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Recommendation: BUY
Target Price (1 Year): C$26.00
Prior: C$29.00
Total Return (1 Year): 18.3%
Risk: Low

Market Data

Current Price $23.00
52-Wk Range $22.78-27.85
Mkt. Cap. (mm) $21,800
Dividend $1.23
Yield 5.3%

Financial Data

Fiscal Y/E December 31
Shares O/S (mm) 949
BVPS $11.75
P/BVPS 2.0x
Capital Ratio MCCSR 200%
Total Assets (bill) $232.2
ROE Annualized 16.4%

Estimates (f.d.)

Year 2010A 2011E 2012E
EPS $1.70 $2.05 $2.35
Prior EPS - $2.15 $2.45

Valuations

Year 2010A 2011E 2012E
P/E Mult. 13.5x 11.2x 9.8x

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    $23.00)

Q2/11 Operating Earnings Slightly Below Expectations
Not The Most Exciting Investment…Nonetheless

GWO Should be a Steady Performer

Conclusion:  BUY – 12-Month Target Lowered to $26.00
Great-West Lifeco (GWO) reported Q2/11 EPS (fd) of $0.55.  On an operating basis, excluding 
a $55 million after-tax release of a legal provision for Putnam and other minor items, EPS was 
closer to $0.48, flat Y/Y and about $0.02 below our estimate but in line with consensus.  Currency 
movements had a negative impact of $0.01 per share.  On a constant currency basis, EPS in the quarter 
increased 2% Y/Y.  

The earnings contribution from Canada remained somewhat weaker than expected.  European 
earnings, excluding the reinsurance business, were also weaker than expected declining by 25% Y/Y.  
U.S. Division was steady.  Both Europe and the U.S. earnings were hurt by the stronger C$ currency.  Re-
insurance reported a sizable increase in net income as there were no major catastrophic occurrences in the 
quarter.  Excluding the release of a legal provision, Putnam’s operating performance was a little stronger.  
Adjusted operating ROE remained relative strong in the quarter at 16.4%, albeit down from an impressive 
17.8% in the prior quarter, but nonetheless still the highest of all Canadian life insurance companies.   

Our 2011 EPS estimate has been lowered to $2.05 from $2.15.  Our 2011 forecast assumes no increase 
in long-term U.S. Treasury yields and reflects the current level of equity markets with the expectation of 
a modest improvement going forward.  ROE is expected to average near the 16% level over the next 18 
months.  We have lowered our 2012 EPS outlook to $2.35 from $2.45.

We project that the trailing dividend payout ratio will be about 52% in 2012 which would suggest 
that there is room for a modest dividend increase of up to about 5% over the next 12 months.  We main-
tain our BUY recommendation.

Valuation
We have lowered our 12-month target share price for GWO to $26.00 from $29.00.  This lower target 
is in line with the lower P/E multiples that we are ascribing to the life insurance companies generally.  We 
believe the lower valuations more appropriately reflect the increased volatility of the group’s earnings. 
This target implies a P/E multiple of 11.1 times our 2012 earnings forecast which is a premium of about 
3% over GWO’s peers.  This premium is justified based on its stronger credit position, steady earnings 
performance, higher yield and higher ROE.  We maintain our position that GWO represents a solid, low 
risk, global growth opportunity with a strategy focused on the wealth management sector. 

Items of Note in Quarter – Net Positive of $72 Million
GWO had several items of note in the quarter:

1. Positive $14 million after-tax ($0.01 per share) in IFRS investment property fair value adjust-
ments. 

2. Positive $3 million after-tax in net recoveries on impaired securities and other issues. 
3. Positive $55 million after-tax ($0.06 per share) release of a legal provision resulting from a 

settlement of a lawsuit pertaining to certain private equity investments at Putnam.

Putnam’s Profitability Remains Elusive
Putnam reported a better quarter.  Core earnings (core earnings exclude financing costs associated 
with the acquisition) this quarter was a net profit of $3 million which was a good improvement over a 
loss of $11.0 million in the same period last year.  Fee income increased 5% Y/Y and sequentially.  The 
overall contribution to GWO after financing charges was a loss of $7 million or $0.01 per GWO share 
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versus a loss of US$15 million in the same quarter last year or $0.02 per GWO share.  The estimated core gross margin in the quarter was 3.8%, up from 
zero last quarter and negative 7.3% in the same period last year.  The investment in rebuilding Putnam through new personnel has yet to pay-off and when 
the pay-off will happen seems unclear.

As at the end of the quarter, total AUM increased to US$128.0 billion from US$124.2 billion as at the end of the prior quarter and up 11% Y/Y.  Putnam, 
overall, had net sales of US$1.6 billion versus net sales of US$1.8 billion last quarter.  Mutual funds net redemptions were US$1.1 billion and the institu-
tional group reported net sales of US$2.7 billion.

Other Quarterly Highlights
• Consolidated net income for Q2/11 was $526 million, down 5% Y/Y.  Excluding the reserve recovery of $55 million, net income was closer to $471 

million.  The impact of currency movements was negative $9 million ($0.01 per share) due to the strong C$ against the US$, British Pound and the 
Euro. 

• In Canada, Q2/11 net income was $262 million, up 4% Y/Y and 7% sequentially.  Individual Life income decreased 18% Y/Y reflecting lower 
investment gains.  Wealth Management net income increased 17% Y/Y driven by higher fee income and a 12% increase in AUM.  Group Insurance 
reported a 1% Y/Y increase in net income. 

• U.S. division (excluding Putnam) reported adjusted net income of US$84 million, up 14% over the same quarter last year.  Sales decreased 5% Y/Y 
due to lower 401k sales.  Financial services fee income increased 9% Y/Y driven by higher markets and higher variable asset fees.

• Europe (excluding Reinsurance) reported a weaker quarter with net income of $97 million, down 25% Y/Y.  Earnings in the U.K. were lower by 
30% Y/Y reflecting poor morbidity and mortality experience.  Ireland and Germany net income was flat Y/Y.  Fee income was higher by 7% Y/Y 
reflecting an increase in AUM, however, sales declined 19% Y/Y as consumer confidence remained very weak in Ireland. 

• Reinsurance reported net income of $51 million versus $14 million in the same quarter last year and a loss of $38 million last quarter.  Last quarter 
reflected a $75 million provision that was taken in the quarter relating to the earthquakes in Japan and New Zealand.  The quarter last year reflected 
a loss relating to the Chilean earthquake.

• Minimum Continuing Capital Requirement (MCCSR) ratio was 200% as at the end of the quarter, unchanged from the prior quarter.

Asset Quality – Remains Solid
Credit impairment charges in the quarter resulted in a net after-tax recovery of $3 million.
Other Exposures

• Italy - Net exposure is $207 million, down from $210 million.
• Spain - Net exposure is $319 million, down from $332 million.
• Ireland - Net exposure is $227 million, down from $281 million.
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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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