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POWER CORPORATION OF CANADA

POWER CORPORATION OF CANADA
MANAGEMENT’S DISCUSSION AND ANALYSIS
MARCH13,2013
ALL TABULAR AMOUNTS ARE IN MILLIONS OF CANADIAN DOLLARS UNLESS OTHERWISE NOTED.

The following sets forth management’s discussion and analysis (MD&A) of the financial condition and financial
performance of Power Corporation of Canada (Power Corporation or the Corporation) for the year and three‐
month period ended December 31, 2012. This document should be read in conjunction with the audited
consolidated financial statements of Power Corporation and notes thereto for the year ended December 31, 2012
(the 2012 Consolidated Financial Statements). Additional information relating to Power Corporation, including
its Annual Information Form, may be found on the Corporation’s website at www.powercorporation.com and on
SEDAR at www.sedar.com.

FORWARD‐LOOKING STATEMENTS › Certain statements in this MD&A, other than statements of historical fact, are forward‐looking statements
based on certain assumptions and reflect the Corporation’s current expectations, or with respect to disclosure regarding the Corporation’s public
subsidiaries, reflect such subsidiaries’ disclosed current expectations. Forward‐looking statements are provided for the purposes of assisting the
reader in understanding the Corporation’s financial performance, financial position and cash flows as at and for the periods ended on certain dates
and to present information about management’s current expectations and plans relating to the future and the reader is cautioned that such
statements may not be appropriate for other purposes. These statements may include, without limitation, statements regarding the operations,
business, financial condition, expected financial results, performance, prospects, opportunities, priorities, targets, goals, ongoing objectives,
strategies and outlook of the Corporation and its subsidiaries, as well as the outlook for North American and international economies for the current
fiscal year and subsequent periods. Forward‐looking statements include statements that are predictive in nature, depend upon or refer to future
events or conditions, or include words such as “expects”, “anticipates”, “plans”, “believes”, “estimates”, “seeks”, “intends”, “targets”, “projects”,
“forecasts” or negative versions thereof and other similar expressions, or future or conditional verbs such as “may”, “will”, “should”, “would” and
“could”.
By its nature, this information is subject to inherent risks and uncertainties that may be general or specific and which give rise to the possibility that
expectations, forecasts, predictions, projections or conclusions will not prove to be accurate, that assumptions may not be correct and that
objectives, strategic goals and priorities will not be achieved. A variety of factors, many of which are beyond the Corporation’s and its subsidiaries’
control, affect the operations, performance and results of the Corporation and its subsidiaries and their businesses, and could cause actual results to
differ materially from current expectations of estimated or anticipated events or results. These factors include, but are not limited to: the impact or
unanticipated impact of general economic, political and market factors in North America and internationally, interest and foreign exchange rates,
global equity and capital markets, management of market liquidity and funding risks, changes in accounting policies and methods used to report
financial condition (including uncertainties associated with critical accounting assumptions and estimates), the effect of applying future accounting
changes, business competition, operational and reputational risks, technological change, changes in government regulation and legislation, changes
in tax laws, unexpected judicial or regulatory proceedings, catastrophic events, the Corporation’s and its subsidiaries’ ability to complete strategic
transactions, integrate acquisitions and implement other growth strategies, and the Corporation’s and its subsidiaries’ success in anticipating and
managing the foregoing factors.
The reader is cautioned to consider these and other factors, uncertainties and potential events carefully and not to put undue reliance on forward‐
looking statements. Information contained in forward‐looking statements is based upon certain material assumptions that were applied in drawing a
conclusion or making a forecast or projection, including management’s perceptions of historical trends, current conditions and expected future
developments, as well as other considerations that are believed to be appropriate in the circumstances, including that the list of factors in the
previous paragraph, collectively, are not expected to have a material impact on the Corporation and its subsidiaries. While the Corporation considers
these assumptions to be reasonable based on information currently available to management, they may prove to be incorrect.
Other than as specifically required by applicable Canadian law, the Corporation undertakes no obligation to update any forward‐looking statement to
reflect events or circumstances after the date on which such statement is made, or to reflect the occurrence of unanticipated events, whether as a
result of new information, future events or results, or otherwise.
Additional information about the risks and uncertainties of the Corporation’s business and material factors or assumptions on which information
contained in forward‐looking statements is based is provided in its disclosure materials, including this MD&A and its most recent Annual
Information Form, filed with the securities regulatory authorities in Canada and available at www.sedar.com.
The following abbreviations are used throughout this report: China Asset Management Co. Ltd. (China AMC); CITIC Pacific Limited (CITIC Pacific);
Gesca ltée (Gesca); Great‐West Lifeco Inc. (Lifeco); Groupe Bruxelles Lambert (GBL); IGM Financial Inc. (IGM); Lafarge SA (Lafarge); Pargesa Holding
SA (Pargesa); Parjointco N.V. (Parjointco); Power Financial Corporation (Power Financial); Putnam Investments, LLC (Putnam); Square Victoria
Communications Group Inc. (Square Victoria Communications Group); Square Victoria Digital Properties Inc. (Square Victoria Digital Properties);
Suez Environnement Company (Suez Environnement); The Great‐West Life Assurance Company (Great‐West Life); Total SA (Total); Victoria Square
Ventures Inc. (Victoria Square Ventures). In addition, IFRS refers to International Financial Reporting Standards.
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Power Corporation is a holding company whose principal asset is its controlling interest in Power Financial. As of
the date hereof, Power Corporation holds a 66.0% equity and voting interest in Power Financial.

POWERFINANCIALCORPORATION
Power Financial holds substantial interests in the financial services sector in Canada, the United States and
Europe, through its controlling interests in Lifeco and IGM. Power Financial also holds, together with the Frère
group of Belgium, an interest in Pargesa.

POWER CORPORATION OF CANADA

OVERVIEW

For a description of the activities and results of Power Financial, Lifeco and IGM, readers are referred to Parts B,
C and D of this MD&A, which consist of their respective annual MD&As and financial statements, as prepared and
disclosed by these companies in accordance with applicable securities legislation. Power Financial Corporation
(TSX: PWF), Great‐West Lifeco Inc. (TSX: GWO) and IGM Financial Inc. (TSX: IGM) are public companies listed on
the Toronto Stock Exchange. This information is also available either directly from SEDAR (www.sedar.com) or
from the websites of Power Financial (www.powerfinancial.com), Lifeco (www.greatwestlifeco.com) and IGM
(www.igmfinancial.com), respectively. Part E consists of information relating to Pargesa, which is derived from
public information issued by Pargesa and available on its website (www.pargesa.ch).
As at December 31, 2012, Power Financial and IGM held 68.2% and 4.0%, respectively, of Lifeco’s common
shares, representing approximately 65% of the voting rights attached to all outstanding Lifeco voting shares. As
at December 31, 2012, Power Financial and Great‐West Life, a subsidiary of Lifeco, held 58.7% and 3.7%,
respectively, of IGM’s common shares.
Power Financial Europe B.V., a wholly owned subsidiary of Power Financial, and the Frère group each hold a 50%
interest in Parjointco, which, as at December 31, 2012, held a 55.6% equity interest in Pargesa, representing
75.4% of the voting rights of that company. These figures do not reflect the dilution which could result from the
potential conversion of outstanding debentures convertible into new bearer shares issued by Pargesa in 2006
and 2007.
On December 17, 2012, Power Financial and the Frère group extended the term of the agreement governing their
strategic partnership in Europe to December 31, 2029, with provision for possible further extension of the
agreement.
The Pargesa group has holdings in major companies based in Europe. These investments are held by Pargesa
through its affiliated Belgian holding company, Groupe Bruxelles Lambert. As at December 31, 2012, Pargesa held
a 50% equity interest in GBL, representing 52% of the voting rights.
As at December 31, 2012, Pargesa’s portfolio was composed of interests in various sectors, including primarily
mineral‐based specialties for industry through Imerys; cement and other building materials through Lafarge; oil,
gas and alternative energies through Total; electricity, natural gas, and energy and environmental services
through GDF Suez; water and waste management services through Suez Environnement; and wines and spirits
through Pernod Ricard. On March 14, 2012, GBL sold its interest in Arkema for proceeds of €433 million and
realized a gain of €221 million. On March 15, 2012, GBL sold 6.2 million shares of Pernod Ricard, representing
approximately 2.3% of the share capital of Pernod Ricard, for proceeds of €499 million and a gain of €240
million. Following this transaction, GBL held 7.5% of Pernod Ricard’s share capital.
In addition, Pargesa and GBL have also invested, or committed to invest, in the area of French private equities,
including in equity funds Sagard 1 and Sagard 2, whose management company is a subsidiary of the Corporation.
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POWER CORPORATION OF CANADA

