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Company T icker Rating Intrinsic Value Current Price

Great-West Lifeco Inc. GWO Buy $31.69 USD 
$40.00 CAD

NYSE:  $29.06 USD 
TSX:  $36.69 CAD

Manulife Financial
Corp.

MFC Buy $25.35 USD 
$32.00 CAD

NYSE:  $21.31 USD 
TSX:  $26.90 CAD

Sun Life Financial Inc. SLF Reduce $58.62 USD 
$74.00 CAD

NYSE:  $54.27 USD 
TSX:  $68.51 CAD
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In our view, life insurers are better positioned to navigate slowing economic growth and rising interest rates. Insurance
earnings are less cyclically sensitive than earnings for banks and non-bank �nancials. Additionally, life insurers bene�t
structurally from higher yields through improvements in reinvestment rates for invested and surplus assets. In the near
term, however, life insurers are likely to continue to face pressure from unfavourable policyholder experience and
elevated market volatility. For Q1-F22, we expect MFC to report results in line with consensus but forecast GWO and
SLF to fall short with the potential for results to surprise to the downside.

We are downgrading our rating for SLF to Reduce and lower our valuation to $74.00 per share (from $77.00). We
expect an ~8% sequential decline in assets under management and administration (AUMA) to negatively impact
earnings for SLF's wealth and asset management segment. 

We maintain our Buy rating for GWO on earnings accretion from a recently completed acquisition of Prudential's full-
service retirement business. However, we lower our valuation to $40.00 per share (previously $45.00) on expectations
for a substantial decline in AUMA in Q1-F22 coupled with the negative impact from a stronger Canadian dollar on
GWO's international earnings. 

We also lower our valuation for MFC to $32.00 per share (previously $34.00) and maintain our Buy rating. We continue
to view MFC's signi�cant discount to peers as unjusti�ed relative to a strong capital position and stable core earnings. 

Highlights from our report:

AUMA set to sequentially decline on elevated market volatility across asset classes: Rising bond yields and
market declines negatively impacted benchmark indices in Q1-F22 across equities, �xed income, real estate, and
alternative asset classes with some benchmarks correcting ~10% on a sequential basis. We forecast a greater
AUMA decline for SLF than MFC or GWO due to SLF's higher weighting to equities and alternative assets.
Additionally, SLF's earnings are more levered to AUMA whereas MFC's earnings are less dependent on asset or
wealth management segments. We caution that ongoing market volatility may continue to pressure earnings from
AUMA declines over the near-term. 
 
Expect another quarter of unfavourable policyholder experience on higher claims and expenses:  Despite
COVID-19 cases trending lower, we expect higher mortality and morbidity claims for life insurers in both
individual life and group bene�ts policies in Q1-F22. We also expect in�ationary cost pressures and investments
in strategic initiatives, such as physical distribution channels in Asian markets for SLF and integration of
acquisitions for GWO, to drive unfavourable expense experience. We view MFC as better positioned on mortality
experience relative to SLF and GWO due to longevity offsets from annuities and long-term care (LTC) policies. 
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LICAT ratios to decline in Q1-F22: LICAT ratios typically move inversely to changes in long duration bond yields.
We expect LICAT ratios to decline this quarter with 10-year U.S. treasury yields ending Q1-F22 ~75 bps higher
than at the start of the quarter. For Q1-F22, we estimate MFC, GWO and SLF's LICAT ratios to decline by ~6
percentage points (pps), ~3 pps, and~1 pps, respectively, from the change in long duration bond yields. However,
we expect a �atter yield curve in Q1-F22, with short-term yields increasing by more than 100 bps, to provide a
marginal bene�t to LICAT ratios and to partially offset the negative impact from higher long duration bond yields.
Despite near-term pressure on LICAT ratios from rising yields, life insurers remain well-capitalized and have
capacity to absorb further increases in interest rates. 
 
Canadian surtax has minimal impact on life insurers' earnings: We have updated our models to re�ect a 15%
surtax on taxable income over $1 billion for Canadian operations in FY21, to be paid over 5 years, and a corporate
tax increase of 1.5% for taxable income over $100 million effective April 2022. We estimate the cumulative
impact from these surtaxes is less than 1% of consolidated life insurer earnings due to signi�cant geographic
diversi�cation outside of Canada.
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Lower AUMA Weakens Earnings from Wealth and Asset
Management Segments
Volatile �nancial markets resulted in benchmark indices declining in Q1-F22 across asset classes. As shown in Figure 1,
we anticipate a substantial decline in AUMA for Canadian life insurers. We estimate AUMA growth by using returns for
relevant benchmark indices as a proxy for investment returns across each life insurers’ assets, except for SLF's MFS
AUMA which is disclosed monthly. For Q1-F22, we expect SLF to sustain the largest AUMA decline among peers, driven
by a substantial decline in MFS' AUM on higher exposure to equity markets.

