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MANAGEMENT REPORT

PACIFIC LIFE FUNDING, LLC

Background

Pacific Life Funding, LLC (“PLF”) is an exempted company incorporated in the Cayman Islands with
limited liability on January 23, 1998 pursuant to the Companies Law of the Cayman Islands.

The only business activity of PLF is to issue debt instruments and to purchase funding agreements from
Pacific Life. The indentures governing the terms of the instruments issued by PLF prohibit PLF from
engaging in any other business activity. PLF has not issued any instruments or purchased any funding
agreements since 2005. Between its organization in 1998 and 2005, PLF issued $5,813 million in
aggregate principal amount of instruments, of which $1,751 million aggregate principal amount remained
outstanding as of December 31, 2009. PLF issued these instruments in a variety of currencies and with
maturities that varied from one to 20 years both to institutional investors in a variety of jurisdictions and to
retail investors in the United Kingdom, The Netherlands, Germany and Switzerland.

PLF’s principal assets are funding agreements issued by Pacific Life. Each outstanding series of
instruments issued by PLF is secured by one or more funding agreements. No instruments of a series
have any right to receive payments under a funding agreement related to any other series of instruments.
Accordingly, PLF is only able to make timely payments with respect to a series of instruments if Pacific
Life has made all required payments under the funding agreements securing such series of instruments.
Because PLF’s ability to satisfy its obligations under a series of instruments depends upon Pacific Life’s
performance under the related funding agreements, this Annual Report includes detailed information
regarding Pacific Life. See “Pacific Life Insurance Company” below.

The obligations of PLF evidenced by the instruments are not obligations of, and are not guaranteed or
insured by, any other person, including, but not limited to, Pacific Life or any of its subsidiaries or
affiliates. None of these entities nor any agent or trustee of PLF is under any obligation to provide funds
or capital to PLF, except for Pacific Life’s payment obligations under the funding agreements and an
agreement by Pacific Life to pay certain operating expenses of and fees to PLF. In addition, the
instruments do not benefit from any insurance guaranty fund coverage or similar protection.

Management

The directors of PLF are Ms. Dianne Scott and Mr. Martin Couch. Each of the directors is also an
employee of Maples Finance Limited. Maples Finance Limited acts as administrator to PLF (the
“Administrator”). The office of the Administrator serves as the general business office of PLF. Through
the office, and pursuant to the terms of an administration agreement between PLF and the Administrator,
the Administrator performs in the Cayman Islands various management functions on behalf of PLF,
including communications with shareholders and the general public, and the provision of certain clerical,
administrative and other services until termination of the administration agreement. The Administrator’s
principal office is P.O. Box 1093, Boundary Hall, Cricket Square, George Town, Grand Cayman KY1-
1102, Cayman Islands. There are currently no committees of the board of directors. There are currently
no existing or proposed service contracts between PLF or any subsidiary thereof and any of the directors
of PLF. The directors of PLF are not currently entitled to remuneration or benefits in kind from PLF and do
not currently hold any interests in the share capital of PLF.

Capitalization

The authorized share capital of PLF is US$50,000 divided into 50,000 ordinary shares of US$1.00 each,
1,000 of which have been issued. All of the issued shares of PLF are fully paid and are held by Maples
Finance Limited (the “Share Trustee”) under the terms of a Declaration of Trust dated April 15, 1998
(the “Declaration of Trust”) under which the Share Trustee holds the shares in trust. Under the terms of
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the Declaration of Trust, so long as there are instruments outstanding, the Share Trustee may not sell or
otherwise deal with the shares except to a person previously approved in writing by the indenture trustee
for the instruments. It is not anticipated that any distribution will be made on the shares while any
instrument is outstanding. When all of the outstanding instruments have matured or otherwise been
redeemed, it is expected that the Share Trustee will wind up the trust and make a final distribution to
charity. The Share Trustee has no beneficial interest in, and derives no benefit (other than its fee for
acting as Share Trustee) from, its holding of the shares.

The following table presents PLF’s capitalization as of December 31, 2009 prepared in conformity with
GAAP. The information as of December 31, 2009 in this table is derived from the audited GAAP financial
statements of PLF as of December 31, 2009 and 2008 and for the years ended December 31, 2009, 2008
and 2007.

December 31,
2009

Debt:

Short-term debt ................................................................................................ –

Long-term debt................................................................................................$1,751,425,632

Total Debt ................................................................................................ 1,751,425,632

Equity:

Paid-in capital ................................................................................................ 1,000

Retained earnings................................................................................................ 24,589

Accumulated other comprehensive income............................................................. –

Total Equity ................................................................................................ 25,589

Total capitalization................................................................................................$1,751,451,221

Development of PLF’s Business

Other than as described herein, there were no developments having a material effect on PLF or its
business during the year ended December 31, 2009. In addition, other than as described herein, there
have been no recent developments having a material effect on PLF or its business since December 31,
2009. As of the date of this Annual Report, there exists no condition or event that would constitute an
event of default under the terms of the instruments of PLF that are currently outstanding.

There are currently no indications that the business of PLF will change between the date of this report
and June 30, 2010.
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STATEMENT OF RESPONSIBILITY

Pacific Life Funding, LLC

The directors of PLF confirm, to the best of their knowledge, that:

 the financial statements of PLF included in this report were prepared in accordance with
U.S. GAAP and applicable law; and

 this report constitutes a review by PLF’s management of the business and position of
PLF during the year ended December 31, 2009, and contains a fair review of that period.

Dated: April 29, 2010

/s/ Martin Couch
Martin Couch
Director

/s/ Dianne Scott
Dianne Scott
Director
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PACIFIC LIFE INSURANCE COMPANY

Selected Consolidated GAAP Financial Information of the Company

The following table sets forth selected consolidated GAAP financial information for the Company. You
should read it in conjunction with the sections of the Annual Report that follow and the Audited GAAP
Financial Statements included in this Annual Report. The preparation of financial statements in conformity
with GAAP requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reported period. Actual results may differ from such estimates. Additionally, the
results for past accounting periods are not necessarily indicative of the results to be expected for any
future accounting period.

Effective December 31, 2009, Pacific LifeCorp, Pacific Life’s parent, contributed its 100% stock ownership
of Aviation Capital Group Corp. (“ACG”) to Pacific Life. ACG is engaged in the acquisition and leasing of
commercial jet aircraft. The Audited GAAP Financial Statements included in this Annual Report have
been prepared by combining the previously separate financial statements of Pacific Life and ACG as if
the two entities had been combined as of the beginning of 2007, the first period presented in the Audited
GAAP Financial Statements. This retrospective treatment is prescribed by GAAP whenever a transfer
between entities under common control is effected.

The selected consolidated GAAP financial information for the Company as of December 31, 2009 and
2008 (other than “life insurance in force” and “employees” included in “Other Data”) and for the years
ended December 31, 2009, 2008 and 2007 has been derived from the Audited GAAP Financial
Statements included in this Annual Report. The selected consolidated GAAP financial information for the
Company as of December 31, 2007 (other than “life insurance in force” and “employees” included in
“Other Data”) has been derived from the Company’s audited GAAP consolidated financial statements not
included in this Annual Report and includes unaudited adjustments to give effect to the ACG transfer to
Pacific Life, since the audited consolidated financial statements as of December 31, 2007 were not
reissued for purposed of this Annual Report, and also reflect certain reclassifications for noncontrolling
interest (previously referred to as minority interest). These reclassifications are due to new guidance to
the Financial Accounting Standards Board (“FASB”) Accounting Standards Codification’s
(“Codification”) Consolidation Topic, which the Company adopted effective January 1, 2009.

Certain of the Company’s broker-dealer operations are classified as discontinued. Discontinued broker-
dealer operations do not include the operations of Pacific Select Distributors, Inc. (“PSD”), a wholly
owned broker-dealer subsidiary of Pacific Life, which primarily serves as the underwriter/distributor of
registered investment-related products and services, principally variable life and variable annuity
contracts issued by the Company, and mutual funds.

In March 2007, the Company initially classified its broker-dealer subsidiaries, other than PSD, as held for
sale. During 2007 and 2008, these broker-dealers were sold. For consistency, other financial data in this
Annual Report also classify the broker-dealer operations as discontinued operations.
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Years Ended December 31,

Consolidated Statement of Operations Data: 2009 2008 2007
(in millions)

Revenues:
Policy fees and insurance premiums ................................$ 2,275 $ 1,997 $ 1,780
Net investment income.............................................................1,862 1,994 2,120
Net realized investment loss ....................................................(158) (1,329) (29)
Realized investment gain on interest in PIMCO ...................... – 109 –
Investment advisory fees .........................................................208 255 327
Aircraft leasing revenue ...........................................................578 571 535
Other income................................................................ 137 167 147

Total revenues................................................................ 4,902 3,764 4,880

Benefits and Expenses:
Interest credited to policyholder account

balances ................................................................ 1,253 1,234 1,266
Policy benefits paid or provided ................................ 1,226 1,206 855
Commission expenses .............................................................691 715 690
Operating and other expenses................................ 1,246 1,178 1,235

Total benefits and expenses ........................................................4,416 4,333 4,046

Income (loss) from continuing operations before
provision (benefit) for income taxes ................................ 486 (569) 834

Provision (benefit) for income taxes................................ 44 (315) 129
Income (loss) from continuing operations ................................ 442 (254) 705
Noncontrolling interest ................................................................ 14 3 (38)
Discontinued operations, net of taxes

(1)
................................ (20) (6) 11

Net income (loss) ................................................................$ 436 $ (257) $ 678

(1)
Discontinued operations primarily include the Company’s broker-dealer operations. Discontinued
broker-dealer operations do not include the operations of PSD. In March 2007, the Company initially
classified its broker-dealer subsidiaries, other than PSD, as held for sale. During 2007 and 2008,
these broker-dealers were sold. For consistency, other financial data in this Annual Report also
classify the Company’s broker-dealer operations as discontinued operations.
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December 31,
Consolidated Statement of Financial
Condition Data: 2009 2008 2007

Assets:
($ in millions)