RECENT DEVELOPMENTS

On February 19, 2013, Lifeco announced that it had reached an agreement with the Government of Ireland to
acquire, through its subsidiary Canada Life Limited, all of the shares of Irish Life Group Limited (Irish Life) for
$1.75 billion (€1.3 billion). Established in 1939, Irish Life is the largest life and pensions group and investment
manager in Ireland.
Lifeco also announced a $1.25 billion offering of subscription receipts exchangeable into Lifeco common shares
by way of a $650 million bought deal public offering as well as concurrent private placements of subscription
receipts to Power Financial and IGM for an aggregate amount of $600 million.
On March 12, 2013, Power Financial purchased $550 million of Lifeco subscription receipts. On that date, IGM
also purchased $50 million of Lifeco subscription receipts. Each subscription receipt entitles the holder to receive
one common share of Lifeco upon closing of the acquisition of Irish Life, without any action on the part of the
holder and without payment of additional consideration. Power Financial and IGM completed the purchase of
subscription receipts by private placements concurrently with the closing of the bought deal public offering of
Lifeco’s subscription receipts. The public offering and private placements of subscription receipts are at the same
price of $25.70 per subscription receipt.
Should the subscription receipts be converted into common shares of Lifeco, Power Financial will hold, directly
and indirectly, a 69.4% economic interest in Lifeco.
The acquisition is expected to close in July of 2013, and is subject to customary regulatory approvals, including
approvals from the European Commission under the EU Merger Regulation, and certain closing conditions.
Power Financial also announced, on February 28, 2013, the closing of an offering of 12,000,000 4.80% Non‐
Cumulative First Preferred Shares, Series S priced at $25.00 per share for gross proceeds of $300 million.
Proceeds from the issue were used to acquire the subscription receipts of Lifeco referred to above and to
supplement the Corporation’s financial resources.
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Square Victoria Communications Group is a wholly owned subsidiary of Power Corporation which participates in
numerous sectors of the communications and media industry, principally through its wholly owned subsidiaries
Gesca and Square Victoria Digital Properties.
Gesca, through its subsidiaries, is engaged in the publication of seven daily newspapers, including La Presse, and
the operation of the related website LaPresse.ca.

POWER CORPORATION OF CANADA

COMMUNICATIONS–MEDIA

Square Victoria Digital Properties, directly or through its subsidiaries, produces television programming and
invests in new media ventures and start‐up digital projects. Square Victoria Digital Properties also holds a 50%
interest in Workopolis, an Internet‐based career and recruitment business, an interest in the Olive Canada
Network, an online advertising network, and an interest in Tuango Inc., Québec’s leading Internet group buying
business. Square Victoria Digital Properties also holds, through subsidiaries, a controlling interest in the
Canadian real estate Internet advertising business Bytheowner Inc.

ASIA
In Asia, the Corporation held, at December 31, 2012, a 4.3% equity interest in CITIC Pacific, a public corporation
whose shares are listed on the Hong Kong Stock Exchange. CITIC Pacific’s businesses include special steel
manufacturing, iron ore mining and property development. Most of CITIC Pacific’s assets are invested in
mainland China, Hong Kong and Australia. CITIC Pacific is subject to the public disclosure requirements of the
Hong Kong Stock Exchange.
Power Corporation is involved in selected investment projects in China and, in October 2004, was granted a
licence to operate as a Qualified Foreign Institutional Investor (QFII) in the Chinese “A” shares market, for an
amount of US$50 million. As at December 31, 2012, the market value of the investments in this program had
increased to an amount of C$232 million, excluding cash of C$12 million. In addition, the Corporation has decided
to invest an amount of US$50 million in Chinese companies listed on the Hong Kong Stock Exchange (“H” shares)
and the Shenzhen or Shanghai Stock Exchange (“B” shares). As at December 31, 2012, the fair value of the “B” and
“H” shares program was C$17 million, excluding cash of C$26 million. Together, the Chinese “A”, “B” and
“H” share activities are defined by the Corporation as Sagard China.
The Corporation also holds a 10% interest in China AMC, for a carrying value of $282 million as at December 31,
2012. China AMC was established in 1998 and was one of the first asset management companies approved by the
China Securities Regulatory Commission. It is recognized as the leading company in the Chinese asset
management sector.
At December 31, 2012, the carrying value of the Corporation’s investments in Asia was $782 million.
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POWER CORPORATION OF CANADA

INVESTMENTINFUNDSANDSECURITIES
Sagard Private Equity Partners (Sagard 1), a €535 million fund, was launched in 2002. Power Corporation and
GBL made commitments of €100 million and €50 million, respectively, to Sagard 1. Sagard 1 has completed
twelve investments, ten of which had been sold by December 31, 2012.
Sagard 2 was launched in 2006 with the same investment strategy as Sagard 1. This fund closed with total
commitments of €1.0 billion. Power Corporation made a €200 million commitment to Sagard 2, while Pargesa
and GBL made commitments of €50 million and €150 million, respectively. In November 2009, the Corporation’s
commitment was reduced to €160 million and the size of the fund was reduced to €810 million. Pargesa and
GBL’s commitments were also reduced to €40 million and €120 million, respectively.
As of the date of this report, Sagard 1 held two investments and Sagard 2 held seven investments. The Sagard 1
and Sagard 2 funds are managed by Sagard SAS, a wholly owned subsidiary of the Corporation based in Paris,
France. Together, the Sagard 1 and Sagard 2 funds are defined by the Corporation as Sagard Europe.
At December 31, 2012, the remaining carrying value of Power Corporation’s investment in Sagard Europe was
$129 million.
Sagard Capital Partners, L.P. (Sagard Capital), a U.S. limited partnership indirectly owned by the Corporation, has
mainly been investing in mid‐cap public companies in the United States, pursuant to a plan to allocate a portion
of the Corporation’s cash resources to selected investment opportunities in that country. At December 31, 2012,
the carrying value of these investments in the United States was $369 million.
Power Corporation has invested for many years in private equity funds. The carrying value of these investments
was $287 million at December 31, 2012. The Corporation has invested, directly or through wholly owned
subsidiaries, in a number of selected hedge funds and securities. At December 31, 2012, the carrying value of the
investments in hedge funds was $67 million.
The Corporation has outstanding commitments to make future capital contributions to investment funds for an
aggregate amount of $326 million as at December 31, 2012.
The Corporation, through a wholly owned subsidiary held by Victoria Square Ventures, has invested in privately
held Potentia Solar Inc., a rooftop solar power producer in Ontario.
These investments and the investments in Asia support the diversification strategy of the Corporation. However,
their contribution to operating earnings, both in terms of magnitude and timing is by nature difficult to predict.
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The 2012 Consolidated Financial Statements have been prepared in accordance with IFRS and are presented in
Canadian dollars.

INCLUSIONOFPARGESA’SRESULTS
The investment in Parjointco is accounted for by Power Financial under the equity method as Power Financial
has joint control over its activities. Parjointco’s only investment is its controlling interest in Pargesa. As described
above, the Pargesa portfolio currently consists primarily of investments in Imerys, Lafarge, Total, GDF Suez, Suez
Environnement and Pernod Ricard, which are held through GBL, which is consolidated in Pargesa. Imerys’ results
are consolidated in the financial statements of GBL, while the contribution from Total, GDF Suez, Suez
Environnement and Pernod Ricard to GBL’s operating earnings consists of the dividends received from these
companies. GBL accounts for its investment in Lafarge under the equity method, and consequently, the
contribution from Lafarge to GBL’s earnings consists of GBL’s share of Lafarge’s net earnings.

POWER CORPORATION OF CANADA

BASIS OF PRESENTATION

NONͲIFRSFINANCIALMEASURES
In analyzing the financial results of the Corporation and consistent with the presentation in previous years, net
earnings attributable to participating shareholders are subdivided in the section “Results of Power Corporation
of Canada” below into the following components:
 operating earnings attributable to participating shareholders; and
 other items or non‐operating earnings, which include the after‐tax impact of any item that management
considers to be of a non‐recurring nature or that could make the period‐over‐period comparison of results
from operations less meaningful, and also include the Corporation’s share of any such item presented in a
comparable manner by its subsidiaries and jointly controlled corporations and associates. Please also refer to
the comments above related to the inclusion of Pargesa’s results.
Management has used these financial measures for many years in its presentation and analysis of the financial
performance of Power Corporation, and believes that they provide additional meaningful information to readers
in their analysis of the results of the Corporation.
Operating earnings attributable to participating shareholders and operating earnings per share are non‐IFRS
financial measures that do not have a standard meaning and may not be comparable to similar measures used by
other entities. For a reconciliation of these non‐IFRS measures to results reported in accordance with IFRS, see
“Results of Power Corporation of Canada – Earnings Summary – Condensed Supplementary Statements of
Earnings” section below.
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POWER CORPORATION OF CANADA

RESULTS OF POWER CORPORATION OF CANADA

This section is an overview of the results of Power Corporation. In this section, consistent with past practice, the
contributions from Power Financial, Square Victoria Communications Group, Victoria Square Ventures and
Sagard SAS are accounted for using the equity method in order to facilitate the discussion and analysis. This
presentation has no impact on Power Corporation’s net earnings and is intended to assist readers in their
analysis of the results of the Corporation.