Figure 1 
Canadian Lifecos – AUMA (Asset Management) Forecast 
Amounts in billions of Canadian dollars except as noted

  Q4-F21 Q1-F22E QoQ %

Great-West Lifeco 1,709.5 1,629.9 (4.7%)

Manulife 855.9 818.7 (4.3%)

Sun Life 1,059.2 976.8 (7.8%)

Source: Company �lings, Veritas
 
Figure 2 highlights the sensitivity of earnings to immediate changes in AUMA for Canadian life insurers. As expected, SLF
is most levered to earnings from AUMA with asset management fees and earnings on surplus assets comprising almost
half of SLF's FY21 earnings. Recent acquisitions have increased GWO's earnings sensitivity to �nancial markets while
MFC's earnings are least impacted by market volatility. 

Figure 2 
Canadian Lifecos – Earnings Sensitivity to AUMA (Asset Management)

  -10% +10%

Manulife (1.8%) 0.9%

Great-West Lifeco (3.1%) 1.6%

Sun Life (6.7%) 4.8%

Source: Company �lings, Veritas
 
We caution on potential for further downside pressure to earnings due to elevated market volatility which may
negatively impact earnings on surplus assets for all three life insurers and core investment gains for MFC.
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Unfavourable Policyholder Experience Likely to Continue
Although pandemic-related restrictions were relaxed across most Western countries, mortality and morbidity rates
remained elevated in Q1-F22. As shown in Figure 3, we expect life insurers to report unfavorable mortality and
morbidity experience in-line with Q4-F21 experience. Additionally, we expect elevated in�ation to continue to drive
unfavourable expense-related experience in Q1-F22.  We also expect ongoing integration costs for GWO's acquisitions
and strategic investments in SLF's distribution channels in Asia to drive incremental unfavorable expense experience in
Q1-F22.

Figure 3 
Policyholder Experience Gains/Losses Forecasts for Q1-F22

  GWO SLF

Q4-F21 Q1-F22E Q4-F21 Q1-F22E

Investment Activity 103 0 13 0

Credit 18 10 39 30

Mortality & Morbidity (3) (3) (132) (132)

Lapse Behaviour - - (11) 0

Expenses (89) (45) (61) (31)

Other 28 0 (12) 0

Total 57 (38) (164) (133)

Note: MFC does not disclose breakdown of policyholder experience gains/losses
Source: Company �lings, Veritas
 
We expect SLF and GWO to report unfavourable policyholder experience for Q1-F22 with SLF more materially
impacted by unfavourable experience. Although MFC does not provide suf�cient disclosure on experience gains and
losses, we view MFC as better positioned to absorb elevated mortality due to potential offsets from longevity exposures
including annuities and long-term care (LTC) policies.
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Look Past Near-term Pressures to Long-Term Structural
Tailwinds 
For Q1-F22, we expect GWO and SLF to miss consensus estimates largely on lower fees from AUMA. We expect MFC to
report in-line with consensus on resilient earnings from insurance operations. Figure 4 highlights our forecast for YoY EPS
growth. We expect MFC to outperform on a higher weighting to insurance segments. On the other hand, we expect SLF
to underperform on a higher weighting to AUMA earnings and continued unfavourable policyholder experience for its
U.S. group bene�ts business.

Figure 4 
Canadian Lifecos – Adjusted EPS Forecast for Q1-F22 
Amounts in Canadian dollars per share, except as noted

Q1-F22E  Consensus Veritas YoY (%) Expectation

Great-West Lifeco $0.84 $0.80 0.8% MISS

Manulife $0.85 $0.86 5.2% INLINE

Sun Life  $1.46 $1.37 (5.5%) MISS

Note: YoY re�ects Veritas’ Q1-F22 EPS forecast over Q1-F21 EPS
Source: Re�nitiv, Veritas
 
Figure 5 highlights our updated ratings and valuations for Canadian life insurers. We maintain our Buy rating for GWO on
earnings accretion from Prudential's full-service retirement business. We also maintain a Buy rating for MFC on a
persistent and signi�cant valuation discount, likely driven by concerns related to MFC's long-term care (LTC) policies,
which we view as unjusti�ed. We are downgrading SLF to Reduce largely on a substantial decline in AUMA in Q1-F22
and a higher weighting to asset management segments with potential for further downside if elevated market volatility
continues.