Investments ................................................................$ 41,410 $ 36,752 $ 40,417
Cash and cash equivalents ................................ 1,919 3,397 694
Restricted cash................................................................221 227 234
Deferred policy acquisition costs................................4,806 5,012 4,481
Aircraft leasing portfolio, net................................ 5,304 4,999 4,655
Other assets ................................................................2,253 3,276 1,794
Separate account assets................................ 52,564 41,505 57,605

Total assets ................................................................$108,477 $ 95,168 $109,880

Liabilities and Equity
Liabilities:

Policyholder account balances................................$ 33,984 $ 32,670 $ 32,017
Future policy benefits ................................ 7,403 9,841 6,025
Short-term debt................................................................105 150 100
Long-term debt ................................................................5,632 4,459 4,471
Other liabilities ................................................................1,872 1,863 2,418
Separate account liabilities................................ 52,564 41,505 57,605

Total liabilities................................................................101,560 90,488 102,636

Equity:
Common stock................................................................30 30 30
Paid-in capital ................................................................982 782 781
Retained earnings ................................ 6,037 5,426 6,028
Accumulated other comprehensive

income (loss) ................................................................(363) (1,802) 191
Total stockholder’s equity................................ 6,686 4,436 7,030
Noncontrolling interest................................ 231 244 214
Total equity................................................................ 6,917 4,680 7,244
Total liabilities and equity ................................ $108,477 $ 95,168 $109,880

Other Data:
Life insurance in force ................................ $220,935 $220,822 $207,548

Employees:
Continuing operations ................................ 2,592 2,892 2,755
Discontinued operation

(1)
................................ – – 234

Total employees ................................................................2,592 2,892 2,989

(1)
Discontinued operations primarily include the Company’s broker-dealer operations. Discontinued
broker-dealer operations do not include the operations of PSD. In March 2007, the Company
initially classified its broker-dealer subsidiaries, other than PSD, as held for sale. During 2007 and
2008, these broker-dealers were sold. For consistency, other financial data in this Annual Report
also classify the Company’s broker-dealer operations as discontinued operations.
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Management’s Discussion and Analysis of Financial Condition
and Results of Operations of the Company

The following should be read in conjunction with the Selected Consolidated GAAP Financial Information
of the Company set forth above and the Audited GAAP Financial Statements included in this Annual
Report.

Background

Pacific Life was established in 1868 and is a Nebraska stock life insurance company that conducts
business in the District of Columbia and every state except the State of New York. Pacific Life is a direct,
wholly owned subsidiary of Pacific LifeCorp, a Delaware stock holding company. Pacific LifeCorp is a
direct, wholly owned subsidiary of Pacific Mutual Holding Company (“PMHC”), a Nebraska mutual
insurance holding company. PMHC and Pacific LifeCorp were created in 1997 when Pacific Life
converted into a mutual insurance holding company structure. Under this mutual insurance holding
company structure, certain owners of insurance policies and annuity contracts (other than funding
agreements and certain other types of contracts) issued by Pacific Life are automatically members of
PMHC. Members of PMHC have the right to elect the directors of PMHC, to vote on other matters coming
to a vote of the members at annual and special meetings and to receive distributions of surplus in the
event of the dissolution or liquidation of PMHC. Under Nebraska law and the applicable organizational
and conversion documents, PMHC must at all times own at least 51% of the outstanding voting stock of
Pacific LifeCorp, and Pacific LifeCorp must at all times own all of the voting stock of Pacific Life.

Pacific Life transferred its legal domicile from the State of California to the State of Nebraska, effective
September 1, 2005. PMHC transferred its legal domicile from the State of California to the State of
Nebraska, effective June 29, 2007, in order to reunite PMHC and Pacific Life under one regulatory
authority. Pacific Life’s principal administrative offices are at 700 Newport Center Drive, Newport Beach,
California, in a 285,000 square-foot office building it owns.

On December 31, 2009, Pacific LifeCorp contributed its 100% stock ownership of ACG to Pacific Life.
The Audited GAAP Financial Statements included in this Annual Report have been prepared by
combining the previously separate financial statements of Pacific Life and ACG as if the two entities had
been combined as of the beginning of 2007, the first period presented in the Audited GAAP Financial
Statements. This retrospective treatment is prescribed by GAAP whenever a transfer between entities
under common control is effected.

The Company’s primary business operations include (1) providing life insurance products, individual
annuities and mutual funds, (2) offering to individuals, businesses and pension plans a variety of
investment products and services, and (3) acquiring and leasing commercial aircraft. As of December 31,
2009, 2008 and 2007, the Company had $108.5 billion, $95.2 billion and $109.9 billion, respectively, in
total assets, and total stockholder’s equity of $6.7 billion, $4.4 billion and $7.0 billion, respectively. Life
insurance in force was $220.9 billion, $220.8 billion and $207.5 billion as of December 31, 2009, 2008
and 2007, respectively. Net income (loss) was $436 million for the year ended December 31, 2009 as
compared to ($257) million for the year ended December 31, 2008 and $678 million for the year ended
December 31, 2007.

The following discusses the Company’s primary operating segments: Life Insurance, Investment
Management, Annuities & Mutual Funds (“A&MF”), Aircraft Leasing and Corporate and Other, as well as
its principal subsidiaries and affiliates.
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Segments

The Life Insurance segment provides a broad range of life insurance products through multiple
distribution channels operating in the upper income and corporate markets. Principal products include
universal life, variable universal life, survivor life, interest sensitive whole life, corporate owned life
insurance and traditional products such as whole life and term life. Distribution channels include regional
life offices, marketing organizations, broker-dealer firms, wirehouses and M Financial Group, an
association of independently owned and operated insurance and financial producers. As of December 31,
2009, 2008 and 2007, the Life Insurance segment represented 26%, 28% and 25% of the Company’s
total assets, respectively.

The Investment Management segment provides investment and insurance products to institutional
investors, pension fund sponsors and structured settlement annuitants. The segment’s principal products
include traditional guaranteed interest contracts (“GICs”), synthetic GICs, funding agreement-backed
notes issued to institutional investors via medium–term note programs or to the Federal Home Loan Bank
(“FHLB”) of Topeka, as well as group retirement annuities sold to pension plans and structured
settlement annuities issued in conjunction with personal injury awards. As of December 31, 2009, 2008
and 2007, the Investment Management segment represented 12%, 16% and 15% of the Company’s total
assets, respectively. Effective January 1, 2010, the Investment Management segment’s insurance
products, including institutional investment products, were moved into other segments of the Company.
Structured settlement and retirement annuities were moved to the A&MF segment and the other
institutional investment products became part of the Corporate and Other segment. Going forward, the
Investment Management segment will focus its strengths on managing the Company’s investment
portfolio.

The A&MF segment offers variable and fixed annuity products and mutual funds through multiple
distribution sources. Distribution channels include independent planners, financial institutions and
national/regional wirehouses. As of December 31, 2009, 2008 and 2007, the A&MF segment represented
53%, 48% and 52% of the Company’s total assets, respectively. Effective March 1, 2010, the A&MF
segment was renamed the Retirement Solutions segment.

The Aircraft Leasing segment encompasses the operations of ACG. This segment focuses primarily on
the commercial aircraft acquisition and operating lease market, while also providing brokerage and asset
management services to other third parties. Prior to December 31, 2009, ACG was a wholly owned
subsidiary of Pacific LifeCorp. On December 31, 2009, Pacific LifeCorp contributed its 100% stock
ownership in ACG to Pacific Life. The Aircraft Leasing segment’s portfolio included, as of December 31,
2009, 241 aircraft that were leased to various airline customers throughout the world. As of December 31,
2009, 2008 and 2007, the Aircraft Leasing segment represented 6%, 6% and 5% of the Company’s total
assets, respectively.

The Corporate and Other segment primarily includes investment income, expenses and assets not
attributable to the operating segments, and other subsidiaries not included elsewhere.

Principal Subsidiaries and Affiliates

ACG, which was founded in 1989, comprises the Company’s Aircraft Leasing segment. ACG’s corporate
offices are located in Newport Beach, California. ACG also maintains offices in metropolitan New York,
Seattle, London (United Kingdom), Shanghai (China), Singapore, and Santiago (Chile). ACG’s business
is comprised of two basic components. The first component consists of long-term aviation investments in
owned aircraft, which ACG offers to its clients worldwide under operating leases. The second component
involves aircraft trading activities, brokerage services and third-party management advisory services. In
March 2010, Pacific Life made a cash capital contribution of $350 million to ACG.

Pacific Life & Annuity Company (“PL&A”), a wholly owned subsidiary of Pacific Life, markets and
distributes variable universal life, structured settlement annuities, GICs, and variable annuities. PL&A is
licensed to sell certain of its products in the State of New York and currently sells variable universal life
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insurance, term life insurance, variable annuity products and institutional products and services in New
York. Additionally, PL&A has been deemed to be commercially domiciled in the State of New York and
subject to certain requirements under New York insurance law that do not otherwise apply to New York-
licensed insurers domiciled outside New York.

PSD is a registered broker-dealer and the underwriter and wholesale distributor of certain of the
Company’s investment-related products and services, principally variable life and annuity contracts and
retail mutual funds. Effective May 1, 2007, a service plan adopted by the Pacific Select Fund, the
investment vehicle provided to the Company’s variable life insurance policyholders and variable annuity
contract owners, went into effect whereby the fund pays PSD, as distributor of the fund, a service fee in
connection with services rendered or procured to or for shareholders of the fund or their variable contract
owners. These services may include, but are not limited to, payment of compensation to broker-dealers,
including PSD itself, and other financial institutions and organizations which assist in providing any of the
services.

Effective January 1, 2006, PSD distributed its ownership interests in its subsidiaries, including five broker-
dealer subsidiaries, and certain related activities to Pacific Life, which contributed them to Pacific Select
Group LLC (“PSG”). During the second quarter of 2007, Pacific Life formed a new wholly owned
subsidiary, Pacific Select LLC (“Pacific Select”), to which Pacific Life contributed its ownership in PSG.
In March 2007, the Company classified its broker-dealer subsidiaries, other than PSD, as held for sale.
During the years ended December 31, 2008 and 2007, these broker-dealers were sold for an insignificant
pre-tax gain and a pre-tax gain of $53 million, respectively. The Pacific Select broker-dealers were
determined to be a discontinued operation and have been classified as such in the Audited GAAP
Financial Statements included in this Annual Report.

