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Recommendation: BUY
Target Price (1 Year): C$35.00
Prior: C$34.00
Total Return (1 Year): 15.5%
Risk: Low

Market Data

Current Price $31.50
52-Wk Range $27.00-33.95
Mkt. Cap. (mm) $22,300
Dividend $1.40
Yield 4.4%

Financial Data

Fiscal Y/E December 31
Shares O/S (mm) 708
NAV/Share (Est.) $35.21
P/NAV Prem. (Disc.) -10.5%
1 Yr. NAV/Share (Est.) $38.25
P/1 Yr. NAV Prem. (Disc.) -17.5%

Estimates (f.d.)

Year 2010A 2011E 2012E
EPS $2.31 $2.80 $2.95
Prior EPS  $2.83 $2.95

Valuations

Year 2010A 2011E 2012E
P/E Mult. 13.6x 11.3x 10.7x

Power 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.

POWER FINANCIAL CORP.
(PWF - TSX    $31.50)

Q4/10 Earnings Slightly Ahead of Expectations
Outlook Stable

Dividend Increase Possible by Late 2011

Conclusion:  BUY – 12-Month Target Increased to $35.00
Power Financial reported Q4/10 operating EPS of $0.60, up 18% Y/Y.  The results reflected a 10% 
Y/Y increase in earnings from IGM Financial (IGM) and an 11% Y/Y increase in operating earnings 
from Great-West Lifeco (GWO) excluding the litigation charge.  Pargesa’s earnings contribution was 
immaterial.

PWF reported 2010 EPS of $2.31, up 13% Y/Y.  Earnings from both GWO and IGM were higher on 
a Y/Y basis.  Book value declined 3% Y/Y to $15.97 per share.  ROE in fiscal 2010 was 14.4% versus 
12.4% in 2009. 

For 2011, our EPS estimate has been lowered to $2.80 from $2.83.  For fiscal 2012, we have intro-
duced our EPS estimate at $2.95.  These EPS estimates imply a dividend payout ratios of 50% and 
47% on our 2011 and 2012 EPS estimates respectively.  We do not expect the current dividend rate to be 
increased for at least nine months.  

PWF currently trades at a 17.5% discount to our projected Net Asset Value one year out.  PWF 
reported a book value of about $15.97 per share as at the end of the quarter, however, this is not represen-
tative of current market value of its subsidiaries.  Actual Net Asset Value (NAV) for PWF is about $35.21 
per share which more appropriately reflects the current public market value of all investments.  PWF, at 
present, trades at a discount of 10.5% to this current NAV.  Our 12-month projected NAV is $38.25 per 
PWF share based on our 12-month share price target of $50.00 for IGM and $30.00 target for GWO.

Our 12-month share price target for PWF has been increased to $35.00 from $34.00, even though we 
expect a somewhat slower rate of growth in Assets Under Management over the next year.  We continue 
to rate the shares as a BUY and believe PWF is one of the best positioned financial service companies in 
Canada particularly in the wealth management sector.

Valuation – PWF is Expected to Trade at a 8% to 10% Discount From NAV
We expect PWF’s share price to trade at a discount of 8% to 10% of its forward NAV (one year out) of 
$38.25 per share.  This discount is higher than our prior range of 5% to 8% as we feel there is now less 
likelihood of PWF being consolidated with a bank or life insurance company in Canada.  Furthermore, 
bank P/E multiple valuations have recently expanded versus those of life insurance companies.  Our 
target share price of $35.00 reflects a discount of 8.5% to forward NAV.   

Great-West Lifeco – 12-Month Target Increased to $30.00 – BUY
• 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 im-
pact 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.  Reinsurance net income increased by 23% Y/Y.  Putnam’s operating per-
formance continued to marginally improve 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.   
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• 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.  

• 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 consis-
tent 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.

• 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. 

• Putnam reported a stable quarter.  Core earnings this quarter was zero which is a good improvement compared to a loss of US$26 million in the 
same quarter last year (core earnings exclude financing costs associated with the acquisition).  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% 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. 

• Putnam’s AUM as at the end of the quarter 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.

• 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.

• 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 the quarter, up from 202% as at the end of last quarter.

IGM Financial – BUY - 12 Month Target Increased to $50.00
• IGM Financial (IGM) reported Q4/10 EBITDA about $0.08 per share above expectations.  Adjusted EBITDA per share of $1.49 was up 10% 

sequentially and Y/Y.  EPS (fd) was reported at $0.75, up 12% Y/Y.  ROE increased from 16.3% last quarter to 18.2%.  
• Assets Under Management (AUM) were higher than expected in the quarter at $130 billion driven by improved equity markets but offset by 

overall net redemptions of $439 million.  Management fee revenue increased 6% Y/Y and sequentially.  Total revenue increased 9% Y/Y driven 
in part by higher fees from IPC’s acquisition of Partners in Planning.  Expenses increased by 7% Y/Y, thus producing positive operating leverage.  
Average AUM increased 6% Y/Y.  Although both Investors Group and Mackenzie saw net redemptions in the quarter, Mackenzie continued to ex-
perience a much higher level of net redemptions than Investors Group.  

