


FINANCIAL HIGHLIGHTS
(unaudited)

(in $ millions, except percentages, share data and per share amounts)
Second Quarter Six Months

For the Periods Ended June 30 2006 2005 2006 2005

Statement of Earnings Data

Net premiums earned 285.8 297.1 576.7 582.0

Interest and dividend income 25.9 23.6 50.1 40.8
Net realized gains on investments 73.5 40.2 117.5 80.1
Net investment income 99.4 63.8 167.6 120.9

Net gain on sale of Federated Life — — — 4.4
Total revenue 385.2 360.9 744.3 707.3
Total expenses 326.7 264.3 593.4 527.1
Pre-tax earnings 58.5 96.6 150.9 180.2
Net earnings 37.3 68.4 99.0 125.2

Underwriting Data

Gross premiums written 559.3 534.0 979.6 942.5
Net premiums written 346.1 343.2 604.7 593.2

Underwriting profit (loss) (38.3) 34.7 (12.0) 59.3

Underwriting ratios(1)

Loss ratio 87.1% 64.7% 76.4% 65.3%
Expense ratio 26.3% 23.6% 25.7% 24.5%
Combined ratio 113.4% 88.3% 102.1% 89.8%

Balance Sheet Data

Total investments and cash 2,751.9 2,340.3 2,751.9 2,340.3
Total assets 5,359.8 4,713.5 5,359.8 4,713.5
Provision for claims 2,658.6 2,252.6 2,658.6 2,252.6
Shareholders’ equity 1,105.6 976.2 1,105.6 976.2

Financial Ratios and ROE Data

Net earnings per share $0.73 $1.35 $1.95 $2.46
Net earnings per diluted share $0.73 $1.34 $1.94 $2.46
Book value per share $21.74 $19.20 $21.74 $19.20
Return on equity (trailing four quarters) 16.5% 23.9% 16.5% 23.9%
Dividends per share $0.165 $0.165 $0.33 $0.33

Common shares outstanding (000) 50,851 50,851 50,851 50,851
Weighted average shares (000) 50,851 50,851 50,851 50,851
Weighted average diluted shares (000) 50,971 50,984 50,970 50,983

(1) The combined ratio is the sum of two components: the loss ratio, which represents claims and loss adjustment expenses incurred, net of
reinsurance, expressed as a percentage of net premiums earned, and the expense ratio, which represents expenses including commissions,
premium taxes and all general and administrative expenses incurred in operating the business during a period, expressed as a percentage of net
premiums earned during that period. A combined ratio below 100% indicates profitable underwriting, while a combined ratio over 100% indicates
unprofitable underwriting. The combined ratio does not include consideration of investment income. The underwriting ratios (the loss and
expense ratios and the combined ratio) are all non-GAAP measures and do not have standard meanings prescribed by GAAP. They may not be
comparable to similar measures used by other companies.

Northbridge is the leading commercial property and casualty insurance group in Canada. Our subsidiaries, Lombard,
Commonwealth, Markel and Federated, provide property, automobile, general liability, and a wide range of other
commercial insurance products to businesses across Canada and in selected U.S. and international markets through
multiple distribution channels. We also provide limited personal lines insurance in the Canadian marketplace.



Message to Shareholders from the President and Chief Executive Officer

Dear Shareholders:

Strong underwriting results at three of our subsidiaries and record investment income for the second quarter
were offset by the challenges felt at Commonwealth as a result of the unprecedented hurricane season in 2005.
Net earnings for the second quarter totalled $37.3 million, or $0.73 per share, a decline from $68.4 million and
$1.35 per share for the second quarter of last year. Lombard, Markel and Federated recorded combined ratios
of 91.6%, 88.0% and 86.0%, respectively, for the second quarter of 2006, while our investment income totalled
$99.4 million for the quarter (including $73.5 million in net realized gains on portfolio investments), compared to
$63.8 million for the second quarter of 2005 (including $40.2 million in net realized gains on portfolio
investments). At Commonwealth, however, recent information and further investigation regarding new and
existing claims relating to 2005 hurricanes Katrina, Rita and Wilma (‘‘KRW’’) resulted in an increase in claims
reserves of $73.7 million. This increase was the primary reason for our underwriting loss of $38.3 million and
combined ratio of 113.4% for the second quarter of 2006, which compares to underwriting profit of $34.7 million
and combined ratio of 88.3% for the second quarter of 2005. For the first six months of 2006 our net earnings
were $99.0 million, or $1.95 per share, compared to $125.2 million, or $2.46 per share, achieved in the first half
of 2005. Our underwriting loss for the first half of 2006 was $12.0 million and compares to an underwriting profit
of $59.3 million during the first half of 2005. Our combined ratio for the first six months of 2006 was 102.1% and
compared to 89.8% for the first six months of last year.

While we are pleased with the excellent year to date results at three of our four operating companies, as well as
with the majority of Commonwealth’s lines, additional decisive action was required in certain areas of
Commonwealth’s business to eliminate the bulk of the exposures from which our KRW losses stemmed.
Specifically, we have ceased writing Gulf of Mexico Marine wind coverage, as mentioned in our first quarter
Report to Shareholders, made significant changes to Commonwealth’s reinsurance program, and will now be
exiting the majority of our U.S./International Marine Energy and Non-Marine Energy businesses. As a result of
these and other changes, we estimate that our net incurred losses for KRW would be significantly less if those
storms were to recur in 2006 in the same manner as in 2005.

We have generated a return on average equity (on a trailing four quarter basis) of 16.5% for our shareholders
while maintaining a strong balance sheet and solid capital position. As a result, our Board of Directors has
declared a quarterly dividend of $0.165 per common share, payable on September 29, 2006 to common
shareholders of record on August 31, 2006.

Sincerely,

Mark J. Ram
July 27, 2006



MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

As used in this discussion, references to ‘‘Northbridge’’, the ‘‘Company’’, ‘‘we’’, ‘‘us’’, and ‘‘our’’ refer to Northbridge
Financial Corporation, references to ‘‘Lombard’’ refer to Lombard Canada Ltd., references to ‘‘Commonwealth’’ refer to
Commonwealth Insurance Company, references to ‘‘Markel’’ refer to Markel Insurance Company of Canada and references
to ‘‘Federated’’ refer to Federated Insurance Company of Canada and, in each case, unless the context otherwise requires
or as otherwise expressly stated, their respective subsidiaries.

The following discussion should be read in conjunction with the unaudited consolidated financial statements and
accompanying notes as at and for the period ending June 30, 2006 and the audited consolidated financial statements and
accompanying notes that appear in our 2005 Annual Report. The consolidated financial statements for the six months
ended June 30, 2005 include the results of Federated Life Insurance Company of Canada (‘‘Federated Life’’) for January
and February of that year. All dollar amounts are in millions of Canadian dollars unless otherwise indicated. Certain totals,
subtotals and percentages may not reconcile due to rounding.

Statements in this report about future plans, intentions, results, levels of activity, performance, goals, achievements or other
future events constitute forward-looking statements. In some cases forward-looking statements may be identified by the use
of words such as ‘‘may’’, ‘‘will’’, ‘‘should’’, ‘‘could’’, ‘‘expects’’, ‘‘plans’’, ‘‘intends’’, ‘‘anticipates’’, ‘‘believes’’, ‘‘estimates’’,
‘‘predicts’’ or ‘‘potential’’ or the negative or other variations of these words, or other comparable words or phrases. Although
we believe that the expectations reflected in our forward-looking statements are reasonable, we cannot guarantee future
results, levels of activity, performance or achievements or other future events. Readers should not place undue reliance on
forward-looking statements as they involve known and unknown risks, uncertainties and other factors about Northbridge,
the business environment in which we operate, the economy and the insurance industry generally that may cause actual
results or events to differ materially from those expressed, implied or anticipated in such forward-looking statements. These
risks, uncertainties and other factors include, but are not limited to, the following factors which are more fully described in
our Annual Information Form and our other filings with Canadian securities regulators (accessible on SEDAR — System for
Electronic Document Analysis and Retrieval — at www.sedar.com: the adequacy of our claims reserves; unpredictable
catastrophic events; our ability to alleviate risk through reinsurance coverage; credit risks associated with our reinsurers and
certain of our insureds; our ability to achieve investment returns; the cyclical nature of the property and casualty insurance
industry; our subsidiaries’ ability to maintain their financial strength ratings; competitive market environment; changes in the
business, economic and political environment; changes in government regulation, periodic negative publicity regarding the
insurance industry; litigation and regulatory actions, our reliance on independent brokers and third parties to sell certain of
our products; our reliance on information technology and telecommunications systems; our dependence on operating
management; our dependence on the financial performance of our subsidiaries; uncertainties associated with critical
accounting estimates; and foreign currency fluctuations. We are under no obligation and have no intention to update or alter
any of our forward-looking statements as a result of new information, future events or otherwise, except as required by law.

