of 2010, with the fourth quarter
of 2011 reflecting combined ratios of 83.7%, 98.3% and 94.7% for First Capital, Falcon and Pacific Insurance respectively. Gross
premiums written increased by 4.3% in the fourth quarter of 2011 (excluding gross premiums written by Pacific Insurance of $22.6),
primarily as a result of increased writings of property and commercial automobile business and the favourable effect of foreign
currency translation at First Capital, partially offset by a modest decline in gross premiums written at Falcon. Net premiums written
increased by 9.1% in the fourth quarter of 2011 (excluding net premiums written by Pacific Insurance of $14.5), primarily reflecting
increased retentions of premium on a year-over-year basis. Net premiums earned increased by 3.3% during the fourth quarter of 2011
(excluding net premiums earned by Pacific Insurance of $10.9) in line with the increase in gross premiums written. The fourth quarter
of 2011 underwriting results included 19.4 combined ratio points ($10.7) of net favourable development of prior years’ reserves
primarily attributable to favourable emergence in marine hull, commercial automobile and workers’ compensation lines of business
(compared to 21.6 combined ratio points ($9.2) of net favourable development of prior years’ reserves in the fourth quarter of 2010,
primarily attributable to net favourable emergence in workers’ compensation, marine cargo and general liability lines of business).

Underwriting results for Fairfax Asia in 2011 featured an underwriting profit of $34.4 and a combined ratio of 83.2%, compared to an
underwriting profit of $16.6 and a combined ratio of 89.3% in 2010, with 2011 reflecting combined ratios of 73.2%, 99.7% and 95.3%
for First Capital, Falcon and Pacific Insurance respectively. Gross premiums written, net premiums written and net premiums earned
increased by 13.2% 13.6% and 12.1% during 2011 respectively (excluding gross premiums written, net premiums written and net
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premiums earned by Pacific Insurance of $51.9, $34.9 and $30.4 respectively) primarily as a result of increased writings of
professional indemnity, commercial automobile and property business and the favourable effect of foreign currency translation at First
Capital and increased business volume in commercial automobile and general liability lines of business at Falcon. The 2011
underwriting results included 10.0 combined ratio points ($20.4) of net favourable development of prior years’ reserves primarily
attributable to favourable emergence in commercial automobile, marine hull and workers’ compensation lines of business (compared
to 6.4 combined ratio points ($10.0) of net favourable development of prior years’ reserves in 2010, primarily related to favourable
emergence in workers’ compensation lines of business).

Interest and dividend income in the fourth quarter and year ended December 31, 2011 included the company’s share of the loss of
ICICI Lombard of $26.3 and $36.1 respectively (compared to the company’s share of the profit of ICICI Lombard of $4.0 and $19.5
in the fourth quarter and year ended December 31, 2010 respectively). The company’s share of the loss of ICICI Lombard in 2011
primarily resulted from reserve strengthening related to ICICI Lombard’s pro-rata share of the Indian non-voluntary motor pool.
Fairfax Asia’s interest and dividend income excluding its share of the profit and loss of associates increased to $5.2 and $21.9 in the
fourth quarter and year ended December 31, 2011 respectively from $3.3 and $16.6 in the fourth quarter and year ended December 31,
2010 respectively primarily as a result of increased interest and dividends earned on a larger average investment portfolio as a result of
the consolidation of Pacific Insurance. The year-over-year decrease in interest and dividend income and the increased net losses on
investments (as set out in the table below), partially offset by a modest improvement in underwriting profit, produced a pre-tax loss
before interest and other of $41.8 in the fourth quarter of 2011 compared to pre-tax loss before interest and other of $3.7 in the fourth
quarter of 2010. The year-over-year decrease in interest and dividend income and the increased net losses on investments (as set out in
the table below), partially offset by increased underwriting profit, produced pre-tax income before interest and other of $5.1 in 2011
compared to pre-tax income before interest and other of $41.2 in 2010.

Fourth guarter Year ended December 31,
2011 2010 2011 2010
1.0 (16.2) 3.8
(12.8) 8.3 (12.6)
(1.8) (12.9) 4.6
14 1.2 1.7
3.7) 3.8 (11.7)
_ 0.2 _
(15.9) (15.6) (14.2)

During 2011, Fairfax invested an additional $86.1 in Fairfax Asia (primarily $85.0 in the first quarter of 2011 to fund the acquisition
of Pacific Insurance ($71.5) and the participation in an ICICI Lombard rights offering ($19.8)).

Reinsurance — OdysseyRe®

Fourth guarter Year ended December 31,
2011 2010 2011 2010
UNAerwriting Profit (I0SS) .......coveieiiirere et (122.0) 68.0 (336.0) 95.1
L0OSS & LAE — 8CCHURBNT YA ...ttt ettt bttt 105.2% 65.2% 92.6% 70.0%
COMMISSIONS ...ttt bbbttt b et ekt b et nb et n bbbt 18.7% 18.2% 17.4% 18.4%
UNGEIWIITING EXPENSES ...ttt skttt ettt b ettt st b et et e ettt ebeeb e st et e et e b e eneens 7.0% 10.4% 9.3% 10.2%
Combined ratio — ACCIABNT YA ..........ciiiiiiiiieieee et 130.9% 93.8% 119.3% 98.6%
Net (favourable) adverse deVEIOPMENL ...........coiiiiiieiiiie e (8.2)% (8.0)% (2.6)% (3.6)%
Combined ratio — CAIBNTAN YEAY .........cociiiiiiieieeese bbb 122.7% 85.8% 116.7% 95.0%
GrOSS PrEMIUMS WITTEEN ....oueiiiiiitiitet ettt sb bbbttt b et 532.2 475.5 2,420.7 2,167.6
INEL PIrEMIUMS WEITEEN ...ttt ettt sttt ettt st e b et e s e s e enesbeebeste e e e eneane e 477.2 434.9 2.089.7 1,853.6
NEt PIrEMIUMS BAMEM. ... c..itieeieiieieet ettt ettt b e b b et b et eb bbb e st b e 537.0 479.6 2,014.7 1,885.5
UNderwriting Profit (I0SS).....cvovereeiriiireireeeee s (122.0) 68.0 (336.0) 95.1
INterest and AIVIAENAS. ..........ciiiiiicc s 69.2 52.1 259.1 248.5
Operating iNCOME (I0SS) ....uviveiirrireieieese et r e (52.8) 120.1 (76.9) 343.6
Net gains (10SSES) ON INVESIMENTS.......cviuiiiitiieite ettt st se ettt sbe e e s ane e (344.0) (338.8) 142.0 (109.7)
Loss on repurchase of 10Ng term debt............ooiiiiiiiei e — — (6.1) —
Pre-tax income (loss) before interest and Other ... (396.8) (218.7) 59.0 233.9

(1) These results differ from those published by Odyssey Re Holdings Corp. primarily due to differences between IFRS and US GAAP and acquisition accounting
adjustments recorded by Fairfax related to the privatization of OdysseyRe on October 27, 2009.

As of January 1, 2011, the company has presented the assets, liabilities and results of operations of Clearwater Insurance in the Runoff
reporting segment following the transfer of ownership of Clearwater Insurance from OdysseyRe to TIG Group. Prior period
comparative figures have been presented on a consistent basis to give effect to the transfer as of January 1, 2010. Clearwater Insurance
is an insurance company which has been in runoff since 1999.
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OdysseyRe reported an underwriting loss of $122.0 and a combined ratio of 122.7% in the fourth quarter of 2011 which included 52.7
combined ratio points related to current period catastrophe losses ($281.5 net of reinstatement premiums) in contrast to an
underwriting profit of $68.0 and a combined ratio of 85.8% in the fourth quarter of 2010 which included 8.6 combined ratio points
related to current period catastrophe losses ($40.9 net of reinstatement premiums). Current period catastrophe losses for those
respective periods were as set out in the table below. The underwriting results in the fourth quarter of 2011 also included 8.2 combined
ratio points ($44.0) attributable to net favourable development of prior years’ reserves at each of OdysseyRe’s divisions, particularly
in the Americas division which reported net favourable emergence on prior years’ catastrophe loss reserves. The underwriting results
in the fourth quarter of 2010 included 8.0 combined ratio points ($38.3) attributable to net favourable development of prior years’
reserves at each of OdysseyRe’s divisions, particularly in the U.S. Insurance division which reported net favourable emergence on the
loss reserves of its healthcare line of business. OdysseyRe’s expense ratio (excluding commissions) decreased on a year-over-year
basis (7.0% in the fourth quarter of 2011, compared to 10.4% in the fourth quarter of 2010) primarily as a result of reduced
compensation expenses (consistent with decreased underwriting profitability year-over-year) and legal expenses in the fourth quarter
of 2011 compared to the fourth quarter of 2010 and also reflected the benefit of the year-over-year increase of 12.0% in net premiums
earned. OdysseyRe’s commission expense ratio of 18.7% in the fourth quarter of 2011 (compared to 18.2% in the fourth quarter of
2010) primarily reflected increased writings of property quota share treaty business which carry higher commission rates.

OdysseyRe reported an underwriting loss of $336.0 and a combined ratio of 116.7% in 2011, compared to an underwriting profit of
$95.1 and a combined ratio of 95.0% in 2010. The underwriting loss primarily resulted from the significant levels of current period
catastrophe losses experienced in 2011 which added 36.7 combined ratio points ($734.8 net of reinstatement premiums) compared to
current period catastrophe losses incurred in 2010 which added 11.6 combined ratio points ($217.8 net of reinstatement premiums) as
set out in the table below. The combined ratio in 2010 included 1.6 combined ratio points ($30.7 net of reinstatement premiums)
related to the Deepwater Horizon loss. The 2011 underwriting results also included 2.6 combined ratio points ($51.4) attributable to
net favourable development of prior years’ reserves at each of OdysseyRe’s divisions, particularly in the Americas division which
reported net favourable emergence on prior years’ catastrophe loss reserves and in the U.S. Insurance division which reported net
favourable emergence on the loss reserves of its healthcare and financial products lines of business. The 2010 underwriting results
included 3.6 combined ratio points ($68.0) attributable to net favourable development of prior years’ reserves at each of OdysseyRe’s
divisions, particularly in the U.S. Insurance division which reported net favourable emergence on the loss reserves of its healthcare
line of business and in the London Market division which reported net favourable development on its casualty line of business.
OdysseyRe’s expense ratio (excluding commissions) decreased modestly year-over-year (9.3% in 2011 compared to 10.2% in 2010)
primarily as a result of reduced compensation expenses (consistent with decreased underwriting profitability year-over-year) and legal
expenses in 2011 compared to 2010 and also reflected the benefit of the year-over-year increase of 6.9% in net premiums earned.
OdysseyRe’s commission expense ratio of 17.4% in 2011 (compared to 18.4% in 2010), reflected decreased commission rates paid on
the crop insurance business and the benefit of $27.7 ($4.4 in 2010) of reinstatement premiums earned which do not attract
commissions.

Fourth quarter Year ended December 31,
2011 2010 2011 2010

Catastrophe Combined Catastrophe Combined Catastrophe Combined Catastrophe Combined

losses™ ratio impact losses™ ratio impact losses®” ratio impact losses™ ratio impact
Thailand floods .........cocvvrieriiieeeens 150.0 27.9 — — 150.0 7.4 — —
Japan earthquake and tsunami ...........ccccccovvennee 95.0 17.6 — 381.1 189 — —
New Zealand (Christchurch) earthquake............ 2.3 0.4 — — 28.1 14 — —
U.S. 10rNAAOS. ..o 2.4 0.4 — — 26.3 13 — —
Denmark floods.........cooeinieiieicessee 15 0.3 — —_ 16.5 0.8 — —
HUITICANE ITNE ... 0.7 0.1 — — 179 0.9 — —
New Zealand earthquake ............ccceerurninninnns — — 10.9 23 — — 15.4 0.8
Australian storms and Cyclone Yasi................... — — — — 7.0 0.3 — —
Chilean earthquake...........cccocovuerrrnnnnnnnenes — — — — — — 86.5 4.6
Windstorm Xynthia.........cccocevennieniinies — — — — — — 144 0.8
OFNET ..ottt 29.6 6.0 30.0 6.3 107.9 5.7 101.5 5.4

_ 2815 __52.7 points 40.9 8.6 points __ 1348 __36.7 points 217.8 __11.6 points

(1)  Net of reinstatement premiums.

