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Recommendation: BUY
Target Price (1 Year): C$30.00
Prior: C$29.50
Total Return (1 Year): 13.6%
Risk: Low

Market Data

Current Price $27.50
52-Wk Range $23.37-29.24
Mkt. Cap. (mm) $26,100
Dividend $1.23
Yield 4.5%

Financial Data

Fiscal Y/E December 31
Shares O/S (mm) 948
BVPS $12.15
P/BVPS 2.3x
Capital Ratio MCCSR 203%
Total Assets (bill) $131.5
ROE Annualized 17.0%

Estimates (f.d.)

Year 2010A 2011E 2012E
EPS $1.74 $2.35 $2.60
Prior EPS - $2.35 $2.60

Valuations

Year 2010A 2011E 2012E
P/E Mult. 15.8x 11.7x 10.6x

Great-West Lifeco Inc.

Chart Courtesy Big Charts

Robin Cornwell
416-910-7985
rcornwell@catalystresearch.ca

Notes:  
All figures in Canadian dollars, unless otherwise specified.
* Under Review

Please see the final pages of this document for important 
disclosure information.

GREAT-WEST LIFECO
(GWO – TSX    $27.50)

Q4/10 Operating Earnings in Line With Expectations
Not The Most Exciting Investment…Nonetheless

GWO Should be a Steady Performer

Conclusion:  BUY – 12-Month Target Increased to $30.00
Great-West Lifeco (GWO) reported Q4/10 EPS (fd) of $0.54.  On an operating basis, EPS was 
$0.52, up 11% Y/Y and in line with our estimate.  The operating earnings exclude several Items of 
Note amounting to about $0.02 per share as discussed in more detail below.  The impact of currency 
movements was negative $0.02 per share.  On a constant currency basis, EPS increased 15% Y/Y in the 
quarter.  

The earnings contribution from Canada was solid and in line with expectations.  European earnings 
decreased 21% Y/Y largely due to asset impairment charges on two Irish banks and negative currency 
movements.  U.S. Division was weaker than expected and also hurt by the stronger C$ currency.  Reinsur-
ance net income increased by 23% Y/Y.  Putnam’s operating performance continued to marginally im-
prove although it reported a return to net redemptions in the quarter.  Operating ROE was an impressive 
17.0% in the quarter, up from 16.3% last quarter and continues to be the highest of all Canadian lifecos.   

For 2010 as a whole, GWO reported adjusted EPS (fd) of $1.74 per share, an increase of 1% Y/Y.  
ROE for 2010 was 16.0%, up from 13.8% in 2009.  MCCSR ratio was a healthy 203% as at the end of 
December 31, 2010.  Dividends in 2010 remained unchanged at $1.23 per share.   

Our 2011 estimate has been maintained at $2.35.  Our 2011 forecast assumes virtually a small increase 
in long-term U.S. Treasury yields and a further, albeit modest, improvement in the outlook for equities.   
ROE is expected to average in the 16% to 17% range over the next 18 months.  We have introduced our 
2012 estimate at $2.60, an 11% increase over 2011.

We project that the trailing dividend payout ratio will be about 47% in 2012 which would suggest 
that there is room for a modest dividend increase of about 5% over the next 12 months.  We maintain our 
BUY recommendation.  

Valuation
We have increased our 12-month target share price for GWO to $30.00 from $29.50.  This target 
implies a P/E multiple of 11.5 times our 2012 earnings forecast which is a premium of about 9% over 
GWO’s peers.  This premium is justified based on its stronger credit position, more consistent earnings 
performance and its higher ROE.  We maintain our position that GWO represents a solid, low risk, global 
growth opportunity using an “add-on” acquisition strategy focused on the wealth management sector. 

Items of Note in Quarter – Net Positive $18 Million ($0.02 per share)
GWO had several items in the quarter that netted out to a positive $18 million as documented below:

1. Positive $35 million U.S. tax adjustment.
2. Positive $43 million actuarial adjustment from excess interest margins in Europe.
3. Positive $68 million adjustment relating to the acquisition of Canada Life.
4. Negative $128 million in asset impairments and actuarial adjustments.

Putnam’s Results Continue to Show Signs of Improvement
Putnam reported a stable quarter.  Core earnings (core earnings exclude financing costs associated 
with the acquisition) this quarter was zero which is a good improvement compared to a loss of US$26 
million in the same quarter last year.  The earnings improvement Y/Y was largely the result of a 5% 
Y/Y increase in AUM and stable operating expenses.  Fee income declined 4% Y/Y but increased 3% 
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sequentially.  The overall contribution to GWO after financing charges was nil per GWO share versus a loss of US$35 million in the same quarter last year 
or $0.04 per GWO share.  The estimated core gross margin in the quarter was a positive 2% which was an improvement over the negative 15.5% in the same 
period last year. 

As at the end of this quarter, total AUM increased to US$121.2 billion from US$119.7 billion as at the end of last quarter and was up 5% Y/Y.   Putnam 
overall had net redemptions of US$3.5 billion versus net sales of $0.7 billion last quarter.  Mutual funds had net redemptions of US$0.1 billion and the 
institutional group reported net redemptions of US$10.0 billion.  The latter was largely attributed to the loss of one large institutional client.  Market gains 
in the quarter were US$5.0 billion.

