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COMPANY DESCRIPTION 
Great-West Lifeco is a financial holding company with interests in the life insurance, health insurance, retirement savings, investment 
management, and reinsurance businesses. These businesses offer various products including life, disability and critical illness 
insurance for individuals and families as well as a variety of 
investment and retirement savings options. Headquartered in 
Winnipeg, Manitoba, the company has a diverse operating platform 
with subsidiaries in Canada, United States, and Europe. The company 
is one of the largest financial institutions in Canada, with a market cap 
of $16 billion and assets under management of more than $356 
billion.  

The majority of the company’s shares, approximately 73%, are 
controlled by Power Financial Corporation (TSX: PWF). Despite this 
sizeable ownership stake, Great-West Life also maintains a substantial 
public float of roughly 258 million shares and represents a highly 
liquid investment vehicle in the S&P/TSX Composite Index. Investors 
exchange an average of over 900,000 GWO shares per day. The 
company represents 0.5% of the overall index and roughly 2% of the 
S&P/TSX Financials Index.  

REASONS TO BUY 
Solid capital base to help weather the storm. Following suit with other firms in the financial sector, Great-West Lifeco recently took 
the opportunity to strengthen its balance sheet with a $1 billion equity offering (48 million shares at $20.75). The company is now 
armed with over $1 billion in excess capital and $1 billion in excess debt capacity leaving it with abundant capacity to capitalize on 
acquisition opportunities and flexibility to sustain and perhaps even increase dividends. With a pro-rata minimum continuing capital 
and surplus requirements ratio (MCCSR) of approximately 236%, the ratio is now well-above the top-end of management’s 185%-
200% target. To provide more context, Scotia Capital’s insurance analyst Tom MacKinnon indicates that the TSX would essentially 
need to fall to the low 5,000 range before the MCCSR ratio would approach the low end of that target range as each 10% change in 
equity markets will impact the ratio by 5 bps. 

Limited exposure to credit issues and risky investments. The 
company’s exposure to the various sectors and assets that have 
plagued the general financial sector has been limited and should 
remain so given prudent and conservative investment mandates. 
The investment portfolio is fairly diverse in terms of industry and 
geography, with only a small percentage of the investments 
considered to be below investment grade. Exposure to sub-prime 
and monoline as well as European banking institutions appears 
manageable and the majority of credit exposure relates to 
widening credit spreads (yield difference between corporate 
bonds and government bonds) as opposed to credit defaults.   
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Rating: Outperform Risk: Low

Price (February 26): $17.00 Fiscal Year-End: December
12-Month Target: $27.00 Dividend: $1.23
Total Return: 66% Yield: 7.2%
52-Week High: $35.94 52-Week Low: $13.72
2008 ROE 19.2% Market Value ($mil) $16,046
    

Annual 2006A 2007A 2008A 2009E

EPS: $2.09 $2.41 $2.26 $2.35

P/E Multiple: 16.2x 14.8x 7.5x 7.2x

Source: Company Reports, Scotia Capital, Bloomberg
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Earnings stability in a volatile environment. With a diverse geographic presence, prudent cost and risk controls, and an experienced 
management team, Great-West Lifeco’s business model offers good earnings visibility and results have consistently demonstrated 
solid growth.  Reflecting both organic initiatives and an acquisitive growth strategy, earnings per share have increased by an average 
of 13% between 2003 to 2007. Relative to its peer group in Canada, the company has rewarded investors with one of the highest 
returns on equity (ROE) in the insurance sector; ROE has consistently hovered near the 20% range versus the peer group that is 
generally at or near the mid-teens range.  

Dividend yield near all-time high. The steady earnings growth has translated into strong shareholder returns in the form of dividends. 
The company’s dividend has progressively increased from $0.59 per share in 2003 to the current annual rate of $1.23. 
Correspondingly, with a growing asset base and strong track record stability, the company has gradually increased its payout ratio 
from 40% to approximately 53% over that same time period. Despite this history of dividend returns, however, the market has largely 
ignored this factor under current market conditions as the price of the shares are down over 50% after reaching an all-time high in 
early-2007. Great-West Lifeco’s shares now offer a dividend yield of over 7.5%, their highest level since the inception of dividends 
and the highest yield among its peers. In combination with a conservative payout ratio, there should be good yield support for 
investors at current levels, particularly those with a longer-term investment horizon. Although the share price may continue to be 
pressured by negative sentiment towards the broader financial sector in the near term, the current dividend rate appears sustainable and 
the shares present an attractive investment opportunity as this is one of the most defensive ways to play the Canadian insurance sector 
given that it is the least sensitive to credit and equity market volatility and has limited exposure to below investment grade assets, 
particularly relative to other life insurance companies. 

Valuation looks attractive on an absolute and relative basis. The company has substantially grown its asset base, earnings, and 
dividends over the past several years but the shares have fallen to 2002-2003 levels, essentially reflecting no value creation during that 
time period. The shares are currently valued at 6.4x forward 12-month earnings, well below the long term average of approximately 
13.0x. On a relative basis, the shares are trading at a 7% premium to the group, in line with the long term average. Given the 
company’s defensive traits, limited exposure to volatile markets relative to the peer group, and superior ROE, we would expect the  
premium to expand under current market conditions.  