Gross premiums written in the fourth quarter of 2011 increased by 11.9% to $532.2 from $475.5 in the fourth quarter of 2010 and
included increases of 26.3%, 8.3%, 11.0% (2.8% excluding the favourable impact of foreign currency translation) and 6.3% in the US
Insurance, Americas, EuroAsia and London Market divisions, respectively. Net premiums written of $477.2 in the fourth quarter of
2011 increased 9.7% from $434.9 in the fourth quarter of 2010 and reflected increased writings year-over-year across many of
OdysseyRe’s lines of business (including property, marine, tribal and commercial automobile lines of business) and also included
reinstatement premiums related to the Japan earthquake and tsunami and the impact of the timing of the renewal of certain
professional liability policies. Gross premiums written in 2011 increased by 11.7% to $2,420.7 from $2,167.6 in 2010 and included
increases of 21.7%, 12.8% (10.7% excluding the favourable impact of foreign currency translation), 6.0%, and 6.3% in the US
Insurance, EuroAsia, Americas and London Market divisions, respectively. Net premiums written of $2,089.7 in 2011 increased
12.7% from $1,853.6 in 2010 reflecting the same factors that affected the fourth quarter of 2011 net premiums written and also
included increased writings of crop insurance, partially offset by the cancellation of certain insurance business where rates were
considered inadequate and planned reductions in writings of casualty treaty lines of business. Net premiums earned during the fourth
quarter and year ended December 31, 2011 increased year-over-year by 12.0% and 6.9%, respectively as a result of the timing of the
earnings of net premiums written during 2011.
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Interest and dividend income in the fourth quarter of 2011 increased by $17.1 or 32.8% compared to the fourth quarter of 2010,
primarily reflecting decreased incentive management fees, increased interest and dividends earned on a larger average investment
portfolio year-over-year and increased share of profit of associates. The combination of the year-over-year deterioration in
underwriting profitability and an increase in net losses on investments (as set out in the table below), partially offset by an increase in
interest and dividend income produced a pre-tax loss before interest and other of $396.8 in the fourth quarter of 2011 compared to a
pre-tax loss before interest and other of $218.7 in the fourth quarter of 2010.

Interest and dividend income in 2011 increased by $10.6 or 4.3% in 2011 compared to 2010, primarily as a result of increased interest
and dividends earned on a larger average investment portfolio year-over-year and increased share of profit of associates, partially
offset by increased investment expenses related to total return swaps. The year-over-year deterioration in underwriting profitability
and the loss of $6.1 related to the repurchase of a portion of its unsecured senior notes (described below), partially offset by increased
net gains on investments (as set out in the table below) and a modest year-over-year increase in interest and dividend income,
produced pre-tax income before interest and other of $59.0 in 2011 compared to pre-tax income before interest and other of $233.9 in
2010.

Fourth guarter Year ended December 31,
2011 2010 2011 2010
Common stocks and equity derivatives (excluding equity hedges) ........ccoceverereiinienieieieieceee 5.9 249.2 (251.1) 253.0
EQUITY NBAGES ..ottt b ettt s e b et e st et et et s e e reereereerennn (276.9)  (281.0) 151.2 (327.9)
BONGS. ...t bbb bbbttt (61.2) (297.3) 416.7 1.1
PrEFEITEA STOCKS ...ttt b et 29.4 15.8 (0.6) (6.4)
CPI-HNKEA GEIIVALIVES ...ttt bbbt nbe 0.1) (28.0) (120.0) 19.8
FOMBIGN CUITEINCY ...ttt stttk b ettt s et et e s beste b et est et e e beebesaebe e enseteeneenenteeaeneen (41.0) (24.2) (52.7) (63.9)
Gain on diSPoSItioN OF ASSOCIALE .....c.vcviiiiiiiiieicr ettt sre b sre b — 18.7 — 18.7
(0107 SO U OTTES TS TOTESTTO TP T TP PP PP (0.1) 8.0 (1.5) (4.1)
Net gains (10SSES) 0N INVESTMENTS. .......cuiiiiieieiieeie ettt sbe e nes (344.0) (338.8) 142.0 (109.7)

OdysseyRe’s cash resources, excluding the impact of foreign currency translation, decreased by $85.0 in the fourth quarter of 2011
compared to a decrease of $426.4 in the fourth quarter of 2010. Cash used in operating activities was $44.0 in the fourth quarter of
2011, compared to cash provided by operating activities of $35.8 in the fourth quarter of 2010 (excluding operating cash flow activity
related to securities recorded as at FVTPL), with the year-over-year change primarily attributable to increased premium writings and
lower taxes paid in the fourth quarter of 2011, partially offset by higher loss payments.

OdysseyRe’s cash resources, excluding the impact of foreign currency translation, decreased by $559.1 in 2011 compared to an
increase of $147.9 in 2010. Cash provided by operating activities was $163.8 in 2011, compared to $92.2 in 2010 (excluding operating
cash flow activity related to securities recorded as at FVTPL), with the year-over-year change primarily attributable to increased
premium writings and a decrease in taxes paid in 2011.

During the second quarter of 2011, Fairfax paid down $47.9 on the outstanding balance of its revolving line of credit with OdysseyRe
to fund OdysseyRe’s repurchase of $42.2 aggregate principal amount (inclusive of $6.3 principal amount owned by Zenith National)
of its unsecured senior notes due in 2013 and for general corporate purposes.
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Reinsurance and Insurance — Other

For the quarters ended December 31, 2011 and 2010

2011
Group Re Advent  Polish Re Fairfax Brasil _Intercompany _ Total

Underwriting profit (10SS) .......ccveoveerereneiieesest e (40.0) (28.4) 0.2 (3.0) — 71.2

L0SS & LAE — aCCident Year.........ccccviiviviicccisccnees e 155.1% 159.7%  67.4% 73.3% — 136.9%

COMMISSIONS ...ttt 22.3% 25.3% 18.6% (0.8)% — 21.8%

UNderwriting XPENSES .......ccvvveviveeirreenieenneeesreenenes 0.8% 27.0% 8.4% 102.4% — 14.1%
Combined ratio — accident year..........c.ccoceeevnieniiennnne 178.2%  212.0% 94.4% 174.9% — 172.8%

Net (favourable) adverse development (8.1)% _ (45.6)% 4.9% (0.1)% — (17.1Y%
Combined ratio — calendar Year.........c.ccoccoereiiiene e 170.1% _166.4% 99.3% 174.8% — _155.1%
Gross Premiums WITEEN ....cccoveiiieirecieece e 46.2 27.4 24.1 33.6 (1.7) 123.6
Net premiums WIItteN ........oovovvreircenseerec e 44.2 15.5 215 12.2 — 934
Net premiums €arned..........ccovrvevverreiereeneereseesreeneees 57.1 42.6 254 4.1 — 129.2
Underwriting profit (10SS).......c.eovvvverrerinecreiesrccnenes (40.0) (28.4) 0.2 (3.0 — (71.2)
Interest and dividends............cooeovreinienncieneeesene 4.6 4.5 0.6 0.9 — 10.6
Operating income (10SS) .......oovrveerierreieneereees (35.4) (23.9) 0.8 (2.1) — (60.6)
Net gains (losses) on investments...........cc.ccoeevenenee (1.9) (8.7) 5.8 2.5 — (2.3)
Pre-tax income (loss) before interest and other (37.3) (32.6) 6.6 0.4 — (62.9)

2010
Group Re Advent Polish Re _Fairfax Brasil _Intercompany _ Total

Underwriting profit (I0SS) ........cccoveerirriseiieienee e (2.3) 15.9 1.2 (2.2) — 12.6

L0SS & LAE — aCCIdENt YA ........ciiieiieicieierie et 65.8% 57.7% 75.9% — — 65.0%

COMMISSIONS ..o 24.2% 27.7% 14.2% — — 23.5%

UNderwriting eXPENSES ......cc.cveeeuereriereenieeeesesee e 2.0% 26.1% 11.2% — — 12.6%
Combined ratio — accident year..........c.ccoceeeeevenirenncns 92.0%  111.5%  101.3% — — 101.1%

Net (favourable) adverse development 11.2% (52.0)% (7.9)% — — (11.0)%
Combined ratio — calendar Year ...........coccoeeeiinenc e 103.2% 59.5% 93.4% — — 90.1%
GroSS Premiums WITEEN ....o..oviiiiieicriere e e 55.9 27.3 14.2 19.5 (5.9) 111.0
Net premiums WEtteN .........ccoeviiiireiiieneeeee e 55.9 22.6 12.1 5.1 — 95.7
Net premiums €arned..........oceveerirenereneeseee s 70.0 394 17.8 1.1 — 128.3
Underwriting profit (10SS)........cceceririneiniineiineneene (2.3) 15.9 1.2 (2.2) — 12.6
Interest and diVidends...........ccococvriiniiiiiinc e 5.8 7.5 1.2 0.3 — 14.8
Operating inCOmMe (10SS) .......covviririniiieeccee e 35 234 24 (1.9) — 274
Net gains (losses) on iNVeStMents...........ccoeveveerenenenn (2.6) (36.1) (2.9) 1.5 — (40.1)
Pre-tax income (loss) before interest and other 0.9 (12.7) (0.5) (0.4) — 12.7
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For the years ended December 31, 2011 and 2010

2011
Group Re Advent _ Polish Re Fairfax Brasil _Intercompany _ Total

Underwriting Profit (10SS) .......coveererereneieeesese e (88.2) (100.7) (1.3) (10.5) — (206.7)

L0SS & LAE — aCCIUENE YEAT........ciieeiisiiisicireieereee e 118.7%  131.3% 73.3% 82.8% — 115.2%

COMMISSIONS ...t 23.2% 23.4% 19.2% (7.9)% — 21.9%

UNAErWriting XPENSES ...veeeueeieeieeiesteeieeeeeie st sie e sre e 1.6% 19.0% 7.9% 120.1% — 11.7%
Combined ratio — acCident YEar..........cccveveveeiesi e 1435%  173.7% 100.4% 195.0% — 148.8%

Net (favourable) adverse development............cccceoiiiiiinencinicnccene (3.7Y% _ (20.5)% 8.4% 2.6% — (7.9)%
ComDBINEd FatiO.......ccoiviiricicic e _139.8% _153.2% _108.8% 197.6% — 140.9%
GroSS Premiums WITEEN .......oooieiieeceeee e 184.5 326.1 105.2 102.8 72.3 646.3
NEt Premiums WEILEEN .......coiiiiiriiiciccrese e 180.7 193.9 87.7 22.3 — 484.6
NEt Premiums EArNEM........couerveieieiriere e 221.7 189.3 83.1 10.8 — 504.9
Underwriting profit (10SS) .......ccerverieiiirieniiireieesc e (88.2) (100.7) (7.3) (10.5) — (206.7)
Interest and diVIAeNdS..........ocovviriiiniiiic 234 18.1 4.0 1.9 — 47.4
Operating iNCOME (10SS) .......eiiriiriiiieieese e (64.8) (82.6) (3.3) (8.6) — (159.3)
Net gains (10SSes) 0N INVESIMENTS..........cciviiiriiciiire e (45.9) 55.8 9.3 2.9 — 22.1
Pre-tax income (loss) before interest and other ... (110.7) (26.8) 6.0 (5.7) — (137.2)

2010
Group Re Advent Polish Re _Fairfax Brasil _Intercompany Total

Underwriting profit (10SS) ........cccoveerriineiieenee s (8.2) (18.0) (3.0 (9.2) — 38.4

L0SS & LAE — aCCIdENt YEAI.......cociviiieiiieiecie et 72.8% 89.7% 79.7% — — 80.6%

COMMISSIONS ...ttt 24.8% 22.9% 17.0% — — 23.0%

UNAErWriting XPENSES ...c.veveriereetieiesierieie ettt 1.6% 15.5% 8.1% — — 9.6%
Combined ratio — acCident Year..........cccoeveiriiiiene e 99.2%  128.1%  104.8% — — 113.2%

Net (favourable) adverse development ...........cocevvverneneseinieensreens 4.1% (19.1% (0.4)% — — (6.0)%
Combined ratio — calendar Year..........coccoeieriiene e 103.3% _108.4%  104.4% — — 107.2%
Gross Premiums WHTEEN .......covvviiireiieeseereee s 243.3 318.9 81.7 35.0 50.9) 628.0
NEt Premiums WITEEEIN ......c.oiveiiiiiieeircee s 243.3 214.3 68.2 4.7 — 530.5
NEt Premiums EAMNEM........coveiiieieieeeie e 250.8 214.8 69.6 0.8 — 536.0
Underwriting profit (10SS) .......coveerirerereiieesc e (8.2) (18.0) (3.0) 9.2) — (38.4)
Interest and diVIAENS..........ccoreiriiniee e 24.4 16.7 3.0 0.9 — 45.0
Operating iNCOME (10SS) ....cveiueieeieieie et 16.2 (1.3) — (8.3) — 6.6
Net gains 0N INVESIMENTS ........oouiiiieiic e 72.4 (6.7) 0.2 4.9 — 70.8
Pre-tax income (loss) before interest and other ............ccoveeviveivicieninnns 88.6 (8.0 0.2 (3.4) — 77.4

In the fourth quarter of 2011, the Reinsurance and Insurance — Other segment produced a combined ratio of 155.1% and an
underwriting loss of $71.2, compared to a combined ratio of 90.1% and an underwriting profit of $12.6 in the fourth quarter of 2010.
Current period catastrophe losses totaled 56.8 combined ratio points ($73.9) in the fourth quarter of 2011 compared to 2.7 combined
ratio points ($3.5) in the fourth quarter of 2010 as set out in the table below. The fourth quarter of 2011 underwriting results included
17.7 combined ratio points ($22.8) of net favourable development of prior years’ reserves, principally at Advent ($19.4 — primarily
related to the World Trade Center claims) and at Group Re, partially offset by net adverse development at Polish Re. Fourth quarter
2010 underwriting results included 11.0 combined ratio points ($14.1) of net favourable development of prior years’ reserves,
comprising net favourable development at Advent ($20.5 — principally related to the World Trade Center claims) and at Polish Re,
partially offset by net adverse development at Group Re.

