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Independent Auditor’s Report
To the UnitHolders of
RBC Life Equity Growth Fund (“Equity Growth Fund”)
RBC Life Bond Fund (“Bond Fund”)
RBC Life Balanced Fund (“Balanced Fund”)
(collectively referred to as the “RBC Life Insurance Company Funds”)
We have audited the accompanying financial statements of the RBC Life Insurance Company Funds,
which comprise the statement of net assets as at December 31, 2011, the statements of operations and
changes in net assets for the year then ended, and a summary of significant accounting policies and other
explanatory information.
Management's Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Canadian generally accepted accounting principles, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
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Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of the
RBC Life Insurance Company Funds as at December 31, 2011, and the results of their operations and the
changes in their net assets for the year then ended in accordance with Canadian generally accepted
accounting principles.
Unaudited Information
We have not audited, reviewed or otherwise attempted to verify the accuracy or completeness of the
Financial Highlights and the Top 25 Holdings of the Underlying Fund contained in the Supplementary
Information of the RBC Life Insurance Company Funds.

Chartered Accountants
Licensed Public Accountants
March 1, 2012
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RBC LIFE INSURANCE COMPANY FUNDS
Financial Statements
December 31, 2011
Equity Growth Fund
Statement of Operations
Income
Distribution from underlying fund
Realized losses on sale of investments
Increase (decrease) in unrealized appreciation of investments

Year ended
December 31, 2011

Year ended
December 31, 2010

$

$

Expenses
M anagement fees
Bank charges and other administrative expenses
Audit fees

Net income (loss)
Net income (loss) per unit

896,037
3,888
4,191
904,116

Net assets value per unit

926,265
3,088
4,191
933,544

(4,277,587)

$

5,667,977

$

(3.98)

$

4.67

As at

As at

December 31, 2011

December 31, 2010

$

$

Liabilities
Due to RBC Life Insurance Company

Net assets

2,880,509
(910,569)
4,631,581
6,601,521

$

Statement of Net Assets
Assets
Investments in underlying fund at fair value
Due from RBC Life Insurance Company

2,025,114
(908,068)
(4,490,517)
(3,373,471)

31,371,845
31,371,845
12,929
12,929

41,030,113
24,326
41,054,439
-

$

31,358,916

$

41,054,439

$

31.42

$

35.60

Statement of Changes in Net Assets

Year ended
December 31, 2011

Year ended
December 31, 2010

Net assets, beginning of the year
Premium deposits
Net income (loss)

$

$

Less
Withdrawals

Net assets, end of the year
Number of units outstanding

41,054,439
2,392,700
(4,277,587)
39,169,552
7,810,636
7,810,636

$

31,358,916
997,958

39,142,839
2,929,255
5,667,977
47,740,071
6,685,632
6,685,632

$

41,054,439
1,153,169

The accompanying notes are an integral part of these financial statements.
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RBC LIFE INSURANCE COMPANY FUNDS
Supplementary Information
December 31, 2011

Equity Growth Fund
Management fees
Management fees and other expenses (also see note 7)

MER(1)

Other expenses

2011

$

896,037 $

8,079

2.50%

2010

$

926,265 $

7,279

2.33%

Proceeds from
issue of units

Units issued
66,055 $
88,641 $

Units redeemed

2011
2010

Investments in underlying fund at fair value (also see note 9)

2011

$

31,371,845 $

-

$

-

$

31,371,845

2010

$

41,030,113 $

-

$

-

$

41,030,113

Level 1

Schedule of invested assets

Number of units

RBC Canadian Equity Fund Series O

2,392,700
2,929,255

Amounts paid on redemption

Sales and redemption of units (also see note 8)

221,266 $
207,509 $

Level 2

Cost

Level 3

% fund owned

7,810,636
6,685,632
Total

Fair value

Fair value per unit

2011

1,411,328 $

40,045,116

1.38% $

31,371,845 $

22.23

2010

1,562,932 $

45,212,867

1.90% $

41,030,113 $

26.25

The following tables show selected key financial information about the Fund and are intended to help you understand the Fund's financial performance for the past 5 years.
Financial highlights (Unaudited)
The Fund's distribution and Net Asset Value per unit

