
 
 
 

eResearch Corporation www.eresearch.ca 

 
 

POWER FINANCIAL CORP. 
(TSX: PWF) 

 
eResearch Corporation ( eResearch) and Catalyst Equity Research Inc. (Catalyst) have reached 
an agreement whereby eResearch will distribute all reports provided by Catalyst to eResearch 
throughout its extensive electronic distribution network. 
 
eResearch and Catalyst share a common mission: to provide quality investment research analysis, by 
ensuring that the research is a credible resource that investors can rely on.  
 
eResearch was established in 2000 as Canada's first equity issuer-sponsored research organization. Our 
various research packages allow corporate management to choose the form of research coverage that best 
meets their company’s needs.  
 
Catalyst, which was founded in 2003, is Canada’s sole independent equity research company 
specializing exclusively in the financial services sector. Headed by Robin Cornwell, who has more than 
30 years of experience in research and investment analysis of financial companies, Catalyst provides 
comprehensive investment research and advisory services to the investment community. 
 
eResearch Corporation is pleased to provide a Catalyst report on: POWER FINANCIAL CORP. 
 
 
Bob Weir, CFA 
Managing Director, Research Services,  
eResearch Corporation 
 
 

August 11, 2011 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 Third Party Research:  Catalyst Research August 11, 2011  

Note: Information and opinions expressed in Catalyst Equity Research Inc. reports and presented on the 
eResearch Corporation web-site are those of the contributing author and are provided in good faith and 
without legal responsibility. No representations, express or implied, are made by eResearch Corporation as 
to the accuracy, completeness, or correctness of this research. Such information and opinions expressed 
are as of the date of publication, and are subject to change without notice. Neither eResearch Corporation 
nor Catalyst Equity Research Inc. accepts any liability whatsoever for any direct or indirect loss resulting 
from any use of the research or the information it contains. Further, eResearch Corporation offers no 
opinion, express or implied, on the commentary herein, nor does it endorse the views and opinions 
expressed in this research report, which are those of Catalyst Equity Research Inc. only. 



Catalyst
Equity Research Company Update

August 08, 2011

Catalyst Equity Research Inc.  17567 Centreville Creek Road, Caledon, ON Canada L7K 2L9
Tel:  (416) 910-7985     www.catalystresearch.ca

Recommendation: BUY
Target Price (1 Year): C$30.50
Prior: C$35.00
Total Return (1 Year): 20.3%
Risk: Low

Market Data

Current Price $26.50
52-Wk Range $26.26-31.98
Mkt. Cap. (mm) $18,800
Dividend $1.40
Yield 5.3%

Financial Data

Fiscal Y/E December 31
Shares O/S (mm) 708
NAV/Share (Est.) $30.00
P/NAV Prem. (Disc.) -11.7%
1 Yr. NAV/Share (Est.) $34.00
P/1 Yr. NAV Prem. (Disc.) -22.1%

Estimates (f.d.)

Year 2010A 2011E 2012E
EPS $2.31 $2.55 $2.80
Prior EPS  $2.63 $2.90

Valuations

Year 2010A 2011E 2012E
P/E Mult. 11.5x 10.4x 9.5x

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    $26.50)

Q2/11 Earnings Slightly Higher Than Expected
IGM Earnings Better Than Expected – GWO Off Slightly

Dividend Increase May be Possible by Early 2012

Conclusion:  BUY – 12-Month Target Lowered to $30.50
Power Financial reported Q2/11 operating EPS (IFRS) of $0.71, up 19% Y/Y or slightly better than 
our estimate but well above consensus.  The results reflected a 13% Y/Y increase in earnings from IGM 
Financial (IGM) offset by a 16% Y/Y increase in earnings from Great-West Lifeco (GWO).  Earnings for 
GWO included a $55 million after-tax release of a legal provision at Putnam.  Pargesa’s earnings contri-
bution to PWF was $63 million or $0.09 per share, up 11% Y/Y.

For 2011, our EPS estimate has been lowered to $2.55 from $2.63 and our fiscal 2012 EPS has been 
lowered to $2.80 from $2.90.  The lower earnings estimates are largely related to our lower earnings 
forecast for GWO.  These EPS estimates imply dividend payout ratios of 55% and 50% 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 22.1% discount to our projected Net Asset Value one year out.  PWF 
reported a book value of about $15.71 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 $30.00 
per share which more appropriately reflects the current public market value of all investments.  PWF at 
present trades at a discount of 11.7% to this current NAV.  Our 12-month projected NAV has been lowered 
to $34.00 from $37.75 per PWF share based on our 12-month share price target of $54.00 for IGM and 
our new $26.00 target for GWO (previously $29.00).