In 2011, the Reinsurance and Insurance — Other segment produced a combined ratio of 140.9% and an underwriting loss of $206.7,
compared to a combined ratio of 107.2% and an underwriting loss of $38.4 in 2010. Current period catastrophe losses totaled 49.1
combined ratio points ($247.7) in 2011 compared to 16.7 combined ratio points ($89.4) in 2010 as set out in the table below. The 2010
underwriting results also included 1.1 combined ratio points ($6.1) related to the Deepwater Horizon loss. The 2011 underwriting
results included 7.9 combined ratio points ($39.7) of net favourable development of prior years’ reserves, principally at Advent
($38.9) related to net favourable development across most lines of business and at Group Re ($8.2) related to reserve releases across a
number of cedants, partially offset by net adverse development of prior years’ reserves at Polish Re ($7.0) in its commercial
automobile line of business. The 2010 underwriting results included 6.0 combined ratio points ($32.4) of net favourable development
of prior years’ reserves, comprising net favourable development at Advent ($42.4 — principally related to the World Trade Center
claims) and at Polish Re, partially offset by net adverse development at Group Re.
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The following table sets out the impact of current period catastrophe losses on the underwriting results of the Reinsurance and
Insurance — Other segment, which principally affected the property catastrophe businesses of Advent and Group Re for the fourth
quarters and years ended December 31, 2011 and December 31, 2010 respectively:

Fourth quarter Year ended December 31,

2011 2010 2011 2010

Catastrophe Combined Catastrophe Combined Catastrophe Combined Catastrophe Combined

losses®”) ratio impact losses™ ratio impact losses® ratio impact losses™) ratio impact
Thailand floods .........ccovvrierriiiiccens 515 39.3 — — 51.5 10.0 — —
Japan earthquake and tsunami ............... 9.6 8.2 — —_ 87.1 16.9 — —
New Zealand (Christchurch) earthquake 5.9 3.4 — — 345 6.9 — —
U.S. tornados.........ccveevviecreuceeicenieeninens 3.1 1.7 — —_ 325 5.7 — —
Australian storms and Cyclone Yasi. 14 1.0 — — 195 38 — —
Denmark floods...........ccccoovvenene. 0.5 0.7 — — 10.4 2.0 — —
Hurricane Irene................ 0.3 — — — 6.7 12 — —
New Zealand earthquake — — 3.1) (3.9) — — 4.6 0.8
Chilean earthquake.......... — — 13 1.0 — — 50.7 9.4
Other ..o 1.6 25 5.3 5.6 5.5 2.6 34.1 __ 65

__139 __56.8 points __ 35 ___2.7 points _ 2477 _49.1 points __ 894 __16.7 points

(1)  Net of reinstatement premiums.

Gross premiums written by the Reinsurance and Insurance — Other segment increased by $12.6 or 11.4% in the fourth quarter of 2011
compared to the fourth quarter of 2010, primarily as a result of increased writings by Fairfax Brasil consistent with its business plan
and at Polish Re in its commercial automobile line of business, partially offset by a reduction in participation by Group Re on a quota
share reinsurance contract with Northbridge (described below). Gross premiums written by Advent in the fourth quarter of 2011 were
relatively flat year-over-year and included increased reinstatement premiums received in connection with certain of the catastrophe
losses experienced in 2011, partially offset by the planned non-renewal of certain insurance business where rates were considered
inadequate. Net premiums written by the Reinsurance and Insurance — Other segment decreased by $2.3 or 2.4% in the fourth quarter
of 2011 compared to the fourth quarter of 2010 primarily reflecting reinstatement premiums paid by Advent in connection with certain
of the catastrophe losses experienced in 2011 and the cost of purchasing excess of loss reinsurance protection for the start-up
operations of Fairfax Brasil, partially offset by the same factors which affected gross premiums written discussed above. Net
premiums earned increased nominally in the fourth quarter of 2011 compared to the fourth quarter of 2010.

Gross premiums written by the Reinsurance and Insurance — Other segment increased by $18.3 or 2.9% in 2011 compared to 2010
with increases reported at Fairfax Brasil, Polish Re and Advent, partially offset by decreased gross written premium by Group Re.
Increased gross premiums written by Fairfax Brasil remained consistent with its business plan. Gross premiums written by Polish Re
in 2011 increased by $23.5 or 28.8% on a year-over-year basis as a result of expanded premium volumes in the central and eastern
European regions primarily in its property and commercial automobile lines of business. Gross premiums written by Group Re
decreased by $58.8 or 24.2% in 2011 primarily as a result of an unearned premium portfolio transfer due to a reduction in participation
by Group Re on a quota share reinsurance contract (from 20% to 10% effective from January 1, 2011) that resulted in the return to
Northbridge of $42.3 of unearned premium which had previously been ceded to Group Re. Advent’s gross written premiums increased
by $37.3 or 12.9% year-over-year (after adjusting for the reinsurance-to-close premiums ($30.1) received in 2010 which did not recur
in 2011) primarily as a result of reinstatement premiums received in connection with certain of the catastrophe losses experienced in
2011. In addition to the factors which affected gross premiums written as discussed above, net premiums written and net premiums
earned by the Reinsurance and Insurance — Other segment in 2011 reflected reinstatement premiums paid by Advent in connection
with certain of the catastrophe losses experienced in 2011 and the cost of purchasing excess of loss reinsurance protection for the start-
up operations of Fairfax Brasil.

The year-over-year deterioration in underwriting profitability and decreased interest and dividend income (primarily as a result of a
change in the asset allocation of the investment portfolios of Group Re and Advent from bonds and into cash and short term
investments and the lower interest and dividend income earned on a smaller average investment portfolio year-over-year), partially
offset by decreased net losses on investments (as set out in the table below), produced a pre-tax loss before interest and other of $62.9
in the fourth quarter of 2011 compared to a pre-tax loss before interest and other of $12.7 in the fourth quarter of 2010. The year-over-
year deterioration in underwriting profitability, decreased net gains on investments (as set out in the table below) and stable interest
and dividend income, produced a pre-tax loss before interest and other of $137.2 in 2011 compared to pre-tax income before interest
and other of $77.4 in 2010.

Fourth guarter Year ended December 31,
2011 2010 2011 2010
Common stocks and equity derivatives (excluding equity hedges) ........cccceoerereneieieineneieen (5.4) 155 (60.7) 52.0
EQUITY NBAGES ...ttt sttt b st et e be et sttt et neens 0.2 (1.9) 1.9 (2.4)
BONGS. ...t bbb bbbttt (5.9) (48.6) 79.9 24.2
PrEFEITEA STOCKS ... vttt bbbttt 1.9 1.0 0.8) 0.9
CPI-HNKEA GEIIVALIVES .......ouiiiiieiiteieee ettt b e b ene e (0.6) (4.3) (9.8) (3.2)
FOTBIGN CUITEINCY ...ttt te b et e et e st e b e s besbe st et e se e st e b e ebesbense st et et eneeneans @7 (4.1) (0.5) (3.5)
Gain on diSPOSItioN OF BSSOCIALE .......ccueiviieieiirieriere e 7.0 2.1 7.0 2.1
L] 11T ST PSP TE TSRS PR ST SPO 2.6 0.2 51 0.6
Net gains (I0SSES) ON INVESTMENTS........ccciviveirieirieiieee ettt ss s s (2.3) (40.1) 22.1 70.8
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Runoff

Fourth quarter Year ended December 31,
2011 2010 2011 2010

GrOSS PrEMIUMS WITTEEN ....ouiiiiiiitiitete ettt sb bbbttt sb et (0.6) 0.7 122.0 2.5
INEL PIrEMIUMS WEITEEN ...ttt sttt ettt st et et e s e s e enesteebeste e e eneane e 0.6 0.9 120.3 3.0
NEt PIrEMIUMS BAMEM. ... c.eititeieteieet ettt bttt b e b b et b e bt bbbt e st b e 1.0 3.2 126.4 7.4
LLOSSES ON CIAIMS. ...ttt (13.9) (37.5) (178.0) (109.2)
OPEIALING EXPEINSES. ... veveitestiatestette e s e ste st et e s e ateate st e be st esteseebeatesbe b essesseseebesbesbe s essesseseabestebeeensaseans (13.6) (18.8) (85.9) (81.6)
INterest and AIVIAENAS..........oiiiee ettt sttt enas 27.7 26.7 109.9 115.3
OpPerating iNCOME (I0SS) ....c.veuieieiiieiere ettt sttt be st et seebesbesbe st s e s eneane e 1.2 (26.4) (27.6) (68.1)
Net gains (10SSES) ON INVESIMENTS.......c.ciuiiiitirieite ettt bbb bbbt (14.5) (93.6) 388.1 120.5

(13.3) (120.0) 360.5 52.4
Excess of fair value of net assets acquired over purchase PriCe............ccuvuvererierieisiesieseniesieeenens — (0.4) — 83.1
Pre-tax income (10SS) DEFOre INLEIESt ..........ooiiiie e (13.3) (120.4) 360.5 135.5

On December 31, 2011, Crum & Forster entered into a reinsurance agreement (the “Reinsurance Agreement”) pursuant to which
Runoff (Clearwater Insurance) effectively reinsured 100% of Crum & Forster’s net latent exposures through the cession to US Runoff
of substantially all of Crum & Forster’s liabilities for asbestos, environmental and other latent claims arising from policies with
effective dates on or prior to December 31, 1998 exclusive of workers’ compensation and surety related liabilities. Pursuant to the
Reinsurance Agreement, Crum and Forster transferred net insurance liabilities of $334.5 to Runoff and Runoff received $334.5 of
cash and investments as consideration from Crum & Forster for assuming those liabilities. The company’s management excludes the
effects of the Reinsurance Agreement in its assessment of the performance of Crum & Forster and Runoff and accordingly, the tables
above do not give effect to this transaction. Had the Reinsurance Agreement been reflected in the table above, gross premiums written,
net premiums written and net premiums earned would have increased by $334.5 and losses on claims would have increased by $334.5
with the result that Runoff’s operating loss would be unchanged in the fourth quarter and year ended December 31, 2011.

On July 1, 2011, the company reclassified the assets, liabilities and results of operations of Valiant, a wholly-owned subsidiary of First
Mercury, from the U.S. Insurance reporting segment to the Runoff reporting segment following the transfer of ownership of Valiant
from Crum & Forster to the TIG Group. Periods prior to July 1, 2011 have not been restated as the impact was not significant. On
January 1, 2011, the company reclassified the assets, liabilities and results of operations of Clearwater Insurance from the
Reinsurance — OdysseyRe reporting segment to the Runoff reporting segment following the transfer of ownership of Clearwater
Insurance from OdysseyRe to the TIG Group. Prior period comparative figures were restated to give effect to this transfer as of
January 1, 2010. Clearwater Insurance is an insurance company which has been in runoff since 1999. On January 1, 2011, the
company’s runoff Syndicate 3500 (managed by RiverStone (UK)) accepted the reinsurance-to-close of all of the liabilities of
Syndicate 376. This reinsurance-to-close transaction (effectively a loss reserve portfolio transfer) resulted in the receipt by Syndicate
3500 of $114.8 of cash and investments and $4.8 of other assets (primarily consisting of net insurance contract receivables) as
consideration (reported as premiums in the table above) for the assumption of net loss reserves of $119.6 (reported as losses on claims
in the table above). Prior to January 1, 2011, Syndicate 376 was unrelated to Fairfax and its affiliates. On August 17, 2010, the
company commenced consolidating the assets, liabilities and results of operations of GFIC following the completion of the acquisition
of all of the outstanding common shares of GFIC. The results of operations of GFIC since the acquisition were included in the Runoff
reporting segment.