In addition, the preparation of our financial statements in accordance with Canadian generally accepted accounting
principles requires us to make estimates and assumptions about future events which affect certain amounts reported in the
financial statements and amounts derived therefrom, including amounts presented in this discussion. Those critical
accounting estimates and assumptions principally relate to the establishment of provisions for claims and expenses, other
than temporary impairments of investments, amounts receivable and recoverable from reinsurers and income taxes. As
more information becomes known, these estimates and assumptions could change and impact future results. For a more
complete discussion of critical accounting estimates, please see pages 51 to 54 of our 2005 Annual Report.

This discussion includes product names, trade names, trademarks, service marks and registered trademarks and service
marks of Northbridge, Lombard, Commonwealth, Markel, Federated and other companies, each of which is the property of
its respective owner.

Unless otherwise noted in this MD&A, all information is given as at June 30, 2006. Additional information about us may be
found at our website, www.norfin.com, and in our Annual Information Form filed with Canadian securities regulators on
SEDAR at www.sedar.com.
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Outlook

Continuing the trends seen in the first quarter of this year, the unprecedented 2005 hurricane losses in the southeastern
U.S. are resulting in increased pricing in U.S. property lines. In Canada, insurers are experiencing increasing competitive
pressures, albeit at a pace less dramatic than in past cycles. As competition continues to be active but rational overall due
to low interest rates, Canadian commercial markets should continue to experience flat to slightly decreased renewal pricing.
Our focus at Northbridge will remain on our bottom line results and on achieving our long term return on equity objective of
15%.

Revenues

Revenue reflected in our consolidated financial statements includes net premiums earned, interest and dividend income,
net realized gains on the sale of investments and, for the six months ended June 30, 2005, a net pre-tax gain on the sale of
our subsidiary, Federated Life.

Sources of Revenue (in $ millions)
Second Quarter Six Months

For the Periods Ended June 30 2006 2005 2006 2005

Gross premiums written 559.3 534.0 979.6 942.5
Net premiums written 346.1 343.2 604.7 593.2

Net premiums earned 285.8 297.1 576.7 582.0
Interest and dividends 25.9 23.6 50.1 40.8
Net realized gains on investments 73.5 40.2 117.5 80.1
Net gain on sale of Federated Life — — — 4.4

Total revenue 385.2 360.9 744.3 707.3

Total revenue earned during the second quarter of 2006 increased by $24.3 million, or 6.7%, from the second quarter of
2005, while total revenue earned during the first six months of 2006 increased by $37.0 million, or 5.2%, from the first six
months of 2005. These increases are primarily attributable to increased net realized gains on the sale of portfolio
investments. For the second quarter of 2006, net realized gains on the sale of portfolio investments amounted to
$73.5 million, an increase of $33.2 million over the second quarter of 2005, while for the first half of 2006, net realized gains
on the sale of portfolio investments amounted to $117.5 million, an increase of $37.4 million over the first half of 2005.
Interest and dividend income increased by $2.3 million for the second quarter of 2006 over the second quarter of 2005, and
increased by $9.3 million for the first six months of 2006 over the first six months of 2005 as a result of increased average
portfolio balances during 2006, partially offset by the impact of currency translations and lower yields in the common stock
portfolio. Net premiums earned decreased by $11.3 million for the second quarter of 2006 from the second quarter of 2005,
and decreased by $5.3 million for the first six months of 2006 from the first six months of 2005, largely as a result of declines
at Markel and Commonwealth, and partially offset by increases at Federated. We recorded a $4.4 million pre-tax gain on
the sale of Federated Life in the first six months of 2005.

Pricing trends in the second quarter of 2006 were consistent with those seen in the prior quarter, as our Canadian markets
experienced healthy but rational competition, while many U.S. markets in which we participate benefited from price
increases anticipated by the industry and driven by 2005 weather-related catastrophes. During the second quarter of 2006,
our gross premiums written increased $25.3 million, or 4.7%, over the second quarter of 2005 as a result of price increases
achieved in Commonwealth’s U.S. business, as well as continued contribution from new business initiatives at Lombard,
and was partially offset by a decreased contribution from the Facility Association pools and decreased premiums in
Commonwealth’s Marine Energy Division. Gross premiums written during the second quarter of 2006 increased relative to
the second quarter of 2005 at Commonwealth (by $18.9 million), Lombard (by $7.6 million) and Federated (by $0.4 million),
and declined at Markel (by $1.6 million). Our net premiums written in the second quarter of 2006 were $346.1 million, an
increase of $2.9 million, or 0.8%, over the second quarter of 2005. In addition to the reasons noted above, net premiums
written increased due to the elimination of certain quota share reinsurance agreements at Federated, but were offset by the
impact of one-time reinstatement premiums paid by Commonwealth due to losses under certain of its excess of loss
treaties. Net premiums written during the second quarter of 2006 increased relative to the second quarter of 2005 at
Lombard (by $6.3 million) and Federated (by $5.8 million), and declined at Commonwealth (by $5.7 million) and Markel (by
$3.5 million).
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During the first six months of 2006, our gross premiums written increased $37.1 million, or 3.9%, over the first six months of
2005, largely as a result of the reasons described above, and also impacted by the sale of Federated Life in the first quarter
of 2005. Gross premiums written during the first six months of 2006 increased relative to the first six months of 2005 at
Commonwealth (by $35.7 million) and Lombard (by $14.3 million), and declined at Markel (by $7.0 million) and Federated
(by $5.9 million). Net premiums written during the first six months of 2006 increased $11.5 million, or 1.9%, from the first six
months of 2005. Net premiums written during the first six months of 2006 increased relative to the first six months of 2005 at
Lombard (by $12.6 million), Federated (by $5.3 million), and Commonwealth (by $3.5 million) and declined at Markel (by
$9.9 million).

Our geographic mix of business shifted in the second quarter of 2006, with Canadian business accounting for 82.1% of the
gross premiums written for the second quarter of 2006 and compared to 84.5% for the second quarter of 2005, while US
and Other premiums accounted for 17.9% of the gross premiums written in the second quarter of 2006 and compared to
15.5% for the second quarter of 2005. This shift in business mix is primarily attributable to the pricing trends in
Commonwealth’s U.S. business, as described above. Similarly, for the first six months of 2006, Canadian business
accounted for 82.3% of the gross premiums written, a decrease from 85.2% for the first six months of 2005, while US and
Other premiums accounted for 17.7% of the gross premiums written in the first six months of 2006, an increase from 14.8%
for the first six months of 2005.

Our product mix in the second quarter of 2006 shifted slightly in favour of more commercial lines business compared to the
second quarter of 2005. For the second quarter of 2006, commercial lines accounted for 89.6% of gross premiums written,
increased from 89.0% for the second quarter of 2005, while personal lines declined to 10.4% of gross premiums written for
the second quarter of 2006 from 11.0% for the same period one year earlier. For the first six months of 2006, commercial
lines accounted for 90.0% of gross premiums written, increased from 89.3% for the first six months of 2005, while personal
lines accounted for 10.0% of gross premiums written for the first six months of 2006, decreased from 10.7% for the first six
months of 2005.

Net Earnings

For the second quarter of 2006, we recorded net earnings of $37.3 million, or $0.73 per common share, compared to net
earnings of $68.4 million, or $1.35 per common share, for the second quarter of 2005, a decline of 45.5%. This decline was
attributable to a $73.0 million decrease in underwriting profit, partially offset by a $33.3 million increase in net realized gains
on the sale of portfolio investments and a $7.0 million reduction in the provision for income taxes. Our combined ratio was
113.4%, and our underwriting loss was $38.3 million for the second quarter of 2006, compared to an 88.3% combined ratio
and $34.7 million underwriting profit for the second quarter of 2005.

For the first six months of 2006, we recorded net earnings of $99.0 million, or $1.95 per common share, compared to net
earnings of $125.2 million, or $2.46 per common share, for the first six months of 2005, a decline of 20.9%. This year-over-
year decline results from a $71.3 million decline in underwriting profit, partially offset by a $37.4 million increase in net
realized gains on portfolio investments and a $9.3 million increase in interest and dividend income. The first six months of
2005 included a $4.4 million net gain on the sale of Federated Life.
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Combined ratios and sources of net earnings for the second quarters and first six months of 2006 and 2005 are set out in
the following table. Additional commentary on combined ratios and operating income on a company-by-company basis is
provided under the heading ‘‘Underwriting Results’’ and in the company-specific discussions which follow.