 
 

 

Source: Scotia Capital; Bloomberg 
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RISKS 
Underperformance of U.S. asset management business. Keeping in mind that Putnam’s earnings contribution to consolidated 
results are fairly small at roughly 5% of net income, the U.S. asset management business has been a focal point for investors as this 
has been an underperforming asset since it was acquired in August 2007. GWO acquired Putnam Investments from Marsh & 
McLennan in August 2007 for US$3 billion and this transaction provided the company with a significant presence in the mutual fund 
and institutional asset management industry in the US. At the time of the acquisition, Putnam had approximately US$187 billion in 
assets under management but given market conditions over the past year, this has declined to US$101 billion at the end of January 
2009. With the market malaise continuing into February 2009, it is likely that assets under management have continued to deteriorate, 
resulting in sustained pressure on both fees and margins. Reflecting this, Putnam recently announced that it would reduce its 
workforce by approximately 10%; this is the second work force reduction implemented by the company over the past three months. As 
well, a number of strategic initiatives aimed at improving the operations have been deployed at Putnam in recent months including the 
hiring of a new CEO and CFO. While these are expected to be positive developments, it will likely take time for the benefits to be 
fully reflected in operating results and financial performance.  

Appreciation of the Canadian dollar. With sizeable operations in Canada as well as US and Europe, material appreciation of the 
Canadian dollar will have a negative translation impact on results. To 
address some of the foreign exchange risk, management uses forward 
currency contracts to help mitigate foreign exchange volatility.  

Source: Scotia Capital; Bloomberg 
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General investment and market risks. As a part of its regular operations, the company manages asset portfolios to support policy 
liabilities and for investors in general. The portfolios are sensitive to changes in interest rates, economic data, and general market 
volatility in terms of equity, credit, and foreign exchange values. To help mitigate this risk, the company maintains strict investment 
policy guidelines to ensure prudent investment limits. With the market volatility we have seen over the past year, it is worth noting 
that GWO is one of the least sensitive lifecos to declines in equity markets; Scotia Capital estimates that a 10% decline in equity 
markets could potentially impact earnings per share by 3%.  

Insurance risks. Insurance products involve commitments by the insurer to provide financial obligations and insurance coverage for 
extended periods of time. In turn, the insurer must design and price products to ensure that the premiums received and the investment 
income earned on those premiums will be sufficient to pay future claims associated with the various products sold. The profitability of 
the firm ultimately depends on a number of factors including market conditions, investment decisions, type of insurance product, and 
the assumptions used to structure the products.  

 

Great-West Lifeco Inc.: 
5-Year Price Chart (C$)
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The author(s) of the report own(s) securities of the following companies. 
None. 
 
The supervisors of the Portfolio Advisory Group own securities of the following companies. 
None.

 
The Head of Equity Research/Supervisory Analyst, in his/her own account or in a related account, owns securities of the following issuer(s): Great-
West Lifeco Inc. 
 
Scotia Capital Inc. and its affiliates collectively beneficially own in excess of 1% of one or more classes of the issued and outstanding equity 
securities of the following issuer(s): Great-West Lifeco Inc. 
 
Within the last 12 months, Scotia Capital Inc. has undertaken an underwriting liability with respect to equity securities of, or has provided advice for 
a fee with respect to, the following issuer(s): Great-West Lifeco Inc.

 

Scotia Capital is a member of the Canadian Investor Protection Fund (CIPF). ScotiaMcLeod is a division of Scotia Capital Inc. (·SCI·). This report 
has been prepared by SCI on behalf of the Investment Executive. Opinions, estimates and projections contained herein are our own as of the date 
hereof and are subject to change without notice. The information and opinions contained herein have been compiled or arrived at from sources 
believed reliable but no representation or warranty, express or implied, is made as to their accuracy or completeness. Neither SCI nor its affiliates 
accept liability whatsoever for any loss arising from any use of this report or its contents. This report is not, and is not to be construed as, an offer to 
sell or solicitation of an offer to buy any securities and/or commodity futures contracts. SCI, its affiliates and/or their respective officers, directors or 
employees may from time to time acquire, hold or sell securities and/or commodities and/or commodity futures contracts mentioned herein as 
principal or agent. SCI and/or its affiliates may have acted as financial advisor and/or underwriter for certain of the corporations mentioned herein 
and may have received and may receive remuneration for same.  

The content may have been based, at least in part, on material provided by Credit Suisse First Boston Corporation ("CSFB"), our correspondent 
research service. CSFB has given ScotiaMcLeod general permission to use its research reports as source materials, but has not reviewed or 
approved this report, nor has it been informed of its publication. CSFB may from time to time have long or short positions in, effect transactions in, 
and make markets in securities referred to herein. CSFB may from time to time perform investment banking or other services for, or solicit 
investment banking or other business from, any company mentioned in this report. 

This research and all the information opinions and conclusions contained in it are protected by copyright. This report may not be reproduced in 
whole or in part, or referred to in any manner whatsoever, nor may the information, opinions, and conclusions contained in it be referred to without 
in each case the prior express consent of SCI. SCI is a wholly owned subsidiary of a Canadian chartered bank. SCI is a member of The Securities 
and Futures Authority Limited E&O.E. U.S. Residents: Scotia Capital (U.S.A) Inc. (·SCUSAI·), a wholly owned subsidiary of SCI, accepts 
responsibility for the contents herein, subject to the terms and limitations set out above. Any U.S. person wishing further information or to effect 
transactions in any security discussed herein should contact SCUSAI at 212-225-6500.  
 

 