The Runoff segment pre-tax loss before interest of $13.3 in the fourth quarter of 2011 (compared to a pre-tax loss before interest of
$120.4 in the fourth quarter of 2010), primarily reflected increased operating income of $1.2 (compared to an operating loss of $26.4
in the fourth quarter of 2010) and a year-over-year decrease in net losses on investments. Operating income in the fourth quarter of
2011 principally reflected the year-over-year impact of decreased operating expenses, lower losses on claims and stable interest and
dividend income. The decrease in operating expenses ($13.6 in the fourth quarter of 2011 compared to $18.8 in the fourth quarter of
2010) primarily reflected a release of provisions for uncollectible reinsurance recoverable balances on paid losses ($7.7), partially
offset by the inclusion of the operating expenses of Valiant, Clearwater and Syndicate 376 in the Runoff reporting segment (as
described above) and the year-over-year impact of the consolidation of the operating costs of GFIC. Losses on claims of $13.9 in the
fourth quarter of 2011 primarily reflected net adverse development of prior years’ reserves of $81.2 in US Runoff (principally related
to net strengthening of workers’ compensation and asbestos reserves), partially offset by net favourable development of $67.3 of prior
years’ reserves in European Runoff (primarily related to net favourable emergence of $58.5 across all lines at European Runoff and an
$8.8 decrease in provisions for uncollectible reinsurance recoverable balances). Losses on claims of $37.5 in the fourth quarter of
2010 was primarily impacted by net adverse development of prior years’ reserves of $81.4 in US Runoff (principally related to net
strengthening of workers’ compensation and asbestos reserves), partially offset by net favourable development of $43.9 of prior years’
reserves in European Runoff (principally related to $35.1 of net favourable development across all lines and net releases of
unallocated loss adjustment expense reserves of $15.8, partially offset by $13.3 of increases to provision for uncollectible reinsurance
recoverable balances). Interest and dividends increased to $27.7 in the fourth quarter of 2011 from $26.7 in the fourth quarter of 2010
primarily as a result of decreased incentive management fees and increased interest and dividends earned on the larger year-over-year
average investment portfolio as a result of the Runoff acquisitions and reinsurance-to-close transactions discussed above, partially
offset by the year-over-year decrease in Runoff’s share of profit of associates and increased expenses incurred in connection with total
return swaps (the equity hedges were included as a hedge of US Runoff’s equity exposure effective from June 2011). Net losses on
investments in the fourth quarters of 2011 and 2010 were comprised as set out in the table below.
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The Runoff segment pre-tax income before interest of $360.5 in 2011 (compared to pre-tax income before interest of $135.5 in 2010),
primarily reflected a year-over-year increase in net gains on investments and a decreased operating loss of $27.6 (compared to an
operating loss of $68.1 in 2010), partially offset by the benefit of the $83.1 excess of the fair value of net assets acquired over the
purchase price recorded by Runoff in 2010 related to the acquisition of GFIC. The decreased year-over-year operating loss in 2011
principally reflected lower losses on claims (after adjusting for $119.6 of losses on claims related to the reinsurance-to-close of
Syndicate 376 as described above), partially offset by a modest increase in operating expenses and decreased interest and dividends.
The increase in operating expenses ($85.9 in 2011 compared to $81.6 in 2010) primarily reflected the inclusion of the operating
expenses of Valiant, Clearwater and Syndicate 376 in the Runoff reporting segment (as described above) and the year-over-year
impact of the consolidation of the operating costs of GFIC, partially offset by a release of provisions for uncollectible reinsurance
recoverable balances on paid losses ($7.7). Losses on claims of $178.0 in 2011 primarily reflected net adverse development of prior
years’ reserves of $126.2 in US Runoff (principally related to net strengthening of workers’ compensation and asbestos reserves),
$119.6 of net loss reserves assumed by European Runoff in connection with the reinsurance-to-close of Syndicate 376, partially offset
by net favourable development of $67.8 of prior years’ reserves in European Runoff (primarily related to net favourable emergence of
$59.0 across all lines at European Runoff and an $8.8 decrease in provisions for uncollectible reinsurance recoverable balances).
Losses on claims of $109.2 in 2010 was primarily impacted by net adverse development of prior years’ reserves of $141.7 in US
Runoff (principally related to net strengthening of workers’ compensation and asbestos reserves), partially offset by net favourable
development of $32.5 of prior years’ reserves in European Runoff (principally related to $29.8 of net favourable development across
all lines and net releases of unallocated loss adjustment expense reserves of $9.7, partially offset by $13.3 of increases to provisions
for uncollectible reinsurance recoverable balances). Interest and dividends decreased to $109.9 in 2011 from $115.3 in 2010 primarily
as a result of the receipt of a non-recurring dividend on a common stock in 2010, the year-over-year decrease in Runoff’s share of
profit of associates and increased expenses incurred in connection with total return swaps (the equity hedges were included as a hedge
of US Runoff’s equity exposure effective from June 2011), partially offset by interest and dividends earned on the larger year-over-
year average investment portfolio as a result the Runoff acquisitions and reinsurance-to-close transactions discussed above. Net gains
on investments in 2011 and 2010 were comprised as set out in the table below. Runoff paid dividends to Fairfax of $125.0 (2010 — nil)
during 2011.

Fourth quarter Year ended December 31,
2011 2010 2011 2010
Common stocks and equity derivatives (excluding equity hedges) .........cocvererrinieniiieneiieenns (11.2) 78.1 (3.6) 117.9
EQUITY NEAGES ...ttt b et e st et e s e bttt sa e b e e et e s e e neebeebeeeennan (30.6) 9.2) 12.9 (11.3)
BONGS....c. bbb 27.8 (172.5) 393.8 (38.4)
CPI-linked and Other AeriVatiVES ...........ccoeiriiiierce e (3.4) (5.8) (14.6) 27.8
FOTBIGN CUITEINCY ....cveiviiieiteites ettt ettt ettt st et e et e s b et et et ess et e e b e st e sbe b e s enteteeneeseateareneen (3.1) 0.2) (4.5) (1.6)
Gains on sale of TIG Indemnity Company (described in NOte 21) .......ccccoviieiiieniieiicneeeee — — — 7.5
Gain on diSPoSItioN OF ASSOCIALE .......ecviiiiiiiieiecc ettt et sb et e b — 195 — 195
OBNT e 6.0 (3.5) 4.1 (0.9)
Net gains (10SSES) 0N INVESTMENTS. .......c.oiviiiieiiieieries et (14.5) (93.6) _388.1 120.5
Other®
Fourth quarter Year ended December 31,
2011 2010 2011 2010
REVENUE ...ttt 190.8 159.3 649.8 549.1
1<) TSSO (186.1) (151.4) (636.5) (538.7)
Pre-tax inCcome DefOre INtEreSt..... ... 4.7 7.9 13.3 10.4
INEEIESE EXPEINSE ...ttt b bbbt h bbbt e bt h e bbbt e b e e e e st (0.1) (0.1) (0.7) (0.6)
Pre-taX INCOME. ..ot 4.6 7.8 12.6 9.8

(1) These results differ from those published by Ridley Inc. primarily due to purchase accounting adjustments related to the acquisition of Ridley and the inclusion of
the results of operations of William Ashley and Sporting Life since their respective acquisition dates of August 16, 2011 and December 22, 2011.

The Other reporting segment is comprised of the results of operations of Ridley, William Ashley and Sporting Life. Ridley is one of
North America’s leading animal nutrition companies and operates in the U.S. and Canada. William Ashley (a prestige retailer of
exclusive tableware and gifts in Canada) and Sporting Life (a Canadian retailer of sporting goods and sports apparel) were included in
the Other reporting segment since their respective acquisition dates of August 16, 2011 and December 22, 2011, pursuant to the
transactions described in note 21 to the condensed consolidated financial statements for the fourth quarter and year ended
December 31, 2011.

Ridley’s sales and expenses fluctuate with changes in raw materials prices. Ridley’s revenues in the fourth quarter and year ended
December 31, 2011 of $177.3 and $635.0, respectively compared with revenues of $159.3 and $549.1 in the fourth quarter and year
ended December 31, 2010 respectively. The year-over-year increase in revenues is primarily the result of higher raw material prices.
Ridley’s expenses in the fourth quarter and year ended December 31, 2011 increased to $171.0 and $619.7 respectively compared to
expenses of $151.4 and $538.7 in the fourth quarter and year ended December 31, 2010 respectively. As with sales, the increase in
expenses is primarily the result of higher raw material prices in 2011. The remaining revenue and expenses included in the Other
reporting segment were comprised of the revenue and expenses of William Ashley and Sporting Life.
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Other Elements of Net Earnings

Consolidated interest and dividend income of $157.6 in the fourth quarter of 2011 increased 0.3% or $0.5 compared to the fourth
quarter of 2010 (after excluding the year-over-year impact of the consolidation of GFIC, Pacific Insurance and First Mercury of $0.1),
primarily as a result of decreased investment expenses and lower interest on funds withheld payable to reinsurers, partially offset by a
modest decrease in interest and dividend income earned and increased investment expenses incurred in connection with total return
swaps. The company’s consolidated share of loss of associates was $9.9 in the fourth quarter of 2011 compared to its share of profit of
associates of $18.1 in the fourth quarter of 2010, with the change principally related to the year-over-year increase of $30.3 in the
company’s share of the loss of ICICI Lombard which was primarily as a result of reserve strengthening related to ICICI Lombard’s
pro-rata share of the Indian non-voluntary motor pool. Consolidated interest and dividend income of $628.9 in 2011 decreased 6.9%
or $46.6 compared to 2010 (after excluding the year-over-year impact of the consolidation of Zenith National, GFIC, First Mercury
and Pacific Insurance of $15.5, $15.2, $7.0 and $2.7 respectively), primarily as a result of increased investment expenses incurred in
connection with total return swaps (total return swap investment expense was $140.3 in 2011 compared to $86.1 in 2010), partially
offset by a modest increase in interest and dividend income earned. The consolidated share of profit of associates was $1.8 in 2011
compared to $46.0 in 2010, with the decrease principally related to the year-over-year increase of $55.6 in the company’s share of the
losses of ICICI Lombard as discussed above.

Net losses on investments of $914.9 in the fourth quarter of 2011 (net losses on investments of $887.9 in the fourth quarter of 2010)
and net gains of $691.2 in 2011 (net losses on investments of $3.0 in 2010) were comprised as shown in the following tables:

Fourth quarter

2011 2010
Mark-to-market Mark-to-market
Inception-to-date (Gains) losses Gains (losses) Inception-to-date (Gains) losses Gains (losses)
realized gains recognized in prior arising on realized gains recognized in arising on
(losses) on positions periods on positions Net gains (losses) on prior periods on positions Net gains
closed or sold in positions closed or  remaining open at (losses) on positions closed or positions closed remaining open at (losses) on
the period sold in the period end of period investments sold in the period  or sold in the period end of period investments

Net gains (losses) on investments:
COMMON SEOCKS ...ovoveeeiciiiie e 6.6 0.9 (150.4) (142.9) 62.7 (50.8) 362.8 3747

Preferred stocks — convertible — — 67.1 67.1 — — 47.3 47.3
Bonds — convertible..................... — — 28.4 28.4 (221.9) 270.1 45.0 93.2
Gain on disposition of associate™ .. 7.0 — — 7.0 77.9 — — 77.9
Other equity derivatives®............... (0.8) — 87.2 86.4 10.6 (7.0) 198.6 202.2
Equity and equity-related holdings... . 12.8 0.9 32.3 46.0 (70.7) 212.3 653.7 795.3
Economic equity Nedges .........c.cceueueerurirernennenneeeceienns — — (779.3) (779.3) — — (763.6) (763.6)
Net pre-tax effect of economic equity hedging program... 12.8 0.9 (747.0) (733.3) (70.7) 212.3 (109.9) 31.7
BONGS .vvvvvovvvesssvssessssesssssssssssssessssssse s 3317 (270.2) (160.4) (98.9) 164.8 (59.5) (885.8) (780.5)
Preferred stocks ...... . — — 0.4 0.4 15 0.1 (1.4) 0.2
CPI-linked derivativ — — 0.1 0.1 — — (61.5) (61.5)
Other derivatives..... 0.1 (3.2) (16.3) (19.4) (3.1) 3.2 (30.7) (30.6)
Foreign currency. . 1.6 (11.9) (62.6) (72.9) (54.3) 37.6 (35.1) (51.8)
OLNEE ..t 10.6 — (1.5) 9.1 4.5 0.1 — 4.6
356.8 (284.4) (987.3) (914.9) 42.7 193.8 (1,124.4) (887.9)

Net gains (losses) on bonds is comprised as follows:
Government DONGS ..o 3315 (270.1) (207.6) (146.2) 5.8 (1.0) (375.5) (370.7)
U.S. states and municipalities.... . 0.2 — 30.4 30.6 11 — (494.9) (493.8)
Corporate and Other............ccoocvrieiincee e — (0.1) 16.8 16.7 157.9 (58.5) (15.4) 84.0
331.7 (270.2) (160.4) (98.9) 164.8 (59.5) (885.8) (780.5)

(1) On December 30, 2011, Polish Re, a wholly owned subsidiary of the company sold all of its interest in Polskie Towarzystwo Ubezpiezen S.A. (“PTU”) and
received cash consideration of $10.1 (34.7 million Polish zloty) and recorded net gains on investments of $7.0. On December 17, 2010, the company decreased its
ownership of International Coal Group, Inc. (“ICG”) from 22.2% to 11.1% and received cash consideration of $163.9 and recorded net gains on investments of
$77.9, pursuant to the transaction described in note 5 to the condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011.