EARNINGSSUMMARY–CONDENSEDSUPPLEMENTARYSTATEMENTSOFEARNINGS
The following table shows a reconciliation of non‐IFRS financial measures used herein for the periods indicated,
with the reported results in accordance with IFRS for net earnings attributable to participating shareholders and
earnings per share.
Twelvemonthsended

Contribution to operating earnings from subsidiaries
Results from corporate activities
Income from investments
Operating and other expenses
Dividends on non‐participating shares
Operating earnings attributable to participating
shareholders
Other items
Net earnings attributable to participating shareholders
Earnings per share (attributable to participating
shareholders)
– operating earnings
– non‐operating earnings
– net earnings

December31,
2012

December31,
2011

1,108

1,150

Threemonthsended
December31,
2012

September30,
2012

December31,
2011

300

279

(19)
(29)
(12)

о
(28)
(10)

27
(122)
(50)

159
(116)
(41)

268

(1)
(32)
(13)

963
(131)

1,152
(77)

222
(140)

240
(36)

241
73

832

1,075

82

204

314


2.09
(0.28)


2.50
(0.16)


0.48
(0.30)


0.52
(0.08)


0.52
0.16

1.81

2.34

0.18

0.44

0.68

OPERATINGEARNINGSATTRIBUTABLETOPARTICIPATINGSHAREHOLDERS
Operating earnings attributable to participating shareholders for the twelve‐month period ended December 31,
2012 were $963 million or $2.09 per share, compared with $1,152 million or $2.50 per share in the
corresponding period in 2011, a decrease of 16.4% on a per share basis.
Operating earnings attributable to participating shareholders for the three‐month period ended December 31,
2012 were $222 million or $0.48 per share, compared with $241 million or $0.52 per share in the corresponding
period in 2011, a decrease of 7.6% on a per share basis. Operating earnings attributable to participating
shareholders were $240 million or $0.52 per share in the third quarter of 2012.
A discussion of the reasons for period‐over‐period changes in operating earnings attributable to participating
shareholders is included in the following sections of this MD&A.
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Power Corporation’s share of operating earnings from its subsidiaries was $1,108 million for the twelve‐month
period ended December 31, 2012, compared with $1,150 million for the same period in 2011, a decrease of 3.7%.
Power Corporation’s share of operating earnings from its subsidiaries was $268 million for the three‐month
period ended December 31, 2012, compared with $279 million for the same period in 2011, a decrease of 3.9%.
Power Corporation’s share of operating earnings from its subsidiaries was $300 million in the third quarter
of 2012.

POWER CORPORATION OF CANADA

CONTRIBUTIONTOOPERATINGEARNINGSFROMSUBSIDIARIES

Power Financial, which makes the most significant contribution to the Corporation’s earnings, reported operating
earnings attributable to common shareholders of $1,686 million or $2.38 per share for the twelve‐month period
ended December 31, 2012, compared with $1,729 million or $2.44 per share in the same period in 2011. For the
three‐month period ended December 31, 2012, Power Financial reported operating earnings attributable to
common shareholders of $406 million or $0.57 per share, compared with $422 million or $0.60 per share in the
same period in 2011. For the three‐month period ended September 30, 2012, Power Financial reported operating
earnings attributable to common shareholders of $460 million or $0.65 per share.
For a more complete discussion of the results of Power Financial, Lifeco and IGM, readers are referred to Parts B,
C and D of this MD&A, which consist of their respective annual MD&As and financial statements, as prepared and
disclosed by these companies in accordance with applicable securities legislation. Part E consists of information
relating to Pargesa, which is derived from public information issued by Pargesa.

RESULTSFROMCORPORATEACTIVITIES
Results from corporate activities include income from investments, operating expenses, financing charges,
depreciation and income taxes.
Corporate activities represented a net charge of $95 million in the twelve‐month period ended December 31,
2012, compared with a net contribution of $43 million in the corresponding period in 2011. Corporate activities
represented a net charge of $33 million in the three‐month period ended December 31, 2012, compared with a
net charge of $28 million in the corresponding period in 2011, and a net charge of $48 million in the three‐month
period ended September 30, 2012. The variation in the results from corporate activities is due to higher income
from investments in 2011 as highlighted in the table on the following page.
Operating and other expenses were $122 million in the twelve‐month period ended December 31, 2012,
compared with $116 million in the corresponding period in 2011. Operating and other expenses were
$32 million in the fourth quarter of 2012, compared with $28 million in the fourth quarter of 2011 and
$29 million in the third quarter of 2012.
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POWER CORPORATION OF CANADA

The following table provides a breakdown of income from investments for the periods indicated:
Twelvemonthsended
December31,
2012

Dividends from CITIC Pacific
Sagard China
Sagard Capital
Sagard Europe
Investment funds and hedge funds
Other

December31,
2011

Threemonthsended
December31,
2012

September30,
2012

December31,
2011

9
(35)
49
(15)
12
7

9
7
15
82
39
7

–
(2)
(5)
(6)
8
4

3
(16)
(5)
(1)
1
(1)

–
5
(1)
(6)
2
–

27

159

(1)

(19)

–

The income from investments shown above are net of impairment charges of $60 million in the twelve‐month
period ended December 31, 2012, compared with $19 million in 2011. Impairment charges were $7 million in the
three‐month period ended December 31, 2012, the same as in the corresponding period of 2011, and $22 million
in the three‐month period ended September 30, 2012. Impairment charges were also recorded in other items as
explained below.
Under IFRS, a significant or prolonged decline in the fair value of an investment in an available‐for‐sale equity
instrument below its cost is objective evidence of impairment. Once impaired, any subsequent decrease in the
market price of a stock is automatically recognized as an impairment loss. A recovery of the price of a stock that
has been impaired is accounted for through other comprehensive income. Such recovery will impact earnings
only upon the disposal of the investment.
Readers are cautioned that the amount and timing of contributions from investment funds and hedge funds, as
well as from Sagard China, Sagard Capital and Sagard Europe, are difficult to predict and can also be affected by
foreign exchange fluctuations.

OTHERITEMS
Twelvemonthsended
December31,
2012

Power Corporation’s share of other items of
Lifeco
IGM
Pargesa
Other
Impairment charge on CITIC Pacific
Impairment charges recorded by Square Victoria
Communication Group

December31,
2011

Threemonthsended
December31,
2012

(65)
7
19

58
23
(86)

(36)

(72)


(65)
10
(29)



September30,
2012

December31,
2011

58
12
3
(36)

(56)



(56)





(131)

(77)

(140)

(36)

73

Other items not included in operating earnings were a net charge of $131 million in the twelve‐month period
ended December 31, 2012, compared with a net charge of $77 million in the corresponding period in 2011. Other
items not included in operating earnings were a net charge of $140 million in the three‐month period ended
December 31, 2012, compared with a contribution of $73 million in the corresponding period of 2011, and a
charge of $36 million in the third quarter of 2012.
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 The Corporation’s share of a charge reported by Lifeco relating to litigation provision adjustments of
$65 million, net of tax, in the fourth quarter.
 The Corporation’s share of a non‐cash income tax charge recorded by IGM in the second quarter resulting
from increases in Ontario corporate income tax rates and their effect on the deferred income tax liability
related to indefinite life intangible assets arising from prior business acquisitions, as well as the recording in
the fourth quarter of 2012 of a favourable change in income tax provision estimates related to certain tax
filings.

POWER CORPORATION OF CANADA

Other items in 2012 mainly comprised the following:

 The Corporation’s share of GBL’s write‐down of its investment in GDF Suez in the fourth quarter, representing
an amount of $32 million, net of foreign currency gains recorded by Power Financial and Pargesa.
 The Corporation’s share of the gains realized by GBL in the first quarter on the partial disposal of its interest
in Pernod Ricard in the amount of $30 million and on the disposal of its interest in Arkema in the amount of
$28 million.
 The Corporation’s share of a charge for goodwill impairment and restructuring charges recorded by Lafarge
in the first and second quarters.
 An impairment charge of $36 million on the Corporation’s investment in CITIC Pacific recorded in the third
quarter. A similar charge had been recorded in the third quarter of 2011 in the amount of $72 million.
 Impairment charges totalling $56 million taken on indefinite life intangibles, goodwill and an investment in a
jointly controlled corporation at Square Victoria Communications Group.
Other items in 2011 mainly comprised the following:
 A contribution of $58 million representing the Corporation’s share of non‐operating earnings of Lifeco. In the
fourth quarter of 2011, Lifeco re‐evaluated and reduced a litigation provision established in the third quarter
of 2010 which positively impacted Lifeco’s common shareholders’ net earnings by $223 million. Additionally,
in the fourth quarter of 2011, Lifeco established a provision of $99 million after tax in respect of the
settlement of litigation relating to its ownership in a U.S.‐based private equity firm. The net impact to Lifeco of
these two unrelated matters was $124 million.
 The Corporation’s share of an amount recorded by IGM in the third quarter relating to changes in the status of
certain income tax filings as well as the Corporation’s share of the gain on the disposal of M.R.S. Trust
Company and M.R.S. Inc. by IGM.
 The Corporation’s share of GBL’s write‐down of its investment in Lafarge, representing an amount of
$87 million recorded in the third quarter.
 The impairment charge on CITIC Pacific mentioned above.