Pacific Asset Holding LLC (“PAH”), a wholly owned subsidiary of Pacific Life, holds certain other
investments, primarily private equity and real estate holdings. Until recently, PAH also held the
Company’s remaining beneficial economic interest in Pacific Investment Management Company LLC
(“PIMCO”).

As of December 31, 2007, the Company owned a beneficial economic interest in PIMCO. PIMCO offers
investment products through separately managed accounts and institutional, retail and offshore mutual
funds. The interest in PIMCO was reported at estimated fair value, as determined by a contractual put
and call option price, with changes in estimated fair value reported as a component of other
comprehensive income, net of taxes. During the year ended December 31, 2008, the Company exercised
a put option and sold all of its remaining interest in PIMCO to Allianz of America Inc., a subsidiary of
Allianz SE for $288 million and recognized a pre-tax gain of $109 million.

Pacific Life Fund Advisors LLC (“PLFA”), a wholly owned subsidiary of Pacific Life formed in 2007,
serves as the investment adviser for the Pacific Select Fund, an investment vehicle provided to the
Company’s variable life insurance policyholders and variable annuity contract owners, and the Pacific Life
Funds, the investment vehicle for the Company’s mutual fund products. Prior to May 1, 2007, Pacific Life
served in this capacity. PLFA charges advisory and other fees based primarily upon the net asset value of
the underlying portfolios.

Revenues and Expenses

The Company derives operating revenues from (1) premiums and policy fees on life and other insurance
products, (2) net investment income from general account assets, (3) asset management fees and
mortality and expense fees related to variable annuities and variable life insurance policies and (4) fees
for other services, including aircraft leasing revenue. Under GAAP, total premiums paid on guaranteed
premium policies are included in revenues with a corresponding expense for increases in policy reserves.
For universal life and investment-type products, amounts received from policyholders are considered
deposits and are not recorded as revenues, and increases in reserves are not shown as an expense.
Only the amounts deducted from policy values for mortality and expenses, as and when deducted, are
recorded as revenues on universal life and investment-type products.
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Operating earnings result primarily from (1) the spread between the rates earned on invested assets and
the rates credited to policyholders, (2) the fees earned on mortality and expense charges on variable
products and (3) investment advisory fees earned on separate account assets. Operating earnings are
affected by claims experience and the persistency of policies and their continuing premiums and the
investment markets. In addition, the Company seeks to increase earnings by carefully managing
operating expenses through its budgeting process, monitoring of expense recoveries and improvements
through the use of technology. Included in operating expenses are components such as salary and
wages, employee benefits, rent, professional services, depreciation and other sundry expenses.

Results of Operations

Year Ended December 31, 2009 compared to the Year Ended December 31, 2008

Net income for the year ended December 31, 2009 was $436 million as compared to net loss of $257
million for the year ended December 31, 2008. The increase was primarily due to a decrease in net
realized investment loss in 2009 of $1,171 million as compared to 2008. The primary reason for the
decrease in net realized investment loss was an $806 million increase in the positive mark-to-market of
certain embedded derivatives related to variable annuity guaranteed living benefits in the A&MF segment,
net of hedges and policy fees, in 2009 compared to 2008. Also contributing to the decrease in net
realized investment loss in 2009 were lower other than temporary impairments (“OTTI”) of $311 million in
2009 compared to $580 million in 2008. These changes were partially offset by a pre-tax realized
investment gain of $109 million that was recorded in relation to the sale of the Company’s interest in
PIMCO during 2008.

Policy fees and insurance premiums in 2009 were $2,275 million compared to $1,997 million for 2008, an
increase of 14%. Policy fees consist of cost-of-insurance charges, expense loads, surrender charges and
other fees related to products. These fees increased in the Life Insurance segment primarily as a result of
an increase in amortization of unearned revenue and policy fee assessments. The Investment
Management segment also recorded increases to insurance premiums from increases in retirement
annuity sales and increases in structured settlement annuity sales. These increases were partially offset
by total policy fees that decreased in the A&MF segment primarily from lower contract fees from lower
average assets under management.

Net investment income decreased from $1,994 million in 2008 to $1,862 million in 2009, a decrease of
7%. The decrease in 2009 as compared to 2008 primarily related to lower returns from the private equity
portfolios, lower returns on equity real estate funds and other partnership returns, and lower investment
income from other investments.

Net realized investment loss for 2009 amounted to $158 million compared to $1,329 million for 2008, a
decrease of $1,171 million. The primary reason for the decrease in net realized investment loss was an
$806 million increase in the positive mark-to-market of certain embedded derivatives related to variable
annuity guaranteed living benefits in the A&MF segment, net of hedges and policy fees, in 2009
compared to 2008. Also contributing to the decrease in net realized investment loss in 2009 were lower
OTTI of $311 million in 2009 compared to $580 million in 2008.

Realized investment gain on the sale of the Company’s interest in PIMCO amounted to $109 million for
2008. See “Principal Subsidiaries and Affiliates” above for a discussion of the Company’s interest in
PIMCO.

Investment advisory fees decreased $47 million, or 18%, to $208 million in 2009 as compared to $255
million in 2008. This decrease was primarily attributable to lower average assets under management in
the separate accounts during 2009 as compared to 2008. This decrease in average separate account
assets was primarily the result of the impact of a significant drop in the equity markets during the recent
financial market turmoil. See “Assets” below for further discussion of the changes in separate account
assets.
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Aircraft leasing revenue increased $7 million to $578 million in 2009 as compared to $571 million in 2008.
This increase of $7 million was primarily the result of aircraft purchased after January 1, 2008, which
earned revenue during the entire 2009 year as compared to no or partial earned revenue for 2008. This
was offset by decreases in certain lease rates due to periodic interest rate index-based adjustments.

Other income decreased $30 million, or 18%, to $137 million in 2009 as compared to $167 million in
2008. The decrease in other income was primarily related to a decrease in the fees earned by PSD in
connection with the Pacific Select Fund service plan. These fees are asset-based fees that are calculated
on separate account assets and decreased primarily due to lower average separate account assets
during 2009 compared to 2008. See “Assets” below for further discussion of the changes in separate
account assets and “Principal Subsidiaries and Affiliates” above for a discussion of PSD and the Pacific
Select Fund service plan.

Interest credited to policyholder account balances increased slightly to $1,253 million for 2009 as
compared to $1,234 million in 2008. This includes interest credited on the universal life and annuities
products and on floating rate institutional investment products. This slight increase in interest credited to
policyholder account balances was the result of an increase in policyholder account values in the Life
Insurance segment and an increase in average fixed account balances in the A&MF segment. These
increases were partially offset by a decrease in the Investment Management segment’s institutional
investment products from maturing funding agreements, which decrease was partially offset by lower
gains on the repurchase of funding agreements in 2009 as compared to 2008.

Policy benefits paid or provided increased $20 million, or 2%, to $1,226 million for 2009 as compared to
$1,206 million for 2008. This increase was mainly attributable to the Investment Management segment,
which also experienced a corresponding increase in insurance premiums as described above. In addition,
there was an increase in benefits in the A&MF segment due to higher death benefit payments. This
increase was slightly offset by a decrease in benefits paid by the Life Insurance segment due to lower
mortality.

Commission expenses decreased $24 million, or 3%, to $691 million for 2009 as compared to $715
million for 2008. Commission expenses include components of deferred acquisition costs (“DAC”) and
vary with the level of sales by business segment due to the mix of products. The decrease in 2009 versus
2008 was due to lower DAC amortization of commission expenses in the A&MF segment, mostly offset by
higher DAC amortization resulting from the annual unlocking process and model revisions in the Life
Insurance segment for 2009 as compared to 2008.

Operating and other expenses for 2009 increased $68 million, or 6%, to $1,246 million as compared to
$1,178 million in 2008. The Corporate and Other segment’s operating expenses increased $73 million
principally due to the termination of the Company’s defined benefit pension plan and the payment of plan
benefits to the participants, which occurred in the fourth quarter of 2009. Operating expenses include
components of DAC; the amortization of DAC, which directly affects operating expenses, is dependent on
various factors that affect future gross profits by business segment. For most products, DAC amortization
represents a percentage of gross profits. In addition, the increase in operating expenses was due to
increased DAC amortization from the Life Insurance segment partially offset by A&MF segment’s lower
DAC amortization and a general reduction of other operating expenses. Also included in operating and
other expenses is interest expense that remained consistent in 2009 as compared to 2008. Interest
expense in the Aircraft Leasing segment decreased $39 million as a result of a significant decrease in the
interest rates on variable rate debt at ACG; however, such decreases were offset by increased interest
expense of $38 million in the Corporate and Other segment due to the issuance of $1.0 billion of surplus
notes in June 2009. See “Liquidity and Capital Resources” below for further discussion of the surplus note
issuance.

The provision for income taxes was $44 million for 2009 as compared to a benefit for income taxes of
$315 million for 2008. The taxes in 2009 and 2008 were lower than the statutory rate due to a tax
settlement from the favorable resolution of an issue relating to the separate account dividends received
deduction and accrued interest on net refunds due from the Internal Revenue Service for prior years.
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Year Ended December 31, 2008 compared to the Year Ended December 31, 2007

Net income (loss) was ($257) million for 2008 as compared to $678 million for 2007. The net loss for 2008
was primarily attributable to the impact of the economic recession and severely negative economic
conditions which led to (1) higher investment losses and (2) the significant decline in the equity markets,
leading to increases in the negative mark-to-market of certain embedded derivatives, net of hedges and
policy fees, related to variable annuity guaranteed living benefits in the A&MF segment in 2008 compared
to 2007. See the discussion of consolidated statement of operations line items below.

Policy fees and insurance premiums for 2008 were $1,997 million compared to $1,780 million for 2007,
an increase of 12%. Policy fees increased in the Life Insurance segment primarily as a result of an
increase in amortization of unearned revenue and cost-of-insurance charges. In addition to the increase
in policy fees, there was also an increase in insurance premiums from the sale of structured settlement
and retirement annuities in the Investment Management segment in 2008 as compared to 2007.