2011

2010

2009

2008

2007

Distributions: (*)
Total annual distributions

$

2.03

$

2.50 $

1.36 $

Net Asset Value at December 31

$

31.42

$

35.60 $

30.77 $

31,359

$

$

2.90

23.76 $

-

36.31

Ratios and supplemental data
Net assets ($ '000)

$

Number of units outstanding
Management expense ratio

(1)

Portfolio turnover rate of the underlying fund (2)
(*)
(1)
(2)

997,958

41,054 $
1,153,169

39,143 $
1,272,037

31,823 $
1,339,113

50,419
1,396,642

2.50%

2.33%

2.43%

2.59%

2.58%

58.58%

65.52%

82.78%

68.28%

41.28%

Distributions were reinvested in the Fund.
T he management expense ratio ("MER") is based on total expenses for the stated period and is expressed as an annualized percentage of daily average net assets during the period.
T he underlying fund's portfolio turnover rate indicates how actively the fund's portfolio advisor manages its portfolio investments. A portfolio turnover rate of 100% is equivalent to the fund
buying and selling all of the securities in its portfolio once in the course of the year. T he higher a fund's portfolio turnover rate in a year, the greater the trading costs payable by the fund
in the year, and the greater the chance of an investor receiving taxable capital gains in the year. T here is not necessarily a relationship between a high turnover rate and the performance of a fund.

Top 25 holdings of the underlying fund (Unaudited)
Royal Bank of Canada
Toronto-Dominion Bank
Bank of Nova Scotia
Suncor Energy Inc.
Barrick Gold Corp.
Canadian Natural Resources Ltd.
Canadian National Railway Co.
Goldcorp Inc.
Potash Corporation of Saskatchewan Inc.
Bank of Montreal
Enbridge Inc.
Cenovus Energy Inc.
TransCanada Corp.

% of Assets
5.5
5.0
3.6
3.6
3.3
2.9
2.8
2.6
2.5
2.3
2.1
2.1
2.1

Canadian Imperial Bank of Commerce
Power Corporation of Canada
Brookfield Asset Management Inc., Class A
Teck Resources Ltd., Class B
Rogers Communications Inc., Class B
Manulife Financial Corporation
Cash & Cash Equivalents
TELUS Corp., Class A
Imperial Oil Ltd.
Magna International Inc., Class A
Crescent Point Energy Corp.
Thomson Corp.
Total % of top 25 holdings

% of Assets
2.1
1.7
1.6
1.4
1.4
1.4
1.4
1.3
1.1
1.1
1.0
1.0
56.9
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RBC LIFE INSURANCE COMPANY FUNDS
Financial Statements
December 31, 2011

Bond Fund
Statement of Operations
Income
Distribution from underlying fund
Realized gains on sale of investments
Increase in unrealized appreciation of investments

Year ended
December 31, 2011

Year ended
December 31, 2010

$

$

Expenses
M anagement fees
Bank charges and other administrative expenses
Audit fees

Net income
Net income per unit

97,932
1,100
748
99,780

Net assets value per unit

100,947
868
748
102,563

344,128

$

271,967

$

2.12

$

1.51

As at

As at

December 31, 2011

December 31, 2010

$

$

Liabilities
Due to RBC Life Insurance Company

Net assets

212,517
20,006
142,007
374,530

$

Statement of Net Assets
Assets
Investments in underlying fund at fair value

183,288
50,661
209,959
443,908

4,716,506
4,716,506
1,600
1,600

5,024,093
5,024,093
1,300
1,300

$

4,714,906

$

5,022,793

$

31.20

$

29.02

Statement of Changes in Net Assets

Year ended
December 31, 2011

Year ended
December 31, 2010

Net assets, beginning of the year
Premium deposits
Net income

$

$

Less
Withdrawals

Net assets, end of the year
Number of units outstanding

5,022,793
365,874
344,128
5,732,795
1,017,889
1,017,889

$

4,714,906
151,116

5,152,440
375,694
271,967
5,800,101
777,308
777,308

$

5,022,793
173,070

The accompanying notes are an integral part of these financial statements.
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RBC LIFE INSURANCE COMPANY FUNDS
Supplementary Information
December 31, 2011

