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Recommendation: BUY
Target Price (1 Year): C$14.00
Prior: C$13.50
Total Return (1 Year): 11.9%
Risk: Medium

Market Data

Current Price $12.98
52-Wk Range $10.18-17.93
Mkt. Cap. (mm) $23,500
Dividend $0.52
Yield 4.0%

Financial Data

Fiscal Y/E December 31
Shares O/S (mm) 1,807
BVPS $12.77
P/BVPS 1.0x
Capital Ratio MCCSR 225%
Total Assets (bill) $465.3
ROE Annualized 20.6%

Estimates (f.d.)

Year 2011A 2012E 2013E
EPS $0.39 $1.74 $1.60
Prior EPS - $1.45 $1.60

Valuations

Year 2011A 2012E 2013E
P/E Mult. 33.0x 7.5x 8.1x

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    $12.98)

Q1/12 Results in Line Driven by Improved Markets
Market Sensitivity Continues to Decline

Immunizing Earnings to Higher Interest Rates

Conclusion:  BUY – 12-Month Target Increased to $14.00
Manulife Financial (MFC) reported net income of $0.66 per share in Q1/12 versus net loss of $0.32 
per share last quarter and a net profit in the same period last year of $0.53.  Adjusted to exclude non-
operating items approximating $655 million after-tax, EPS approximated $0.30.  The quarter was $0.02 
per share lower on an operating basis than we expected and was lower than consensus by $0.04 per share.  
MFC’s capital adequacy ratio (MCCSR ratio) increased to 225 bps from 216 bps as at the end of the prior 
quarter.  MFC announced that Steve Roder FCA, CPA will replace Michael Bell as Senior Vice President 
and Chief Financial Officer in June 2012. 

MFC further lowered its interest rate and equity market sensitivity during the quarter.  Investors 
may find it difficult to focus on core earnings until long-term interest rates show signs of increasing.  The 
medium-term EPS outlook for MFC continues to be more constrained as we expect MFC will experience 
slower earnings growth due to (i) higher than expected new business strain from product re-pricing and 
business mix changes which will likely generate slower volumes in the segregated fund and variable an-
nuity businesses (ii) sustained costs related to hedging future business, and (iii) higher cash components 
of equity combined with generally higher capital ratios.  Furthermore, investors 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 2012 EPS forecast has been increased to $1.74 from $1.45 to reflect the higher reported earn-
ings in the quarter.  We continue to expect earnings to be constrained by new business strain expected 
in fiscal 2012 driven by new product introductions and re-pricing of existing products.  Our 2013 EPS 
forecast remains unchanged at $1.60.  At our forecast level of 2013 earnings, the dividend payout ratio 
approximates 33%.

MFC has very strong fundamentals, 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 strong 
and the aforementioned market exposure that MFC carries will continue to make earnings volatile, albeit 
less so than recent history.  We are maintaining 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 adjusted our 12-month share price target slightly higher to $14.00 from $13.50.  This 
target is in line with the lower P/E multiples that we have ascribed over the last six months to the life 
insurance companies in general.  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 8.8x based on our 2013 EPS 
outlook.  This valuation assumes a multiple in line with the average of the life insurance group (exclud-
ing GWO).

Risks Remain in Future Assumption Changes
Management outlined that several factors could still impede earnings growth over the near-term:

• Changes in the Ultimate Reinvestment Rate (URR), which is the maximum long-term inter-
est rate assumption that can be used to calculate reserves (prescribed formula), could result in a 
charge to earnings in Q2/12 of $700 to $800 million ($0.39 to $0.44 per share). 

• Changes to equity market returns.  The Canadian Institute of Actuaries is in the process of  
issuing new criteria for calculating investment returns on segregated fund guarantees.  This could 
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occur by Q4/12.  Management estimated that the charge to earnings could be in the range of $250 to $300 million ($0.14 to $0.17 per share).
• Actuarial review of variable annuities.  Management has noticed a change in the lapse rates since the market crisis and is analyzing the data further 

as to whether this trend is temporary or permanent in nature.  The results are unquantifiable at present, but management expects to have a better fix 
by next quarter.  

Equity Market & Interest Rate Sensitivity
MFC further lowered its equity and interest rate sensitivity during the quarter.  Although MFC has significantly reduced the potential downside for 
earnings from lower interest rates and lower equity markets, investors must continue to be aware that the potential of windfall profits on the upside has also 
been reduced.  

As at quarter-end, MFC had hedged approximately 66% to 74% of underlying earnings sensitivity to equity markets (60% to 70% last quarter) based 
on a 10% decline in equity markets.  Management indicated that its target is to hedge 75% by the end of 2014.  All new Variable Annuity business sold is 
dynamically hedged.  