Net investment income decreased 6% from $2,120 million for 2007 to $1,994 million for 2008. The
decrease in 2008 as compared to 2007 primarily related to prepayment fees on fixed maturity securities
and mortgage loans, which were $33 million lower in 2008 as compared to 2007. In addition, there was
also a decrease in net investment income on private equity investments in 2008 as compared to 2007.

Net realized investment loss for 2008 amounted to $1,329 million compared to $29 million for 2007. The
increase in net realized investment loss was primarily related to $482 million higher OTTI charges in 2008
as compared to 2007 and a $666 million increase in the negative mark-to-market of embedded
derivatives, net of hedges and policy fees, related to variable annuity guaranteed living benefits in the
A&MF segment in 2008 compared to 2007. In connection with the significant disruption in the residential
mortgage and credit markets in 2008, OTTI charges recorded during 2008 were primarily related to the
Company’s exposure to Alt-A residential mortgage backed securities, certain structured securities, and
direct exposure to financial companies through corporate equity and debt holdings. See the Audited
GAAP Financial Statements included in this Annual Report for additional information on the components
of net realized investment gains and losses.

Realized investment gain on the Company’s interest in PIMCO amounted to a pre-tax gain of $109 million
for 2008. See “Principal Subsidiaries and Affiliates” above for a discussion of the Company’s interest in
PIMCO.

Investment advisory fees decreased $72 million to $255 million for 2008 as compared to $327 million for
2007. Effective May 1, 2007, there was a reduction in certain advisory fees charged by the Company,
which contributed to the decrease. Additionally, the decrease in separate account assets during 2008 as
compared to 2007 also contributed to this decrease. See “Principal Subsidiaries and Affiliates” above for
additional information.

Aircraft leasing revenue increased $36 million to $571 million for 2008 as compared to $535 million for
2007. This increase was primarily the result of favorable terms negotiated in fixed leases during 2008 and
the growth in the number of aircraft in the portfolio, partially offset by a decrease in revenues from floating
rate leases.

Other income was $167 million for 2008 as compared to $147 million for 2007. Other income was higher
in 2008 as compared to 2007 due to fees earned by PSD in connection with the Pacific Select Fund
service plan. See “Principal Subsidiaries and Affiliates” above for additional information about the Pacific
Select Fund service plan.

Interest credited to policyholder account balances decreased to $1,234 million for 2008 as compared to
$1,266 million for 2007. This slight decrease in interest credited to policyholder account balances was
primarily related to a decrease in interest credited on floating rate institutional investment products due to
a fall in short term interest rates in 2008 as compared to 2007, which was slightly offset by an increase in
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interest credited to policyholder account balances by the Life Insurance segment due to a growth in
account values.

Policy benefits paid or provided increased $351 million to $1,206 million for 2008 as compared to $855
million for 2007. The increase was primarily related to the sale of structured settlement annuities in the
Investment Management segment, which is discussed above. The A&MF segment also had an increase
of $138 million in this line item due to increases in guaranteed living and death benefit reserves. The Life
Insurance segment experienced an increase in life insurance benefits of $64 million, principally due to an
increase in average death claim size and increased other benefit reserves.

Commission expenses for 2008 increased $25 million to $715 million compared to $690 million for 2007.
The primary reason for the increase was higher amortization of DAC in the Life Insurance segment as a
result of increased sales and the adverse impact of negative market returns in 2008. This increase was
partially offset by the A&MF segment’s lower trail commissions and a DAC benefit from embedded
derivative losses.

Operating expenses for 2008 decreased by $57 million, or 5%, to $1,178 million from $1,235 million in
2007. The decrease was partially attributable to decreased interest expense resulting from lower interest
rates on variable rate debt at ACG. In addition, the decrease was due to a settlement accrual recorded in
2007, partially offset by an increase in net DAC and other operating expenses in 2008.

The provision (benefit) for income taxes for 2008 was ($315) million as compared to $129 million for
2007. This decrease in tax expense was primarily due to lower taxable income realized by the Company
in 2008. The taxes in 2008 and in 2007 were lower than the statutory rate primarily due to the separate
account dividends received deduction and utilization of low income housing and foreign tax credits.

Assets

As of December 31, 2009, the Company had total assets of $108.5 billion as compared to $95.2 billion as
of December 31, 2008. This increase in total assets was primarily attributable to the increase in separate
account assets from $41.5 billion as of December 31, 2008 to $52.6 billion as of December 31, 2009,
primarily due to positive returns in the equity markets between December 31, 2008 and December 31,
2009. Also contributing to the increase in total assets was an increase of $4.7 billion in total investments
primarily due to increases in fixed maturity securities, mortgage loans and equity securities, partially offset
by a decrease in policy loans and other investments. These increases in total assets were also partially
offset by a decrease in cash and cash equivalents of $1.5 billion and a decrease in other assets of $1.0
billion due to decreases in net deferred tax assets and reinsurance receivables, which decreases were
partially offset by increases in premium receivables. See the Audited GAAP Financial Statements
included in this Annual Report for additional information on investments.

As of December 31, 2008, the Company had total assets of $95.2 billion as compared to $109.9 billion as
of December 31, 2007. This decrease in total assets was primarily a result of the decrease in separate
account assets from $57.6 billion as of December 31, 2007 to $41.5 billion as of December 31, 2008,
primarily due to the significant decline in the equity markets in 2008. Total investments also decreased
from $40.4 billion at December 31, 2007 to $36.8 billion at December 31, 2008, primarily as a result of
lower estimated fair values due to an increase in net unrealized losses. General spread widening on fixed
maturity investments caused by the disruption in the financial markets in 2008 led to the decrease in
estimated fair values. Partially offsetting these decreases was an increase in mortgage loan investments
of $1.0 billion and an increase to cash and cash equivalents of $2.7 billion. See the Audited GAAP
Financial Statements included in this Annual Report for additional information on investments.

Liabilities

As of December 31, 2009, the Company had total liabilities of $101.6 billion as compared to $90.5 billion
as of December 31, 2008. This increase in total liabilities was primarily attributable to the increase in
separate account liabilities from $41.5 billion as of December 31, 2008 to $52.6 billion as of December
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31, 2009, primarily due to positive returns in the equity markets between December 31, 2008 and
December 31, 2009. In addition, long-term debt increased $1.1 billion primarily due to the issuance of
$1.0 billion of surplus notes in June 2009. See “Liquidity and Capital Resources” below for further
discussion of the surplus note issuance. Total liabilities also increased as a result of a $1.3 billion
increase to policyholder account balances. These increases were slightly offset by a $2.4 billion decrease
in future policy benefits.

As of December 31, 2008, the Company had total liabilities of $90.5 billion as compared to $102.6 billion
as of December 31, 2007. This decrease in total liabilities was primarily the result of a decrease in
separate account liabilities from $57.6 billion at December 31, 2007 to $41.5 billion at December 31,
2008, consistent with the decrease in separate account assets described above. This decrease was
partially offset by an increase to future policy benefits of $3.8 billion.

Liquidity and Capital Resources

The Company’s principal capital resources come from insurance premiums, deposits to policyholder
account balances, investment income, sales, maturities, calls and principal repayments of investments
and cash flows from other operations, including aircraft leasing revenue. The principal uses of these
funds are investment purchases, payment of policy acquisition costs, payment of policyholder benefits,
withdrawal of policyholder account balances, income taxes and current operating expenses. Remaining
funds not used as noted above are generally used to increase the asset base, to provide funds to meet
the need for future policy benefit payments and for writing new business. As described below, total cash
and cash equivalents decreased $1,478 million during 2009 as compared to an increase of $2,703 million
during 2008. Total cash and cash equivalents decreased $747 million during 2007.

Net cash provided by operating activities was $2,410 million during 2009, $2,456 million during 2008 and
$2,451 million in 2007. Net cash provided by operating activities can vary depending on the level and type
of sales, particularly those of annuity and other investment-type products. For example, sales of universal
life insurance products and investment-type products result in cash flows that are predominantly shown
as cash flows from financing activities rather than as cash flows from operations, while sales of variable
products result in cash flows that are predominantly reflected in the separate accounts and are not a part
of the cash flow statement.

Net cash provided by (used in) investing activities was ($5,334) million during 2009 and was $837 million
in 2008 as compared to ($3,212) million during 2007. The increase in net cash used in investing activities
in 2009 was due to increased purchases of fixed maturity and equity securities in 2009. The Company
had reduced purchases of fixed maturity and equity securities during 2008 resulting in increased investing
cash flow. It is the Company’s objective to remain fully invested in assets with maturities and yields that it
believes are matched to its product liabilities. As assets mature, are redeemed or are sold, the Company
evaluates the available investment alternatives, reinvests according to existing and expected product
liabilities as well as seeks to ensure that sufficient marketable assets and other sources of liquidity are in
place to provide for large unexpected demands for cash. Discrepancies between the timing of financial
statement preparation and the timing of reinvestment activity sometimes result in the presentation of
levels of short-term investments that are not typical of day-to-day operations. These short-term
investments are considered cash equivalents. The Company also had fluctuations in payments for
nonhedging derivative settlements and change in collateral received or pledged during 2009, 2008 and
2007. The increase from 2008 to 2009 in cash payments for nonhedging derivative settlements was due
to instruments which are tied to the return of the S&P 500 Index. In 2009, on an aggregate basis, the
Company returned cash collateral to counterparties due to a decrease in the net aggregate exposure
resulting from a decrease in the derivative positions’ market value.

Net cash provided by (used in) financing activities was $1,446 million during 2009 and was ($590) million
in 2008 as compared to $14 million during 2007. The increase in 2009 as compared to 2008 primarily
related to the issuance by Pacific Life of an aggregate principal amount of $1.0 billion in surplus notes in
June 2009 and a $200 million contribution from Pacific LifeCorp to Pacific Life in 2009 compared to a
$345 million cash dividend paid by Pacific Life to Pacific LifeCorp in 2008. The decrease in 2008 as
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compared to 2007 was primarily due to the $345 million cash dividend paid by Pacific Life to Pacific
LifeCorp in 2008. Also, changes in universal life and investment-type product account balances and
changes in short-term and long-term debt were additional drivers of the change in cash flows from
financing activities.