Bond Fund
Management fees
Management fees and other expenses (also see note 7)

2011

$

97,932 $

1,848

2.05%

2010

$

100,947 $

1,616

2.02%

Proceeds from
issue of units

Units issued
Sales and redemption of units (also see note 8)

2011
2010

Investments in underlying fund at fair value (also see note 9)

2011
2010

12,204 $
13,024 $
Level 1

Schedule of invested assets

$
$

Number of units

RBC Bond Fund Series O

MER(1)

Other expenses

Units redeemed

365,874
375,694
Level 2

4,716,506 $
5,024,093 $
Cost

Amounts paid on redemption

34,158 $
27,123 $
Level 3

-

Total

$
$

% fund owned

1,017,889
777,308

-

$
$

Fair value

4,716,506
5,024,093
Fair value per unit

2011

696,317 $

4,297,173

0.08% $

4,716,506 $

6.77

2010

783,069 $

4,814,719

0.10% $

5,024,093 $

6.42

The following tables show selected key financial information about the Fund and are intended to help you understand the Fund's financial performance for the past 5 years.
Financial highlights (Unaudited)
The Fund's distribution and Net Asset Value per unit

2011

2010

2009

2008

2007

Distributions: (*)
Total annual distributions

$

1.21

$

1.23 $

1.46 $

1.35 $

1.24

Net Asset Value at December 31

$

31.20

$

29.02 $

27.53 $

25.03 $

25.26

4,715

$

Ratios and supplemental data
Net assets ($ '000)

$

Number of units outstanding
Management expense ratio

(1)

Portfolio turnover rate of the underlying fund (2)
(*)
(1)
(2)

151,116

5,023 $
173,070

5,152 $
187,169

4,676 $

5,267

198,871

208,537

2.05%

2.02%

2.09%

2.02%

2.24%

49.74%

44.95%

60.39%

49.72%

61.05%

Distributions were reinvested in the Fund.
T he management expense ratio ("MER") is based on total expenses for the stated period and is expressed as an annualized percentage of daily average net assets during the period.
T he underlying fund's portfolio turnover rate indicates how actively the fund's portfolio advisor manages its portfolio investments. A portfolio turnover rate of 100% is equivalent to the fund
buying and selling all of the securities in its portfolio once in the course of the year. T he higher a fund's portfolio turnover rate in a year, the greater the trading costs payable by the fund
in the year, and the greater the chance of an investor receiving taxable capital gains in the year. T here is not necessarily a relationship between a high turnover rate and the performance of a fund.

Top 25 holdings of the underlying fund (Unaudited)
Long Positions
Province of Ontario 4.200% Jun 2 20
Province of Ontario 4.650% Jun 2 41
Province of Ontario 6.500% Mar 8 29
Province of Ontario 4.700% Jun 2 37
Province of Ontario 4.000% Jun 2 21
Canada Housing Trust No. 1 3.350% Dec 15 20
Province of Ontario 4.600% Jun 2 39
Government of Canada 3.250% Jun 1 21
Cash & Cash Equivalents
Province of Quebec 5.000% Dec 1 38
Canadian Imperial Bank of Commerce 4.110% Apr 30 20
Royal Bank of Canada 4.350% Jun 15 20
Government of Canada 5.750% Jun 1 29
Government of Canada 1.000% Feb 1 15