NETEARNINGSATTRIBUTABLETOPARTICIPATINGSHAREHOLDERS
Net earnings attributable to participating shareholders for the twelve‐month period ended December 31, 2012
were $832 million or $1.81 per share, compared with $1,075 million or $2.34 per share in the corresponding
period in 2011.
Net earnings attributable to participating shareholders for the three‐month period ended December 31, 2012
were $82 million or $0.18 per share, compared with $314 million or $0.68 per share in the corresponding period
in 2011, and $204 million or $0.44 per share in the third quarter of 2012.
A discussion of period‐over‐period changes in net earnings attributable to participating shareholders is included
in the foregoing sections of this MD&A.
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POWER CORPORATION OF CANADA

CONDENSED SUPPLEMENTARY BALANCE SHEETS
Consolidatedbasis
As at December 31

Equitybasis

2012

2011

2012

2011


3,540


3,741


624


666

7,832
1,557

Assets
Cash and cash equivalents [1]
Investments in Parjointco, jointly controlled
corporations and associates
Investments in subsidiaries at equity
Investments
Funds held by ceding insurers
Reinsurance assets
Intangible assets
Goodwill
Other assets
Interest on account of segregated fund policyholders

2,293

2,341

125,712
10,537
2,064
5,081
8,738
8,732
104,948

118,966
9,923
2,061
5,107
8,828
7,947
96,582


8,055
1,664




330


Total assets

271,645

255,496

10,673

10,394

Liabilities
Insurance and investment contract liabilities
Obligations to securitization entities
Debentures and debt instruments
Capital trust securities
Other liabilities
Investment and insurance contracts on account of
segregated fund policyholders


120,658
4,701
6,351
119
8,163


115,512
3,827
6,296
533
7,711




400

174



104,948

96,582





Total liabilities

244,940

230,461

574

569


977
9,122
16,606


779
9,046
15,210


977
9,122



779
9,046

26,705

25,035

10,099

9,825

271,645

255,496

10,673

10,394

Equity
Non‐participating shares
Participating shareholders’ equity
Non‐controlling interests [2]
Total equity
Total liabilities and equity

339

400
169

[1] Under the equity basis presentation, cash equivalents include $521 million ($365 million at December 31, 2011) of fixed income securities with
maturities of more than 90 days. In the Consolidated Financial Statements, this amount of cash equivalents is classified in investments.
[2] Non‐controlling interests include the Corporation’s non‐controlling interests in the common equity of Power Financial as well as the
participating account surplus in Lifeco’s insurance subsidiaries and perpetual preferred shares issued by subsidiaries to third parties.

CONSOLIDATEDBASIS
The consolidated balance sheets include Power Financial’s, Lifeco’s and IGM’s assets and liabilities. Parts B, C and
D of this MD&A relating to these subsidiaries include a presentation of their balance sheets.
Total assets of the Corporation increased to $271.6 billion at December 31, 2012, compared with $255.5 billion at
December 31, 2011.
Investments at December 31, 2012 were $125.7 billion, a $6.7 billion increase from December 31, 2011,
primarily related to Lifeco’s activities. See also the discussion in the “Cash Flows” section below.
Liabilities increased from $230.5 billion at December 31, 2011 to $244.9 billion at December 31, 2012, mainly
due to an increase in Lifeco’s insurance and investment contract liabilities as well as investment and insurance
contracts on account of segregated fund policyholders.
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Assets under administration of Lifeco and IGM are as follows:
(in billions of Canadian dollars)
As at December 31

2012

2011

Assets under management of Lifeco
Invested assets
Other corporate assets
Segregated funds net assets
Proprietary mutual funds and institutional net assets


120.0
28.8
104.9
134.6

114.6
27.6
96.6
125.4

Assets under management of IGM

388.3
120.7

364.2
118.7

Total assets under management
Other assets under administration of Lifeco

509.0
157.5

482.9
137.8

Total assets under administration

666.5

620.7

POWER CORPORATION OF CANADA

ASSETSUNDERADMINISTRATION

Total assets under administration at December 31, 2012 increased by $45.8 billion from December 31, 2011:
 Total assets under administration by Lifeco at December 31, 2012 increased by $43.8 billion from
December 31, 2011. Segregated funds increased by approximately $8.3 billion and proprietary mutual funds
and institutional net assets increased by $9.2 billion, primarily as a result of lower government bond rates
and, to a lesser extent, higher U.S. equity market levels. Other assets under administration increased by
$19.7 billion, primarily as a result of new plan sales and improved U.S. equity market levels. Invested assets
increased by approximately $5.4 billion, primarily due to asset growth and an increase in bond fair values as a
result of lower government bond rates. See Part C of this MD&A for further information on Lifeco’s assets
under administration.
 IGM’s assets under management, at market value, were $120.7 billion at December 31, 2012, compared with
$118.7 billion at December 31, 2011. This increase of $2.0 billion since December 31, 2011 represents market
and income gains of $7.6 billion less net redemptions of $5.6 billion. See Part D of this MD&A for further
information on IGM’s assets under management.

EQUITYBASIS
Under the equity basis presentation, Power Financial, Square Victoria Communications Group, Victoria Square
Ventures and Sagard SAS are accounted for by the Corporation using the equity method. This presentation has no
impact on Power Corporation’s shareholders’ equity and is intended to assist readers in isolating the
contribution of these companies to the assets and liabilities of the Corporation.
Cash and cash equivalents held by Power Corporation amounted to $624 million at December 31, 2012,
compared with $666 million at the end of December 2011 (see “Cash Flows – Equity Basis” section below for
details).
In managing its own cash and cash equivalents, the Corporation may hold cash balances or invest in short‐term
paper or equivalents, as well as deposits, denominated in foreign currencies and thus be exposed to fluctuations
in exchange rates. In order to protect against such fluctuations, the Corporation may, from time to time, enter into
currency‐hedging transactions with counterparties with high credit ratings. As at December 31, 2012,
approximately 72% of the $624 million of cash and cash equivalents was denominated in Canadian dollars or in
foreign currencies with currency hedges in place.
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POWER CORPORATION OF CANADA

The carrying value under the equity method of accounting of Power Corporation’s investments in its subsidiaries
(Power Financial, Square Victoria Communications Group, Victoria Square Ventures and Sagard SAS) increased to
$8,055 million at December 31, 2012, compared with $7,832 million at December 31, 2011, as outlined in the
following table:
Carrying value, at the beginning
Share of operating earnings
Share of other items
Share of other comprehensive income (loss)
Dividends
Investment in subsidiaries
Other, including effect of change in ownership

7,832
1,108
(95)
(113)
(655)
126
(148)

Carrying value, at the end

8,055

Investments other than subsidiaries and affiliates amounted to $1,664 million at December 31, 2012, compared
with $1,557 million at December 31, 2011. These are portfolio investments accounted for as available‐for‐sale
investments.
The following table provides further detail on investments:
As at December 31

CITIC Pacific
China AMC
Sagard China
Sagard Capital
Sagard Europe
Investment funds
Hedge funds
Other
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2012
Cost

Unrealized
gain(loss)

Fairvalue

202
282
210
264
124
237
58
43

31
о
39
105
5
50
9
5

233
282
249
369
129
287
67
48

1,420

244

1,664

2011
Cost

Unrealized
gain(loss)

Fairvalue

238
282
263
136
116
230
43
44

50
о
(6)
100
5
46
10
о

288
282
257
236
121
276
53
44

1,352

205

1,557
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Non‐participating shares of the Corporation consist of six series of First Preferred Shares with an aggregate
stated capital amount of $977 million as at December 31, 2012 (compared with five series with an aggregate
stated capital amount of $779 million as at December 31, 2011), of which $950 million are non‐cumulative. All of
these series are perpetual preferred shares and are redeemable in whole or in part at the option of the
Corporation from specific dates. The First Preferred Shares, 1986 Series, with a stated value of $27 million at
December 31, 2012 ($29 million at the end of 2011), have a sinking fund provision under which the Corporation
will make all reasonable efforts to purchase on the open market 20,000 shares per quarter. During the twelve
months ended December 31, 2012, the Corporation purchased 40,000 such shares.