The payment of dividends by Pacific Life to Pacific LifeCorp is subject to restrictions set forth in the
insurance laws of the State of Nebraska. Under these laws, Pacific Life must deliver notice to the
Nebraska Department of Insurance of any dividend or distribution to Pacific LifeCorp within five business
days after declaration of the dividend or distribution, and may not pay the dividend or distribution to
Pacific LifeCorp within the ten business day period following delivery of such notice unless the Nebraska
Department of Insurance approves payment of the dividend or distribution within such ten business day
period. In addition, Pacific Life may not pay an “extraordinary” dividend or distribution to Pacific LifeCorp
until the Nebraska Department of Insurance has either (i) approved the payment of the dividend or
distribution or (ii) not disapproved the payment of the dividend or distribution within thirty days after
receiving notice of the declaration of the dividend or distribution. For purposes of applicable Nebraska
law, an “extraordinary” dividend or distribution is a dividend or distribution of cash or other property with a
fair market value that, together with that of other dividends or distributions made by Pacific Life to Pacific
LifeCorp within the preceding twelve months, exceeds the greater of either (i) 10% of Pacific Life’s
statutory policyholders surplus as of the preceding December 31 or (ii) Pacific Life’s statutory net gain
from operations for the twelve month period ending the preceding December 31. Based on the 2009
statutory results, Pacific Life could pay $629 million in ordinary dividends or distributions during 2010,
subject to the ten business day notice period described above. Dividends in excess of such amount would
be considered “extraordinary” dividends or distributions for purposes of Nebraska law and would be
subject to the thirty day notice and non-disapproval requirement described above. No dividends were paid
by Pacific Life during 2009 and 2007. During 2008, Pacific Life paid a cash dividend to Pacific LifeCorp of
$345 million. In March 2010, Pacific Life paid a cash dividend to Pacific LifeCorp of $150 million.

Liquidity and Capital Sources and Requirements

The Company’s liquidity needs vary by product line. Factors that affect each product line’s need for
liquidity include interest rate levels, customer type, termination or surrender charges, federal income
taxes, benefit levels and level of underwriting risk. Pacific Life’s asset/liability management process takes
into account the varying liquidity needs of its different product lines.

The Company believes that its product mix contributes to its strong liquidity position. A primary liquidity
concern for the Company is the risk of early contract owner and policyholder withdrawals. The Company
closely evaluates and manages this risk. A significant portion of the Company’s life insurance, institutional
and annuity products contain surrender charges for varying durations or fair value adjustments, reducing
the risk that customers will seek withdrawals during the periods when surrender charges or fair value
adjustments are in place. Surrender charges or fair value adjustments help the Company to better plan
the maturities of its invested assets by reducing the risk that future outflows will exceed anticipated levels.
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The following table describes Pacific Life’s withdrawal characteristics of certain annuity actuarial reserves
and deposit-type contracts, including GICs and funding agreements. Amounts are derived from Pacific
Life’s statutory financial information at the dates noted.

December 31, 2009 December 31, 2008

Amount
% of
Total Amount

% of
Total

($ in millions)
Subject to discretionary withdrawal:
With fair value adjustment .................................. $ 3,720 6% $ 2,263 4%
At book value less current surrender charge of

5% or more ..................................................... 2,811 4% 1,923 3%
At fair value......................................................... 44,216 70% 35,114 63%
Total with adjustment or at fair value.................. 50,747 80% 39,300 70%
At book value without adjustment....................... 2,129 3% 1,790 3%
Not subject to discretionary withdrawal .............. 10,850 17% 14,816 27%
Total (gross) ....................................................... 63,726 100% 55,906 100%
Reinsurance ceded............................................. – 409
Total (net) ........................................................... $ 63,726 $ 55,497

As noted in the table above, as of December 31, 2009 and 2008, only 3% of these liabilities were subject
to withdrawal at book value without adjustment. The other 97% of these liabilities as of December 31,
2009 and 2008 were either subject to withdrawal with an adjustment or at fair value or were not subject to
discretionary withdrawal. The products are designed in this manner to discourage early withdrawals and
protect Pacific Life from liquidity risks. Pacific Life believes the structuring of liabilities in this manner
provides it with a stable block of liabilities that reduces its exposure to unexpected cash withdrawals and
demands and the adverse financial effects that could occur as a result.

In June 2009, Pacific Life issued an aggregate principal amount of $1.0 billion in surplus notes maturing
on June 15, 2039. Pacific Life is required to pay interest on these surplus notes at an annual rate of
9.25%, subject to regulatory approval. Pacific Life also has outstanding $150 million of surplus notes due
December 30, 2023 on which Pacific Life is required to pay interest at an annual rate of 7.90%, subject to
regulatory approval. The Company has entered into interest rate swaps to convert some of these fixed
rate obligations to variable rate obligations based upon the London InterBank Offered Rate. See Note 13
in the Audited GAAP Financial Statements included in this Annual Report for additional information.

In February 2010, Pacific LifeCorp issued $450 million of senior notes at a fixed interest rate of 6.0%,
maturing on February 10, 2020. Interest is payable semiannually on February 10 and August 10. Pacific
LifeCorp may redeem all or a portion of the notes at any time at the redemption price described under the
terms of the senior notes. In March 2010, the Nebraska Department of Insurance approved the issuance
of an internal surplus note by Pacific Life to Pacific LifeCorp for $450 million. Pacific Life is required to pay
Pacific LifeCorp interest on the internal surplus note semiannually on February 5 and August 5 at a fixed
annual rate of 6.0%, subject to regulatory approval. The internal surplus note matures on February 5,
2020.

The Company’s principal sources of liquidity to meet unexpected cash outflows are its portfolio of liquid
assets and its net operating cash flow. Liquid assets include U.S. Treasury securities, short-term money
market investments, and other marketable securities. Furthermore, the Company monitors and manages
cash flows in order to maximize investment returns relative to client obligations and to minimize the
number, length of time and severity of asset and liability cash flow mismatches.

Additional sources of liquidity include facilities for short-term borrowing to meet working capital
requirements. Pacific Life maintains a $700 million commercial paper program. There was no commercial
paper debt outstanding as of December 31, 2009 and 2008. As of December 31, 2007, there was $100
million outstanding under the commercial paper program. In addition, a bank revolving credit facility
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totaling $400 million is also in place that serves as a back-up line of credit for the commercial paper
program. The credit facility matures in June 2012 and does not contain a material adverse change clause.
This facility had no debt outstanding as of December 31, 2009, 2008 and 2007. As of and during the
years ended December 31, 2009, 2008 and 2007, Pacific Life was in compliance with its debt covenants
related to this credit facility.

PL&A maintains a $40 million reverse purchase line of credit with a commercial bank. These borrowings
are at variable rates of interest based on collateral and market conditions. There was no debt outstanding
in connection with this line of credit as of December 31, 2009, 2008 and 2007.

Pacific Life is a member of the FHLB of Topeka. Pacific Life has approval from the FHLB of Topeka to
advance amounts up to 40% of Pacific Life’s statutory general account assets provided it has available
collateral and is in compliance with debt covenant restrictions and insurance laws and regulations. There
was no debt outstanding with the FHLB of Topeka as of December 31, 2009, 2008 and 2007. The
Company had $127 million and $1.0 billion of additional funding capacity from eligible collateral as of
December 31, 2009 and 2008, respectively.

PL&A is a member of the FHLB of San Francisco. PL&A is eligible to borrow from the FHLB of San
Francisco amounts based on a percentage of statutory capital and surplus and could borrow amounts up
to $102 million. Of this amount, half, or $51 million, can be borrowed for terms other than overnight, to a
maximum term of nine months. These borrowings are at variable rates of interest, collateralized by certain
mortgage loan and government securities. As of December 31, 2009, 2008 and 2007, PL&A had no debt
outstanding with the FHLB of San Francisco.

In the Aircraft Leasing segment, ACG finances the equity for its aircraft investments through internally
generated funds and from capital contributions. In March 2010, Pacific Life made a cash capital
contribution of $350 million to ACG. ACG has raised debt financing for its assets from the domestic U.S.
bank loan market, the issuance of asset-backed debt in the capital markets, European Export Credit
Agency and U.S. Export-Import Bank guaranteed loans, and the issuance of corporate debt obligations.

ACG had a revolving credit agreement with a bank for a $105 million borrowing facility, which was
entered into in May 2009. Interest was at variable rates and the facility matured and was repaid in March
2010. The amount outstanding as of December 31, 2009 was $105 million, bearing an interest rate of
4.8%. As of and during the year ended December 31, 2009, ACG was in compliance with the debt
covenants related to this facility.

ACG had a revolving credit agreement with a bank for a $150 million borrowing facility, which was
entered into in April 2008. The amount outstanding as of December 31, 2008 was $150 million, bearing
an interest rate of 2.3%. This credit facility matured and was repaid in May 2009.

The majority of ACG’s aircraft are financed through the issuance of asset-backed securitized notes sold in
the capital markets. All asset-backed securitized debt is non-recourse to ACG. Asset-backed securitized
debt is very long-term, effectively offering permanent financing for the aircraft in the pool. ACG acts as
administrative and remarketing agent in each securitization.

ACG has also established corporate note programs aimed at raising debt financing for the repayment of
existing debt and for general corporate purposes. In April 2010, ACG issued $255 million of senior
unsecured notes in a private placement offering with maturities ranging from 2015 to 2020 at fixed
interest rates ranging from 5.71% to 7.20%.



19

Dividends and Distributions from Subsidiaries

In recent years, the subsidiaries of Pacific Life have provided other sources of liquidity through the
payment of distributions and dividends. Of its principal subsidiaries, only PAH has recently made cash
distributions to Pacific Life. Dividends received from other subsidiaries of Pacific Life have been nominal
during the past few years.