% of Assets
3.6
3.1
2.9
2.8
2.7
2.7
2.3
1.5
1.3
1.3
1.1
1.1
1.0
1.0

Province of Quebec 4.500% Dec 1 19
Toronto-Dominion Bank 4.779% Dec 14 16
Bank of Nova Scotia 3.350% Nov 18 14
Toronto-Dominion Bank 5.480% Apr 2 20
Royal Bank of Canada 3.360% Jan 11 16
Province of Ontario 4.300% Mar 8 17
Canadian Imperial Bank of Commerce 3.400% Jan 14 16
Province of Ontario 4.400% Jun 2 19
Canadian Imperial Bank of Commerce 3.300% Nov 19 14
Total - long positions
Short Positions
United States 10-Year Note Future, March 2012
United States 5-Year Note Future, March 2012
Total - short positions
Total % of top 25 holdings

% of Assets
1.0
1.0
1.0
1.0
1.0
0.8
0.8
0.7
0.7
36.4
-2.3
-3.3
-5.6
30.8
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RBC LIFE INSURANCE COMPANY FUNDS
Financial Statements
December 31, 2011
Balanced Fund

Statement of Operations
Income
Distribution from underlying fund
Realized gains (losses) on sale of investments
Increase (decrease) in unrealized appreciation of investments

Year ended
December 31, 2011

Year ended
December 31, 2010

$

$

Expenses
M anagement fees
Bank charges and other administrative expenses
Audit fees

Net income (loss)
Net income (loss) per unit

Statement of Net Assets
Assets
Investments in underlying fund at fair value
Due from RBC Life Insurance Company

331,090
1,810
2,297
335,197

Net assets value per unit

$

1,167,890

$

(1.11)

$

2.42

As at
December 31, 2011

As at
December 31, 2010

$

$

Number of units outstanding
The accompanying notes are an integral part of these financial statements.

12,827,020
14,756
12,841,776
-

14,470,035
30,297
14,500,332
-

$

12,841,776

$

14,500,332

$

30.34

$

31.49

Year ended

Year ended

December 31, 2011

December 31, 2010

$

$

Less
Withdrawals

Net assets, end of the year

341,243
1,439
2,297
344,979

(489,479)

Statement of Changes in Net Assets
Net assets, beginning of the year
Premium deposits
Net income (loss)

(144,001)
1,656,870
1,512,869

$

Liabilities
Due to RBC Life Insurance Company

Net assets

78,227
11,021
(243,530)
(154,282)

14,500,332
1,064,043
(489,479)
15,074,896
2,233,120
2,233,120

$

12,841,776
423,256

14,582,508
1,134,307
1,167,890
16,884,705
2,384,373
2,384,373

$

14,500,332
460,499
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RBC LIFE INSURANCE COMPANY FUNDS
Supplementary Information
December 31, 2011

Balanced Fund
Management fees
Management fees and other expenses (also see note 7)

2011
2010

$
$

Proceeds from
issue of units

Units issued
Sales and redemption of units (also see note 8)

Schedule of invested assets

Units redeemed

2.45%
2.37%

Amounts paid on redemption

33,794 $

1,064,043

71,037 $

2,233,120

2010

38,191 $

1,134,307

80,817 $

2,384,373

2011
2010

$
$

Number of units

RBC Balanced Fund Series O

4,107
3,736

2011

Level 1
Investments in underlying fund at fair value (also see note 9)

MER(1)

Other expenses

331,090 $
341,243 $

Level 2

12,827,020 $
14,470,035 $
Cost

Level 3
-

$
$

% fund owned

Total
-

$
$

Fair value

12,827,020
14,470,035
Fair value per unit

2011

980,419 $

12,982,018

31.54% $

12,827,020 $

13.08

2010

1,085,801 $

14,381,502

32.18% $

14,470,035 $

13.33

The following tables show selected key financial information about the Fund and are intended to help you understand the Fund's financial performance for the past 5 years.
Financial highlights (Unaudited)
The Fund's distribution and Net Asset Value per unit

2011

2010

2009

2008

2007

Distributions: (*)
Total annual distributions

$

0.18

$

Net Asset Value at December 31

$

30.34

$

12,842

$

-

$

31.49 $

-

$

28.98 $

$

2.38

25.61 $

-

25.61

Ratios and supplemental data
Net assets ($ '000)