POWER CORPORATION OF CANADA

EQUITY

Excluding non‐participating shares, participating shareholders’ equity was $9,122 million at December 31, 2012,
compared with $9,046 million at December 31, 2011. This $76 million increase was primarily due to:
 A $145 million increase in retained earnings, reflecting mainly net earnings of $882 million, less dividends
declared of $584 million and a decrease of $153 million representing:
x The effects of changes in ownership due to the repurchase by a subsidiary of common shares at a price in
excess of the stated value of such shares and the issuance of common shares by subsidiaries, in the amount
of $102 million.
x The Corporation’s share of charges to retained earnings in subsidiaries for an amount of $46 million.
x Share issue expenses of the Corporation for an amount of $5 million.
 Changes in other comprehensive income were a loss of $78 million, made up of the Corporation’s share of
other comprehensive income of its subsidiaries for a loss of $113 million, which was partially offset by a
positive variation of $35 million primarily in connection with the Corporation’s investments.
 Issuance of a total of 101,912 Subordinate Voting Shares during the twelve‐month period ended December 31,
2012 under the Corporation’s Executive Stock Option Plan.
As a result of the above, the book value per participating share of the Corporation was $19.83 at December 31,
2012, compared with $19.67 at the end of 2011.
On February 28, 2012, the Corporation issued 8,000,000 5.60% Non‐Cumulative First Preferred Shares, Series G
for gross proceeds of $200 million.
The Corporation filed a short‐form base shelf prospectus dated November 23, 2012, pursuant to which, for a
period of 25 months thereafter, the Corporation may issue up to an aggregate of $1 billion of First Preferred
Shares, Subordinate Voting Shares and unsecured debt securities, or any combination thereof. This filing
provides the Corporation with the flexibility to access debt and equity markets on a timely basis to make changes
to the Corporation’s capital structure in response to changes in economic conditions and changes in its financial
condition.

OUTSTANDINGNUMBEROFPARTICIPATINGSHARES
As of the date hereof, there were 48,854,772 Participating Preferred Shares of the Corporation outstanding, the
same as at December 31, 2011, and 411,144,806 Subordinate Voting Shares of the Corporation outstanding,
compared with 411,042,894 at December 31, 2011. The increase in the number of outstanding Subordinate
Voting Shares reflects the exercise of options under the Corporation’s Executive Stock Option Plan. As of the date
hereof, options were outstanding to purchase up to 16,593,490 Subordinate Voting Shares of the Corporation
under the Corporation’s Executive Stock Option Plan.
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POWER CORPORATION OF CANADA

CASH FLOWS

CONDENSEDCONSOLIDATEDCASHFLOWS
For the years ended December 31

2012

Cash flow from operating activities
Cash flow from financing activities
Cash flow from investing activities
Effect of changes in exchange rates on cash and cash equivalents

2011

5,235
(207)
(5,221)
(8)

5,425
(2,306)
(3,130)
24

Increase (decrease) in cash and cash equivalents – continuing operations
Cash and cash equivalents, at the beginning
Less: cash and cash equivalents from discontinued operations – beginning of period

(201)
3,741
о

13
4,016
(288)

Cash and cash equivalents, at the end – continuing operations

3,540

3,741

On a consolidated basis, cash and cash equivalents from continuing operations decreased by $201 million in the
twelve‐month period ended December 31, 2012, compared with an increase of $13 million in the corresponding
period in 2011.
Operating activities produced a net inflow of $5,235 million in the twelve‐month period ended December 31,
2012, compared with a net inflow of $5,425 million in the corresponding period of 2011.
Operating activities during the twelve‐month period ended December 31, 2012, compared to the same period in
2011, included:
 Lifeco’s cash flow from operations was a net inflow of $4,722 million, compared with a net inflow of
$4,844 million in the corresponding period in 2011. Cash provided by operating activities is used by Lifeco
primarily to pay policy benefits, policyholder dividends and claims, as well as operating expenses and
commissions. Cash flows generated by operations are mainly invested by Lifeco to support future liability
cash requirements.
 Operating activities of IGM which, after payment of commissions, generated cash flows of $710 million,
compared with $777 million in the corresponding period of 2011.
Cash flows from financing activities, which include dividends paid on the participating and non‐participating
shares of the Corporation, as well as dividends paid by subsidiaries to non‐controlling interests, resulted in a net
outflow of $207 million in the twelve‐month period ended December 31, 2012, compared with a net outflow of
$2,306 million in the corresponding period of 2011.
Financing activities during the twelve‐month period ended December 31, 2012, compared to the same period in
2011, included:
 Dividends paid by the Corporation and by its subsidiaries to non‐controlling interests of $1,690 million,
compared with $1,654 million in the corresponding period of 2011.
 Issuance of Subordinate Voting Shares of the Corporation of $2 million pursuant to the Corporation’s
Executive Stock Option Plan, compared with an issuance of $22 million in the corresponding period in 2011.
 Repurchase of non‐participating shares by the Corporation of $2 million, compared with repurchases of
$4 million in the corresponding period of 2011.
 Issuance of common shares by subsidiaries of the Corporation for an amount of $64 million, the same as in the
corresponding period of 2011.
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 Issuance of preferred shares by subsidiaries of the Corporation for an amount of $900 million, compared to no
issuance in the corresponding period of 2011.
 Repurchase for cancellation by subsidiaries of the Corporation of their common shares for an amount of
$215 million, compared with $186 million in the corresponding period of 2011.

POWER CORPORATION OF CANADA

 Issuance of non‐participating shares by the Corporation for an amount of $200 million, compared to no
issuance in the corresponding period of 2011.

 Net increase in debt instruments of $85 million, compared with a net decrease of $5 million in the
corresponding period of 2011.
 No repayment of long‐term debentures by IGM, compared with repayment of long‐term debentures of
$450 million in the corresponding period of 2011.
 Net inflow of $874 million arising from obligations to securitization entities at IGM, compared with a net
inflow of $319 million in the corresponding period of 2011.
 Net payment of $2 million by IGM arising from obligations related to assets sold under repurchase
agreements, compared to a net payment of $408 million in 2011. The net payment in 2011 included the
settlement of $428 million in obligations related to the sale of $426 million in Canada Mortgage Bonds, which
is reported in investing activities.
 Redemption of capital trust securities by subsidiaries of Lifeco for an amount of $409 million, compared with
no redemptions in the corresponding period of 2011.
Cash flows from investing activities resulted in a net outflow of $5,221 million in the twelve‐month period ended
December 31, 2012, compared with a net outflow of $3,130 million in the corresponding period of 2011.
Investing activities during the twelve‐month period ended December 31, 2012, compared to the same period in
2011, included:
 Investing activities at Lifeco resulted in a net outflow of $3,838 million, compared with a net outflow of
$3,407 million in the corresponding period of 2011.
 Investing activities at IGM resulted in a net outflow of $839 million, compared with a net inflow of
$229 million in the corresponding period of 2011.
 The Corporation’s investing activities represented a net outflow of $208 million, compared with a net outflow
of $250 million in the corresponding period of 2011 as shown in the “Cash Flows – Equity Basis” section
below.
 In addition, the Corporation and Power Financial increased their level of fixed income securities with
maturities of more than 90 days, resulting in a net outflow of $351 million, compared with a reduction in the
corresponding period of 2011 for a net inflow of $225 million.
Cash flows from activities of Power Financial, Lifeco and IGM are described in their respective MD&As in Parts B,
C and D of this MD&A.
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POWER CORPORATION OF CANADA

CASHFLOWS–EQUITYBASIS
For the years ended December 31

2012

2011

Cash flow from operating activities
Net earnings before dividends on non‐participating shares
Earnings from subsidiaries not received in cash
Impairment charges
Net gains on disposal of investments
Other


882
(358)
96
(80)
13

1,116
(490)
91
(169)
41

553

589


(582)
2
200
(7)

(574)
22
о
(4)

(387)

(556)


267
(126)
(347)
(2)

332
(7)
(567)
(8)

Cash flow from financing activities
Dividends paid on participating and non‐participating shares
Issuance of subordinate voting shares
Issuance of non‐participating shares
Other
Cash flow from investing activities
Proceeds from disposal of investments
Investment in subsidiaries
Purchase of investments
Other

(208)

(250)

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period

(42)
666

(217)
883

Cash and cash equivalents, end of period

624

666

Power Corporation is a holding company. As such, corporate cash flows from operations, before payment of
dividends on non‐participating shares and on participating shares, are principally made up of dividends received
from its subsidiaries and income from investments, less operating expenses, financing charges, and income taxes.
Dividends received from Power Financial, which is also a holding company, represent a significant component of
the Corporation’s corporate cash flows. In each quarter of 2012, Power Financial declared dividends on its
Common Shares of $0.35 per share, the same as in the corresponding quarters of 2011. Power Corporation
received dividends of $655 million from Power Financial in 2012, the same as in 2011.
The ability of Power Financial to meet its obligations generally and pay dividends depends in particular upon
receipt of sufficient funds from its subsidiaries. The payment of interest and dividends by Power Financial’s
principal subsidiaries is subject to restrictions set out in relevant corporate and insurance laws and regulations,
which require that solvency and capital standards be maintained. As well, the capitalization of certain of Power
Financial’s subsidiaries takes into account the views expressed by the various credit rating agencies that provide
ratings related to financial strength and other measures relating to those companies.
In the twelve‐month period ended December 31, 2012, the dividends declared on the Corporation’s participating
shares amounted to $1.16 per share, the same as in the corresponding period in 2011.
Investment in subsidiaries is comprised of a loan to Square Victoria Communications Group and an investment in
the common shares of Victoria Square Ventures.
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The preparation of financial statements in conformity with IFRS requires management to adopt accounting
policies and to make estimates and assumptions that affect amounts reported in the Corporation’s 2012
Consolidated Financial Statements. The major accounting policies and related critical accounting estimates
underlying the Corporation’s 2012 Consolidated Financial Statements are summarized below. In applying these
policies, management makes subjective and complex judgments that frequently require estimates about matters
that are inherently uncertain. Many of these policies are common in the insurance and other financial services
industries; others are specific to the Corporation’s businesses and operations. The significant accounting
estimates and judgments are as follows:

POWER CORPORATION OF CANADA

SUMMARY OF CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS

INSURANCEANDINVESTMENTCONTRACTLIABILITIES
Insurance and investment contract liabilities represent the amounts required, in addition to future premiums and
investment income, to provide for future benefit payments, policyholder dividends, commission and policy
administrative expenses for all insurance and annuity policies in force with Lifeco. The Appointed Actuaries of
Lifeco’s subsidiary companies are responsible for determining the amount of the liabilities to make appropriate
provisions for Lifeco’s obligations to policyholders. The Appointed Actuaries determine the liabilities for
insurance and investment contracts using generally accepted actuarial practices, according to the standards
established by the Canadian Institute of Actuaries. The valuation uses the Canadian Asset Liability Method. This
method involves the projection of future events in order to determine the amount of assets that must be set aside
currently to provide for all future obligations and involves a significant amount of judgment.
In the computation of insurance contract liabilities, valuation assumptions have been made regarding rates of
mortality/morbidity, investment returns, levels of operating expenses, rates of policy termination and rates of
utilization of elective policy options or provisions. The valuation assumptions use best estimates of future
experience together with a margin for adverse deviation. These margins are necessary to provide for possibilities
of misestimation and/or future deterioration in the best estimate assumptions and provide reasonable assurance
that insurance contract liabilities cover a range of possible outcomes. Margins are reviewed periodically for
continued appropriateness.
Additional detail regarding these estimates can be found in Note 2 to the Corporation’s 2012 Consolidated
Financial Statements. See also Part C of this MD&A.

FAIRVALUEMEASUREMENT
Financial and other instruments held by the Corporation and its subsidiaries include portfolio investments,
various derivative financial instruments, and debentures and debt instruments.
Financial instrument carrying values reflect the liquidity of the markets and the liquidity premiums embedded in
the market pricing methods the Corporation relies upon.
In accordance with IFRS 7, Financial Instruments – Disclosure, the Corporation’s assets and liabilities recorded at
fair value have been categorized based upon the following fair value hierarchy:

 Level 1 inputs utilize observable, quoted prices (unadjusted) in active markets for identical assets or
liabilities that the Corporation has the ability to access.
 Level 2 inputs utilize other‐than‐quoted prices included in Level 1 that are observable for the asset or
liability, either directly or indirectly.
 Level 3 inputs utilize one or more significant inputs that are not based on observable market inputs and
include situations where there is little, if any, market activity for the asset or liability.
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In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In
such cases, the level in the fair value hierarchy within which the fair value measurement in its entirety falls has
been determined based on the lowest level input that is significant to the fair value measurement in its entirety.
The Corporation’s assessment of the significance of a particular input to the fair value measurement in its
entirety requires judgment and considers factors specific to the asset or liability.
Refer to Note 26 to the Corporation’s 2012 Consolidated Financial Statements for disclosure of the Corporation’s
financial instruments fair value measurement as at December 31, 2012.
Fair values for bonds classified as fair value through profit or loss or available for sale are determined using
quoted market prices. Where prices are not quoted in a normally active market, fair values are determined by
valuation models primarily using observable market data inputs. Fair values for bonds and mortgages and other
loans, classified as loans and receivables, are determined by discounting expected future cash flows using current
market rates.
Fair values for public stocks are generally determined by the last bid price for the security from the exchange
where it is principally traded. Fair values for stocks for which there is no active market are determined by
discounting expected future cash flows based on expected dividends and where market value cannot be
measured reliably, fair value is estimated to be equal to cost. Fair values for investment properties are
determined using independent appraisal services and include management adjustments for material changes in
property cash flows, capital expenditures or general market conditions in the interim period between appraisals.

IMPAIRMENTOFINVESTMENTS
Investments are reviewed regularly on an individual basis to determine impairment status. The Corporation
considers various factors in the impairment evaluation process, including, but not limited to, the financial
condition of the issuer, specific adverse conditions affecting an industry or region, decline in fair value not related
to interest rates, bankruptcy or defaults and delinquency in payments of interest or principal. Impairment losses
on available‐for‐sale shares are recorded if the loss is significant or prolonged and subsequent losses are
recorded in net earnings. Investments are deemed to be impaired when there is no longer reasonable assurance
of timely collection of the full amount of the principal and interest due. The fair value of an investment is not a
definitive indicator of impairment, as it may be significantly influenced by other factors, including the remaining
term to maturity and liquidity of the asset. However, market price must be taken into consideration when
evaluating impairment.
For impaired mortgages and other loans, and bonds classified as loans and receivables, provisions are established
or impairments recorded to adjust the carrying value to the net realizable amount. Wherever possible, the fair
value of collateral underlying the loans or observable market price is used to establish net realizable value. For
impaired available‐for‐sale bonds, recorded at fair value, the accumulated loss recorded in investment
revaluation reserves is reclassified to net investment income. Impairments on available‐for‐sale debt instruments
are reversed if there is objective evidence that a permanent recovery has occurred. All gains and losses on bonds
classified or designated as fair value through profit or loss are already recorded in earnings, therefore a reduction
due to impairment of assets will be recorded in earnings. As well, when determined to be impaired, contractual
interest is no longer accrued and previous interest accruals are reversed.
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Goodwill has been allocated to cash generating units (CGU), representing the lowest level in which goodwill is
monitored for internal reporting purposes. Goodwill is tested for impairment by comparing the carrying value of
the CGU groups to the recoverable amount to which the goodwill has been allocated. Intangible assets are tested
for impairment by comparing the asset’s carrying amount to its recoverable amount.

POWER CORPORATION OF CANADA

GOODWILLANDINTANGIBLESIMPAIRMENTTESTING
Goodwill and intangible assets are tested for impairment annually or more frequently if events indicate that
impairment may have occurred. Intangible assets that were previously impaired are reviewed at each reporting
date for evidence of reversal. In the event that certain conditions have been met, the Corporation would be
required to reverse the impairment charge or a portion thereof.

An impairment loss is recognized for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of the asset’s fair value less cost to sell and value in use, which is
calculated using the present value of estimated future cash flows expected to be generated.

INCOMETAXES
The Corporation is subject to income tax laws in various jurisdictions. The Corporation’s and its subsidiaries’
operations are complex and related tax interpretations, regulations and legislation that pertain to its activities
are subject to continual change. Lifeco’s primary Canadian operating subsidiaries are subject to a regime of
specialized rules prescribed under the Income Tax Act (Canada) for purposes of determining the amount of the
companies’ income that will be subject to tax in Canada. Accordingly, the provision for income taxes represents
the applicable corporation’s management’s interpretation of the relevant tax laws and its estimate of current and
future income tax implications of the transactions and events during the period. Deferred tax assets and liabilities
are recorded based on expected future tax rates and management’s assumptions regarding the expected timing of
the reversal of temporary differences. The Corporation has substantial deferred income tax assets. The
recognition of deferred tax assets depends on management’s assumption that future earnings will be sufficient to
realize the deferred benefit. The amount of the asset recorded is based on management’s best estimate of the
timing of the reversal of the asset.
The audit and review activities of the Canada Revenue Agency and other jurisdictions’ tax authorities affect the
ultimate determination of the amounts of income taxes payable or receivable, future income tax assets or
liabilities and income tax expense. Therefore, there can be no assurance that taxes will be payable as anticipated
and/or the amount and timing of receipt or use of the tax‐related assets will be as currently expected.
Management’s experience indicates the taxation authorities are more aggressively pursuing perceived tax issues
and have increased the resources they put to these efforts.