Our 12-month share price target for PWF has been lowered to $30.50 from $35.00 to reflect the 
lower target price for GWO.  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 an 8%-12% Discount From NAV
We expect PWF’s share price to trade at a discount of 8% to 12% of its forward NAV (one year out) of 
$34.00 per share.  This discount is higher than our prior range of 7% to 10% as we feel there is now less 
likelihood of PWF being consolidated with a bank or life insurance company in Canada. 

Great-West Lifeco – 12-Month Target Lowered to $26.00 – BUY
• Great-West Lifeco (GWO) reported Q2/11 EPS (fd) of $0.55.  On an operating basis, exclud-

ing 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.  

• The earnings contribution from Canada remained somewhat weaker than expected.  
• European earnings, excluding the reinsurance business, were also weaker than expected de-

clining by 25% Y/Y.  
• The U.S. Division’s net income was steady. 
• Reinsurance reported a sizable increase in net income as there were no major catastrophic oc-

currences in the quarter.  
• Putnam’s operating performance was a little stronger, excluding the release of a legal provi-

sion.
• 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 
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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 maintain our BUY recommendation.  
• 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. 

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

IGM Financial – BUY – 12-Month Target Maintained at $54.00
• IGM Financial (IGM) reported Q2/11 EBITDA about $0.03 per share below expectations.  Adjusted EBITDA per share of $1.50 was up 

13% Y/Y but down 2% sequentially.  EPS (fd) was reported at $0.84, up 24% Y/Y.  EPS beat our estimate but that was only due to a lower than 
expected tax rate in the quarter.  ROE increased to 20.6% from 19.8% last quarter.  

• IGM’s quarterly dividend per share was increased by 5% to $0.5375 ($2.15 annually) from $0.5125 ($2.05 annually).   
• Assets Under Management (AUM) were slightly lower than expected in the quarter at $130 billion, up 13% Y/Y driven by improved equity 

markets offset somewhat by net redemptions of $486 million.  Management fee revenue increased 8% Y/Y but was flat sequentially.  
• Total revenue increased 10% Y/Y.  Expenses increased by 7% Y/Y, thus producing positive operating leverage.  Both Investors Group (IG) and 

Mackenzie had net redemptions in the quarter. 
• We have lowered our 2011 EBITDA per share estimate to $6.15 from $6.20.  Our EPS estimate for 2011 has been maintained at $3.30.  This 

forecast assumes a 7% increase in average AUM in fiscal 2011.  Our estimates for fiscal 2012 have been maintained at $6.55 for EBITDA per share 
and $3.55 for EPS.

• IGM’s dividend could be increased in mid-2012 by a further 5%.  Our earnings outlook implies a dividend payout ratio on net free cash of about 
57% for fiscal 2012 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.   

• IGM is the best positioned mutual fund company in Canada and is recommended as a BUY.
• We have maintained our 12-month target price for IGM at $54.00.  This target represents a multiple of about 8.2 times our 2012 EBITDA fore-

cast versus AGF at 5.7 times and is in line with CIX.  This target values IGM at an Equity Value (EV) to AUM of 10.7% versus AGF at 3.5% (AGF 
has more institutional AUM as well as the trust operations) and CIX at 10.0%.

• Total AUM at quarter end was reported at $130 billion, up 13% Y/Y but declined 3% sequentially.  Average AUM increased 7% Y/Y. 
• Total mutual fund AUM as at the end of the quarter was $108 billion, up 12% Y/Y but was down 3% from last quarter.  
• IGM reported gross sales of $2.9 billion and net redemptions of $486 million in the quarter.
• IG had gross fund sales of $1.4 billion in Q2/11 with net redemptions of $145 million.  Total mutual fund AUM as at the end of the quarter was 

$62 billion, up 13% Y/Y but down 3% sequentially.
• Mackenzie experienced gross fund sales of $1.4 billion in the quarter with net redemptions of $345 million.  Total mutual fund AUM as at quarter-

end was $44 billion, up 12% Y/Y.  Total AUM including institutional AUM increased 13% Y/Y to $69 billion.

Parjointco-Pargesa
• Pargesa (through Parjointco, the holding company owning the 54% interest in Pargesa) contributed net income of $63 million ($0.09 per PWF share) 

in the current quarter versus $57 million ($0.08 per PWF share) in the same quarter last year.  
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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-
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