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INDUSTRIAL-ALLIANCE LIFE INSURANCE     

Recent Price $39.50
Symbol  IAG-TSX
Shares O/S     81 million
Market Cap.  $3.1 billion
52 Wk. Range $31.31-$40.83
Year End  December 31 

 EPS Multiple
2006a  $2.64  15.0x
2007e  $3.00  13.2x
2008e  $3.30  12.0x
Book Value  $20.12  2.0x

Rate Yield
Dividend $0.80 2.0%

Data Source: BigCharts.com

Industrial Alliance Insurance And Financial Services Inc. is a stock life insurance 
company and through its wholly owned subsidiaries, owns or has majority interest in these  
companies: National Life Assurance Company of Canada, Industrial-Alliance Pacifi c Life 
Insurance, Industrial-Alliance General Insurance Co., Industrial-Alliance Trust Co. and 
Industrial Alliance Securities Inc.  

CONCLUSION:  REDUCED TO HOLD
12 MONTH TARGET MAINTAINED AT $41.00

eResearch
Recommendation

Hold

Target Price

$41.00

Risk

Low

Average Daily Volume

20da: 150,100 150da:156,100

Quick Facts

IAG reported good operating earnings for Q2/07 ahead of our expectations by $0.03.   Reported EPS of $0.77 
was up from $0.72 last quarter and up 11% Y/Y (adjusted Q2/06 excludes a tax gain).  Earnings were again 
driven by solid wealth management, however insurance earnings, although up 58%, were driven by reduced 
strain caused in part by lower insurance sales due to changes in product pricing last year.  Operating ROE in the 
quarter was 15.8%.  Dividend per share was increased to $0.80 annually ($0.20 quarterly) from $0.72 ($0.18 
quarterly), an increase of 11% over the previous rate and a 25% Y/Y increase.

We continue to be very impressed with the IAG management, particularly in the wealth management business.  
We believe further acquisitions in this sector will be necessary to maintain EPS growth at the 10% to 12% level 
over the next 2 years.  Individual insurance sales may well be the weakness in our 2007 forecast however we 
expect the lower strain to be an offset.  Management reiterated that it intends to increase the dividend payout 
ratio target to the 28% level to be reached over the next 12 months.  We now expect the annual dividend could 
be increased to at least $0.90 to $0.93 per share, a gain of 13% to 16%. 

We have increased our 2007 EPS estimate to $3.00 from $2.94, for an expected increase of 14% over 2006.  For 
2008, our EPS estimate has been maintained at $3.30 which represents a further gain of 10% and assumes no 
acquisitions.  We have reduced our recommendation to a HOLD from a BUY as the 12 month expected return 
is now only 6.0%.
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Valuation
We believe IAG remains in a strong position to continue to leverage its Wealth Management 
group through new product offerings and higher product sales, however we now believe 
that IAG will require further acquisitions in order to add to this organic growth.   We expect 
IAG to support a P/E multiple about 8% to 10% below the average of the other major life 
insurers.  Our 12-month target price is being maintained at $41.00.  Total 12 month expected 
return is 6.0%.

Individual Wealth Management – Expected To Represent 33% Of 2007 
Net Income
Net income from wealth management was $19.4 million in Q2/07 down from $21.4 million 
in Q2/06 a Y/Y decrease of 9% and represented about 31% of total net income up from 30% 
last quarter and down from 34% in the same quarter last year.  The total group reported 
strong sales up 32% Y/Y.    Mutual fund sales continued strong up 60% Y/Y driven by the 
acquisition of Clarington at year-end 2005.  Seg fund sales were much slower up only 1% 
Y/Y.  Net sales of all investment funds were up 113% Y/Y.  Total funds under management 
increased to $15.1 billion for a 18% Y/Y gain.  As we have noted previously, we expect IAG 
to remain very focused on wealth management and we expect to see this sector continue 
to grow through acquisitions.  We remain confi dent that management will deliver on the 
projected synergies expected from the acquisition of Clarington and produce the accretion 
expectations of $0.06 per share in 2007. 

Other Quarterly Highlights
• Total net operating earnings in Q2/07 were reported at $62.1 million or $0.77 per share up 

from an adjusted $53.1 million or $0.65 per share in Q2/06, a Y/Y gain of 17%.   Revenues 
in Q2/07 decreased by 14% to $1.04 billion up from $1.21 billion in Q2/06 largely due to the 
accounting changes requiring securities to refl ect current market valuations.  Consequently 
the net investment income was lower refl ecting largely the higher interest rates in the 
quarter.

• Individual Insurance group reported net income of $26.0 million in Q2/07, a 58% Y/Y gain 
from Q2/06.  The quarter was driven by lower strain of $22.3 million or 61% of sales down 
from $28.5 million (where strain represented 69% of sales).  However strain was higher 
than the 55% of sales last quarter due to a less favourable sales mix.  Management has been 
targeting the 50% to 55% range.  The lower strain was also the result of lower than expected 
sales in Q2/07 which decreased by 12% Y/Y to $36.7 million.  YTD sales are down 9%.  
We attribute most of the sales decline to selective product pricing changes that took place 
late in 2006.   Although a good quarter from a net income perspective it will be diffi cult 
for IAG to meet our sales growth expectation of 6% to 10% in 2007 and consequently we 
continue to remain cautious that net income from this group may slow going forward.

• Group Insurance earnings were reported at $12.6 million up from $9.6 million last quarter 
and fl at Y/Y.  Experience gains of $1.9 million were well below the $2.6 million last year.  
Group Pension earnings were reported at $4.1 million up 5% Y/Y.  Sales were down 12% 
Y/Y refl ecting a very strong Q2/06.

• Management indicated that IAG has no exposure to the U.S. subprime mortgage market.


