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Recommendation: BUY
Target Price (1 Year): C$16.50
Prior: C$18.00
Total Return (1 Year): 29.8%
Risk: Medium-Low

Market Data

Current Price $13.11
52-Wk Range $10.91-19.29
Mkt. Cap. (mm) $23,500
Dividend $0.52
Yield 4.0%

Financial Data

Fiscal Y/E December 31
Shares O/S (mm) 1,794
BVPS $12.87
P/BVPS 1.0x
Capital Ratio MCCSR 219%
Total Assets (bill) $225.9
ROE Annualized n.m.

Estimates (f.d.)

Year 2010A 2011E 2012E
EPS ($0.27) $0.50 $1.60
Prior EPS - $1.28 $1.80

Valuations

Year 2010A 2011E 2012E
P/E Mult. n.a. 26.2x 8.2x

Manulife Financial Corp.

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.

MANULIFE FINANCIAL CORP.
(MFC – TSX    $13.11)

Q3/11 Results in Line Driven by Improved Markets
Market Sensitivity Continues to Decline, But…

Earnings Volatility May Remain High

Conclusion:  BUY – 12-Month Target Lowered to $16.50
Manulife Financial (MFC) reported a net loss of $0.73 per share in Q3/11 (excluding convertible 
instruments) versus net profit of $0.26 per share last quarter and a loss in the same period last year of 
$1.28.  The quarter was worse than we expected by about $0.40 per share and worse than consensus by 
$0.32.  We continue to believe core quarterly earnings to be about $0.40 to $0.45 per share.  MFC’s capi-
tal adequacy ratio (MCCSR ratio) decreased to 219 bps from 241 bps as at the end of the prior quarter.  

MFC further lowered its interest rate sensitivity in the quarter but its sensitivity to equity markets 
increased.  Investors may find it difficult to focus on core earnings until markets show some stability and 
long-term interest rates bottom and show signs of increasing.  Furthermore, Canadian accounting rules 
under IFRS make comparisons with U.S. life companies difficult.  Investors should note that under U.S. 
GAAP, MFC would have reported a profit for Q3/11 of $2.1 billion rather than a loss of $1.3 billion.  Total 
equity in accordance with U.S. GAAP would have been more than $16 billion higher.
  
Mid-term EPS outlook for MFC continues to be more constrained as we expect MFC will experience 
slower earnings growth due to (i) product re-pricing which will likely generate slower volumes in the 
segregated fund and variable annuity businesses (ii) sustained costs related to hedging future business, 
and (iii) higher cash components of equity combined with generally higher capital ratios.  Furthermore, 
investor should be cautioned that MFC’s relative high sensitivity to both equity markets and interest rates 
(albeit somewhat less than prior quarters) will continue to make earnings extremely noisy and volatile.  

Our 2011 EPS forecast has been lowered to $0.50 from $1.70 to reflect the expected Q3/11 charge pre-
viously discussed.  Our estimate excludes a possible non-cash goodwill charge of up to $650 million on 
its U.S. business in Q4/11.  Our 2012 EPS forecast has been lowered to $1.60 from $1.80.  At our forecast 
level of 2012 earnings, the dividend payout ratio approximates 33%.

MFC has very strong fundamentals when compared to most life insurance companies, however, 
there is little question that MFC still remains sensitive to the outlook for equity markets and long-term 
interest rates over the next 12 months.  Capital is very strong and the aforementioned market exposure 
that MFC carries will continue to make earnings volatile, albeit less so than recent history.  We are main-
taining MFC as a BUY as we believe the market has now more fully priced in the risks.  We caution, 
however, that our recommendation assumes a stable U.S. economy, stable equity markets and no further 
declines in long-term bond yields.

Valuation
We have lowered our 12-month share price target to $16.50 from $18.00.  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 higher volatility of the group’s earnings.  Our target 
price implies a P/E multiple of 10.3x based on our 2012 EPS outlook.  This valuation assumes a multiple 
in line with the average of the life insurance group.

Market Sensitivity:  More Protection = Less Upside Potential
MFC further lowered its interest rate sensitivity during the quarter, but its equity sensitivity in-
creased.  Although MFC has significantly reduced the potential downside for earnings from lower inter-
est rates and lower equity markets, investors must note that the potential of windfall profits on the upside 
have also been reduced.
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As at quarter-end, MFC had hedged approximately 57% to 66% of underlying earnings sensitivity to equity markets based on a 10% decline in 
equity markets.  Management indicated that it has exceeded its 2012 target for hedging.  All new Variable Annuity business sold is dynamically hedged.  

The current sensitivities are estimated as follows:
• Net EPS sensitivity to equity markets increased in the quarter whereby a 10% decrease in public equity markets would impact EPS by about 

$0.40 per share annually versus $0.33 per share last quarter.  A 10% increase in public equity markets would positively impact EPS by about $0.30 
per share annually versus $0.17 per share last quarter.  