Figure 5 
Canadian Lifecos: Updated Valuation and Ratings Table 
Amounts in Canadian dollars per share, except as noted

  Year 2  
Adj. EPS

Veritas P/E Intrinsic
Value

Current
Price

Implied
Return

Rating

Great-West Lifeco $4.13 9.62x $40.00 $36.76 8.8% BUY

Manulife $4.00 8.03x $32.00 $26.83 19.3% BUY

Sun Life $7.16 10.31x $74.00 $69.54 6.4% REDUCE

Source: Bloomberg, Veritas
Note: Year 2 re�ects FY23
 
Overall, a rising interest rate environment is a net positive for underlying or core earnings for life insurers over the long
term. Life insurers bene�t as reinvestment yields for invested and surplus assets move higher, improving pro�tability of
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existing polices and increasing competitiveness of premium pricing. Additionally, the COVID-19 pandemic has increased
awareness of mortality and morbidity risks which we expect to support higher insurance sales over the long-term in
underpenetrated Asian markets. Overall, multiple tailwinds are surfacing for Canadian life insurers, and we recommend
investors look past near-term earnings pressure from volatile markets and elevated COVID-related health claims, and
instead look ahead to higher pro�tability over the long-term. 
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Appendix A: Summary Models
Figure 1 
Great-West Lifeco Summary Model

Source: Company �lings, Veritas 

Nigel D'Souza | 416-866-8783

P
rin

te
d 

fo
r 

S
co

tt 
A

da
m

s,
 V

er
ita

s 
In

ve
st

m
en

t R
es

ea
rc

h 
C

or
p.

, M
ar

ch
 2

4,
 2

02
3.



Figure 2 
Manulife Financial Summary Model

Source: Company �lings, Veritas 
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Figure 3 
Sun Life Financial Summary Model

Source: Company �lings, Veritas 
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Veritas Investment Research Corporation ("Veritas") its directors, of�cers, employees and their spouses, dependent children, and other
dependents are prohibited from trading any position in the securities of companies on Veritas’ restricted trading list.   In addition, Veritas’
Analysts and Associates, as well as their spouses, dependent children, and other dependents ("Persons Restricted by Coverage") are prohibited
from holding and trading any position in the securities of companies which they cover, including in any accounts for which the Analysts and
Associates have trading authority. Persons Restricted by Coverage are permitted to hold or trade ETFs or Investment Funds that may hold the
securities under their coverage. Veritas has not offered any consulting, �nancial advisory, investment banking or underwriting services to any
company pro�led in this report. Veritas has not accepted, and will not accept, fees from any company pro�led in this report for the preparation
of this report.  The information contained in this report has been obtained from sources believed reliable however the accuracy and/or
completeness of the information is not guaranteed by Veritas, nor does Veritas assume any responsibility or liability whatsoever. All opinions
expressed are subject to change without noti�cation.   This report is for information purposes only and does not constitute and should in no
way be construed as a solicitation to buy or sell any of the securities mentioned herein. The contents of this research report do not, in any
way, purport to include any manner of legal advice or opinion. The intention of this report is to provide a forthright discussion of business,
accounting and �nancial reporting issues, as well as generally accepted accounting principles and the limits of their usefulness to investors. 
As such, please do not infer from this report that the accounting policies of any company mentioned herein are not allowed within the broad
range of generally accepted accounting principles, or that the policies employed by that company were not approved by its auditor(s).  Veritas
Asset Management Inc. (“VAM”), an af�liate of Veritas by virtue of being under common control that may also from time to time have certain
common directors, of�cers and/or employees, is registered in Ontario as a Portfolio Manager, Investment Fund Manager and Exempt Market
Dealer (with the same or similar registrations in certain other jurisdictions in Canada) and may, from time to time, advise and counsel its
investment clients, including one or more investment funds established by VAM, with respect to investments in public companies.   VAM is a
client of Veritas and receives research reports from Veritas at the same time as Veritas’ other clients.   Veritas and VAM have implemented
policies and procedures to minimize the potential for and to address con�icts of interest, which are available to clients of Veritas upon
request.   This report may not be reproduced in whole or in part without the express prior written consent of Veritas. Veritas is a 100%
employee owned �rm.  ©2022 Veritas Investment Research Corporation.
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Explanation of the Veritas Investment Research Equity Rating System

Our analysts rate stocks based on their view of how the stock will perform  
 over the next 12 months relative to their sector of coverage.
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