(2) Other equity derivatives include equity total return swaps-long positions, equity call options and warrants.
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Year ended December 31

2011 2010

Mark-to-market Mark-to-market
Inception-to-date (Gains) losses Gains (losses) Inception-to-date (Gains) losses Gains (losses)
realized gains recognized in prior arising on realized gains recognized in arising on
(losses) on positions periods on positions Net gains (losses) on prior periods on positions Net gains
closed or sold in positions closed or  remaining open at (losses) on positions closed or positions closed remaining open at (losses) on
the period sold in the period end of period investments  _sold in the period  or sold in the period end of period investments
Net gains (losses) on investments:
COMMON SEOCKS ... 491.6 (240.9) (1,025.5) (774.8) 4447 (347.4) 480.0 577.3
Preferred stocks — convertible..... — — (5.2) (5.2) — — (18.6) (18.6)
Bonds — convertible..................... 43.1 16.3 (35.9) 235 (266.7) 337.0 17.8 88.1
Gain on disposition of associate® .. 7.0 — — 7.0 77.9 — — 77.9
Other equity derivatives®............... 161.9 (140.4) (64.8) (43.3) 13.7 0.2 166.8 180.7
Equity and equity-related holdings... 703.6 (365.0) (1,131.4) (792.8) 269.6 (10.2) 646.0 905.4
Economic equity Nedges ...........ceeueueerurirerinnnenreeeceienns — — 413.9 413.9 — — (936.6) (936.6)
Net pre-tax effect of economic equity hedging program... 703.6 (365.0) (717.5) (378.9) 269.6 (10.2) (290.6) (31.2)
Bonds 424.6 48.1 806.0 1,278.7 564.3 (185.6) (303.0) 75.7
Preferred stocks .. 0.9 (1.1) .7 (1.9) 1.6 (0.3) 55 6.8
CPI-linked deriva — — (233.9) (233.9) — — 28.1 28.1
Other derivatives. 10.8 13.0 25.6 49.4 (21.0) 36.8 (12.9) 2.9
Foreign currency. (64.5) 49.3 (19.2) (34.4) (179.0) 100.9 (29.6) (107.7)
OLNEE <. 13.0 — (0.8) 12.2 174 5.0 — 22.4
1,088.4 (255.7) (141.5) 691.2 652.9 (53.4) (602.5) (3.0)
Net gains (losses) on bonds is comprised as follows:
Government DONGS ... 354.6 100.8 297.7 753.1 202.8 (75.0) (142.5) (14.7)
U.S. states and municipalities.. (2.0) 0.4 644.3 642.7 58.1 (45.4) (212.0) (199.3)
Corporate and Other............ccocvrieiinrceee e 72.0 (53.1) (136.0) (117.1) 3034 (65.2) 51.5 289.7
4246 48.1 806.0 1,278.7 564.3 (185.6) (303.0) 75.7

(1) On December 30, 2011, Polish Re, a wholly owned subsidiary of the company sold all of its interest in Polskie Towarzystwo Ubezpiezen S.A. (“PTU”) and
received cash consideration of $10.1 (34.7 million Polish zloty) and recorded net gains on investments of $7.0. On December 17, 2010, the company decreased its
ownership of International Coal Group, Inc. (“ICG”) from 22.2% to 11.1% and received cash consideration of $163.9 and recorded net gains on investments of
$77.9, pursuant to the transaction described in note 5 to the condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011.

(2) Other equity derivatives include equity total return swaps-long positions, equity call options and warrants.

The company uses short equity and equity index total return swaps to economically hedge equity price risk associated with its equity
and equity-related holdings. In 2011, the company’s economic equity hedging program produced a net loss of $378.9 (2010 — $31.2)
despite the notional amount of the company’s economic equity hedges being closely matched to the fair value of the company’s equity
and equity-related holdings (equity hedges represented 104.6% of the company’s equity and equity-related holdings ($6,822.7) at
December 31, 2011). In 2011, the impact of basis risk was pronounced compared to prior periods as the performance of the company’s
equity and equity-related holdings lagged the performance of the economic equity hedges used to protect those holdings. The
company’s economic equity hedges are structured to provide a return which is inverse to changes in the fair values of the Russell 2000
index (decreased 5.5% in 2011), the S&P 500 index (decreased nominally in 2011) and certain individual equity securities (decreased
by 12.6% on a weighted average basis in 2011). The majority of the net loss of $378.9 related to the company’s economic hedging
program in 2011 is unrealized and it is the company’s expectation that over the long term and consistent with its historical investment
performance, the company’s equity and equity-related holdings will outperform the broader equity indexes, with the result that the net
loss related to the company’s economic hedging program recorded in 2011 (or a portion thereof) will reverse in future periods. During
the fourth quarter of 2011, the company’s economic equity hedging program produced a net loss of $733.3 (2010 — net gain of $31.7)
for substantially the reason described above for 2011, with an even greater impact of the non-correlated performances described
above. Refer to the analysis in note 22 (Financial Risk Management) under the heading of Market Price Fluctuations in the company’s
condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011 for a discussion of the
company’s economic hedge of equity price risk.

Net gains on bonds in 2011 of $1,278.7 (2010 — $75.7) included net realized gains of $270.9 (2010 — $71.2) on U.S. treasury bonds
(calculated on the basis of amortized cost) with the remainder primarily comprised of net mark-to-market gains on U.S. treasury, U.S.
state and municipal bonds, reflecting the impact of declining interest rates during 2011 on the company’s fixed income portfolio. The
company’s investment in CPl-linked derivative contracts produced an unrealized loss of $233.9 in 2011 (2010 — $28.1 unrealized
gain) primarily as a result of increases in the values of the CPI indexes underlying those contracts (those contracts are structured to
benefit the company during periods of decreasing CPI index values).

Consolidated interest expense decreased 1.3% to $52.2 in the fourth quarter of 2011 from $52.9 in the fourth quarter of 2010,
primarily as a result of the repurchases during the second quarter of 2011 of $298.2, $323.8 and $35.9 principal amounts of Fairfax,
Crum & Forster and OdysseyRe unsecured senior notes respectively, partially offset by the company’s issuances during the second
quarter of 2011 of $500.0 and Cdn$400.0 of its unsecured senior notes and interest expense on First Mercury’s trust preferred
securities (assumed in the first quarter of 2011) net of subsequent redemptions and repurchases of those securities. Consolidated
interest expense increased 9.5% to $214.0 in 2011 from $195.5 in 2010, primarily reflecting the same factors discussed above and also
included the year-over-year increase to interest expense following the company’s second quarter 2010 issuance of Cdn$275.0 of its
senior unsecured notes, the year-over-year increase in interest expense on the TIG Note issued in connection with the acquisition of
GFIC in the third quarter of 2010 and on the redeemable debentures of Zenith National (assumed in the second quarter of 2010) net of
subsequent repurchases of those securities. Transactions in the long term debt of the company are more fully described in note 15 to
the condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011. Consolidated interest
expense was comprised of the following:
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Fourth quarter Year ended December 31,

2011 2010 2011 2010
e 1L -V SRRSO 40.2 32.8 152.7 125.9
Crum & Forster (including $0.9 and $3.8 in the fourth quarter and year ended December 31,

2011 respectively related t0 FirSt MEICUIY).....cooiiieieiiiiie ettt 0.9 7.1 15.0 28.3
ZENTTN NALIONAL ...ttt b et b e e et et b e b et sbesee e eneeneas 0.8 0.8 3.3 2.5
OdysseyRe 6.8 7.7 28.9 305
Ao 1Yo OSSPSR 11 1.2 45 45
o LU0 1 ) PSS 2.3 3.2 8.9 3.2
RIGIEY ..ttt b ettt ettt R et b ettt ne e ne s 0.1 0.1 0.7 0.6

52.2 52.9 214.0 195.5

Corporate overhead and other consists of the expenses of all of the group holding companies, net of the company’s investment
management and administration fees and the investment income, including net investment gains and losses, earned on holding
company cash and investments, and is comprised of the following:

Fourth quarter Year ended December 31,
2011 2010 2011 2010
FairfaX corporate OVEINEAA ...........coviiiiiiie ettt et b et 23.8 25.0 115.2 84.2
Subsidiary holding companies’ corporate overhead 16.2 19.7 95.0 71.0
Holding company interest and dividends...........ccccvvvierineieiinieseseseeeeeee (1.5) 0.3 (6.3 (17.2)
Holding company net (gains) losses on investments 161.8 49.9 (98.5) 115.2
Investment management and administration fEeS ............coiriiiiiiiii e (11.8) (23.9) (73.0) (65.7)
188.5 71.0 32.4 187.6

Fairfax corporate overhead expense in the fourth quarter of 2011 of $23.8 compared to $25.0 in the fourth quarter of 2010 was
relatively stable on a year-over-year basis. Subsidiary holding companies’ corporate overhead expense in the fourth quarter of 2011
decreased to $16.2 from $19.7 in the fourth quarter of 2010, primarily as a result of lower charitable donations made by the operating
companies (the amount of charitable donations of operating companies is principally determined as a percentage of each operating
companies’ earnings before income taxes) and decreased compensation expenses, partially offset by restructuring charges incurred at
Northbridge ($5.9) in connection with its recent announcement to combine three of its operating subsidiaries under a single brand
(Northbridge Insurance). Interest and dividends earned on holding company cash and investments of $1.5 improved modestly in the
fourth quarter of 2011 compared to the fourth quarter of 2010 as a result of increased dividend income and share of profit of
associates, partially offset by increased expenses incurred in connection with total return swaps. Net gains and losses on investments
at the holding company were comprised as shown in the table below. Investment management and administration fees decreased to
$11.8 in the fourth quarter of 2011 from $23.9 in the fourth quarter of 2010 primarily as a result of lower incentive fees earned on a
year-over-year basis.

Fairfax corporate overhead expense in 2011 increased to $115.2 from $84.2 in 2010, primarily as a result of increased legal expenses
in 2011 and a non-recurring recovery of a corporate reinsurance recoverable in 2010 which was fully provided for in a prior period.
Subsidiary holding companies’ corporate overhead expense in 2011 increased to $95.0 from $71.0 in 2010, primarily as a result of
non-recurring personnel costs at Northbridge, Zenith National and Advent, restructuring charges incurred at Northbridge ($18.4) in
connection with its recent announcement to combine three of its operating subsidiaries under a single brand (Northbridge Insurance)
and restructuring charges incurred at Crum & Forster ($6.2) related to the integration of First Mercury, partially offset by lower
charitable donations made by the operating companies (as discussed above). Interest and dividends earned on holding company cash
and investments of $6.3 decreased in 2011 compared to 2010 as a result of increased expenses incurred in connection with total return
swaps partially offset by increased interest income earned on fixed income investments and increased share of profit of associates. Net
gains and losses on investments at the holding company were comprised as shown in the table below. Investment management and
administration fees increased to $73.0 in 2011 from $65.7 in 2010 primarily as a result of the incremental management fees earned as
a result of the consolidation of Zenith National and GFIC. In addition, the corporate and other reporting segment included a $41.6 net
loss related to the repurchase of $298.2 principal amount of Fairfax unsecured senior notes pursuant to the transaction described in
note 15 to the company’s condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011.

Fourth guarter Year ended December 31,
2011 2010 2011 2010
12.4 48.2 (38.9) 65.0
(160.2) (131.3) 118.5 (194.3)
(14.8) 38.7 16.5 26.3
11.3 7.4 1.7 (11.8)
(0.2) 3.6 (0.9) 6.6
(10.3) (16.5) 1.6 (7.0)

(161.8) _(49.9) 98.5 (115.2)

The effective income tax rate of 34.1% in the fourth quarter of 2011 differed from the company’s Canadian statutory income tax rate
of 28.3% primarily as a result of the effect of losses incurred in jurisdictions where the corporate income tax rate differed from the
company’s statutory income tax rate, the effect of non-taxable investment income in the U.S. tax group (including dividend income
and interest on bond investments in U.S. states and municipalities) and the recognition of the benefit of previously unrecorded
accumulated income tax losses. The $56.5 recovery of income taxes in 2011 differed from the income tax recovery that would be
determined by applying the company’s Canadian statutory income tax rate of 28.3% to the loss before income taxes of $8.7 primarily
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as a result of the effect of non-taxable investment income in the U.S. tax group (including dividend income and interest on bond
investments in U.S. states and municipalities), the recognition of the benefit of previously unrecorded accumulated income tax losses,
partially offset by the effect of income earned in jurisdictions where the corporate income tax rate differed from the company’s
statutory income tax rate.