• Net EPS interest rate sensitivity decreased in the quarter such that the impact of a 100 bps parallel increase in interest rates over 12 months 
would increase annual EPS by about $0.45 per share ($0.55 per share last quarter).  If the AFS bonds were included as an offset, the sensitivity would 
be closer to $0.06 per share.  A parallel decrease in interest rates by 100 bps would lower annual EPS by about $0.55 per share ($0.65 per share last 
quarter).  If the AFS bonds were included as an offset, the sensitivity would be closer to $0.17 per share.  Overall, including the AFS bonds, the 
sensitivity has been lowered by over half in the quarter.

Notable Items Impacting Quarter – Negative $1,937 million or $1.08 Per share
1. Negative $889 million impact from the changes in equity markets and interest rates.  This reflects a $266 million net loss from interest rates plus a 

$556 million net loss on equity markets.
2. Negative $651 million in actuarial methods and assumptions excluding URR.  Items include reserve strengthening of $475 million for adjust-

ments to the U.S. life mortality table and $309 million for VA lapse update.
3. Negative $900 million related to charges on variable annuity guarantee liabilities that are dynamically hedged. 
4. Negative $107 million expected cost of macro equity hedges.  Based on long-term return assumptions and notional future value of $5.4 billion as 

at quarter start. 
5. Positive $303 million gain on sale of Life Retrocession business.
6. Positive $307 million market investment-related gains primarily on fixed income trading and market value increases on non-fixed income invest-

ments.

Other Quarterly Operating Highlights
• MFC reported a Q3/11 net operating loss of $1.3 billion or $0.73 per share (excluding convertible instruments) versus a net profit of $490 million 

last quarter and a loss of $2.3 billion in the same period last year.  Normalized EPS for the quarter appears to be more in the order of $0.40.
• Total U.S. Insurance reported a net loss of US$59 million versus a profit of US$162 million in the same quarter last year.  Excluding market and 

investment impact, net income declined by about US$26 million over the same period last year.  Overall, insurance sales improved modestly as MFC 
continues to reposition its product mix to a lower risk profile.  Sales of targeted life products for growth increased 42% Y/Y while sales of universal 
life with no-lapse guarantees and non-par whole life products were down 70% Y/Y.  MFC has been repositioning its products to improve returns and 
rebalance the risk profile.  Long-Term Care sales increased 43% Y/Y while net income increased 24% Y/Y. 

• U.S. Wealth Management reported a Q3/11 net loss of US$984 million versus a profit last year of US$352 million.  Excluding market and invest-
ment impact, net income decreased by about US$23 million over the same period last year.  All of the loss was associated with the VA business.  
Funds Under Management (FUM) decreased 2% Y/Y.  The Asset Management business reported net income down 32% Y/Y reflecting increased 
acquisition costs related to higher mutual fund sales.  Mutual fund sales increased 27% Y/Y as this segment continues to be the focus of growth 
(higher margin business).  Fixed product sales declined 48% Y/Y due to persistent low interest rate levels.  Variable annuity sales decreased 32% 
Y/Y as management continues to reduce its equity exposure.  MFC is focusing sales on higher margin products such that overall sales growth is 
expected to continue to slow.  

• Canadian Division reported a net loss in the quarter of $96 million versus a net profit of $260 million last quarter and $388 million last year.  Ex-
cluding market and investment impact, net income was about $255 million, down $3 million from last year.  The positive impact of growth in asset 
levels in Wealth Management were partly offset by the cost of hedging additional variable annuity guarantees.  Individual insurance sales were flat 
Y/Y while Group sales increased 37% Y/Y.  Individual Wealth management reported strong mutual fund sales.  FUM increased to $118 billion, up 
7% Y/Y.  Manulife Bank reported loan volumes up 1% Y/Y.

• Asia reported net loss of US$726 million, down from a US$28 million profit last quarter and a profit of US$546 million last year.  Excluding net 
charges of $950 million this quarter, as a result of equity, interest rate and other issues, net income increased marginally Y/Y.  Sales of targeted 
products increased 16% Y/Y.  Japanese sales continued to slow as new price increases took effect.  FUM increased to US$68 billion, up 5% Y/Y.  

• Total FUM at quarter end was $491 billion, up 3% Y/Y.  Excluding FX, FUM increased by 2% Y/Y.  Segregated funds decreased 5% Y/Y.  Mutual 
fund AUM increased by 22% Y/Y and included the $1.8 billion associated with the acquisition of the 49% interest in ABN AMRO TEDA Fund 
Management. 

• Variable Annuity Product Guarantees are dynamically hedged to 70% of Gross Guarantee Value as at Q3/11, up from 64% last quarter. 
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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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