Combined Ratio and Sources of Net Earnings (in $ millions, except percentages)
Second Quarter Six Months

For the Periods Ended June 30 2006 2005 2006 2005

Combined ratio(1) 113.4% 88.3% 102.1% 89.8%

Underwriting profit (loss) (38.3) 34.7 (12.0) 59.3
Interest and dividends 25.9 23.6 50.1 40.8

Operating income (loss) (12.4) 58.3 38.1 100.1
Net realized gains on investments 73.5 40.2 117.5 80.1
Net gain on sale of Federated Life — — — 4.4
Other expenses (2.6) (1.9) (4.7) (4.4)

Earnings before income taxes 58.5 96.6 150.9 180.2
Provision for income taxes 21.2 28.2 51.9 55.0

Net earnings 37.3 68.4 99.0 125.2
(1) The combined ratio is the sum of two components: the loss ratio, which represents claims and loss adjustment expenses incurred, net of

reinsurance, expressed as a percentage of net premiums earned, and the expense ratio, which represents expenses including commissions,
premium taxes and all general and administrative expenses incurred in operating the business during a period, expressed as a percentage of net
premiums earned during that period. A combined ratio below 100% indicates profitable underwriting, while a combined ratio over 100% indicates
unprofitable underwriting. The combined ratio does not include consideration of investment income. The underwriting ratios (the loss and
expense ratios and the combined ratio) are all non-GAAP measures and do not have standard meanings prescribed by GAAP. They may not be
comparable to similar measures used by other companies.

Underwriting Results

For the second quarter of 2006, our underwriting results declined $73.0 million to a loss of $38.3 million, from an
underwriting profit of $34.7 million for the second quarter of 2005. This decline was largely due to unfavourable results at
our Commonwealth subsidiary. Our remaining subsidiaries, however, each continued excellent track records of impressive
underwriting performance. At Commonwealth, recent information and further investigation regarding new and existing
claims related to 2005 hurricanes Katrina, Rita and Wilma (‘‘KRW’’) led to an increase in claims provisions of $73.7 million.
Also contributing to the decline in underwriting income was a $5.0 million increase in underwriting expenses for the second
quarter of 2006 over the second quarter of 2005. This increase was driven by a combination of increased commission
expense and reduced ceding commission income, partially offset by lower general operating expenses. In addition, our
share in the results of the Facility Association (the residual automobile market insurance pools in which Lombard, Markel
and Federated are required by statute to participate) contributed $4.1 million to pre-tax underwriting profit in the second
quarter of 2006, including $2.0 million at Markel, $1.9 million at Lombard, and $0.2 million at Federated. This aggregate
amount for the second quarter of 2006 compares to $0.2 million for the second quarter of 2005, representing an increase of
$3.9 million.

For the six months ended June 30, 2006, our underwriting results were similarly impacted by new claims and reserve
development related to the record 2005 hurricane season. In addition to the losses for the second quarter of 2006, we also
felt the effect of $22.0 million in new claims and net unfavourable development recorded in the first quarter of 2006,
attributable to KRW. This brings Commonwealth’s total estimated net incurred losses from KRW in 2006 to $95.7 million.
Also contributing to the decline in underwriting income for the first six months of 2006 was a $12.8 million year-over-year
increase in net commission expense resulting from a combination of increased commission expense and lower ceding
commission earned. These increased expenses, partially offset by improved underwriting results in Commonwealth’s other
lines of business, contributed to a $71.3 million decline in underwriting profit to a loss of $12.0 million for the first half of
2006, compared to an underwriting profit of $59.3 million for the first half of 2005. For the first half of 2006, our share in the
results of the Facility Association contributed $5.0 million to pre-tax underwriting profit, including $2.8 million at Markel,
$2.0 million at Lombard, and $0.2 million at Federated. This aggregate amount for the first half of 2006 compares to
$5.4 million for the first half of 2005, representing a decline of $0.4 million.
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The following tables set out the year-over-year change in net premiums written, underwriting profit (loss) and combined
ratios for each of our operating companies for the second quarters and six months ended June 30, 2006 and 2005.

Change in Net Premiums Written and Underwriting Profit (in $ millions, except percentages)
Net Premiums Written Underwriting Profit (Loss) Combined Ratio

For the Quarters Ended June 30 2006 2005 % Change 2006 2005 2006 2005

Lombard 209.7 203.4 3.1% 14.5 20.4 91.6% 88.0%
Commonwealth 43.1 48.8 (11.6%) (63.2) 4.7 296.5% 88.3%
Markel 60.6 64.1 (5.5%) 6.7 7.0 88.0% 89.2%
Federated 32.7 26.9 21.6% 3.7 2.6 86.0% 88.0%
Northbridge 346.1 343.2 0.8% (38.3) 34.7 113.4% 88.3%

Change in Net Premiums Written and Underwriting Profit (in $ millions, except percentages)
Net Premiums Written Underwriting Profit (Loss) Combined Ratio

For the Six Months Ended June 30 2006 2005 % Change 2006 2005 2006 2005

Lombard 363.8 351.2 3.6% 34.6 37.8 89.8% 88.9%
Commonwealth 72.9 69.4 5.0% (65.2) 4.5 190.0% 93.8%
Markel 113.3 123.2 (8.0%) 12.2 13.1 89.1% 89.4%
Federated(1) 54.7 49.4 10.9% 6.4 3.9 87.9% 91.6%
Northbridge 604.7 593.2 1.9% (12.0) 59.3 102.1% 89.8%
(1) Federated’s combined ratio, excluding the results of Federated Life, was 90.1% for the first six months of 2005.

As stated in our Report to Shareholders in the first quarter of this year, we have ceased writing Gulf Marine Wind exposure
coverage. In addition decisive action was required in certain other areas of Commonwealth’s business; we have made
substantial changes to Commonwealth’s reinsurance program and will now be exiting the majority of our U.S./International
Marine Energy and Non-Marine Energy businesses. In Canada, competition continues to increase for each of our
subsidiaries, but remains rational with underwriting discipline prevailing and driving operational profitability in general.

The following tables present the underwriting profit (loss) and combined ratios achieved by each of our operating
companies as well as the investment-related and other non-underwriting elements of our financial results for the second
quarters of 2006 and 2005.

Operating Company Underwriting Results and Consolidated Net Earnings (in $ millions, except percentages)
For the Quarter Ended June 30, 2006 Lombard Commonwealth Markel Federated Total

Combined ratio:
Loss ratio 61.9% 288.4% 62.4% 58.4% 87.1%
Expense ratio 29.7% 8.1% 25.6% 27.6% 26.3%

91.6% 296.5% 88.0% 86.0% 113.4%

Gross premiums written 292.4 152.6 74.6 39.7 559.3
Net premiums written 209.7 43.1 60.6 32.7 346.1

Net premiums earned 171.3 32.2 55.9 26.4 285.8
Underwriting profit (loss) 14.5 (63.2) 6.7 3.7 (38.3)
Interest and dividends 25.9
Operating income (loss) (12.4)
Net realized gains on investments 73.5
Other expenses (2.6)
Earnings before income taxes 58.5
Provision for income taxes 21.2
Net earnings 37.3
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Operating Company Underwriting Results and Consolidated Net Earnings (in $ millions, except percentages)
For the Quarter Ended June 30, 2005 Lombard Commonwealth Markel Federated Total

Combined ratio:
Loss ratio 61.6% 78.0% 66.5% 58.9% 64.7%
Expense ratio 26.4% 10.3% 22.7% 29.1% 23.6%

88.0% 88.3% 89.2% 88.0% 88.3%

Gross premiums written 284.8 133.7 76.2 39.3 534.0
Net premiums written 203.4 48.8 64.1 26.9 343.2

Net premiums earned 169.9 40.4 65.0 21.8 297.1
Underwriting profit 20.4 4.7 7.0 2.6 34.7
Interest and dividends 23.6
Operating income 58.3
Net realized gains on investments 40.2
Other expenses (1.9)
Earnings before income taxes 96.6
Provision for income taxes 28.2
Net earnings 68.4

The following tables present the underwriting profit (loss) and combined ratios achieved by each of our operating
companies as well as the investment-related and other non-underwriting elements of our financial results for the first six
months of 2006 and 2005.

Operating Company Underwriting Results and Consolidated Net Earnings (in $ millions, except percentages)
For the Six Months Ended June 30, 2006 Lombard Commonwealth Markel Federated Total

Combined ratio:
Loss ratio 59.9% 181.7% 65.4% 61.1% 76.4%
Expense ratio 29.9% 8.3% 23.7% 26.8% 25.7%

89.8% 190.0% 89.1% 87.9% 102.1%

Gross premiums written 517.3 252.5 140.9 68.9 979.6
Net premiums written 363.8 72.9 113.3 54.7 604.7

Net premiums earned 339.7 72.4 111.8 52.8 576.7
Underwriting profit (loss) 34.6 (65.2) 12.2 6.4 (12.0)
Interest and dividends 50.1
Operating income 38.1
Net realized gains on investments 117.5
Other expenses (4.7)
Earnings before income taxes 150.9
Provision for income taxes 51.9
Net earnings 99.0
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Operating Company Underwriting Results and Consolidated Net Earnings (in $ millions, except percentages)
For the Six Months Ended June 30, 2005 Lombard Commonwealth Markel Federated(1) Total

Combined ratio:
Loss ratio 62.1% 79.1% 66.9% 62.5% 65.3%
Expense ratio 26.8% 14.7% 22.5% 29.1% 24.5%

88.9% 93.8% 89.4% 91.6% 89.8%

Gross premiums written 503.0 216.8 147.9 74.8 942.5
Net premiums written 351.2 69.4 123.2 49.4 593.2

Net premiums earned 339.2 73.2 123.5 46.1 582.0
Underwriting profit 37.8 4.5 13.1 3.9 59.3
Interest and dividends 40.8
Operating income 100.1
Net realized gains on investments 80.1
Net gain on sale of Federated Life 4.4
Other expenses (4.4)
Earnings before income taxes 180.2
Provision for income taxes 55.0
Net earnings 125.2
(1) Federated’s combined ratio, excluding the results of Federated Life, was 90.1% for the first six months of 2005.