The effective income tax rate of 44.4% in the fourth quarter of 2010 differed from the company’s Canadian statutory income tax rate
of 31.0% primarily as a result of income earned in jurisdictions where the corporate income tax rate differed from the company’s
statutory income tax rate, the recognition of the benefit of previously unrecorded accumulated income tax losses and the effect of non-
taxable investment income (including dividend income and interest on bond investments in U.S. states and municipalities, and capital
gains in Canada which are only 50.0% taxable), partially offset by the impact of the resolution of certain income tax matters from
previous years. The $186.9 recovery of income taxes in 2010 differed from the income tax provision that would be determined by
applying the company’s Canadian statutory income tax rate of 31.0% to the earnings before income taxes of $151.1 primarily as a
result of income earned in jurisdictions where the corporate income tax rate is lower than the company’s statutory income tax rate, the
effect of non-taxable investment income (including dividend income and interest on bond investments in U.S. states and
municipalities, and capital gains in Canada which are only 50.0% taxable), the recognition of the benefit of previously unrecorded
accumulated income tax losses and the excess of the fair value of net assets acquired over the purchase price in respect of the GFIC
acquisition which is not taxable ($28.5), partially offset by withholding taxes paid on an intercompany dividend from the U.S. to
Canada.

The attribution of net earnings (loss) to the non-controlling interests in the consolidated statements of earnings is comprised as
follows:

Fourth quarter Year ended December 31,
2011 2010 2011 2010
1o ][ OSSR 1.0 1.2 2.1 13
YL - N AN T DTSR URR USSP (0.3) 0.1 0.6 0.9
0.7 1.3 2.7 2.2

Financial Condition

Holding company cash and investments at December 31, 2011 totaled $1,026.7 ($962.8 net of $63.9 of holding company short sale
and derivative obligations), compared to $1,540.7 at December 31, 2010 ($1,474.2 net of $66.5 of holding company short sale and
derivative obligations). Significant cash movements at the Fairfax holding company level during 2011 included the following
outflows — the payment of $766.8 (inclusive of $39.7 paid to Zenith National) to repurchase Fairfax, Crum & Forster and OdysseyRe
unsecured senior notes as described in note 15 to the condensed consolidated financial statements for the fourth quarter and year ended
December 31, 2011 (funding from the holding company was provided to Crum & Forster through a second quarter capital contribution
($359.3) and to OdysseyRe through a reduction of an outstanding balance on an intercompany revolving line of credit ($47.9)), the
payment of $294.3 in respect of the company’s acquisition of First Mercury (the holding company’s investment in First Mercury of
$294.3 plus additional cash of $31.0 was contributed to Crum & Forster during the first quarter of 2011), the capital contribution of
$85.0 made to Fairfax Asia to facilitate the acquisition of 100% of Pacific Insurance ($71.5) and to fund the participation in an ICICI
Lombard rights offering ($19.8), the payment of $30.8 (Cdn$31.5 million) in respect of the company’s acquisition of Sporting Life
and the payment of $257.4 of common and preferred share dividends; and the following inflows — the receipt of $493.9 of net
proceeds on the issuance of $500.0 principal amount of 5.80% unsecured senior notes due 2021, the receipt of $405.6 (Cdn$396.0) of
net proceeds on the issuance of Cdn$400 principal amount of 6.40% unsecured senior notes due 2021, $309.1 of dividends (received
from Crum & Forster ($104.0), Runoff ($125.0), Zenith National ($36.7) and associates ($43.4, primarily $37.1 received from
Cunningham Lindsey Group)) and the receipt of $112.4 of holding company corporate income tax refunds. The carrying values of
holding company investments vary with changes in the fair values of those securities.

Subsidiary cash and short term investments increased by $2,685.3 to $6,199.2 at December 31, 2011 from $3,513.9 at December 31,
2010, with the increase primarily attributable to the reinvestment into cash and short term investments of the majority of proceeds of
$1,673.7 received on the sales of U.S. treasury bonds, cash received in connection with the quarterly reset provisions of short equity
and equity index total return swaps, the consolidation of the cash and short term investments of First Mercury ($148.4) and Pacific
Insurance ($23.2) and net cash provided by operating activities, partially offset by the payment of dividends to Fairfax of $265.7 and
the payment of $30.0 of subsidiary corporate income taxes.

Consolidated cash resources decreased by $44.5 during the fourth quarter of 2011 (excluding the impact of foreign currency
translation) primarily as a result of $74.6 of cash used in operating activities (excluding $147.6 of cash provided by the sale of
securities classified as at FVTPL), $23.6 of cash used in financing activities (including the payment of $12.6 of preferred share
dividends and $8.1 of subordinate voting shares purchased for treasury) and $93.9 of cash used in investing activities. Consolidated
cash resources, decreased by $395.6 during the fourth quarter of 2010 (excluding the impact of foreign currency translation) primarily
as a result of $67.2 of cash used in operating activities (excluding $663.2 of cash used to purchase securities classified as at FVTPL),
partially offset by $177.8 of cash provided by financing activities (including the issuance of Cdn$300.0 par value of Series | preferred
shares for net proceeds of $286.0 (Cdn$290.8), partially offset by $70.6 of cash used by OdysseyRe to redeem its Series A and B
preferred shares as described in note 16 to the company’s condensed consolidated financial statements for the fourth quarter and year
ended December 31, 2011 and $12.8 of preferred share dividends paid), and $157.0 of cash provided by investing activities.
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Consolidated cash resources decreased by $1,315.8 during 2011 (excluding the impact of foreign currency translation) primarily as a
result of $198.1 of cash used in financing activities (including the payment of $727.1 to repurchase Fairfax, Crum & Forster and
OdysseyRe unsecured senior notes, the payment of $257.4 of common and preferred share dividends, $26.0 of subordinate voting
shares purchased for treasury, the net repayment of $41.9 of subsidiary indebtedness (principally related to First Mercury) and $26.7
of cash consideration paid to redeem $25.0 principal amount of First Mercury’s trust preferred securities, partially offset by the
issuance of $500.0 principal amount of 5.80% unsecured senior notes due 2021 for net proceeds of $493.9 and the issuance of
Cdn$400.0 principal amount of 6.40% unsecured senior notes due 2021 for net proceeds of $405.6 (Cdn$396.0)), partially offset by
$33.2 of cash provided by operating activities (excluding $1,254.7 of cash used to purchase securities classified as at FVTPL) and
$103.8 of cash provided by investing activities (including net cash acquired of $355.8 with respect to the acquisitions of First
Mercury, partially offset by net purchases of investments in associates (primarily investments in certain limited partnerships and
participation in an ICICI Lombard rights offering) and net cash of $49.5 and $29.8 used to acquire Pacific Insurance and a 75.0%
interest in Sporting Life respectively). Consolidated cash resources increased by $1,104.9 during 2010 (excluding the impact of
foreign currency translation) primarily as a result of $11.1 of cash provided by operating activities (excluding $1,028.4 of cash
provided by the sale of securities classified as at FVTPL) and $773.7 of cash provided by financing activities (including the issuance
of Cdn$300 par value of Series | preferred shares for net proceeds of $286.0 (Cdn$290.8), the issuance of Cdn$250.0 par value of
Series G preferred shares for net proceeds of $233.8 (Cdn$242.2), the issuance of Cdn$200 par value of Series E preferred shares for
net proceeds of $181.4 (Cdn$193.5), the issuance of subordinate voting shares for net proceeds of $199.8 and the issuance of
Cdn$275.0 par value of 7.25% unsecured notes due 2020 for net proceeds of $267.1 (Cdn$272.5), partially offset by $232.2 of
common and preferred share dividends paid, $26.8 related to purchases of shares for treasury and $27.7 of repayment of long term
debt primarily by Zenith National), partially offset by $708.3 of cash used in investing activities (which included cash used in the
company’s acquisition of Zenith National and its investment in 41.3% of Gulf Insurance, partially offset by net cash acquired with
respect to the acquisition of GFIC). Notes 6 and 21 to the company’s condensed consolidated financial statements for the fourth
quarter and year ended December 31, 2011 describe the company’s investments in associates and acquisitions during the periods
discussed above.

The net $258.8 increase in insurance contract receivables to $1,735.4 at December 31, 2011 from $1,476.6 at December 31, 2010
related primarily to increased premiums receivable at OdysseyRe ($141.4), Advent ($21.0), Zenith National ($29.0) and Fairfax Brasil
($36.7) principally as a result of growth in premium volumes, the consolidation of the insurance contract receivables of First Mercury
($26.7) and Pacific Insurance ($10.5), and $3.6 of insurance contract receivables acquired in connection with the reinsurance-to-close
of Syndicate 376.

The net $441.1 increase in recoverable from reinsurers to $4,198.1 at December 31, 2011 from $3,757.0 at December 31, 2010
primarily related to the consolidation of the recoverable from reinsurers of First Mercury ($330.5) and Pacific Insurance ($43.6), $81.7
of recoverable from reinsurers acquired in connection with the reinsurance-to-close of Syndicate 376, the effects of losses ceded to
reinsurers by OdysseyRe, Advent and Group Re related to the Japan earthquake and tsunami and the New Zealand (Christchurch)
earthquake and increased business volume at Fairfax Asia and Fairfax Brasil, partially offset by continued progress by Runoff in
collecting and commuting its remaining reinsurance recoverable balances.

The net $1,182.9 increase in provision for losses and loss adjustment expenses to $17,232.2 at December 31, 2011 from $16,049.3 at
December 31, 2010 primarily related to the consolidation of the provision for losses and loss adjustment expenses of First Mercury
($789.4) and Pacific Insurance ($53.0), $160.5 of provision for losses and loss adjustment expenses assumed in connection with the
reinsurance-to-close of Syndicate 376, the effects of significant catastrophe losses incurred by OdysseyRe, Advent and Group Re
related to the Japan earthquake and tsunami, the Thailand floods and the New Zealand (Christchurch) earthquake and increased
business volume at Fairfax Asia, partially offset by continued progress by Runoff in settling claims and the effects of the soft
underwriting cycle and competitive market conditions at Crum & Forster.

Portfolio investments comprise investments carried at fair value and equity accounted investments (at December 31, 2011, the latter
primarily included the company’s investments in Gulf Insurance, ICICI Lombard, Cunningham Lindsey Group, The Brick and other
partnerships and trusts), the aggregate carrying value of which was $23,466.0 at December 31, 2011 ($23,359.7 net of subsidiary short
sale and derivative obligations), compared to an aggregate carrying value at December 31, 2010 of $21,976.2 ($21,825.8 net of
subsidiary short sale and derivative obligations). The net $1,533.9 increase in the aggregate carrying value of portfolio investments
(net of subsidiary short sale and derivative obligations) at December 31, 2011 compared to December 31, 2010 primarily reflected net
unrealized appreciation of bonds (principally U.S. treasury and U.S. state and municipal bonds), net unrealized appreciation related to
the company’s equity hedges, the consolidation of the investment portfolios of First Mercury and Pacific Insurance ($163.8 and $81.2
respectively at December 31, 2011) and net cash provided by the operating activities of the company’s insurance and reinsurance
operations, partially offset by net unrealized depreciation related to the company’s equity and equity-related holdings, the payment of
dividends to Fairfax and the unfavourable impact of foreign currency translation. Major movements in portfolio investments in 2011
included the following: subsidiary cash and short term investments including cash and short term investments pledged for short sale
and derivative obligations increased by $2,809.4, primarily reflecting the sale of approximately 51.4% of the company’s holdings of
U.S. treasury bonds (measured using amortized cost) with the $1,673.7 of proceeds from the sales retained in cash or reinvested into
short term investments, net cash received in connection with the reset provisions of the company’s long and short equity and equity
index total return swap derivative contracts and the consolidation of the cash and short term investments of First Mercury and Pacific
Insurance. Bonds decreased by $860.4, primarily reflecting the sale of U.S. treasury bonds (discussed above), partially offset by net
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unrealized appreciation principally related to U.S. treasury and U.S. state and municipal bonds and the consolidation of the bond
portfolios of First Mercury and Pacific Insurance. Common stocks decreased by $470.2, primarily reflecting net unrealized
depreciation of common stocks, partially offset by purchases of certain limited partnerships. The increase of $216.4 related to
investments in associates primarily reflected investments made in certain limited partnerships and the cashless exercise of The Brick
warrants as described in note 6 to the condensed consolidated financial statements for the fourth quarter and year ended December 31,
2011. Derivatives and other invested assets net of short sale and derivative obligations decreased $140.7 principally as a result of net
unrealized depreciation related to CPI-linked derivatives and the effect of the cashless exercise of The Brick warrants (referred to
above), partially offset by decreased net liabilities payable to counterparties to the company’s long and short equity and equity index
total return swap and foreign exchange forward derivative contracts and the purchase of additional CPI-linked derivatives during the
first quarter of 2011.