The current sensitivities are estimated as follows:
• Net EPS sensitivity to equity markets decreased by 20% in the quarter whereby a 10% decrease in public equity markets would impact EPS by 

a negative $0.24 to $0.32 per share annually.  A 10% increase in public equity markets would positively impact EPS by a positive $0.12 to $0.18 per 
share annually.  

• Net EPS interest rate sensitivity decreased by about 10% in the quarter such that the impact of a 100 bps parallel increase in interest rates over 
12 months would impact EPS by a positive $0.27 per share (positive $0.39 per share last quarter).  If the AFS bonds were included as an offset, 
the sensitivity would be closer to nil.  A parallel decrease in interest rates by 100 bps would have an annual impact on EPS by a negative $0.50 per 
share (negative $0.55 per share last quarter).  If the AFS bonds were included as an offset, the sensitivity would be negative $0.06 per share versus 
negative $0.11 per share last quarter. 

Notable Items Impacting Quarter – Positive $655 million or $0.36 Per share
1. Positive $122 million impact on policy liabilities of variable annuity product changes.
2. Positive $223 million related to charges on variable annuity guarantee liabilities that are dynamically hedged. 
3. Positive $58 million impact from tax rate changes. 
4. Positive $75 million impact from the changes in equity markets and interest rates.  This reflects a $472 million charge from interest rates plus a $547 

million net gain on equity markets.
5. Positive $243 million investment-related gains related to reducing interest rate exposure.  Real estate appraisal gains were reported at $161 mil-

lion.
6. Negative $66 million unfavourable policyholder experience.

Other Quarterly Operating Highlights
• MFC reported a Q1/12 net income of $1.2 billion versus $0.6 billion last quarter (excluding goodwill impairment) and a small loss in the same 

period last year. 
• Total U.S. Insurance reported a net loss of US$48 million versus net income of US$419 million last quarter and US$409 million in the same quar-

ter last year.  Overall, insurance sales declined 3% Y/Y as MFC continues to reposition its product mix.  Sales of targeted life products for growth 
increased 28% Y/Y.  Long-Term Care reported a loss of US$160 million versus net income of US$243 million last quarter and US$117 million in 
the same period last year.  Excluding the Federal plan sales, overall sales declined 53% Y/Y.  the results this quarter reflected the impact of price 
increases implemented in 2011.  

• U.S. Wealth Management reported Q1/12 net income of US$622 million versus US$74 million last quarter and US$317 million in the same period 
last year.  U.S. wealth sales were down 12% Y/Y due to turbulent markets and lower mutual fund sales in particular.  Funds Under Management 
(FUM) increased 7% Y/Y.  The Asset Management business reported net income down 5% Y/Y.  Variable annuity fee income decreased as average 
assets continue to decline.  MFC is focusing sales on higher margin products such that overall sales growth is expected to continue to slow.  

• Canadian Division reported net income in the quarter of $317 million versus $241 million last quarter and $509 million last year.  Individual insur-
ance sales declined 13% Y/Y while Group Benefit sales were exceptionally strong and Group Retirement Solution sales doubled.  Mutual fund sales 
slowed although total AUM increased 6% Y/Y.  FUM increased to $126 billion, up 7% Y/Y.  Manulife Bank reported strong asset growth, up 12% 
Y/Y.

• Asia reported net income of US$1,110 million versus US$357 million last year.  Excluding the direct impact of interest rates and equity markets, net 
income increased by about US$12 million Y/Y.  Sales in Japan increased 7% Y/Y largely due to strong cancer product sales.  Sales in Hong Kong 
increased 31% Y/Y driven by investment-linked products and higher sales through bank channels.  Other Asian sales increased 72% Y/Y as sales in 
Indonesia were strong and new products were introduced in China.  FUM increased to US$72 billion, up 4% Y/Y.  

• Total FUM at quarter end was $512 billion, up 7% Y/Y.  Excluding FX, FUM increased by 5% Y/Y.  Segregated funds increased 3% Y/Y.  Mutual 
fund AUM increased by 7% Y/Y. 
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Definition of Risk Rankings
Low:  Low financial and operaional 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.

The information contained in this report has been compiled by Catalyst Equity Research Inc. (“Catalyst”) from sources believed to be reliable, but no representation 
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 
responsibility.  This report is not an offer to sell or a solicitation to buy any securities.  Catalyst and its affiliates may have a relationship or may receive compensation 
for services with some or all of the issuers mentioned.  Catalyst or its affiliates or officers, directors, representatives, associates may have a position in the securities 
mentioned herein, and may make purchases or sales of these securities from time to time in the open market or otherwise.  The securities discussed may not be eligible 
for sale in all jurisdictions.  To the full extent permitted by law neither Catalyst nor any of its affiliates, nor any other person, accepts any liability whatsoever for any 
direct or consequential loss arising from any use of this report or the information contained herein.  No matter contained in this document may be reproduced or copied 
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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