$

Number of units outstanding
Management expense ratio

(1)

Portfolio turnover rate of the underlying fund (2)
(*)
(1)
(2)

423,256

14,500 $
460,499

14,583 $
503,125

13,588 $

17,767

530,517

550,997

2.45%

2.37%

2.43%

2.46%

2.59%

102.06%

82.19%

83.17%

68.60%

55.04%

Distributions were reinvested in the Fund.
T he management expense ratio ("MER") is based on total expenses for the stated period and is expressed as an annualized percentage of daily average net assets during the period.
T he underlying fund's portfolio turnover rate indicates how actively the fund's portfolio advisor manages its portfolio investments. A portfolio turnover rate of 100% is equivalent to the fund
buying and selling all of the securities in its portfolio once in the course of the year. T he higher a fund's portfolio turnover rate in a year, the greater the trading costs payable by the fund
in the year, and the greater the chance of an investor receiving taxable capital gains in the year. T here is not necessarily a relationship between a high turnover rate and the performance of a fund.

Top 25 holdings of the underlying fund (Unaudited)
Cash & Cash Equivalents
RBC Emerging Markets Fund
Government of Canada 2.250% Aug 1 14
Royal Bank of Canada
Toronto-Dominion Bank
Province of Ontario 4.650% Jun 2 41
Province of Quebec 4.500% Dec 1 17
Province of Ontario 4.300% Mar 8 17
Province of Ontario 9.500% Jul 13 22
Bank of Nova Scotia
Suncor Energy Inc.
Canada Housing Trust No. 1 3.350% Dec 15 20
Barrick Gold Corp.

% of Assets
5.5
3.3
2.5
2.0
1.8
1.6
1.5
1.5
1.4
1.3
1.2
1.2
1.2

Financement-Quebec 4.250% Mar 1 14
Canadian Natural Resources Ltd.
Canadian National Railway Co.
Government of Canada 1.500% Jun 1 12
Government of Canada 2.000% Dec 1 14
Province of Manitoba 6.500% Sep 22 17
Goldcorp Inc.
Potash Corporation of Saskatchewan Inc.
Province of Quebec 4.500% Dec 1 20
Bank of Montreal
Province of Ontario 5.850% Mar 8 33
Canadian Imperial Bank of Commerce
Total % of top 25 holdings

% of Assets
1.1
1.0
1.0
0.9
0.9
0.9
0.9
0.9
0.8
0.8
0.8
0.7
36.7
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RBC LIFE INSURANCE COMPANY FUNDS
Notes to the Financial Statements
December 31, 2011
1.

THE FUNDS
The Funds are segregated funds, originally established by a predecessor company, Westbury Life Insurance
Company and are no longer marketed by RBC Life Insurance Company, a related party.
RBC Life Equity Growth Fund (“Equity Growth”)

established December 15, 1989

RBC Life Bond Fund (“Bond”)

established May 1, 1991

RBC Life Balanced Fund (“Balanced”)

established May 1, 1991

(hereafter the funds are referred to in these financial statements as collectively the “Funds” and individually
the “Fund”). The Funds invest in RBC Global Asset Management mutual funds, a related party. RBC Life
Insurance Company, a related party, is the fund manager and sole issuer of the individual variable annuity
contracts providing for investment in each Fund, and is guarantor of the guarantee provisions contained in
these contracts. The Funds invest in underlying mutual funds managed by RBC Global Asset Management
Inc, a wholly owned subsidiary of Royal Bank of Canada. All investment transactions with the corresponding
underlying RBC Global Asset Management Inc. managed mutual funds are at quoted market values.
The Funds pay management fees to RBC Life Insurance Company as disclosed in the Statement of Operations
of each Fund as indicated in the Supplementary Information.

2.