The company holds significant investments in equities and equity-related securities, which the company believes will significantly
appreciate in value over time. At December 31, 2011, the company had aggregate equity and equity-related holdings of $6,822.7
(comprised of common stocks, convertible preferred stocks, convertible bonds, certain investments in associates and equity-related
derivatives) compared to aggregate equity and equity-related holdings at December 31, 2010 of $7,589.4. The market value and the
liquidity of these investments are volatile and may vary dramatically either up or down in short periods, and their ultimate value will
therefore only be known over the long term or on disposition. As a result of volatility in the equity markets and international credit
concerns, the company protected its equity and equity-related holdings against a potential decline in equity markets by way of short
positions effected through equity index total return swaps, including short positions in certain equities, the Russell 2000 index and the
S&P 500 index as set out in the table below. At December 31, 2011, equity hedges with a notional amount of $7,135.2 represented
104.6% of the company’s equity and equity-related holdings (80.2% at December 31, 2010). The excess of the equity hedges over the
company’s equity and equity-related holdings at December 31, 2011 arose principally as a result of the company’s decision in the
third quarter of 2011 to fully hedge its equity and equity-related holdings by adding to the notional amount of its short positions in
certain equities effected through equity total return swaps and also reflected some non-correlated performance of the company’s
equity and equity-related holdings in 2011 relative to the performance of the economic equity hedges used to protect those holdings.
The company’s exposure to basis risk is discussed further in note 22 to the condensed consolidated financial statements for the fourth
quarter and year ended December 31, 2011. The company’s objective is that the equity hedges be reasonably effective in protecting
that proportion of the company’s equity and equity-related holdings to which the hedges relate should a significant correction in the
market occur; however, due to the lack of a perfect correlation between the hedged items and the hedging items, combined with other
market uncertainties, it is not possible to estimate the future impact of the company’s economic hedging programs related to equity
risk.

December 31, 2011 December 31, 2010
Original notional  Weighted average Original notional ~ Weighted average
Underlying Equity Index Units amount®) index value Units amount® strike price
Russell 2000 .........ccoveieiiiie e 52,881,400 3,501.9 662.22 51,355,500 3,377.1 657.60

S&P 500 ... 12,120,558 1,299.3 1,071.96 12,120,558 1,299.3 1,071.96

(1) The aggregate notional amounts on the dates that the short positions were first initiated.

The net $79.6 decrease in other assets to $821.4 at December 31, 2011 from $901.0 at December 31, 2010 primarily related to a
decrease in income taxes refundable, partially offset by the consolidation of the other assets of First Mercury, Pacific Insurance,
William Ashley and Sporting Life. Income taxes refundable decreased by $132.0 to $85.2 at December 31, 2011 from $217.2 at
December 31, 2010 as a result of the collection of income tax refunds in 2011. The net $137.7 increase in the deferred income tax
asset to $628.2 at December 31, 2011 from $490.5 at December 31, 2010 was primarily attributable to modest increases in the
amounts of capitalized operating losses in the U.S. and Canada and increased net unrealized investment losses, with the remainder of
the change primarily due to other temporary differences.

The $166.1 increase in goodwill and intangible assets in 2011 resulted from the acquisitions of First Mercury, Pacific Insurance and
Sporting Life which increased goodwill and intangible assets by $134.2, $25.5 and $24.1 respectively as described in note 21 to the
condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011, partially offset by the effect of
foreign currency translation on the goodwill and intangible assets of Northbridge and Polish Re. Consolidated goodwill of $696.3
($572.1 at December 31, 2010) and intangible assets of $418.9 ($377.0 at December 31, 2010) are comprised primarily of amounts
related to the goodwill, value of customer and broker relationships and brand names arising on the acquisitions of First Mercury and
Pacific Insurance during the first quarter of 2011, Zenith National during 2010 and Polish Re during 2009, and the privatization of
Northbridge and OdysseyRe during 2009. The customer and broker relationships intangible assets are being amortized to net earnings
over periods ranging from 8 to 20 years. The intended use, expected life and economic benefit to be derived from intangible assets are
re-evaluated by the company when there are potential indicators of impairment.

Non-controlling interests increased by $4.6 to $45.9 during 2011, principally as the result of the acquisition of Sporting Life, as
described in note 21 to the condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011 and
net earnings attributable to non-controlling interests. The non-controlling interests balance remaining at December 31, 2011 primarily
related to Ridley.
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Financial Risk Management

The primary goals of the company’s financial risk management are to ensure that the outcomes of activities involving elements of risk
are consistent with the company’s objectives and risk tolerance, while maintaining an appropriate risk/reward balance and protecting
the company’s consolidated balance sheet from events that have the potential to materially impair its financial strength. The
company’s exposure to potential loss from its insurance and reinsurance operations and investment activities primarily relates to
underwriting risk, credit risk, liquidity risk and various market risks. Balancing risk and reward is achieved through identifying risk
appropriately, aligning risk tolerances with business strategy, diversifying risk, pricing appropriately for risk, mitigating risk through
preventive controls and transferring risk to third parties. There were no significant changes in the types of the company’s risk
exposures and processes for managing those risks during 2011 compared to 2010 other than as outlined in note 22 (Financial Risk
Management) to the condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011.

Capital Structure and Liquidity

The company’s capital structure and financial ratios were as follows:

December 31,

2011 2010
Holding company cash and investments (net of short sale and derivative obligations) ...........c.ccccevveeviieiiicncriennae, 962.8 1,474.2
HOIAING COMPANY GEDE ... .c.viiiiciici ettt st ettt s e e b e s be e b e e et e s e eseesesbe st e s et eseeneans 2,080.6 1,498.1
SUBSTAIANY GEDLE... ..t b et bbbt b et e bbbttt n et n b s 623.9 919.5
Other long term obligations — holdiNg COMPANY .......oviiiiiiiiie e 314.0 3115
TOTAL AEDL ...t b bbb e bbbt bR bbb e b s 3,018.5 2,729.1
N 0 L o) OSSOSO 2,055.7 1,254.9
ComMMON SNAFENOIAERIS” BOUILY ......civeiteieeeeiiet ettt bbbttt b et b et b et e bt bbb b e e ne e 7,427.9 7,697.9
PIEFEITEO STOCK. ... ettt bbbt bbbt b bt ek bbbt b et nn et b et 934.7 934.7
NON-CONEIOTTING INTEIESES ...ttt ettt ettt e et s e bt e b e b e se et e s e emeeb e ebeebe st e e e seeneabeebeebeseeneeseeneanis 45.9 41.3
LI LT [0 OSSO ST RSO U TR UTPUPPROPRN 8,408.5 8,673.9
INEL AEDILOTAL BOUILY ... ettt bbbttt et h bt bt e bt b e b et e bt e bt e b b e e e e ene et 24.4% 14.5%
Net debt/Net tOtal CAPILAIT...........ooeriiciiecee et 19.6% 12.6%
Total debt/total CAPItAI)........c.overeererreieeeeee e 26.4% 23.9%
INEEreSt COVETAgR™ ........o.ucvivcreeeeie e 1.0x 1.8x
Interest and preferred share dividend distribution coverage'” 0.7x 1.4x

(1) Net total capital is calculated by the company as the sum of total equity and net debt.
(2) Total capital is calculated by the company as the sum of total equity and total debt.
(3) Interest coverage is calculated by the company as the sum of earnings (loss) before income taxes and interest expense divided by interest expense.

(4) Interest and preferred share dividend distribution coverage is calculated by the company as the sum of earnings (loss) before income taxes and interest expense
divided by interest expense and preferred share dividend distributions adjusted to a before tax equivalent at the company’s Canadian statutory tax rate.

Holding company debt (including other long term obligations) at December 31, 2011 increased by $585.0 to $2,394.6 from $1,809.6
at December 31, 2010, primarily reflecting the company’s second quarter of 2011 issuances of $500.0 and Cdn$400.0 principal
amount of its unsecured senior notes due 2021, partially offset by the repurchase of $298.2 principal amount of Fairfax unsecured
senior notes due 2012 (as described in note 15 to the condensed consolidated financial statements for the fourth quarter and year ended
December 31, 2011) and the foreign currency translation effect during 2011 of the strengthening of the U.S. dollar relative to the
Canadian dollar.

Subsidiary debt at December 31, 2011 decreased by $295.6 to $623.9 from $919.5 at December 31, 2010, primarily reflecting the
repurchases of $323.8 and $35.9 principal amounts of Crum & Forster and OdysseyRe unsecured senior notes respectively, partially
offset by the consolidation of First Mercury’s trust preferred securities following its acquisition by the company on February 9, 2011
net of subsequent redemptions and repurchases of its trust preferred securities. Transactions in the subsidiary debt of the company are
described in note 15 to the condensed consolidated financial statements for the fourth quarter and year ended December 31, 2011.

At December 31, 2011 the company’s consolidated net debt/net total capital ratio increased to 19.6% from 12.6% at December 31,
2010. The change primarily reflected the decrease in holding company cash and investments (discussed in the Financial Condition
section preceding this Capital Structure and Liquidity section), increased holding company debt (primarily reflecting the company’s
second quarter of 2011 issuances of $500.0 and Cdn$400.0 principal amount of its unsecured senior notes due 2021), the consolidation
of First Mercury’s trust preferred securities following its acquisition by the company on February 9, 2011 and decreased common
shareholders’ equity (principally related to decreased retained earnings and decreased accumulated other comprehensive income),
partially offset by decreased subsidiary debt (primarily reflecting the repurchases in the second quarter of 2011 of $359.7 principal
amounts of Crum & Forster and OdysseyRe unsecured senior notes and $25.6 principal amount of First Mercury’s trust preferred
securities). The consolidated total debt/total capital ratio increased to 26.4% at December 31, 2011 from 23.9% at December 31, 2010.
The increase primarily resulted from the factors discussed above related to changes in total debt and total equity.
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The insurance and reinsurance subsidiaries and the holding company may experience cash inflows or outflows (which at times could
be significant) related to their derivative contracts, including collateral requirements and cash settlements of market value movements
of total return swaps which have occurred since the most recent reset date. During the fourth quarter and year ended December 31,
2011, the insurance and reinsurance subsidiaries paid net cash of $190.8 (2010 — $430.4) and received net cash of $173.3 (2010 — paid
net cash of $541.9) respectively with respect to long and short equity and equity index total return swap derivative contracts
(excluding the impact of collateral requirements). The insurance and reinsurance subsidiaries typically fund any such obligations from
cash provided by operating activities. In addition, obligations incurred on short equity and equity index total return swap derivative
contracts may be funded from sales of equity-related investments, the market values of which will generally vary inversely with the
market values of the short equity and equity index total return swaps. During the fourth quarter and year ended December 31, 2011,
the holding company paid net cash of $25.5 (2010 — $164.5) and received net cash of $97.3 (2010 — paid net cash of $163.2)
respectively with respect to long and short equity and equity index total return swap derivative contracts (excluding the impact of
collateral requirements). The holding company typically funds any such obligations from holding company cash and investments and
its additional sources of liquidity discussed below.

Refer to the first paragraph of the Financial Condition section preceding this Capital Structure and Liquidity section for a description
of the significant cash movements at the Fairfax holding company level during 2011, including the payment of $766.8 (inclusive of
$39.7 paid to Zenith National) related to the repurchases of Fairfax, Crum & Forster and OdysseyRe unsecured senior notes, the
payment of $294.3, $71.5 and $30.8 (Cdn$31.5) to complete the company’s acquisitions of First Mercury, Pacific Insurance and
Sporting Life respectively, and the receipt of $493.9 and $405.6 (Cdn$396.0) of net proceeds related to the company’s issuances of
$500.0 and Cdn$400.0 unsecured senior notes respectively and the receipt of $309.1 of dividends from its operating companies and
associates.