Operating cash flow for PAH has been generated by the cash distributions from the interest in PIMCO
owned by PAH. These cash distributions from the interest in PIMCO are the primary source of
distributions that PAH has previously paid to Pacific Life. In connection with the exercise of the final put
option of the Company’s interest in PIMCO, as noted above, PAH made distributions to Pacific Life of
$300 million during the year ended December 31, 2008. PAH paid distributions to Pacific Life of $12
million during the year ended December 31, 2007. PAH made no distributions to Pacific Life during the
year ended December 31, 2009.

The payment of dividends and other distributions by PL&A to Pacific Life is subject to restrictions set forth
in the Arizona insurance laws. These laws require that PL&A notify the Arizona Department of Insurance
of the declaration of any dividend or distribution to be paid by PL&A to Pacific Life. PL&A may not pay an
“extraordinary” dividend or distribution to Pacific Life until the Arizona Department of Insurance has either
(i) approved the payment of the dividend or distribution or (ii) not disapproved the payment of the dividend
or distribution within thirty days after receiving notice of the declaration of the dividend or distribution. For
purposes of applicable Arizona law, an “extraordinary” dividend or distribution is a dividend or distribution
of cash or other property whose fair market value, together with that of other dividends or distributions
made by PL&A to Pacific Life within the preceding twelve months, exceeds the lesser of either (i) 10% of
PL&A’s statutory policyholders surplus as of the preceding December 31 or (ii) PL&A’s statutory net gain
from operations for the twelve month period ending the preceding December 31. Based on this limitation
and 2009 statutory results, PL&A could pay $23 million in dividends to Pacific Life in 2010 without prior
regulatory approval. PL&A did not pay any dividends to Pacific Life during the years ended December 31,
2009, 2008 or 2007.

General

The Company believes that these sources of liquidity are adequate to meet its anticipated cash
obligations.

There can be no assurance that future experience regarding benefits and surrenders will be similar to
historic experience since withdrawal and surrender levels are influenced by such factors as the interest
rate environment and the Company’s claims-paying and financial strength ratings.

Principal Risks and Uncertainties

The Company operates in a business environment that is subject to various risks and uncertainties which
are difficult to predict and could have a material adverse effect on the Company’s financial condition or
results of operations. These risks and uncertainties include:

 continued downturns and volatility in the equity and credit markets and the global economy;

 fluctuations in reserves relating to the Company’s guaranteed minimum benefit riders
together with changes in the valuation of derivatives, including derivatives entered into in
connection with these guaranteed minimum benefit riders;

 changes in interest rates which may reduce profitability, negatively affect liquidity and
significantly affect the value of the Company’s fixed maturity investment portfolio;
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 adverse capital and credit market conditions which may significantly affect the Company’s
access to debt and capital markets and affect the Company’s ability to meet liquidity needs or
refinancing requirements in the future;

 losses due to defaults by others, including issuers of investment securities or reinsurance and
derivative counterparties;

 the ability of the U.S. government, the Federal Reserve and other governmental and
regulatory bodies to act successfully to stabilize the financial markets;

 adverse regulatory developments;

 new accounting rules or changes to existing accounting rules;

 downgrades or potential downgrades in Pacific Life’s ratings;

 strong competition in the Company’s business;

 the ability of ACG’s airline customers to meet their obligations;

 the ability of ACG’s manufacturers to remain financially stable and to fulfill their contractual
obligations;

 the ability of ACG to recover its entire investment in the aircraft in its fleet;

 changes in tax laws and the interpretation thereof;

 the adoption of new tax laws that would adversely affect the products offered by the
Company;

 deviations from assumptions regarding future persistency, mortality and interest rates used in
calculating reserve amounts and pricing the Company’s products;

 significant market valuation fluctuations of the Company’s investments that are relatively
illiquid;

 subjectivity in methodology, estimates and assumptions in the valuation of fixed maturity,
equity and trading securities;

 sensitivity of the statutory risk-based capital the Company is required to hold to factors
outside of the Company’s control;

 market capacity constraints on statutory reserve financings;

 litigation and regulatory investigations;

 lack of available, affordable or adequate reinsurance;

 the inability of Pacific LifeCorp, the parent company of Pacific Life, to access its credit
facilities and the availability of credit to the Company as a whole;

 significant variances from pricing expectations for mortality or persistency rates;

 the inability to attract and retain key personnel;
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 the occurrence of events that would require the acceleration of the amortization of deferred
policy acquisition costs;

 the impact of current international tensions between the U.S. and other nations, including any
terrorist attack, or on-going military and other actions, or a large-scale pandemic;

 requirements to post collateral or make payments related to declines in the market value of
specified assets;

 exposure to unidentified or unanticipated risks;

 a computer system failure or security breach; and

 adverse global climate changes.

Recently Adopted Accounting Pronouncements

For a discussion of recently adopted accounting pronouncements, see the Audited GAAP Financial
Statements included in this Annual Report.

Legal Proceedings

The Company is subject to a number of legal proceedings, some of which involve allegations for extra-
contractual damages. In addition, in connection with the sale of certain broker-dealer subsidiaries, certain
indemnifications triggered by breaches of representations, warranties or covenants were provided by
Pacific Life, including indemnification for certain third-party claims arising from the normal operation of the
broker-dealers prior to the closing and within the nine month period following the sale.

Although the Company is confident of its position in these matters, success is not a certainty and it is
possible that in any case a judge or jury could rule against the Company. In the opinion of management,
the outcome of such proceedings is not likely to have a material adverse effect on the Company’s
consolidated financial position. The Company believes adequate provision has been made in its
consolidated financial statements for all probable and estimable losses for litigation and indemnification
claims against the Company. For a further discussion, see Note 21 to Pacific Life’s Audited GAAP
Financial Statements included in this Annual Report.
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Ratings

An insurer’s financial strength rating represents an opinion by the issuing rating agency regarding the
ability of an insurance company to meet its financial obligations to its policyholders and contract holders.
A rating is an opinion of the rating agency only and not a statement of fact or recommendation to
purchase, sell or hold any security, policy or contract. These ratings do not imply approval of the
Company’s products and do not reflect any indication of their performance. There can be no assurance
that Pacific Life’s ratings will continue for any given period of time or that they will not be adjusted or
withdrawn. A negative outlook indicates that the rating could change based on certain future events
relating to the financial condition of the rated entity. Pacific Life’s financial strength ratings and outlook as
of the date of this Annual Report are set forth in the chart below.

Rating Agency Rating Rating Structure Ratings Outlook
Moody’s Investors Service, Inc. A1 (Good) Fifth highest of 21

ratings
Stable

Standard and Poor’s Rating Services AA- (Very strong) Fourth highest of 21
ratings

Negative

Fitch Ratings A+ (Strong) Fifth highest of 21
ratings

Stable

A.M. Best Company, Inc. A+ (Superior) Second highest of 16
ratings

Negative

Pacific Life’s ratings are of interest to policyholders and holders of debt securities of Pacific Life and PLF,
but are not ratings of the instruments issued by PLF and do not reflect an evaluation of the safety and
security of such instruments.

Employees

As of December 31, 2009, the Company had approximately 2,600 employees. None of the Company’s
employees are covered by a collective bargaining agreement. The Company believes that its employee
relations are satisfactory.

Properties

The Company’s principal administrative offices are located at 700 Newport Center Drive, Newport Beach,
California, in a 285,000 square-foot office building it owns. The Company also leases office space at
various locations throughout the U.S. Other principal leases include other subsidiary home offices,
regional life and other sales offices and storage facilities. In February 2008, the Company completed
construction of a new office building in Aliso Viejo, California. The Company believes that its facilities are
adequate for its present needs in all material respects.
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INDEPENDENT AUDITORS’ REPORT 

Pacific Life Funding, LLC: 

We have audited the accompanying balance sheets of Pacific Life Funding, LLC (the Company) as of 
December 31, 2009 and 2008, and the related statements of operations and retained earnings and cash 
flows for each of the three years in the period ended December 31, 2009. These financial statements are 
the responsibility of the Company’s management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes consideration of 
internal control over financial reporting as a basis for designing audit procedures that are appropriate in 
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s 
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, 
assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable 
basis for our opinion. 

In our opinion, such financial statements present fairly, in all material respects, the financial position of 
the Company as of December 31, 2009 and 2008, and the results of its operations and its cash flows for 
each of the three years in the period ended December 31, 2009 in conformity with accounting principles 
generally accepted in the United States of America.  

 

April 23, 2010 
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Pacific Life Funding, LLC 
 

B A L A N C E   S H E E T S 
(Expressed in United States Dollars) 

 

    2009     2008

ASSETS

Cash and cash equivalents $26 $26
Funding Agreements 1,751,426 2,653,076
Accrued interest receivable 51,737 78,805

TOTAL ASSETS $1,803,189 $2,731,907

LIABILITIES AND MEMBER’S EQUITY

Liabilities:
  Notes payable $1,751,426 $2,653,076
  Accrued interest payable 51,737 78,805
TOTAL LIABILITIES 1,803,163 2,731,881

Member's Equity:
  Share capital 1 1
  Retained earnings 25 25
TOTAL MEMBER'S EQUITY 26 26

TOTAL LIABILITIES AND MEMBER'S EQUITY $1,803,189 $2,731,907

See Notes to Financial Statements

    December 31, 

(In Thousands)
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Pacific Life Funding, LLC 
 

S T A T E M E N T S   O F   O P E R A T I O N S   A N D   R E T A I N E D   E A R N I N G S 
(Expressed in United States Dollars) 

      

2009 2008 2007

INCOME

Interest on Funding Agreements $111,951 $166,269 $213,154
Foreign exchange gain on Funding Agreements   21,579
Foreign exchange gain on notes payable 179,611 564,384
Other   18
TOTAL INCOME 291,562 730,653 234,751

EXPENSES

Interest on notes payable 111,951 166,269 213,154
Foreign exchange loss on Funding Agreements 179,611 564,384
Foreign exchange loss on notes payable   21,579
Other   17
TOTAL EXPENSES 291,562 730,653 234,750