Lombard Insurance

Lombard continued to perform well during the second quarter of 2006, achieving an underwriting profit of $14.5 million and
a combined ratio of 91.6%, compared to $20.4 million and 88.0% for the second quarter of 2005. Gross premiums written
for the second quarter of 2006 were $292.4 million, compared to $284.8 million for the second quarter of 2005, and
represent an increase of 2.7% relative to the second quarter of 2005. Net premiums written increased by 3.1%, or
$6.3 million to $209.7 million for the second quarter of 2006 relative to the second quarter of 2005 and net premiums earned
increased by 0.8%, or $1.4 million to $171.3 over the same period.

For the six months ended June 30, 2006, Lombard posted a combined ratio of 89.8% and an underwriting profit of
$34.6 million, compared to 88.9% and $37.8 million for the same period one year earlier. Gross premiums written for the
first six months of 2006 increased 2.8% to $517.3 million, from $503.0 million for the first six months of 2005, while net
premiums written for the first half of 2006 increased 3.6% to $363.8 million, from $351.2 million for the first half of 2005. Net
premiums earned remained relatively flat at $339.7 million for the first half of 2006, compared to $339.2 million for the same
period one year earlier.

The increases in premiums written for the second quarter and first half of 2006 were largely a result of continued
contributions from new business initiatives. Although pricing remains adequate, small price declines were evident in
Lombard’s commercial lines segment year-over-year, and larger declines have affected its personal lines segment. Solid
underwriting results for the second quarter and first half of 2006 continue to be driven by Lombard’s quality underwriting
practices, stable policy terms and conditions and generally favourable claims experience. Included in these results for the
second quarter and first six months of 2006 is an increase in operating expenses, mainly resulting from a combination of
increased commission expense incurred and lower ceding commission income earned.

We expect to see downward pricing pressure continue through 2006 in both commercial and personal business lines at
Lombard, as competition is expected to intensify due to sustained favourable results in recent years. Lombard will continue
to rely on the disciplined underwriting principles which have been the cornerstone for building its quality book of business in
force today.

Lombard’s business, segmented by gross premiums written for the first half of 2006, comprised 81.7% commercial lines
and 18.3% personal lines, compared to 80.6% and 19.4%, respectively, for the first half of 2005.

Commonwealth Insurance

Following receipt of recent information and further investigation regarding new and existing claims, Commonwealth
increased its claims provisions related to KRW by $73.7 million in the second quarter of 2006. The additional losses
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incurred contributed to a $67.9 million decline in year-over-year underwriting profit to an underwriting loss of $63.2 million
for the second quarter of 2006 from an underwriting profit of $4.7 million for the second quarter of 2005. Also contributing to
this decline for the second quarter of 2006 were two losses, unrelated to KRW, in Commonwealth’s Energy division, which
together totalled $5.2 million and triggered an aggregate of $7.0 million in reinstatement premiums. Partially offsetting these
results were the strong results in Commonwealth’s other divisions. The combined ratio at Commonwealth was 296.5% for
the second quarter of 2006, compared to 88.3% for the second quarter of 2005. For the six months ended June 30, 2006,
Commonwealth’s underwriting results were also impacted by new claims and net claims development experienced in the
first quarter, largely related to KRW. Slightly offsetting the increase in claims was a $4.0 million decline in operating
expenses year-over-year, largely as a result of reduced compensation expense. The first quarter of 2005 was impacted by
losses in Commonwealth’s Energy division which triggered $5.2 million in reinstatement premiums in that quarter. As a
result, Commonwealth’s underwriting profit for the first half of 2006 declined $69.7 million to a loss of $65.2 million from a
profit of $4.5 million for the first half of 2005. Commonwealth’s combined ratio for the first six months of 2006 was 190.0%,
compared to 93.8% for the first six months of 2005.

Premium volume at Commonwealth so far in 2006 has benefited from increased pricing in select U.S. markets, and was
only partially offset by reduced premium levels in its Marine Energy division as a result of the changes discussed below.
Gross premiums written for the second quarter of 2006 increased 14.2% to $152.6 million from $133.7 million for the
second quarter of 2005, and increased 16.5% to $252.5 million for the first half of 2006 from $216.8 million for the first half
of 2005. Net premiums written, however, were impacted by the one-time reinstatement premiums paid in the second quarter
of 2006, evidenced by the decline to $43.1 million for the quarter from $48.8 million for the second quarter of 2005, and the
relatively small increase to $72.9 million for the first half of 2006 from $69.4 million for the first half of 2005. Net premiums
written during the first half of 2005 were affected by the reinstatement premiums paid in the first quarter of that year. Net
premiums earned declined to $32.2 million for the second quarter of 2006 from $40.4 million for the second quarter of 2005,
and declined $0.8 million to $72.4 million for the first half of 2006 from $73.2 million for the first half of 2005.

We have taken significant steps to improve our recent underwriting results at Commonwealth. We have stopped writing Gulf
Marine wind coverage, made considerable changes to Commonwealth’s reinsurance program, and will now be exiting the
majority of our U.S./International Marine Energy and Non-Marine Energy businesses. As a result of these changes, we
believe that net incurred KRW-related losses would be significantly less if these storms were to reoccur in 2006 in the same
manner as 2005.

Markel Insurance

Markel recorded an underwriting profit of $6.7 million and a combined ratio of 88.0% for the second quarter of 2006,
compared to $7.0 million and 89.2% for the second quarter of 2005, and recorded an underwriting profit of $12.2 million and
a combined ratio of 89.1% for the first half of 2006, compared to $13.1 million and 89.4% for the same period one year
earlier. Markel’s underwriting performance continues to benefit from disciplined underwriting practices and efficient
operating procedures and controls. For the second quarter of 2006, Markel’s share in the results of the Facility Association
contributed $2.0 million to underwriting profit, compared to a loss of $1.0 million for the second quarter of 2005. For the first
half of 2006, Markel’s share in the results of the Facility Association contributed $2.8 million to underwriting profit, compared
to a loss of $1.6 million for the first half of 2005.

Gross premiums written at Markel declined 2.1% for the second quarter of 2006 to $74.6 million, compared to $76.2 million
for the second quarter of 2005, while net premiums written declined 5.5% to $60.6 million for the second quarter of 2006
compared to $64.1 million for the second quarter of 2005. Net premiums earned declined by 14.0% to $55.9 million for the
second quarter of 2006 from $65.0 million for the second quarter of 2005. The declines in premiums were primarily
attributable to a $3.3 million decrease in premiums received from Markel’s share of the Facility Association pools.

For the first six months of 2006, gross premiums written declined 4.7% to $140.9 million, compared to $147.9 million for the
first half of 2005, while net premiums written declined 8.0% to $113.3 million for the first half of 2006 compared to
$123.2 million for the first half of 2005. Net premiums earned declined by 9.4% to $111.8 million for the first half of 2006
from $123.5 million for the first half of 2005. These premium declines were primarily attributable to a $4.5 million decrease in
premiums received from Markel’s share of the Facility Association pools as well as general competitive pressures in the
trucking insurance industry on new business.

In an increasingly competitive environment, Markel will continue to focus on underwriting discipline and delivering excellent
customer service and solutions, supporting its strong customer loyalty.
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Federated Insurance

On February 28, 2005, we completed the sale of Federated Life for $20 million. The sale generated a net pre-tax gain of
$4.4 million, which is included in the first quarter results for 2005. The operating results of Federated Life for the two months
prior to the sale date are included in our consolidated operating results, but are not material overall.

Gross premiums written at Federated increased 1.0% to $39.7 million for the second quarter of 2006 from $39.3 million for
the second quarter of 2005, while net premiums written during the second quarter of 2006 increased 21.6% to $32.7 million
from $26.9 million during the second quarter of 2005. Net premiums earned increased to $26.4 million for the second
quarter of 2006 from $21.8 million for the second quarter of 2005. The year-over-year increase in net premiums written and
net premiums earned is due to the termination of a quota share agreement at the end of 2005 which increased Federated’s
net retention of risk (net premiums written divided by gross premiums written) to 82.4% for the second quarter of 2006 from
68.4% for the second quarter of 2005. Federated reported improved underwriting profit of $3.7 million and a combined ratio
of 86.0% for the second quarter of 2006, compared to $2.6 million and 88.0% for the second quarter of 2005. Federated’s
improved underwriting results for the second quarter of 2006 were driven by the increased retention of profitable business,
along with a reduced level of operating expenses relative to the second quarter of 2005. These factors were partially offset
by increased net commission expense as a result of a decrease in ceding commission income earned.