Other Quarterly Highlights
• Consolidated net income for Q4/10 was $508 million, up 15%Y/Y and 6% sequentially.  The impact of currency movements was negative $17 

million ($0.02 per share) due to the strong C$ against the US$, British Pound and the Euro.  On a constant currency basis, earnings increased 15% 
Y/Y in the quarter. 

• In Canada, Q4/10 net income was $238 million, down 3% Y/Y and flat sequentially.  Individual Life sales increased 20% Y/Y reflecting strong 
growth in individual life insurance products.  Earnings also benefited from a favourable mortality experience.  Fee income increased 6% Y/Y driven 
by a 7% Y/Y increase in segregated fund revenue and a 7% increase in AUM.  Fee income also benefited from good client retention.  Group Insur-
ance reported a 9% Y/Y increase in net income. 

• U.S. division (excluding Putnam) reported adjusted net income of US$78 million, flat over the same quarter last year but down 15% over the prior 
quarter.  Individual life sales decreased 25% Y/Y.  Sales in the U.S. Financial Services business decreased 44% Y/Y driven by weaker 401k sales 
versus a strong quarter last year.

• Europe (excluding Reinsurance) reported a lower quarter with net income of $98 million, down 21% Y/Y and 16% sequentially.  Net earnings were 
negatively impacted by an asset impairment charge on the Bank of Ireland and Allied Irish Bank and from currency changes which, if excluded, 
would have largely eliminated the reported Y/Y decline in earnings.  U.K. net income decreased 28% Y/Y.  Sales were strong in the U.K. driven by 
good single premium sales and increased market share.  Ireland and Germany net income increased due to capital gains taken.  

• Reinsurance reported net income of $49 million, up 23% Y/Y and 11% sequentially.  Premium income declined 3% Y/Y.
• Minimum Continuing Capital Requirement (MCCSR) ratio was 203% as at the end of this quarter, up from 202% as at the end of last quarter.

Asset Quality – Remains Solid
Credit impairment charges in the quarter resulted in a net after-tax charge of $43 million plus $14 million in credit downgrades.
Provisions for impaired investments increased to $383 million from $301 million as at the end of last quarter. 
Other Exposures

• Gross unrealized bond losses of $1.5 billion, down from $3.1 billion as at December 31, 2009 of which $1.4 billion were classified as Held For 
Trading (HFT) and $0.1 billion were classified as Available For Sale (AFS).  Losses on bonds where the market value was less than 80% of amor-
tized cost for 6 months was $0.5 billion as at the end of the quarter, up from $0.4 billion last quarter.

• Greece - Zero exposure - down from $9 million.
• Portugal - Net exposure is $15 million - unchanged.
• Italy - Net exposure is $185 million - down from $187 million.
• Spain - Net exposure is $314 million - down from $349 million.
• Ireland - Net exposure is $285 million - down from $393 million.

Recent Events
Contingent Liability Provision of $225 Million ($0.22 per share) – On October 1, 2010, subsequent to quarter end, the Ontario Court of Justice released 
a decision that was against GWO in the class action regarding the participation of the London Life Insurance Company and The Great-West Life Assurance 
Company participating accounts with regard to the financing of the acquisition of London Insurance Group Inc. in 1997.

Although a Notice of Appeal has been filed by GWO, an incremental after-tax contingent liability provision was set up by GWO in Q3/10 of $225 million 
or $0.22 per share.  The amount of $204 million was attributed to shareholders and $21 million to non-controlling  interests.  GWO has fully provided for 
this decision if sustained with a total after-tax provision of $310 million.  GWO, through a series of common share purchases, passed $255 million down to 
London Life.  This provision has been excluded from our assessment of operating earnings.
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Definition of Risk Rankings
Low:  Low financial and operational risk, high predictability of financial results with stronger than average balance sheet and strong free cash flows.  Company may 
pay substantial dividends or have an active share repurchase program. 
Medium:  Moderate financial and operational risk, moderate predictability of financial results, positive free cash flows and may or may not pay a dividend.
High:  High financial and/or operational risk, low predictability of financial results.  Limited financial history, negative free cash flows, adequate working capital and 
no dividends.

Definition of Research Ratings
The Catalyst research recommendation structure consists of the following categories:
Buy:  The stock’s total return, including dividends paid, is expected to exceed a minimum of 15% on a risk-adjusted basis, over the next 12 months.
Hold:  The stock’s total return, including dividends paid, is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months.
Sell:  The stock’s total return, including dividends paid, is expected to be negative over the next 12 months.
Speculative:  The stock’s total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with the investment that 
could result in significant loss.
Note:  Analysts have discretion within 500 basis points of the upper and lower limit of each rating to maintain the recommendation.

Analyst Certification
All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the subject securities or issuers.  No 
part of the compensation of the responsible analyst(s) named herein is, or will be, directly or indirectly, related to the specific recommendations or views expressed 
by the responsible analyst(s) in this report.
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tained in this report represent Catalyst’s judgment as of the date of this report and are subject to change without notice and are provided in good faith but without legal 
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by any means without the prior consent of Catalyst.  This report is not for distribution in the United States of America.
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