NET INCOME $0 $0 $1

RETAINED EARNINGS, BEGINNING OF YEAR $25 $25 $24
Net income 0 0 1

RETAINED EARNINGS, END OF YEAR $25 $25 $25

See Notes to Financial Statements

Years Ended December 31, 

(In Thousands)
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Pacific Life Funding, LLC 
 

S T A T E M E N T S   O F   C A S H   F L O W S 
(Expressed in United States Dollars) 

 

2009 2008 2007

CASH FLOWS FROM OPERATING ACTIVITIES

Net income $0 $0 $1
Adjustments to reconcile net income to net cash
  provided by operating activities:
    Change in accrued interest receivable 27,068 25,666 23,610
    Change in accrued interest payable (27,068) (25,666) (23,610)
    Amortization on Funding Agreements 965 931 342
    Amortization on notes payable (965) (931) (342)
NET CASH PROVIDED BY OPERATING ACTIVITIES 0 0 1

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from maturities of Funding Agreements 696,074 408,204 783,352
NET CASH PROVIDED BY INVESTING ACTIVITIES 696,074 408,204 783,352

CASH FLOWS FROM FINANCING ACTIVITIES

Redemption of notes payable (696,074) (408,204) (783,352)
NET CASH USED IN FINANCING ACTIVITIES (696,074) (408,204) (783,352)

NET CHANGE IN CASH AND CASH EQUIVALENTS 0 0 1
Cash and cash equivalents, beginning of year 26 26 25
CASH AND CASH EQUIVALENTS, END OF YEAR $26 $26 $26

NON-CASH INVESTING AND FINANCING ACTIVITIES

Cancellation of Funding Agreement $25,000
Cancellation of notes payable (25,000)               

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Interest paid $ 139,984 $ 192,866 $ 237,106

See Notes to Financial Statements

Years Ended December 31, 

(In Thousands)
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Pacific Life Funding, LLC 
 

N O T E S   T O   F I N A N C I A L   S T A T E M E N T S 
(Expressed in United States Dollars) 

 
1. ORGANIZATION AND DESCRIPTION OF BUSINESS 

Pacific Life Funding, LLC (the Company) was incorporated on January 23, 1998, as an exempted company 
under the Companies Law of the Cayman Islands and commenced operations on May 28, 1998. The Company 
has received an undertaking from the Cayman Islands government exempting it from all local income or capital 
gains taxes until February 17, 2018. No such taxes are levied in the Cayman Islands at the present time. The 
Company was established as a special purpose vehicle under the terms of a Charitable Trust.  QSPV Limited, the 
trustee of the Charitable Trust, is the sole member of the Company. 

The Company has established a program (the Program) for the issuance of up to $8 billion of debt instruments. 
Each series or tranche of instruments issued under the Program is secured by a funding agreement (the Funding 
Agreements) entered into between the Company and Pacific Life Insurance Company (Pacific Life), a stock life 
insurance company domiciled in the State of Nebraska. The Company has funded its investment in the Funding 
Agreements through the issuance of notes payable (Note 4). The creation and issuance of each series of notes is 
governed by an indenture dated April 15, 1998, as supplemented between the Company, Banque Generale du 
Luxembourg S.A. as Transfer Agent and Paying Agent, and The Bank of New York as trustee. 

 
2. SIGNIFICANT ACCOUNTING POLICIES 

BASIS OF PRESENTATION 

The Company’s financial statements have been prepared in accordance with accounting principles generally 
accepted in the United States of America (U.S. GAAP).   

Reclassifications have been made to certain operating activities on the statements of cash flows for 2008 and 
2007 to conform them to the 2009 presentation. Changes in accrued interest receivable and accrued interest 
payable, as well as amortization on Funding Agreements and notes payable have been presented on a gross basis, 
instead of a net basis. Reclassifications have also been made to the 2008 financial statements to conform to the 
2009 financial statement presentation to separately disclose accrued interest receivable and accrued interest 
payable. 

The Company has evaluated events subsequent to December 31, 2009 and through April 23, 2010, the date the 
financial statements were available to be issued. The Company has not evaluated subsequent events after that 
date for presentation in these financial statements. 

RECENTLY ADOPTED ACCOUNTING PRONOUNCEMENTS 

Effective September 30, 2009, the Company adopted the Financial Accounting Standards Board (FASB) 
Accounting Standard Codification (Codification) as the single source of authoritative U.S. GAAP. The 
Codification does not create new accounting and reporting guidance, rather it reorganized then-existing U.S. 
GAAP pronouncements into approximately 90 Topics within a consistent structure. All guidance in the 
Codification carries an equal level of authority. After the effective date of the Codification, all nongrandfathered 
accounting literature not included in the Codification is superseded and deemed nonauthoritative. Adoption of 
the Codification also changed how the Company references the U.S. GAAP in its financial statements. 
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2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

CASH AND CASH EQUIVALENTS 

Cash and cash equivalents include all investments with an original maturity of three months or less. The carrying 
values approximate fair values due to the short-term maturities of these instruments. 

FUNDING AGREEMENTS AND NOTES PAYABLE 

The Funding Agreements and related notes payable (together, the Instruments) have been classified as held to 
maturity and are reported at amortized cost, adjusted for changes in foreign exchange rates. Most of the 
instruments are denominated in foreign currencies and are subject to both foreign exchange and interest rate 
fluctuations.  

FOREIGN CURRENCY TRANSLATION 

Assets and liabilities denominated in currencies other than the United States dollar have been translated at 
exchange rates prevailing at the balance sheet date. Income and expenses involving other currencies have been 
translated at exchange rates in effect at the time of those transactions. Gains or losses on foreign exchange are 
recorded in the statements of operations and retained earnings. 

FAIR VALUE OF FINANCIAL INSTRUMENTS 

The estimated fair value of financial instruments, disclosed in Note 5, has been determined using available 
market information and appropriate valuation methodologies. However, considerable judgment is often required 
to interpret market data to develop the estimates of fair value. Accordingly, the estimates presented may not be 
indicative of the amounts the Company could realize in a current market exchange. The use of different market 
assumptions and/or estimation methodologies could have a significant effect on the estimated fair value amounts. 

USE OF ESTIMATES  

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements 
and the reported amounts of income and expenses during the reporting period. Actual results could differ from 
those amounts. 

 
3. TRANSACTIONS WITH AFFILIATES 

In addition to purchases of Funding Agreements from Pacific Life, certain operating expenses of the Company 
are paid directly by Pacific Life. During the years ended December 31, 2009, 2008 and 2007, Pacific Life paid 
$313 thousand, $510 thousand, and $268 thousand, respectively, on behalf of the Company for general operating 
and administrative expenses. 
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4. FUNDING AGREEMENTS/NOTES PAYABLE 

Each series of notes payable issued under the Program is secured by one or more Funding Agreements. Under 
the terms of the Funding Agreements, Pacific Life agrees to accept, and the Company agrees to pay, net proceeds 
from the issuance of notes payable under the Program. The notes of one series do not have any right to receive 
payments under a funding agreement related to any other series of notes. Therefore, the Company is only able to 
make timely payments with respect to a series of notes payable if Pacific Life has made all required payments 
under the Funding Agreements securing such series of notes payable.   

The Company’s obligations under the notes payable are not obligations of, and are not guaranteed or insured by, 
any other person, including, but not limited to, Pacific Life or any of its subsidiaries or affiliates.  None of these 
entities nor any agent or trustee of the Company is under any obligation to provide funds or capital to the 
Company, except for Pacific Life’s payment obligations under the Funding Agreements and an agreement by 
Pacific Life to pay certain operating expenses of and fees to the Company.  In addition, the Instruments do not 
benefit from any insurance guaranty fund coverage or similar protection. 

The Instruments may be interest bearing or non-interest bearing, and any interest may accrue at either a fixed or 
floating rate. The notes mature on dates ranging from January 2010 to September 2021. 

The following schedules detail the notes payable outstanding as of December 31, 2009 and 2008. The detail 
schedules for the Funding Agreements are not included, but would contain similar information, except that the 
schedules would reflect the investments related to the Instruments. 
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4.   FUNDING AGREEMENTS/NOTES PAYABLE (CONTINUED)

December 31, 2009:
Principal

Denominated in Foreign Currency Carrying
Issue Currency Currency of Issuance Maturity Interest Rate Principal Gains (Losses) Value

(In Thousands)

Series 11 Tranche 1 EUR 36,500                         3/12/2019 4.70 % $40,880 $11,319 $52,199
Series 23 Tranche 1 EUR 100,000                       12/12/2011 (A) 103,250          39,760                  143,010           
Series 25 Tranche 1 EUR 90,000                         8/17/2011 6.08 % 90,855            37,854                  128,709           
Series 26 Tranche 1 JPY 3,000,000                    1/26/2010 2.00 % 28,400            3,969                    32,369             
Series 31 Tranche 1 CHF 100,000                       6/30/2010 4.75 % 60,032            36,030                  96,062             
Series 33 Tranche 1 USD 28,560                         9/15/2021 6 mth USD LIBOR + .40% 28,560            -                            28,560             
Series 36 Tranche 1 EUR 29,000                         9/29/2020 3 mth EURIBOR + .37% 25,418            16,054                  41,472             
Series 39 Tranche 1 GBP 25,000                         12/7/2015 5.81 % 35,500            4,526                    40,026             
Series 40 Tranche 1 EUR 27,000                         2/5/2021 3 mth EURIBOR + .43% 25,313            13,301                  38,614             
Series 41 Tranche 1 GBP 200,000                       2/8/2011 6.25 % 295,000          25,210                  320,210           
Series 47 Tranche 1 GBP 150,000                       8/16/2013 6.00 % 214,000          26,157                  240,157           
Series 47 Tranche 2 GBP 50,000                         8/16/2013 6.00 % 72,900            7,153                    80,053             
Series 63 Tranche 1 USD 111,146                       12/20/2010 5.28 % 79,130            -                            79,130             
Series 66 Tranche 1 HKD 160,000                       7/31/2014 5.00 % 20,600            31                         20,631             
Series 67 Tranche 1  GBP 200,000                       1/20/2015 5.13 % 375,000          (54,790)                 320,210           
Series 68 Tranche 1  HKD 200,000                       1/26/2015 4.28 % 25,664            125                       25,789             
Series PLF003 Tranche 1 EUR 25,358                         2/15/2014 4.00 % 33,219            3,046                    36,265             
Series PLF005 Tranche 1 EUR 200                              2/15/2010 3.15 % 259                 27                         286                  
Series PLF007 Tranche 1 GBP 1,010                           2/15/2013 5.00 % 1,906              (289)                      1,617               
Series PLF012 Tranche 1 EUR 10,000                         3/15/2015 3.80 % 12,860            1,441                    14,301             
Series PLF014 Tranche 1 GBP 256                              3/15/2013 4.80 % 484                 (74)                        410                  
Series PLF015 Tranche 1 GBP 500                              5/15/2013 5.00 % 959                 (158)                      801                  
Series PLF019 Tranche 1 EUR 5,016                           6/15/2017 4.00 % 6,340              833                       7,173               
Series PLF025 Tranche 1 GBP 250                              7/15/2010 4.55 % 453                 (53)                        400                  
Series PLF029 Tranche 1 GBP 650                              11/15/2013 4.65 % 1,159              (118)                      1,041               
Series PLF031 Tranche 1 EUR 1,350                           12/15/2015 3.80 % 1,580              351                       1,931               