FUTURE CHANGES IN ACCOUNTING STANDARDS
International financial reporting standards (“IFRS”)
On April 7, 2008, the Canadian Accounting Standards Board (“AcSB”) released an Omnibus exposure draft
entitled “Adopting IFRS in Canada”, which covers among other things, the incorporation of IFRS into the
CICA Handbook. The exposure draft calls for Canadian publicly accountable entities to adopt IFRS for fiscal
years beginning on or after January 1, 2011. In December 2011, AsSB announced that the adoption by
investment funds will be delayed until January 1, 2014. As a result, IFRS will be adopted by the Funds on
January 1, 2014 and their first set of IFRS compliant financial statements will be for the year ending
December 31, 2014.

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
These financial statements have been prepared in accordance with Canadian generally accepted accounting
principles. The following is a summary of the significant accounting policies:
a)

Investments
The investments in underlying mutual funds are valued on each business date at their published closing
net asset value. Investment transactions are accounted for on the trade date. Realized gains and losses
on sales of investments and unrealized appreciation or depreciation in value of investments are
calculated on an average cost basis.

b)

Income recognition
Distributions from investments are recorded when declared by the underlying mutual fund. Interest
income is accrued on a daily basis.
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RBC LIFE INSURANCE COMPANY FUNDS
Notes to the Financial Statements
December 31, 2011
3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
c)

Net asset value per unit
Net asset value per unit is computed by dividing the net assets attributable to a series of units on a
business day by the total number of units of the series outstanding on that day.

d)

Net income per unit
Net income per unit in the Statements of Operations represents the increase (decrease) in net assets from
operations attributable to the series for the period, divided by the average number of units outstanding
during the year.

e)

Use of estimates
These financial statements are prepared in accordance with Canadian generally accepted accounting
principles, and include estimates and assumptions by management that affect the reported amounts of
assets, liabilities, income and expenses. Actual results may differ from these estimates.

f)

Expenses of funds
Each Fund is responsible for the payment of the fees and expenses related to the operation of that Fund.
Such fees and expenses could include custodian fees, management fees, insurance fees, legal fees, audit
fees, operations and administration fees, bank charges, interest, brokerage on securities transactions and
all indirect taxes.

g)

Income taxes
Each Fund is deemed to be an inter-vivos trust under the provisions of the Income Tax Act (Canada) and
is deemed to have allocated its income to the contract holders. Each Fund’s net capital gains (losses) are
deemed to be those of the contract holders. Accordingly, each Fund is not subject to income tax on its
net income, including net realized capital gains.

4.

FINANCIAL INSTRUMENTS RISK
The Funds may be exposed to a variety of financial risks. Each of the Fund’s exposures to financial risks is
concentrated in its investment holdings. The Schedule of Invested Assets on each Fund’s Supplementary
Information presents the details of units held by each Fund of the underlying funds as at December 31, 2011.
Also disclosed on the Supplementary Information are the top 25 holdings of the underlying funds. The Funds
do not manage their underlying funds and therefore the quantitative and qualitative risk disclosures of the
underlying funds have not been disclosed. For further information on the financial instruments risk of the
underlying fund and the sensitivity to price changes please refer to the financial statements of the underlying
fund which are filed on Sedar.
Each of the Fund’s risk management practice includes the monitoring of compliance to investment guidelines.
The fund manager manages the potential effects of these financial risks on the Funds’ performance by
employing and overseeing professional and experienced portfolio advisors that regularly monitor the Funds’
positions, market events and diversify investment portfolios within the constraints of the investment
guidelines.
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RBC LIFE INSURANCE COMPANY FUNDS
Notes to the Financial Statements
December 31, 2011
4.