The company believes that holding company cash and investments provide adequate liquidity to meet the holding company’s known
obligations in 2012. In addition to these resources, the holding company expects to continue to receive investment management and
administration fees from its insurance and reinsurance subsidiaries, investment income on its holdings of cash and investments, and
dividends from its insurance and reinsurance subsidiaries. To further augment its liquidity, the holding company may draw upon its
$300.0 unsecured revolving credit facility (for further details related to the credit facility, refer to note 15 to the condensed
consolidated financial statements for the fourth quarter and year ended December 31, 2011). The holding company’s known
significant commitments for 2012 consist of the net amount of $56.7 (Cdn$57.7) (paid January 2012) in respect of the company’s
acquisition of Prime Restaurants (as described in note 21 to the condensed consolidated financial statements for the fourth quarter and
year ended December 31, 2011), the $205.8 dividend on common shares ($10.00 per share, paid January 2012), the repayment on
maturity of $86.3 principal amount of the company’s unsecured senior notes due April 15, 2012, interest and corporate overhead
expenses, preferred share dividends and income tax payments. The company believes that it continues to have adequate liquidity at the
holding company level to satisfy its known obligations for the foreseeable future.

The company’s operating companies continue to maintain capital above minimum regulatory levels, at adequate levels required to
support their issuer credit and financial strength ratings, and above internally calculated risk management levels.

Primarily as a result of the company’s payments of dividends on its common shares and preferred shares ($257.4), the change in
actuarial losses on defined benefit plans ($22.5) and the effect of decreased accumulated other comprehensive income (a decrease of
$14.6 in 2011 primarily reflecting a net decrease in foreign currency translation), partially offset by net earnings attributable to
shareholders of Fairfax ($45.1), common shareholders’ equity at December 31, 2011 decreased by $270.0 to $7,427.9 from $7,697.9
at December 31, 2010. Common shareholders’ equity at December 31, 2011 was $7,427.9 or $364.55 per basic share (excluding the
unrecorded $347.5 excess of fair value over the carrying value of equity accounted investments) compared to $376.33 per basic share
(excluding the unrecorded $269.0 excess of fair value over the carrying value of equity accounted investments) at December 31, 2010,
representing a decrease per basic share in 2011 of 3.1% (without adjustment for the $10.00 per common share dividend paid in the
first quarter of 2011, or a decrease of 0.4% adjusted to include that dividend). During 2011, the number of basic shares decreased
primarily as a result of the repurchase of 53,751 subordinate voting shares for treasury (for use in the company’s senior share plans)
and the repurchase of 25,700 subordinate voting shares for cancellation. At December 31, 2011, there were 20,375,796 common
shares effectively outstanding.
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Contractual Obligations

Details of the company’s material contractual obligations at December 31, 2010 (including financial liabilities and credit and liquidity
commitments) which give rise to commitments of future payments affecting the company’s short term and long term liquidity and
capital resource needs are provided in note 31 to the condensed consolidated financial statements for the fourth quarter and year ended
December 31, 2011. The following table provides a payment schedule of the company’s material current and future obligations
(holding company and subsidiaries) as at December 31, 2011.

Less More
than 1-3 3-5 than
1 year years years 5 years Total
Provision for losses and 10ss adjustMENt EXPENSES .......cviviverieieieeiisesese e e s eaereas 4,092.0 48974 2911.0 53318 17,2322
Long term debt obligations — PrinCipal.............coeiiiiiiiiee e 90.6 1924  470.2 2,339.7 3,092.9
Long term debt obligations — INTErEST.........coveviiiiiiiceiee e 194.6 367.4 3309 843.2 1,736.1
Operating 18ases — ODIIGAtIONS.........cciiiieiece e 63.3 103.6 70.4 129.5 366.8

44405 55608 3,782.5 _8,644.2 _22,428.0

International Financial Reporting Standards

In February 2008, the Canadian Accounting Standards Board confirmed that Canadian GAAP for publicly accountable enterprises
would be converged with IFRS effective for fiscal years beginning on or after January 1, 2011. Accordingly, the company adopted
IFRS effective January 1, 2011 and prepared its condensed consolidated financial statements, including 2010 comparative
information, using IFRS accounting policies. The company’s consolidated financial statements for the year ended December 31, 2011
will be its first annual consolidated financial statements that comply with IFRS. IFRS uses a conceptual framework similar to
Canadian GAAP, but there are significant differences in recognition, measurement and disclosures.

The company’s transition to IFRS was most affected by the measurement of financial assets, insurance contracts, employee benefits,
and income taxes. With the exception of these items, and future changes to IFRS as discussed below, the company’s IFRS accounting
policies do not differ significantly from those previously applied under Canadian GAAP. The 2010 IFRS comparative financial
statements used the same estimates in their preparation as those previously used in the 2010 Canadian GAAP consolidated financial
statements.

Early adoption of IFRS 9 Financial Instruments

While IFRS 9 is not mandatory until January 1, 2015, the company early adopted the issued phases of IFRS 9 as currently written for
the classification and measurement of financial assets and liabilities to simplify its accounting for financial instruments and streamline
its conversion process. Under this standard, the company’s business model requires its investment portfolio to primarily be measured
as at FVTPL, including for those investments previously classified as available for sale under Canadian GAAP. Retrospective
application of IFRS 9 at the company’s transition date of January 1, 2010 resulted in $747.1 of net unrealized gains being transferred
from accumulated other comprehensive income to retained earnings as described in note 26 to the condensed consolidated financial
statements for the fourth quarter and year ended December 31, 2011. An exposure draft of limited amendments to IFRS 9 is expected
in the second half of 2012.

Future changes under IFRS

Many IFRS are currently undergoing modification or are yet to be issued for the first time. Future standards expected to have a
significant impact on the company’s consolidated financial reporting are discussed below.

Insurance contracts

The Exposure Draft — Insurance Contracts was issued by the IASB on July 30, 2010 and the publication date of a final standard
remains to be determined. A revised exposure draft is expected in the second half of 2012. The Exposure Draft is a comprehensive
standard that addresses recognition, measurement, presentation and disclosure for insurance contracts. The measurement approach is
based on the following building blocks: (i) a current, unbiased and probability-weighted average of future cash flows expected to arise
as the insurer fulfils the contract; (ii) the effect of time value of money; (iii) an explicit risk adjustment; and (iv) a residual margin
calibrated to ensure that no profit is recognized on inception of the contract. Estimates are required to be re-measured each reporting
period. In addition, a simplified measurement approach is required for short-duration contracts in which the coverage period is
approximately one year or less. The effective date of the proposed standard remains to be determined, but is not expected to be earlier
than January 1, 2015. Retrospective application will be required with some practical expedients available on adoption. The company
has commenced evaluating the impact of the exposure draft on its financial reporting, and potentially, its business activities. The
building block approach and the need for current estimates could add significant operational complexity compared to existing practice.
The use of different measurement models depending on whether an insurance contract is considered short-duration or long-duration
under the exposure draft presents certain implementation challenges and the proposed presentation requirements significantly alter the
disclosure of profit and loss from insurance contracts in the consolidated financial statements.
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Hedge accounting

The 1ASB issued an Exposure Draft — Hedge Accounting on December 9, 2010 with a proposed model that is intended to more closely
align hedge accounting with risk management activities undertaken by companies when hedging their financial and non-financial risk
exposures. Existing hedge accounting under IAS 39 Financial Instruments: Recognition and Measurement is complex and primarily
rules driven; the proposed model is principles based and permits, for instance, hedging of components of non-financial items and the
hedging of net positions, two areas that are prohibited under 1AS 39. The final standard is expected to be issued in the second half of
2012 with mandatory adoption expected to be January 1, 2015. The proposed hedge accounting model under IFRS 9, as currently
drafted, is not expected to have a significant impact on the company’s equity, but may present opportunities for expanded application
of hedge accounting in the future.

Leases

The 1ASB together with the Financial Accounting Standards Board in the U.S. is developing a new accounting standard for leases,
impacting both lessees and lessors. On August 17, 2010, the IASB issued an Exposure Draft — Leases that proposes to eliminate the
distinction between operating and capital leases. A revised Exposure Draft is expected in the second quarter of 2012. A lessee would
be required to recognize a right-of-use asset and a liability for its obligation to make lease payments. A lessor would derecognize the
underlying asset and replace it with a lease receivable and residual asset. The publication date of the final standard is yet to be
determined, with mandatory adoption expected to be no earlier than January 1, 2015. However, the proposed standard would apply to
all leases in force at the effective date. The company has commenced a preliminary assessment of the impact of the exposure draft on
its lease commitments.

Lawsuit Seeking Class Action Status

For a full description of this matter, please see section (a) of “Lawsuits” in note 19 to the condensed consolidated financial statements
for the fourth quarter and year ended December 31, 2011.

Comparative Quarterly Data (unaudited)

December 31, September 30, June 30, March 31, December 31, September 30, June 30, March 31,
2011 2011 2011 2011 2010 2010 2010 2010

REVENUE.......coiiiiiiiiee e 823.6 3,322.9 1,755.0 1,573.5 661.5 1,926.6 1,394.1 1,985.1
Net earnings (10SS) .......ccceevrvvrreeinrererienns (770.8) 974.5 83.6 (239.5) (493.1) 388.9 229 419.3
Net earnings (loss) attributable to

shareholders of Fairfax..........cccovveenee. (771.5) 973.9 83.3 (240.6) (494.4) 388.1 23.7 418.4
Net earnings (loss) per share ... $ (3847) $ 4717 % 343 $ (12.42) $ (24.77) $ 1853 $ 083 $ 2047
Net earnings (loss) per diluted share ....... $ (38.47) $ 4673 $ 340 $ (1242 $ (24.77) $ 1844 3 0.87 $ 20.38

Operating results at the company’s insurance and reinsurance operations continue to be affected by a difficult competitive
environment. Individual quarterly results have been (and may in the future be) affected by losses from significant natural or other
catastrophes as in 2011, by reserve releases and strengthenings and by settlements or commutations, the occurrence of which are not
predictable, and have been (and are expected to continue to be) significantly impacted by net gains or losses on investments, the
timing of which are not predictable.

Certain statements contained herein may constitute forward-looking statements and are made pursuant to the “safe harbour”
provisions of the United States Private Securities Litigation Reform Act of 1995. Such forward-looking statements are subject to
known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of
Fairfax to be materially different from any future results, performance or achievements expressed or implied by such forward-looking
statements. Such factors include, but are not limited to: a reduction in net income if our loss reserves (including reserves for asbestos,
environmental and other latent claims) are insufficient; underwriting losses on the risks we insure that are higher or lower than
expected; the occurrence of catastrophic events with a frequency or severity exceeding our estimates; the cycles of the insurance
market and general economic conditions, which can substantially influence our and our competitors’ premium rates and capacity to
write new business; changes in market variables, including interest rates, foreign exchange rates, equity prices and credit spreads,
which could negatively affect our investment portfolio; risks associated with our use of derivative instruments; the failure of our
hedging methods to achieve their desired risk management objective; exposure to credit risk in the event our reinsurers fail to make
payments to us under our reinsurance arrangements; exposure to credit risk in the event our insureds, insurance producers or
reinsurance intermediaries fail to remit premiums that are owed to us or failure by our insureds to reimburse us for deductibles that
are paid by us on their behalf; risks associated with implementing our business strategies; the timing of claims payments being sooner
or the receipt of reinsurance recoverables being later than anticipated by us; the inability of our subsidiaries to maintain financial or
claims paying ability ratings; a decrease in the level of demand for insurance or reinsurance products, or increased competition in the
insurance industry; the failure of any of the loss limitation methods we employ; the impact of emerging claim and coverage issues;
our inability to obtain reinsurance coverage in sufficient amounts, at reasonable prices or on terms that adequately protect us; our
inability to access cash of our subsidiaries; our inability to obtain required levels of capital on favorable terms, if at all; loss of key
employees; the passage of legislation subjecting our businesses to additional supervision or regulation, including additional tax
regulation, in the United States, Canada or other jurisdictions in which we operate; risks associated with government investigations
of, and litigation related to, insurance industry practice or any other conduct; risks associated with political and other developments
in foreign jurisdictions in which we operate; risks associated with the current purported class action litigation; risks associated with
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our pending civil litigation; the influence exercisable by our significant shareholder; adverse fluctuations in foreign currency
exchange rates; our dependence on independent brokers over whom we exercise little control; an impairment in the carrying value of
our goodwill and indefinite-lived intangible assets; our failure to realize deferred income tax assets; assessments and shared market
mechanisms which may adversely affect our insurance subsidiaries; and failures or security breaches of our computer and data
processing systems. Additional risks and uncertainties are described in our most recently issued Annual Report which is available at
www.fairfax.ca and in our Supplemental and Base Shelf Prospectus (under “Risk Factors™) filed with the securities regulatory
authorities in Canada and the United States, which is available on SEDAR and EDGAR. Fairfax disclaims any intention or obligation
to update or revise any forward-looking statements.
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