PENSIONPLANSANDOTHERPOSTͲEMPLOYMENTBENEFITS
The Corporation and its subsidiaries maintain defined benefit pension plans as well as defined contribution
pension plans for eligible employees and advisors. The plans provide pensions based on length of service and
final average earnings. Certain pension payments are indexed either on an ad hoc basis or a guaranteed basis.
The defined contribution pension plans provide pension benefits based on accumulated employee and
Corporation contributions. The Corporation and its subsidiaries also provide certain post‐employment
healthcare, dental and life insurance benefits to eligible retirees, employees and advisors. For further information
on the Corporation’s pension plans and other post‐employment benefits refer to Note 24 to the Corporation’s
2012 Consolidated Financial Statements.
Accounting for pension and other post‐employment benefits requires estimates of future returns on plan assets,
expected increases in compensation levels, trends in healthcare costs, and the period of time over which benefits
will be paid, as well as the appropriate discount rate for accrued benefit obligations. These assumptions are
determined by management using actuarial methods and are reviewed and approved annually. Emerging
experience, which may differ from the assumptions, will be revealed in future valuations and will affect the future
financial position of the plans and net periodic benefit costs.
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DEFERREDSELLINGCOMMISSIONS
Commissions paid on the sale of certain mutual fund products are deferred and amortized over their useful lives,
not exceeding a period of five years. IGM regularly reviews the carrying value of deferred selling commissions
with respect to any events or circumstances that indicate impairment. Among the tests performed by IGM to
assess recoverability is the comparison of the future economic benefits derived from the deferred selling
commission asset in relation to its carrying value. At December 31, 2012, there were no indications of
impairment to deferred selling commissions.
FUTURE ACCOUNTING CHANGES

The Corporation continuously monitors the potential changes proposed by the International Accounting
Standards Board (IASB) and analyzes the effect that changes in the standards may have on the Corporation’s
consolidated financial statements when they become effective:
Effective for the Corporation in 2013
IAS 19 – Employee Benefits Effective on January 1, 2013, the Corporation will adopt the amended IAS 19,
Employee Benefits. The amended IAS 19 includes requirements for the measurement, presentation and disclosure
for defined benefit plans. Amendments include:
 The elimination of the deferral and amortization approach (corridor approach) for recognizing actuarial gains
and losses in net earnings. Actuarial gains and losses will be recognized in other comprehensive income.
Actuarial gains and losses recognized in other comprehensive income will not be reclassified to net earnings
in subsequent periods.
 The elimination of the concept of an expected return on assets (EROA). Amended IAS 19 requires the use of
the discount rate in the place of EROA in the determination of the net interest component of the pension
expense. This discount rate is determined by reference to market yields at the end of the reporting period on
high‐quality corporate bonds.
 Changes in the recognition of past service costs. Past service costs resulting from plan amendments or
curtailments will be recognized in net earnings in the period in which the plan amendments or curtailments
occur, without regard to vesting.
In accordance with the transitional provisions in IAS 19, this change in IFRS will be applied retroactively and is
anticipated to decrease equity by approximately $600 million at January 1, 2012 (decrease of $350 million in
shareholders’ equity, and $250 million in non‐controlling interests) with an additional decrease to equity of
approximately $300 million at January 1, 2013 (decrease of $170 million in shareholders’ equity and
$130 million in non‐controlling interests). Furthermore, the effect of applying this standard retroactively will
decrease earnings before tax by approximately $22 million for the year ended December 31, 2012.
IFRS 10 – Consolidated Financial Statements Effective for the Corporation on January 1, 2013, IFRS 10,
Consolidated Financial Statements uses consolidation principles based on a revised definition of control. The
definition of control is dependent on the power of the investor to direct the activities of the investee, the ability of
the investor to derive variable returns from its holdings in the investee, and a direct link between the power to
direct activities and receive benefits.
The IASB issued amendments to IFRS 10 and IFRS 12 in October 2012 that introduced an exception from
consolidation for the controlled entities of investment entities. Lifeco continues to review the financial reporting
of the segregated funds for the risk of policy holders presented within Lifeco’s financial statements to determine
whether it would be different than the current reporting under IFRS.
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IFRS 12 – Disclosure of Interest in Other Entities Effective for the Corporation on January 1, 2013, IFRS 12,
Disclosure of Interest in Other Entities proposes new disclosure requirements for the interest an entity has in
subsidiaries, joint arrangements, associates, and structured entities. The standard requires enhanced disclosure,
including how control was determined and any restrictions that might exist on consolidated assets and liabilities
presented within the financial statements. The standard is expected to result in additional disclosures.

POWER CORPORATION OF CANADA

IFRS 11 – Joint Arrangements Effective for the Corporation on January 1, 2013, IFRS 11, Joint Arrangements
separates jointly controlled entities between joint operations and joint ventures. The standard eliminates the
option of using proportionate consolidation in accounting for interests in joint ventures, requiring an entity to
use the equity method of accounting. The standard is not expected to have a significant impact on the
Corporation’s financial position or results of operations.

IFRS 13 – Fair Value Measurement Effective for the Corporation on January 1, 2013, IFRS 13, Fair Value
Measurement provides guidance to increase consistency and comparability in fair value measurements and
related disclosures through a “fair value hierarchy”. The hierarchy categorizes the inputs used in valuation
techniques into three levels. The hierarchy gives the highest priority to (unadjusted) quoted prices in active
markets for identical assets or liabilities and the lowest priority to unobservable inputs.
The standard relates primarily to disclosure and will not impact the financial results of the Corporation.
IAS 1 – Presentation of Financial Statements Effective for the Corporation on January 1, 2013, IAS 1,
Presentation of Financial Statements includes requirements that other comprehensive income be classified by
nature and grouped between those items that will be classified subsequently to profit or loss (when specific
conditions are met) and those that will not be reclassified.
This revised standard relates only to presentation and will not impact the financial results of the Corporation.
IFRS 7 – Financial Instruments: Disclosure Effective for the Corporation on January 1, 2013, the IASB issued
amendments to IFRS 7 regarding disclosure of offsetting financial assets and financial liabilities. The
amendments will allow users of financial statements to improve their understanding of transfer transactions of
financial assets (for example, securitizations), including understanding the possible effects of any risks that may
remain with the entity that transferred the assets. The amendments also require additional disclosures if a
disproportionate amount of transfer transactions are undertaken near the end of a reporting period.
This revised standard relates only to disclosure and will not impact the financial results of the Corporation.
Effective for the Corporation subsequent to 2013
IFRS 4 – Insurance Contracts The IASB issued an exposure draft proposing changes to the accounting standard
for insurance contracts in July 2010. The proposal would require an insurer to measure insurance liabilities using
a model focusing on the amount, timing, and uncertainty of future cash flows associated with fulfilling its
insurance contracts. This is vastly different from the connection between insurance assets and liabilities
considered under the Canadian Asset Liability Method (CALM) and may cause significant volatility in the results
of Lifeco. The exposure draft also proposes changes to the presentation and disclosure within the financial
statements.
Since the release of the exposure draft, there have been discussions within the insurance industry and between
accounting standards setters globally recommending significant changes to the 2010 exposure draft. At this time
no new standard has been either re‐exposed or released.
Lifeco will continue to measure insurance contract liabilities using CALM until such time when a new IFRS for
insurance contract measurement is issued. A final standard is not expected to be implemented for several years;
Lifeco continues to actively monitor developments in this area.
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IFRS 9 – Financial Instruments Effective for the Corporation on January 1, 2015, IFRS 9, Financial Instruments
requires all financial assets to be classified on initial recognition at amortized cost or fair value while eliminating
the existing categories of available for sale, held to maturity, and loans and receivables.
The new standard also requires:
 embedded derivatives to be assessed for classification together with their financial asset host;
 an expected loss impairment method be used for financial assets; and
 amendments to the criteria for hedge accounting and measuring effectiveness.
The full impact of IFRS 9 on the Corporation will be evaluated after the remaining stages of the IASB’s project to
replace IAS 39, Financial Instruments: Recognition and Measurement – impairment methodology, hedge
accounting, and asset and liability offsetting – are finalized. The current timetable for adoption of IFRS 9,
Financial Instruments is for the annual period beginning January 1, 2015; however, the Corporation continues to
monitor this standard in conjunction with developments to IFRS 4.
IAS 32 – Financial Instruments: Presentation Effective for the Corporation on January 1, 2014, IAS 32,
Financial Instruments: Presentation clarifies the existing requirements for offsetting financial assets and financial
liabilities.
The Corporation is evaluating the impact this standard will have on the presentation of its financial statements.
Exposure drafts not yet effective
IAS 17 – Leases The IASB issued an exposure draft proposing a new accounting model for leases where both
lessees and lessors would record the assets and liabilities on the balance sheet at the present value of the lease
payments arising from all lease contracts. The new classification would be the right‐of‐use model, replacing the
operating and finance lease accounting models that currently exist.
The full impact of adoption of the proposed changes will be determined once the final leases standard is issued.
IAS 18 – Revenue The IASB issued a second exposure draft in November 2011 which proposed a single revenue
recognition standard to align the financial reporting of revenue from contracts with customers and related costs.
A company would recognize revenue when it transfers goods or services to a customer in the amount of the
consideration the company expects to receive from the customer.
The full impact of adoption of the proposed changes will be determined once the final revenue recognition
standard is issued, which is targeted for release in 2013.
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There are certain risks inherent in an investment in the securities of the Corporation and in the activities of the
Corporation, including the following and others disclosed elsewhere in this MD&A, which investors should
carefully consider before investing in securities of the Corporation. This description of risks does not include all
possible risks, and there may be other risks of which the Corporation is not currently aware.
Power Corporation is a holding company whose principal asset is its controlling interest in Power Financial.
Power Financial holds substantial interests in the financial services sector through its controlling interest in each
of Lifeco and IGM. As a result, investors in Power Corporation are subject to the risks attributable to its
subsidiaries, including those as the principal shareholder of Power Financial, which in turn has the risks
attributable to its subsidiaries, including those as the principal shareholder of each of Lifeco and IGM. Parts C and
D of this MD&A further describe risks related to Lifeco and IGM, respectively.