FINANCIAL INSTRUMENTS RISK (continued)
Credit risk
Credit risk is the possibility that a borrower, or the counterparty to a derivatives contract, repurchase
agreement or reverse repurchase agreement, is unable or unwilling to repay the loan or obligation, either on
time or at all. Companies and governments that borrow money, and the debt securities they issue, are rated by
specialized rating agencies. Debt securities issued by companies or governments in emerging markets often
have higher credit risk (lower rated debt), while debt securities issued by well-established companies or by
governments of developed countries tend to have lower credit risk (higher rated debt). A downgrade in an
issuer’s credit rating or other adverse news regarding an issuer can reduce a security’s market value. Lower
rated and unrated debt instruments generally offer a better return than higher grade debt instruments, but have
the potential for substantial loss. Funds that invest in companies or markets with higher credit risk tend to be
more volatile in the short term. However, they may offer the potential of higher returns over the long term.
Credit risk arises when an underlying mutual fund invests in fixed income securities. Credit risk is considered
as part of the investment decision making process. The underlying mutual funds only buy and sell investments
through brokers which are considered to be approved counterparties, thus minimizing the risk of default
during settlement.
Currency risk
Most underlying funds are valued in Canadian dollars. However, underlying funds that purchase foreign
securities may be required to pay for such securities using a foreign currency and receive a foreign currency
when they sell them. As a result, changes in the value of the Canadian dollar compared to foreign currencies
will affect the value of any foreign securities. For example, if the Canadian dollar rises relative to a foreign
currency (like the U.S. dollar or the euro), the Canadian dollar value of an investment denominated in that
foreign currency may decline. This decline may reduce, or even eliminate, any return the Fund has earned on
the security. On the other hand, a Fund may also benefit from changes in exchange rates. Currency exposure
may increase the volatility of foreign investments relative to Canadian investments. Some underlying funds
may hedge (protect against) the risk of changes in foreign currency exchange rates of the underlying assets of
the Fund.
As the Funds only invest in Canadian denominated underlying funds, the Funds do not have a direct currency
risk exposure.
Interest rate risk
If a Fund invests primarily in bonds and other fixed-income securities, the biggest influence on the Fund’s
value will be changes in the general level of interest rates. If interest rates fall, the value of the Fund’s Units
will tend to rise. If interest rates rise, the value of the Fund’s Units will tend to fall. Short-term interest rates
can have a different influence on a Fund’s value than long-term interest rates. If a Fund invests primarily in
bonds and other fixed-income securities with longer-term maturities, the biggest influence on the Fund’s value
will be changes in the general level of long-term interest rates. If a Fund invests primarily in bonds and other
fixed-income securities with shorter-term maturities, the biggest influence on the Fund’s value will be changes
in the general level of shorter-term interest rates. Investors seeking current income should be aware that the
level of interest income from a money market fund will fluctuate as short-term interest rates vary.
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4.

FINANCIAL INSTRUMENTS RISK (continued)
Interest rate risk arises when the underlying mutual fund invests in interest bearing financial instruments such
as a bond. The underlying mutual fund is exposed to the risk that the value of such financial instruments will
fluctuate due to changes in the prevailing levels of market interest rates. In general, as interest rates rise, the
price of a fixed rate bond will fall, and vice versa.
Liquidity risk
Liquidity refers to the speed and ease with which an asset can be sold and converted into cash. Most securities
owned by an underlying fund can be sold easily and at a fair price. In highly volatile markets, such as in
periods of sudden interest rate changes, certain securities may become less liquid, which means they cannot be
sold as quickly or easily. Some securities may be illiquid because of legal restrictions, the nature of the
investment, or because of features like guarantees. Another reason for illiquidity is a lack of buyers interested
in a particular security or market. Difficulty in selling securities may result in a loss or reduced return for a
Fund.
The Funds’ assets are comprised of units of underlying mutual funds which can be redeemed upon request
from the issuer on a valuation date. A valuation date occurs every day that the principal exchange is open for
trading and a value is available for the assets of the relevant fund. The Toronto Stock Exchange currently is
the principal exchange used for purposes of determining the valuation dates.
Market risk
Market risk is the risk that the value of investments will fluctuate as a result of changes in market condition.
Several factors can influence market trends, such as economic developments, changes in interest rates,
political changes, and catastrophic events. The Funds are exposed to the market risk of the underlying mutual
funds.

5.