TOTAL $1,579,721 $171,705 $1,751,426

($ In Thousands)
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4.   FUNDING AGREEMENTS/NOTES PAYABLE (CONTINUED)

December 31, 2008:
Principal

Denominated in Foreign Currency Carrying
Issue Currency Currency of Issuance Maturity Interest Rate Principal Gains (Losses) Value

(In Thousands)

Series 1 Tranche 1 FRF 2,000,000                    5/28/2009 5.50 % $330,315 $99,587 $429,902
Series 5 Tranche 1 NLG 106,000                       7/15/2009 5.15 % 51,961            16,075                  68,036             
Series 11 Tranche 1 EUR 36,500                         3/12/2019 4.70 % 40,880            10,747                  51,627             
Series 20 Tranche 1 EUR 10,000                         12/30/2009 (B) 10,500            3,644                    14,144             
Series 23 Tranche 1 EUR 100,000                       12/12/2011 (A) 103,250          38,195                  141,445           
Series 25 Tranche 1 EUR 90,000                         8/17/2011 6.08 % 90,855            36,445                  127,300           
Series 26 Tranche 1 JPY 3,000,000                    1/26/2010 2.00 % 28,400            4,867                    33,267             
Series 31 Tranche 1 CHF 100,000                       6/30/2010 4.75 % 60,031            34,999                  95,030             
Series 33 Tranche 1 USD 28,560                         9/15/2021 6 mth USD LIBOR + .40% 28,560            -                            28,560             
Series 36 Tranche 1 EUR 29,000                         9/29/2020 3 mth EURIBOR + .37% 25,418            15,600                  41,018             
Series 39 Tranche 1 GBP 25,000                         12/7/2015 5.81 % 35,500            571                       36,071             
Series 40 Tranche 1 EUR 27,000                         2/5/2021 3 mth EURIBOR + .43% 25,313            12,878                  38,191             
Series 41 Tranche 1 GBP 200,000                       2/8/2011 6.25 % 295,000          (6,429)                   288,571           
Series 45 Tranche 1 JPY 3,100,000                    7/17/2013 3 mth JPY LIBOR + .15% 25,000            9,376                    34,376             
Series 47 Tranche 1 GBP 150,000                       8/16/2013 6.00 % 214,000          2,428                    216,428           
Series 47 Tranche 2 GBP 50,000                         8/16/2013 6.00 % 72,900            (757)                      72,143             
Series 58 Tranche 1 EUR 300,000                       5/14/2009 5.50 % 269,400          154,934                424,334           
Series 61 Tranche 1 USD 72,257                         12/20/2009 4.47 % 14,570            -                            14,570             
Series 62 Tranche 1 USD 43,473                         12/20/2009 4.47 % 8,821              -                            8,821               
Series 63 Tranche 1 USD 111,146                       12/20/2010 5.28 % 79,270            -                            79,270             
Series 65 Tranche 1 USD 30,645                         12/20/2009 4.54 % 6,185              -                            6,185               
Series 66 Tranche 1 HKD 160,000                       7/31/2014 5.00 % 20,600            45                         20,645             
Series 67 Tranche 1  GBP 200,000                       1/20/2015 5.13 % 375,000          (86,429)                 288,571           
Series 68 Tranche 1  HKD 200,000                       1/26/2015 4.28 % 25,664            142                       25,806             

BALANCE TO CARRYFORWARD $2,237,393 $346,918 $2,584,311

($ In Thousands)
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4.   FUNDING AGREEMENTS/NOTES PAYABLE (CONTINUED)

December 31, 2008 (Continued):
Principal

Denominated in Foreign Currency Carrying
Issue Currency Currency of Issuance Maturity Interest Rate Principal Gains (Losses) Value

(In Thousands)

CARRYFORWARD BALANCE $2,237,393 $346,918 $2,584,311

Series PLF002 Tranche 1 EUR 2,792                         2/15/2009 3.05% 3,657             292                      3,949             
Series PLF003 Tranche 1 EUR 25,358                       2/15/2014 4.00% 33,219           2,649                   35,868           
Series PLF005 Tranche 1 EUR 200                           2/15/2010 3.15% 259                24                       283                
Series PLF007 Tranche 1 GBP 1,010                         2/15/2013 5.00% 1,906             (449)                    1,457             
Series PLF012 Tranche 1 EUR 10,000                       3/15/2015 3.80% 12,861           1,284                   14,145           
Series PLF014 Tranche 1 GBP 256                           3/15/2013 4.80% 484                (115)                    369                
Series PLF015 Tranche 1 GBP 500                           5/15/2013 5.00% 958                (237)                    721                
Series PLF018 Tranche 1 EUR 1,000                         6/15/2009 2.05% 1,264             150                      1,414             
Series PLF019 Tranche 1 EUR 5,016                         6/15/2017 4.00% 6,340             755                      7,095             
Series PLF020 Tranche 1 EUR 180                           6/15/2009 1.90% 227                28                       255                
Series PLF025 Tranche 1 GBP 250                           7/15/2010 4.55% 453                (92)                      361                
Series PLF029 Tranche 1 GBP 650                           11/15/2013 4.65% 1,159             (221)                    938                
Series PLF031 Tranche 1 EUR 1,350                         12/15/2015 3.80% 1,580             330                      1,910             

TOTAL $2,301,760 $351,316 $2,653,076

($ In Thousands)
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4.      FUNDING AGREEMENTS/NOTES PAYABLE (Continued) 

(A) Interest shall be calculated as the greater of 86.75% of the mid spot ten-year EUR fixed versus six-
month EUR EURIBOR swap rate and 5.25%. 

(B) Interest shall be calculated at 87% of the mid spot ten-year EUR fixed versus six-month EUR 
EURIBOR swap rate. 

 
5. FAIR VALUE OF FINANCIAL INSTRUMENTS 

As described previously in Note 2, the Instruments have been classified as held-to-maturity and are carried 
at amortized cost, adjusted for changes in foreign exchange rates.  The estimated fair value of Funding 
Agreements and notes payable is estimated using the rates currently offered for deposits of similar 
remaining maturities. 

The carrying amount and estimated fair value of the Company’s financial instruments are as follows: 

Carrying Estimated
Amount Fair Value

Assets:
  Funding agreements (Note 4) $1,751,426 $1,847,305
Liabilities:                                       
  Notes payable (Note 4) 1,751,426         1,847,305         

Carrying Estimated
Amount Fair Value

Assets:
  Funding agreements (Note 4) $2,653,076 $2,728,329
Liabilities:                                       
  Notes payable (Note 4) 2,653,076         2,728,329         

December 31, 2009

December 31, 2008

(In Thousands)

(In Thousands)

 

 
6. SHARE CAPITAL 

Authorized: 
50 thousand ordinary shares of U.S. $1 par value each 
 
Issued and fully paid: 
One thousand ordinary shares of U.S. $1 par value each 
 
As of December 31, 2009 and 2008, one thousand ordinary shares had been issued at par to QSPV Limited. 
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INDEPENDENT AUDITORS' REPORT 

 
 

Pacific Life Insurance Company and Subsidiaries: 
 

We have audited the accompanying consolidated statements of financial condition of Pacific Life Insurance Company and 
Subsidiaries (the Company) as of December 31, 2009 and 2008, and the related consolidated statements of operations, 
equity and cash flows for each of the three years in the period ended December 31, 2009.  These financial statements are 
the responsibility of the Company's management.  Our responsibility is to express an opinion on these financial statements 
based on our audits. 

 
We conducted our audits in accordance with auditing standards generally accepted in the United States of America.  Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement.  An audit includes consideration of internal control over financial reporting as 
a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the Company's internal control over financial reporting.  Accordingly, we express no such 
opinion.  An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements, assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation.  We believe that our audits provide a reasonable basis for our 
opinion. 

 
In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Pacific 
Life Insurance Company and Subsidiaries as of December 31, 2009 and 2008, and the results of their operations and their 
cash flows for each of the three years in the period ended December 31, 2009 in conformity with accounting principles 
generally accepted in the United States of America. 

 
As discussed in Notes 1 and 9 to the consolidated financial statements, the accompanying consolidated financial 
statements have been retrospectively adjusted to give effect of comparative information as a result of the aircraft leasing 
company transfer. 
 
As discussed in Note 1 to the consolidated financial statements, in 2009, the Company changed its method of accounting 
and reporting for other than temporary impairments of debt and equity securities. 
 
As discussed in Note 1 to the consolidated financial statements, in 2009, the Company adopted new guidance requiring 
retrospective application and presentation requirements for noncontrolling interest (previously known as minority interest). 
 
 

 

 
 
 

March 4, 2010 
 

 
 
 
 
  

Deloitte & Touche LLP 
Suite 1200 
695 Town Center Drive 
Costa Mesa, CA 92626-7188 
USA 
 
Tel: +1 714 436 7100 
Fax: + 1 714 436 7200 
www.deloitte.com 
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