For the first six months of 2006, gross premiums written at Federated declined 7.9% to $68.9 million, from $74.8 million for
the first six months of 2005, while net premiums written increased 10.9% to $54.7 million, from $49.4 million for the first six
months of 2005. Net premiums earned increased 14.4% to $52.8 million, from $46.1 million for the first half of 2006. The
year-over-year decline in gross premiums written is a result of the sale of Federated Life in the first quarter of 2005, while
the increase in net premiums written and net premiums earned reflects the termination of the quota share agreement at the
end of 2005, which also increased Federated’s net retention of risk to 79.5% for the first half of 2006 from 66.0% for the first
half of 2005. Federated reported improved underwriting profit of $6.4 million and a combined ratio of 87.9% for the first half
of 2006, compared to $3.9 million and 91.6% for the first half of 2005.

Federated continues to expect an increasingly competitive environment overall and management will continue to focus on
Federated’s core business markets, its unique one-stop-shopping business model and disciplined underwriting approach.

Investment Income

Investment income consists of interest and dividends, net of investment expenses, plus net realized gains on the sale of
portfolio investments. During the second quarter of 2006, we earned $99.4 million in investment income, an increase from
$63.8 million during the second quarter of 2005. Interest and dividend income earned during the second quarter of 2006,
net of investment expenses, increased to $25.9 million from $23.6 million during the second quarter of 2005, largely as a
result of the increased average size of the investment portfolio and higher yields on cash balances, partially offset by the
impact of currency translations and lower yields in the common stock portfolio. The average annualized pre-tax yield (before
expenses) on the average investment portfolio (at carrying value) was 4.2% for the second quarter of 2006, and 4.7% for
the second quarter of 2005.

For the first six months of 2006, we earned $167.6 million in investment income, an increase from the $120.9 million during
the first six months of 2005. Interest and dividend income earned for the first six months of 2006, net of investment
expenses, was $50.1 million, compared to $40.8 for the first six months of 2005. The increased interest and dividend
income level is largely due to the increased average size of the investment portfolio and higher yields on cash balances.
The average annualized pre-tax yield (before expenses) on the average investment portfolio (at carrying value) was 4.1%
for the six months ended June 30, 2006 and 4.4% for the six months ended June 30, 2005.

Net realized gains on the sale of portfolio investments were $73.5 million for the second quarter of 2006, compared to
$40.2 million for the second quarter of 2005, while net realized gains on the sale of portfolio investments were $117.5 million
for the first six months of 2006, compared to $80.1 million for the first six months of 2005 (excluding the gain on sale of
Federated Life).

Portfolio Investments

At June 30, 2006, portfolio investments at carrying value totalled $2,739.7 million, compared to $2,578.1 million at
December 31, 2005. The pre-tax unrealized gain on portfolio investments at June 30, 2006 was $45.5 million, compared to
$207.8 million at December 31, 2005, largely as a result of significant realized gains on our common stock and bond
portfolios in the first half of 2006.
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During the first quarter of 2006, we invested approximately $15.3 million in credit default swaps as protection against the
potential impact of systemic financial risk in our investment portfolio. The swaps are seven-year, U.S. and Euro-
denominated fixed income derivatives purchased from major banks, and relate primarily to financial institutions and
fluctuate with the credit spreads. The swaps are recorded as investments in our bond portfolio and are carried at fair market
value, which was $16.2 million at June 30, 2006.

During the third quarter of 2004, as an economic hedge against the potential impact on our equity portfolio of a decline in
equity markets, the company sold short Standard & Poor’s Depositary Receipts (‘‘SPDRs’’) in the amount of
US$200 million. Simultaneously, we purchased out-of-the-money S&P index call options with a strike price of 120% of the
price at which the SPDRs were sold short, representing a notional underlying amount of US$200 million. In the event of a
significant rise in the equity markets, the call options would effectively limit the potential loss on future purchase of the
SPDRs to approximately US$40 million, without taking into account any change in the values of the company’s underlying
equity investments. The short sale is recorded in obligations related to securities sold short and is carried at the fair market
value of the borrowed SPDRs, which was $258.4 million at June 30, 2006. The S&P index call options are included in
common stocks at fair value.

At June 30, 2006, portfolio cash and short term investments had increased to $785.3 million from $746.4 million at
December 31, 2005, resulting from cash provided by operating activities.

Recoverable and Receivable from Reinsurers

Amounts recoverable and receivable from reinsurers at June 30, 2006 decreased to $1,538.7 million from $1,554.0 million
at December 31, 2005, a decrease of 1.0%.

Accounts Receivable and Other

Accounts receivable and other at June 30, 2006 totalled $526.2 million, an increase of $32.5 million from $493.7 million at
December 31, 2005, primarily due to an increase in premiums receivable from brokers.

Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities at June 30, 2006 totalled $340.6 million, a decrease of $20.2 million from
$360.8 million at December 31, 2005 primarily due to the decrease in amounts payable for securities purchased.

Unearned Premiums

Unearned premiums amounted to $996.1 million at June 30, 2006 and compared to $938.0 million at December 31, 2005,
an increase of 6.2%. This increase is partially attributable to increased gross premiums written at Commonwealth and
Lombard, as well as the general seasonality of our premiums, whereby the second quarter historically features higher
premiums written than the average for the fiscal year.

Provision for Claims

Provision for claims was $2,658.6 million at June 30, 2006 compared to $2,567.7 million at December 31, 2005, an increase
of 3.5% reflecting the increase in gross claims incurred during the second quarter of 2006. See ‘‘Underwriting Results’’ and
‘‘Commonwealth Insurance’’.

Contractual Obligations

Future minimum commitments aggregating $86.4 million at June 30, 2006 under operating leases relating to premises,
automobiles and equipment for various terms are as follows:

2006 6.7
2007 15.1
2008 13.9
2009 12.8
2010 12.0
Thereafter 25.9

Total 86.4
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Capital Structure and Liquidity

As a holding company with no direct operations, we rely on cash dividends and other permitted payments from our
insurance subsidiaries and our own cash balances to meet our obligations which consist primarily of dividend payments to
our shareholders and employment-related compensation and benefits. We may from time to time also engage in financing
activities to further our corporate objectives.

The liquidity requirements of our subsidiaries have historically been met primarily by funds generated from operations, asset
maturities and income and other returns received on investments. Cash provided from these sources is used primarily for
payment of claims, claim adjustment expenses and operating expenses. Catastrophe claims, the timing and amount of
which are inherently unpredictable, may create increased liquidity requirements. Additional sources of cash flow could
include the sale of invested assets, financing activities, and dividends from our subsidiaries. Our insurance subsidiaries
require regulatory approval prior to withdrawal of capital and, in certain circumstances, prior to the payment of dividends,
although these restrictions have not impacted our liquidity since our incorporation.

We were debt-free at June 30, 2006 and had holding company cash and short term investments of $12.2 million, a decline
from $15.4 million at year-end. We have received a commitment from a Canadian chartered bank for an unsecured,
revolving demand credit facility for up to $40 million. The bank’s commitment is subject to completion of definitive
documentation for the facility and other customary conditions which are expected to be satisfied by August 31, 2006.

We continue to be adequately capitalized to support the operations of our insurance subsidiaries. The ratio of net premiums
written (latest twelve months) to shareholders’ equity was 1.1 at June 30, 2006, compared to 1.2 at December 31, 2005. In
terms of regulatory measures of capital adequacy, our insurance subsidiaries have a weighted average Minimum Capital
Test ratio of 217% at June 30, 2006 compared to 237% at December 31, 2005.

Common shareholders’ equity at June 30, 2006 was $1,105.6 million or $21.74 per share, compared to $1,026.8 million or
$20.19 per share at December 31, 2005.

During the first six months of 2006, we paid $16.8 million, or $0.33 per share, in dividends to our common shareholders,
unchanged from the first six months of 2005.

Risk Management

As a provider of insurance products, effective risk management is fundamental to our ability to protect the interests of both
our customers and our shareholders. We are exposed to potential loss from various market risks, including interest rate risk,
equity market fluctuation risk, credit risk, liquidity risk, and to a lesser extent, foreign exchange risk and derivatives risk.
These and other material risks are described on pages 46 to 49 of our 2005 Annual Report and in our 2005 Annual
Information Form and were essentially unchanged year to date.

Transactions with Related Parties

We have ongoing transactions with related parties which are described on pages 49 to 51 of our 2005 Annual Report.
These transactions are carried out in the normal course of operations on normal market terms and consist principally of
management, advisory and other services rendered by Fairfax Financial Holdings Limited (‘‘Fairfax’’) and affiliated
companies, reinsurance and related arrangements with Fairfax and affiliated companies, group liability insurance, and
agency/broker relationships with Hub International Limited and/or its subsidiaries. Note 4 to the accompanying consolidated
interim financial statements provides additional information on related party transactions.