• Adjusted EBITDA in fiscal 2010 was reported at $5.56 per share, up 12% from $4.98 per share last year.  EPS for fiscal 2010 was reported at an 
adjusted $2.76 versus $2.35 in 2009, up 17% Y/Y.  Gross sales in fiscal 2010 were $15.1 billion with net redemptions of $1.1 billion.  Total revenues 
increased 9% Y/Y.  ROE was 16.6% and IGM’s dividend remained unchanged in fiscal 2010.

• We have increased our 2011 EBITDA per share estimate to $6.05 from $6.00.  Our EPS estimate for 2011 has also been increased to $3.10 from 
$3.05.  This forecast assumes a 5% increase in average AUM in fiscal 2011.  Our preliminary estimates for fiscal 2012 have been set at $6.35 and 
$3.35 for EBITDA per share and EPS respectively.  This forecast is also based on a 5% increase in average AUM.

• IGM’s dividend is expected to be increased in fiscal 2011.  Our earnings outlook implies a dividend payout ratio on net free cash of about 57% 
for fiscal 2011 which is now below the upper end of what we believe to be management’s target payout ratio of about 60% to 65% of net free cash 
flow.  Thus, the outlook for a dividend increase has improved as we expect the ratio of dividends paid to free cash flow to decline to the 52% level 
in 2012.  The lower dividend payout ratios lead us to believe a dividend increase is possible in fiscal 2011.  

• Although the outlook for mutual fund AUM growth has moderated somewhat, we continue to recommend IGM as the best positioned mutual 
fund company in Canada and continue to recommend it as a BUY.

• IGM remains the premier asset management company in Canada and well positioned in its multi-channel distribution system with Investors 
Group (strong captive sales force) and Mackenzie (independent sales channel).  The Investors Group tied sales force, in our view, adds significant 
value as it has had very high long-term AUM retention.  However, our expected average AUM growth is expected to gravitate closer to the 5% level 
over the next several years. 
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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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or warranty, express or implied, is made by Catalyst, its affiliates or any other person as to its accuracy, completeness or correctness.  All opinions and estimates con-
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.

• We have increased our 12-month target price for IGM to $50.00 from $48.00.  This target represents a multiple of about 8.0 times our 2012 
EBITDA forecast versus AGF at 5.7 times.  The IGM multiple is in line with CIX.  This target values IGM at an Equity Value (EV) to AUM of 10.0% 
versus AGF at 3.5% (AGF has more institutional AUM as well as the trust operations) and CIX at 10.0%.

• EBITDA (the better measure of profitability) in Q4/10 was $392 million or $1.49 per share, up 9% Y/Y and up 8% sequentially.  
• EBITDA margin was unchanged at 57% Y/Y and sequentially. 
• Management fees of $479 million increased 6% Y/Y and sequentially.  Total revenue increased 9% Y/Y driven in part by higher fees from IPC’s 

acquisition of Partners in Planning.
• Total AUM at quarter end was reported at $130 billion, up 6% Y/Y and 7% sequentially.  Average AUM increased 6% Y/Y. 
• Total mutual fund AUM as at the end of the quarter was $109 billion, up 9% Y/Y and 7% from last quarter.  
• IGM reported gross sales of $3.0 billion and net redemptions of $439 million in the quarter.
• IG had gross fund sales of $1.4 billion in Q4/10 with net redemptions of $38 million.  Total mutual fund AUM as at the end of the quarter was $62 

billion, up 7% Y/Y and up 5% sequentially.
• Mackenzie experienced gross fund sales of $1.5 billion in the quarter with net redemptions of $463 million.  Total mutual fund AUM as at quarter-

end was $44 billion, up 9% Y/Y and up 7% sequentially.  Total AUM including institutional AUM increased 12% Y/Y to $68 billion. 
• Counsel Fund Management had net sales of $62 million (gross sales of $142 million) in Q4/10.  AUM increased by 29% Y/Y to $2.7 billion and 

included the acquisition of Partners in Planning.  The latter acquisition included 300 financial advisors, $3.7 billion in Assets Under Administration 
and $128 million of mutual fund AUM.

• IGM Trust EBT increased 66% Y/Y and 20% sequentially to $31.7 million.  The increase was largely driven by an increase in net interest mar-
gin.

Parjointco-Pargesa
• Pargesa (through Parjointco, the holding company owning the 54% interest in Pargesa) contributed net income of $7 million ($0.01 per PWF share) 

in the current quarter versus $1 million ($0.00 per PWF share) in the same quarter last year.  
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