FINANCIAL RISK MANAGEMENT
The Funds use a fund-of-fund structure to invest in underlying mutual funds exclusively managed by RBC
Global Asset Management and its partners. As part of the fund selection process for the Funds, the existing
funds line-up are reviewed at least annually to identify any product gaps that result from the changing needs of
the market and distribution partners.
The screening criteria may include qualitative as well as quantitative measures of performance and must
satisfy internal risk management standards and require approval from the Investment Executive Committee.
Ongoing monitoring throughout the year by the Funds’ management includes monitoring any organizational or
fund changes announced by fund managers or news items that may affect organizational stability or Funds’
performance as well as analysis on the Funds’ rate of return to verify that it is appropriate compared to the
underlying mutual fund or fund’s benchmark.
Included in the ongoing due diligence process, managers of the underlying mutual funds are required to verify
that the Funds have adhered to the Funds’ Investment Policies and that the underlying mutual funds are
managed in accordance with the investment objectives and strategies.
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6.

CAPITAL MANAGEMENT
CICA Handbook section 1535 “Capital Disclosure”, requires that the Fund disclose information about its
objectives, policies and process for managing capital including disclosure of any externally imposed capital
requirements and the consequences of any non-compliance. The Funds consider their net assets to be their
respective capital, the relevant capital movements are disclosed in the Statement of Changes in Net Assets.
The Funds have no externally imposed capital requirements.

7.

MANAGEMENT FEES AND OTHER EXPENSES
In consideration for management services and investment advice, RBC Life Insurance Company, a related party,
is entitled to a management fee. The maximum management fee, exclusive of Harmonized Sales Tax (“HST”),
is based on the following annual percentages, applied on a weekly basis to the respective net asset values of the
Fund

Equity Growth Fund

Up to 2.275%

Bond Fund

Up to 1.900%

Balanced Fund

Up to 2.275%

The management expense ratios for the Funds are based on expenses charged directly to the Fund (other than
brokerage commissions and taxes on securities transactions) plus, if applicable, expenses of the underlying
funds, calculated on a weighted average basis on the percentage weighting of underlying funds and is expressed
as a percentage of the annual average net asset value calculated for the purpose of the issue of units of the
Funds. Custodian fee, audit fee, interest and bank charges are payable by the Funds.
Management fees and other administrative expenses charged to the Funds are subject to the HST in Ontario,
Nova Scotia, New Brunswick and Newfoundland and Labrador. Based on the rules and guidance issued by the
Department of Finance, the effective HST rate will reflect the tax rates that are applicable in the
Provinces/Territories where the fund’s unitholders reside. Since each Fund will have unitholders in more than
one Province/Territory, the blended rate will be a weighted average based on the tax rate in each
Province/Territory and the value of unitholder assets. Therefore the blended rate is likely to be different for
each Fund.
8.

UNITHOLDERS’ EQUITY
Units of the Funds, which are redeemable at the option of the holder in accordance with the provisions of the
related policy contracts, do not have any nominal or par value and the number of units which may be issued is
unlimited. Units of the Fund are issued or redeemed on a weekly basis at the net asset value per unit next
determined after the purchase order or redemption request, respectively, is received by RBC Life Insurance
Company.
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9.

FAIR VALUE
Investments recorded at fair value on the Funds’ Statement of Net Assets are categorized based upon the level
of judgment associated with the inputs used to measure their fair value. Hierarchical levels, defined by Section
3862 and directly related to the amount of subjectivity associated with inputs to fair valuation of these assets,
are as follows:
Level 1 – Quoted prices are available in active markets for identical investments as of the reporting date.
Quoted price for these investments are not adjusted even in situations where a large position and a sale could
reasonably impact the quoted price.
Level 2 – Pricing inputs are other than quoted prices in active markets, which are either directly or indirectly
observable as of the reporting date, and fair value is determined through the use of models or other valuation
methodologies.
Level 3 – Pricing inputs are unobservable for the investment and include situations where there is little, if any,
market activity for the investment. The inputs into the determination of fair value require significant
management judgment or estimation.
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