Critical Accounting Estimates and Assumptions

The preparation of our financial statements in accordance with Canadian generally accepted accounting principles requires
us to make estimates and assumptions that affect the amounts reported in our financial statements and amounts derived
therefrom. Our critical accounting estimates and assumptions were disclosed on pages 51 to 54 of our 2005 Annual Report
and principally relate to the establishment of provisions for claims and expenses, other than temporary impairments of
investments, amounts receivable and recoverable from our reinsurers and income taxes. There are no new critical
accounting estimates or assumptions to disclose beyond those included in our 2005 Annual Report. As more information
becomes known, these estimates and assumptions could change and impact future results.

11



Comparative Quarterly Information

Financial Summary (in $ millions, except percentages and per share amounts)
June 30 Mar. 31 Dec. 31 Sept. 30 June 30 Mar. 31 Dec. 31 Sept. 30

For the Quarter Ended 2006 2006 2005 2005 2005 2005 2004 2004

Net premiums earned 285.8 290.9 288.5 294.0 297.1 284.9 326.6 312.5
Interest and dividends 25.9 24.2 21.9 16.9 23.6 17.2 21.2 17.5
Net realized gains (losses) on investments 73.5 44.0 11.1 30.7 40.2 39.9 (12.0) 13.0
Net gain on sale of Federated Life — — — — — 4.4 — —

Total revenue 385.2 359.1 321.5 341.6 360.9 346.4 335.8 343.0
Underwriting expenses 324.1 264.6 282.3 276.6 262.4 260.3 257.9 279.5
Other expenses 2.6 2.0 10.7 2.5 1.9 2.6 2.0 4.4

Earnings before income taxes 58.5 92.5 28.5 62.5 96.6 83.5 75.9 59.1
Provision for (recovery of) income taxes 21.2 30.7 (1.4) 19.2 28.2 26.7 27.8 20.6

Net earnings 37.3 61.8 29.9 43.3 68.4 56.8 48.1 38.5

Gross premiums written 559.3 420.4 494.8 438.7 534.0 408.4 493.5 453.6
Net premiums written 346.1 258.6 319.7 275.5 343.2 250.0 337.8 295.2

Underwriting profit (loss) (38.3) 26.3 6.2 17.4 34.7 24.6 68.7 33.0

Combined ratio:
Loss ratio 87.1% 65.8% 69.8% 71.0% 64.7% 65.9% 54.3% 63.6%
Expense ratio 26.3% 25.2% 28.0% 23.1% 23.6% 25.5% 24.6% 25.8%

113.4% 91.0% 97.8% 94.1% 88.3% 91.4% 78.9% 89.4%

Net earnings per share $0.73 $1.22 $0.59 $0.85 $1.35 $1.12 $0.95 $0.76
Net earnings per diluted share $0.73 $1.21 $0.59 $0.85 $1.34 $1.11 $0.94 $0.76
Book value per share $21.74 $21.24 $20.19 $19.74 $19.20 $17.93 $16.94 $16.22

Seasonal variations in the property and casualty insurance markets in which we participate generally affect premium
volumes and claims expense. Historically, we have experienced higher gross premiums written volume in the second
quarter of a given year due primarily to the timing of policy renewals. Claims frequency and severity is generally higher in
the third or fourth quarter of the year due to weather-related events. In the fourth quarter of 2004, this trend was not obvious
as a result of profit sharing agreements on certain reinsurance treaties offsetting the increased claims expense during the
quarter. This trend was also not evident in the second quarter of 2006 as a result of increased claims provisions related to
KRW. See ‘‘Underwriting Results’’ and ‘‘Commonwealth Insurance’’.
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CONSOLIDATED BALANCE SHEETS

(in Cdn $ thousands)
June 30, December 31,

2006 2005
As at Period End (unaudited)

Assets
Cash and short term investments 12,218 15,415
Accounts receivable and other 526,208 493,745
Income taxes recoverable 52,363 6,409
Paid losses receivable 119,169 112,306
Recoverable from reinsurers 1,419,575 1,441,667

2,129,533 2,069,542

Investments
Subsidiary cash and short term investments 785,314 746,411
Bonds 1,543,325 1,467,110
Preferred stocks 12,625 12,625
Common stocks 556,868 524,127
Investment in Hub 99,976 93,536

Total investments 2,998,108 2,843,809

Deferred premium acquisition costs 152,398 142,567
Future income taxes 39,002 66,033
Premises and equipment 16,950 17,505
Goodwill 18,833 18,833
Other assets 4,965 4,530

5,359,789 5,162,819

Liabilities
Accounts payable and accrued liabilities 340,604 360,755
Obligations related to securities sold short 258,404 265,705
Due to affiliates 585 3,844
Provision for claims 2,658,553 2,567,744
Unearned premiums 996,072 937,974

4,254,218 4,136,022

Shareholders’ Equity
Capital 578,711 578,199
Retained earnings 544,574 462,309
Currency translation account (17,714) (13,711)

1,105,571 1,026,797

5,359,789 5,162,819

See accompanying notes.
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CONSOLIDATED STATEMENTS OF EARNINGS
(unaudited)

(in Cdn $ thousands, except share data and per share amounts)
Second Quarter Six Months

For the Periods Ended June 30 2006 2005 2006 2005

Gross premiums written 559,278 533,983 979,634 942,470

Net premiums written 346,082 343,189 604,684 593,181

Revenue
Net premiums earned 285,840 297,107 576,697 582,022
Interest and dividends 25,918 23,591 50,141 40,779
Net realized gains on investments 73,471 40,278 117,466 80,161
Net gain on sale of Federated Life — — — 4,379

385,229 360,976 744,304 707,341

Expenses
Claims 249,015 192,281 440,322 379,886
Operating expenses 38,525 41,031 74,582 81,497
Commissions, net 23,685 16,201 48,273 35,428
Premium taxes 12,939 12,910 25,573 25,953
Other 2,637 1,917 4,658 4,447

326,801 264,340 593,408 527,211

Earnings before income taxes 58,428 96,636 150,896 180,130
Provision for income taxes 21,169 28,200 51,850 54,896

Net earnings 37,259 68,436 99,046 125,234

Net earnings per share $0.73 $1.35 $1.95 $2.46
Net earnings per diluted share $0.73 $1.34 $1.94 $2.46
Weighted average shares (000) 50,851 50,851 50,851 50,851
Weighted average diluted shares (000) 50,971 50,984 50,970 50,983
Shares outstanding (000) 50,851 50,851 50,851 50,851

CONSOLIDATED STATEMENTS OF RETAINED EARNINGS
(unaudited)

(in Cdn $ thousands)
Six Months

For the Periods Ended June 30 2006 2005

Retained earnings — beginning of period 462,309 297,456
Net earnings 99,046 125,234
Common share dividends (16,781) (16,781)

Retained earnings — end of period 544,574 405,909

See accompanying notes.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)

(in Cdn $ thousands)
Second Quarter Six Months

For the Periods Ended June 30 2006 2005 2006 2005

Operating activities
Net earnings 37,259 68,436 99,046 125,234
Amortization 304 783 510 1,188
Future income taxes 27,389 (7,943) 27,031 (4,559)
Net realized gains on investments (73,471) (40,278) (117,466) (80,161)
Net gain on sale of Federated Life — — — (4,379)

(8,519) 20,998 9,121 37,323

Cash flow from change in:
Provision for claims 17,859 76,836 85,651 193,747
Unearned premiums 87,953 72,089 58,098 30,171
Accounts receivable and other (8,844) (10,059) (32,463) 27,965
Income taxes, net (31,083) 8,751 (45,954) (7,822)
Deferred premium acquisition costs (13,426) (11,239) (9,831) (7,424)
Paid losses receivable (818) (12,761) (6,863) 9
Recoverable from reinsurers 46,336 (34,690) 22,092 (72,062)
Due to affiliates 446 92 (3,259) 87
Accounts payable and accrued liabilities 65,904 39,136 (20,151) (10,966)
Other (1,993) (1,281) (3,963) (3,034)

Cash provided by operating activities 153,815 147,872 52,478 187,994

Investing activities
Investments — purchases (327,716) (616,725) (446,571) (862,914)

— sales 328,829 530,471 444,678 712,469
Federated Life sale proceeds, net of company cash — — — 9,007
Purchase of premises and equipment (1,103) (2,800) (1,781) (4,527)

Cash provided by (used in) investing activities 10 (89,054) (3,674) (145,965)

Financing activities
Common share dividends (8,390) (8,390) (16,781) (16,781)

Cash used in financing activities (8,390) (8,390) (16,781) (16,781)

Foreign currency translation 3,787 1,584 3,683 2,175

Increase in cash resource 149,222 52,012 35,706 27,423
Cash resources — beginning of period 648,310 542,124 761,826 566,713

Cash resources — end of period 797,532 594,136 797,532 594,136

See accompanying notes.

Cash resources consist of cash and short term investments, including subsidiary cash and short term investments. Short
term investments are readily convertible into cash and have maturities of three months or less.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Six Months Ended June 30, 2006
(unaudited, in Cdn $ thousands and as otherwise indicated)

1. Organization and Basis of Presentation

These consolidated financial statements should be read in conjunction with the company’s consolidated financial
statements for the year ended December 31, 2005 as set out on pages 57 to 76 of the company’s 2005 Annual Report.
These consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting
principles using the same accounting policies as were used for the company’s consolidated financial statements for the year
ended December 31, 2005.

The preparation of financial statements in accordance with Canadian generally accepted accounting principles requires
management to make estimates and assumptions that affect reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities as at the date of the financial statements and the reported amounts of revenue and
expenses during the periods covered by the financial statements. The principal financial statement components subject to
measurement uncertainty include the provision for claims, other than temporary declines in the value of investments, the
allowance for unrecoverable reinsurance, the carrying value of future tax assets and the valuation of goodwill. Actual results
could differ from those estimates.

The company is principally engaged in property and casualty insurance.

2. Investment Information

Investments comprise:

June 30, 2006 December 31, 2005
Carrying Estimated Carrying Estimated

Value Fair Value Value Fair Value

Cash and short term investments 785,314 785,314 746,411 746,411
Bonds

Canadian — government 1,134,895 1,097,283 1,105,379 1,147,142
— corporate 121,905 122,293 145,462 149,923

Foreign — government 78,993 68,795 86,627 82,773
— corporate 207,532 209,365 129,642 109,905

Preferred stocks
Canadian 12,625 13,240 12,625 13,406

Common stocks
Canadian 388,428 437,793 298,736 371,643
Foreign 168,440 169,331 225,391 280,387

Obligations related to securities sold short (258,404) (258,404) (265,705) (265,705)
Investment in Hub 99,976 140,212 93,536 150,042

Total 2,739,704 2,785,222 2,578,104 2,785,927

The estimated fair values of debt securities and preferred and common stocks are primarily based on quoted market values.
For private placements and a small number of infrequently traded securities, the company obtains quotes from brokers or
estimates value using internally developed pricing models.

Management has reviewed currently available information regarding those investments whose estimated fair value is less
than carrying value at June 30, 2006. Debt securities whose carrying value exceeds market value can be held until maturity.
All investments have been reviewed to ensure that corporate performance expectations have not changed significantly to
adversely affect the market value of these securities other than on a temporary basis. The company has investments in
certain common stock and high yield debt securities for which the fair value of the investment is below the cost to the
company. The company has written down the carrying value of these investments to reflect an other than temporary decline
in value and the carrying value has been written down to the company’s assessment of the estimated realizable value of the
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investments. The company may not view the current quoted market value of these securities as being reflective of the
underlying value of the investment. At June 30, 2006, the company had total bonds rated less than investment grade with
an aggregate carrying value of $125,992 (December 31, 2005 — $62,928), aggregate quoted market value of $135,821
(December 31, 2005 — $50,562), gross unrealized gains of $10,070 (December 31, 2005 — $764) and gross unrealized
losses of $241 (December 31, 2005 — $13,130).

During the first quarter of 2006, we invested $15,281 in credit default swaps as protection against the potential impact of
systemic financial risk in our investment portfolio. The swaps are recorded as investments in our bond portfolio and are
carried at fair market value, which was $16,209 at June 30, 2006.

In 2004, as an economic hedge against a decline in the equity markets, the company executed a short sale of
approximately US$200,000 of Standard & Poor’s Depositary Receipts (‘‘SPDRs’’). Simultaneously, the company entered
into two-year call option contracts (‘‘Options’’) to limit the potential loss on the future purchase of the SPDRs to
approximately US$40,000, without taking into account any change in the values of the company’s underlying equity
investments. The cost of the Options was US$6,070. The Options and the obligation to purchase the SPDRs are carried at
fair value in the consolidated financial statements. The fair value of the obligation to purchase the SPDRs is included in
obligations related to securities sold short and the fair value of the Options is included in common stocks in the consolidated
balance sheet. For the six months ended June 30, 2006, the net change in the fair values of the SPDRs and the Options
totalled a loss of $8,859 (for the second quarter of 2006 — a gain of $2,040) and was included in net realized gains on
investments in the consolidated statement of earnings.

The company has pledged (either directly or indirectly to support letters of credit) portfolio investments of $98,402 as
security for reinsurance balances and regulatory deposits and has pledged investments of $333,595 as security for
securities sold short.

Investment income:

Second Quarter Six Months
For the Periods Ended June 30 2006 2005 2006 2005

Interest and dividends:
Cash and short term investments 6,380 3,824 12,579 6,463
Bonds 17,917 14,391 34,837 27,658
Preferred stock 152 1,174 335 2,274
Common stocks 5,358 6,856 8,987 13,364
Other (2,061) (29) (1,986) (1,155)

27,746 26,216 54,752 48,604
Expenses (1,828) (2,625) (4,611) (7,825)

25,918 23,591 50,141 40,779
Realized gains (losses) on investments:
Bonds 18,626 23,156 27,548 29,459
Common stocks 54,475 22,225 93,580 55,805
Other 370 — 370 —
Provision for losses and writedowns — (5,103) (4,032) (5,103)

73,471 40,278 117,466 80,161

Net investment income 99,389 63,869 167,607 120,940

Interest and dividend income for the second quarter of 2006 includes equity earnings of Hub International Limited (‘‘Hub’’) of
$1,735 (2005 — $1,731). Interest and dividend for the first six months of 2006 includes equity earnings of Hub of $4,111
(2005 — $3,282).

Realized gains in common stocks for the second quarter of 2006 and for the first six months of 2006 include a dilution gain
on shares of Hub of $4,928 ($2005 — $0).
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3. Capital

The authorized capital consists of an unlimited number of common shares and an unlimited number of preferred shares,
issuable in series, the rights and preferences of which may be established by the board of directors from time to time.

Contributed
Surplus TotalCommon Shares

Number $ $ $

Balance, December 31, 2004 50,851,306 575,569 258 575,827
Amortization of options — — 127 127
Share of increase in contributed surplus of Hub — — 2,245 2,245

Balance, December 31, 2005 50,851,306 575,569 2,630 578,199

Amortization of options — — 2 2
Share of increase in contributed surplus of Hub — — 510 510

Balance, June 30, 2006 50,851,306 575,569 3,142 578,711

Earnings per share is calculated by dividing net income by the weighted average number of shares outstanding during the
year.

4. Related Party Transactions and Balances

During the second quarter, the following related party transactions occurred with companies under common control in the
normal course of business on normal market terms:

Company (including subsidiaries) Nature of Transaction 2006 2005

Fairfax Financial Holdings Limited/Hamblin Watsa Investment counseling and administration service
Investment Counsel Ltd. fees incurred 1,548 1,566

Fairfax Financial Holdings Limited Management fees incurred 125 125
Cunningham Lindsey Group Inc. Adjuster fees paid 3,583 1,342
Odyssey America Reinsurance Corporation Reinsurance premiums assumed 698 2,871
Odyssey America Reinsurance Corporation Reinsurance commissions paid 129 524
Odyssey America Reinsurance Corporation Reinsurance premiums ceded 10,092 12,936
Odyssey America Reinsurance Corporation Reinsurance commissions received 1,741 3,199
Fairmont Insurance Company Reinsurance premiums assumed — 1,192
Fairmont Insurance Company Reinsurance commissions paid — 56
CRC (Bermuda) Reinsurance Limited Reinsurance premiums ceded 66,988 67,303
CRC (Bermuda) Reinsurance Limited Reinsurance commissions received 16,280 15,408
nSpire Re Limited Reinsurance premiums ceded 13,563 10,388
nSpire Re Limited Reinsurance commissions received 1,042 1,501
MFXchange Holdings Inc. Intranet license fees incurred — 223
Hub International Limited Broker commissions paid 6,274 7,216
The Sixty Three Foundation Donations paid — 400
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During the six month period, the following related party transactions occurred with companies under common control in the
normal course of business on normal market terms:

Company (including subsidiaries) Nature of Transaction 2006 2005

Fairfax Financial Holdings Limited/Hamblin Watsa Investment counseling and administration service
Investment Counsel Ltd. fees incurred 3,887 6,099

Fairfax Financial Holdings Limited Management fees incurred 250 250
Cunningham Lindsey Group Inc. Adjuster fees paid 6,247 3,655
Odyssey America Reinsurance Corporation Reinsurance premiums assumed 1,480 4,286
Odyssey America Reinsurance Corporation Reinsurance commissions paid 328 775
Odyssey America Reinsurance Corporation Reinsurance premiums ceded 14,915 22,557
Odyssey America Reinsurance Corporation Reinsurance commissions received 3,311 5,552
Fairmont Insurance Company Reinsurance premiums assumed — 1,402
Fairmont Insurance Company Reinsurance commissions paid 19 111
CRC (Bermuda) Reinsurance Limited Reinsurance premiums ceded 120,242 119,906
CRC (Bermuda) Reinsurance Limited Reinsurance commissions received 32,399 30,002
nSpire Re Limited Reinsurance premiums ceded 17,373 21,791
nSpire Re Limited Reinsurance commissions received 2,176 2,623
MFXchange Holdings Inc. Intranet license fees incurred — 547
Hub International Limited Broker commissions paid 12,283 12,560
The Sixty Three Foundation Donations paid — 400

At June 30, 2006, $9,231 (December 31, 2005 — $6,024) was receivable from related parties and is included in accounts
receivable and other.

At June 30, 2006, $20,607 (December 31, 2005 — $22,564) was receivable from related parties and is included in paid
losses receivable.
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5. Segmented Information

The company is primarily engaged in property and casualty insurance and the reportable segments are considered to be
the underwriting results of the company’s principal operating subsidiaries which are separately managed.

a) Lines of business segments

For the Quarter Ended June 30, 2006 Lombard Commonwealth Markel Federated Total

Gross premiums written 292,373 152,619 74,549 39,737 559,278
Net premiums written 209,704 43,150 60,560 32,668 346,082
Net premiums earned 171,324 32,161 55,920 26,435 285,840

Claims 105,950 92,743 34,879 15,443 249,015
Operating expenses 18,916 6,524 8,000 5,085 38,525
Commissions, net 24,009 (5,507) 4,083 1,100 23,685
Premium taxes 7,986 1,599 2,249 1,105 12,939

156,861 95,359 49,211 22,733 324,164
Underwriting profit (loss) 14,463 (63,198) 6,709 3,702 (38,324)
Interest and dividends 25,918
Net realized gains on investments 73,471
Other expenses (2,637)
Earnings before income taxes 58,428
Provision for income taxes 21,169
Net earnings 37,259
Total identifiable assets 2,576,637 1,568,481 788,024 402,358 5,335,500
Other 24,289
Total assets 5,359,789

For the Quarter Ended June 30, 2005 Lombard Commonwealth Markel Federated Total

Gross premiums written 284,789 133,662 76,180 39,352 533,983
Net premiums written 203,459 48,795 64,077 26,858 343,189
Net premiums earned 169,884 40,399 65,040 21,784 297,107

Claims 104,667 31,505 43,281 12,828 192,281
Operating expenses 17,792 8,295 8,211 6,733 41,031
Commissions, net 19,172 (5,611) 4,147 (1,507) 16,201
Premium taxes 7,879 1,497 2,408 1,126 12,910

149,510 35,686 58,047 19,180 262,423
Underwriting profit 20,374 4,713 6,993 2,604 34,684
Interest and dividends 23,591
Net realized gains on investments 40,278
Other expenses (1,917)
Earnings before income taxes 96,636
Provision for income taxes 28,200
Net earnings 68,436
Total identifiable assets 2,299,084 1,333,547 692,675 364,750 4,690,056
Other 23,412
Total assets 4,713,468
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For the Six Months Ended June 30, 2006 Lombard Commonwealth Markel Federated Total

Gross premiums written 517,311 252,566 140,871 68,886 979,634
Net premiums written 363,804 72,850 113,252 54,778 604,684
Net premiums earned 339,699 72,380 111,832 52,786 576,697

Claims 203,369 131,506 73,169 32,278 440,322
Operating expenses 36,418 13,073 15,253 9,838 74,582
Commissions, net 49,484 (10,142) 6,831 2,100 48,273
Premium taxes 15,864 3,119 4,385 2,205 25,573

305,135 137,556 99,638 46,421 588,750
Underwriting profit (loss) 34,564 (65,176) 12,194 6,365 (12,053)
Interest and dividends 50,141
Net realized gains on investments 117,466
Other expenses (4,658)
Earnings before income taxes 150,896
Provision for income taxes 51,850
Net earnings 99,046
Total identifiable assets 2,576,637 1,568,481 788,024 402,358 5,335,500
Other 24,289
Total assets 5,359,789

For the Six Months Ended June 30, 2005 Lombard Commonwealth Markel Federated Total

Gross premiums written 503,011 216,783 147,891 74,785 942,470
Net premiums written 351,241 69,394 123,164 49,382 593,181
Net premiums earned 339,212 73,187 123,489 46,134 582,022

Claims 210,542 57,868 82,656 28,820 379,886
Operating expenses 35,268 17,043 15,950 13,236 81,497
Commissions, net 39,530 (9,192) 7,174 (2,084) 35,428
Premium taxes 16,064 2,948 4,645 2,296 25,953

301,404 68,667 110,425 42,268 522,764
Underwriting profit 37,808 4,520 13,064 3,866 59,258
Interest and dividends 40,779
Net realized gains on investments 80,161
Net gain on sale of Federated Life 4,379
Other expenses (4,447)
Earnings before income taxes 180,130
Provision for income taxes 54,896
Net earnings 125,234
Total identifiable assets 2,299,084 1,333,547 692,675 364,750 4,690,056
Other 23,412
Total assets 4,713,468
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b) Geographic segments

2006 2005
US & US &

For the Quarters Ended June 30 Canada Other Total Canada Other Total

Gross premiums written 459,057 100,221 559,278 451,132 82,851 533,983
Net premiums written 324,819 21,263 346,082 316,441 26,748 343,189
Net premiums earned 268,282 17,558 285,840 272,626 24,481 297,107

Claims 158,989 90,026 249,015 171,006 21,275 192,281
Operating expenses 34,555 3,970 38,525 36,049 4,982 41,031
Commissions, net 26,480 (2,795) 23,685 18,987 (2,786) 16,201
Premium taxes 12,670 269 12,939 12,705 205 12,910

232,694 91,470 324,164 238,747 23,676 262,423

Underwriting profit (loss) 35,588 (73,912) (38,324) 33,879 805 34,684
Investment income 98,167 1,222 99,389 59,758 4,111 63,869
Other expenses (2,637) — (2,637) (1,917) — (1,917)

Earnings (loss) before income taxes 131,118 (72,690) 58,428 91,720 4,916 96,636

Total assets 4,600,457 759,332 5,359,789 4,120,123 593,345 4,713,468

2006 2005
US & US &

For the Six Months Ended June 30 Canada Other Total Canada Other Total

Gross premiums written 806,230 173,404 979,634 803,307 139,163 942,470
Net premiums written 565,774 38,910 604,684 556,439 36,742 593,181
Net premiums earned 534,743 41,954 576,697 538,895 43,127 582,022

Claims 315,698 124,624 440,322 343,336 36,550 379,886
Operating expenses 66,556 8,026 74,582 71,177 10,320 81,497
Commissions, net 54,365 (6,092) 48,273 40,467 (5,039) 35,428
Premium taxes 25,097 476 25,573 25,552 401 25,953

461,716 127,034 588,750 480,532 42,232 522,764

Underwriting profit (loss) 73,027 (85,080) (12,053) 58,363 895 59,258
Investment income 165,180 2,427 167,607 115,693 5,247 120,940
Net gain on sale of Federated Life — — — 4,379 — 4,379
Other expenses (4,658) — (4,658) (4,447) — (4,447)

Earnings (loss) before income taxes 233,549 (82,653) 150,896 173,988 6,142 180,130

Total assets 4,600,457 759,332 5,359,789 4,120,123 593,345 4,713,468

Geographic premiums are determined based on the domicile of the various subsidiaries.
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c) Gross premiums written, by product line segments

Second Quarter Six Months
For the Periods Ended June 30 2006 2005 2006 2005

Commercial:
Property 212,698 186,357 364,988 317,075
Automobile 152,690 160,703 281,573 291,025
General liability 115,750 103,698 206,713 192,340
Life and health — — — 4,053
Other 20,106 24,316 28,338 37,210

Personal:
Property 18,750 18,460 31,425 31,823
Automobile 39,284 40,449 66,597 68,944

Total 559,278 533,983 979,634 942,470

6. Equity Compensation Plan

The company has an equity compensation plan under which stock-related awards may be made to directors, officers and
eligible employees of the company and its subsidiaries. The company’s accounting policy is to recognize the fair value of
stock based compensation as an expense over the period in which entitlement to the compensation vests. Awards granted
under the plan are options to purchase shares from treasury or outstanding shares and exercise prices are not less than the
market price on the date of the grant. Any option granted on outstanding common shares is made by a company under
common control with the company. For the period ended June 30, 2006, non-cash stock option compensation expense was
$27 (2005 — $114).

7. Pension and Other Post-Retirement Benefits

The company has both non-contributory post-retirement defined benefit plans as well as defined contribution money
purchase plans covering full time employees and executives.

The expense for the defined benefit plans in the second quarter of 2006 was $2,305 (2005 — $2,314). The expense for the
defined benefit plans in the first six months of 2006 was $4,535 (2005 — $4,156).

8. Sale of Federated Life

On February 28, 2005 the company completed the sale of its subsidiary Federated Life Insurance Company of Canada
(‘‘Federated Life’’). Proceeds of $19,770, net of expenses, generated a pre-tax gain of $4,379. The net loss of Federated
Life for the period of ownership in the first quarter of 2005 was $56.

9. Comparative Amounts

Certain comparative figures have been reclassified to be consistent with the current period’s presentation.
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