POWER CORPORATION OF CANADA

RISK FACTORS

As a holding company, Power Corporation’s ability to pay interest and other operating expenses and dividends, to
meet its obligations and to complete current or desirable future enhancement opportunities or acquisitions
generally depends upon receipt of sufficient dividends from its principal subsidiaries and other investments and
its ability to raise additional capital. The likelihood that shareholders of Power Corporation will receive dividends
will be dependent upon the operating performance, profitability, financial position and creditworthiness of the
principal direct and indirect subsidiaries of Power Corporation and on their ability to pay dividends to Power
Corporation. The payment of interest and dividends by certain of these principal subsidiaries to Power
Corporation is also subject to restrictions set forth in insurance, securities and corporate laws and regulations
which require that solvency and capital standards be maintained by such companies. If required, the ability of
Power Corporation to arrange additional financing in the future will depend in part upon prevailing market
conditions as well as the business performance of Power Corporation and its subsidiaries. In recent years, global
financial conditions and market events have experienced increased volatility and resulted in the tightening of
credit that has reduced available liquidity and overall economic activity. There can be no assurance that debt or
equity financing will be available, or, together with internally generated funds, will be sufficient to meet or satisfy
Power Corporation’s objectives or requirements or, if the foregoing are available to Power Corporation, that they
will be on terms acceptable to Power Corporation. The inability of Power Corporation to access sufficient capital
on acceptable terms could have a material adverse effect on Power Corporation’s business, prospects, dividend
paying capability and financial condition, and further enhancement opportunities or acquisitions.
The market price for Power Corporation’s securities may be volatile and subject to wide fluctuations in response
to numerous factors, many of which are beyond Power Corporation’s control. Economic conditions may
adversely affect Power Corporation, including fluctuations in foreign exchange, inflation and interest rates, as
well as monetary policies, business investment and the health of capital markets in Canada, the United States,
Europe and Asia. In recent years, financial markets have experienced significant price and volume fluctuations
that have affected the market prices of equity securities held by the Corporation and its subsidiaries and that
have often been unrelated to the operating performance, underlying asset values or prospects of such companies.
Additionally, these factors, as well as other related factors, may cause decreases in asset values that are deemed
to be significant or prolonged, which may result in impairment losses. In periods of increased levels of volatility
and related market turmoil, Power Corporation’s subsidiaries’ operations could be adversely impacted and the
trading price of Power Corporation’s securities may be adversely affected.
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POWER CORPORATION OF CANADA

OFF‐BALANCE SHEET ARRANGEMENTS

GUARANTEES
In the normal course of their businesses, the Corporation and its subsidiaries may enter into certain agreements,
the nature of which precludes the possibility of making a reasonable estimate of the maximum potential amount
the Corporation or subsidiary could be required to pay third parties, as some of these agreements do not specify
a maximum amount and the amounts are dependent on the outcome of future contingent events, the nature and
likelihood of which cannot be determined.

LETTERSOFCREDIT
In the normal course of their reinsurance business, Lifeco’s subsidiaries provide letters of credit to other parties
or beneficiaries. A beneficiary will typically hold a letter of credit as collateral in order to secure statutory credit
for reserves ceded to or amounts due from Lifeco’s subsidiaries. A letter of credit may be drawn upon demand.
If an amount is drawn on a letter of credit by a beneficiary, the bank issuing the letter of credit will make a
payment to the beneficiary for the amount drawn, and Lifeco’s subsidiaries will become obligated to repay this
amount to the bank.
Lifeco, through certain of its operating subsidiaries, has provided letters of credit to both external and internal
parties, which are described in Note 30 to the Corporation’s 2012 Consolidated Financial Statements.
CONTINGENT LIABILITIES

The Corporation and its subsidiaries are from time to time subject to legal actions, including arbitrations and
class actions, arising in the normal course of business. It is inherently difficult to predict the outcome of any of
these proceedings with certainty, and it is possible that an adverse resolution could have a material adverse
effect on the consolidated financial position of the Corporation. However, based on information presently known,
it is not expected that any of the existing legal actions, either individually or in the aggregate, will have a material
adverse effect on the consolidated financial position of the Corporation.
A subsidiary of Lifeco has declared a partial windup in respect of an Ontario defined benefit pension plan which
will not likely be completed for some time. The partial windup could involve the distribution of the amount of
actuarial surplus, if any, attributable to the wound‐up portion of the plan. In addition to the regulatory
proceedings involving this partial windup, a related class action proceeding has been commenced in Ontario
related to the partial windup and three potential partial windups under the plan. The class action also challenges
the validity of charging expenses to the plan. The provisions for certain Canadian retirement plans in the
amounts of $97 million after tax established by Lifeco’s subsidiaries in the third quarter of 2007 have been
reduced to $34 million. Actual results could differ from these estimates.
The Court of Appeal for Ontario released a decision on November 3, 2011 in regard to the involvement of the
participating accounts of Lifeco subsidiaries London Life and Great‐West Life in the financing of the acquisition
of London Insurance Group Inc. in 1997 (the “Appeal Decision”).
The Appeal Decision ruled Lifeco subsidiaries achieved substantial success and required that there be
adjustments to the original trial judgment regarding amounts which were to be reallocated to the participating
accounts going forward. Any monies to be reallocated to the participating accounts will be dealt with in
accordance with Lifeco subsidiaries’ participating policyholder dividend policies in the ordinary course of
business. No awards are to be paid out to individual class members. On May 24, 2012, the Supreme Court of
Canada dismissed the plaintiff’s application for leave to appeal the Appeal Decision. The Appeal Decision directed
the parties back to the trial judge to work out the remaining issues. On January 24, 2013 the Ontario Superior
Court of Justice released a decision ordering that $285 million be reallocated to the participating account surplus.
Lifeco will be appealing that decision.
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During the subsequent event period, in response to the Ontario Superior Court of Justice decision on
January 24, 2013, Lifeco established an incremental provision of $140 million after tax in the common
shareholders account of Lifeco (Power Corporation’s share – $65 million). Lifeco now holds $290 million in after‐
tax provisions for these proceedings.

POWER CORPORATION OF CANADA

During the fourth quarter of 2011, in response to the Appeal Decision, Lifeco re‐evaluated and reduced the
litigation provision established in the third quarter of 2010, which positively impacted common shareholder net
earnings of Lifeco in 2011 by $223 million after tax (Power Corporation’s share – $104 million).

Regardless of the ultimate outcome of this case, there will not be any impact on the capital position of Lifeco or
on participating policy contract terms and conditions. Based on information presently known, this matter is not
expected to have a material adverse effect on the consolidated financial position of the Corporation.
In connection with the acquisition of its subsidiary Putnam, Lifeco has an indemnity from a third party against
liabilities arising from certain litigation and regulatory actions involving Putnam. Putnam continues to have
potential liability for these matters in the event the indemnity is not honoured. Lifeco expects the indemnity will
continue to be honoured and that any liability of Putnam would not have a material adverse effect on its
consolidated financial position.
On October 17, 2012, a subsidiary of Lifeco received an administrative complaint from the Massachusetts
Securities Division in relation to that subsidiary’s role as collateral manager of two collateralized debt
obligations. The complaint is seeking certain remedies, including the disgorgement of fees, a civil administrative
fine and a cease and desist order. In addition, that same subsidiary is a defendant in two civil litigation matters
brought by institutions involved in those collateralized debt obligations. Based on information presently known,
Lifeco believes these matters are without merit. The potential outcome of these matters is not yet determined.
Subsidiaries of Lifeco have an investment in a USA‐based private equity partnership wherein a dispute arose over
the terms of the partnership agreement. Lifeco established a provision in the fourth quarter of 2011 for
$99 million after tax. The dispute was resolved on January 10, 2012, and as a result, Lifeco no longer holds the
provision.
COMMITMENTS/CONTRACTUAL OBLIGATIONS

The following table provides a summary of future consolidated contractual obligations.
Paymentsduebyperiod

Long‐term debt [1]
Deposits and certificates
Obligations to securitization entities
Operating leases [2]
Purchase obligations [3]
Contractual commitments [4]
Total
Letters of credit [5]

Total

Lessthan
1year

1–5years

Morethan
5years

6,351
163
4,701
769
83
842

303
145
789
159
58
–

388
13
3,877
440
25
–

5,660
5
35
170
–
–

12,909

–

–


–

[1] Please refer to Note 13 to the Corporation’s 2012 Consolidated Financial Statements for further information.
[2] Includes office space and certain equipment used in the normal course of business. Lease payments are charged to operations in the period of
use.
[3] Purchase obligations are commitments of Lifeco to acquire goods and services, essentially related to information services.
[4] Includes $516 million of commitments by Lifeco. These contractual commitments are essentially commitments of investment transactions made
in the normal course of operations, in accordance with its policies and guidelines, which are to be disbursed upon fulfilment of certain contract
conditions. The balance represents $326 million of outstanding commitments from the Corporation to make future capital contributions to
investment funds; the exact amount and timing of each capital contribution cannot be determined.
[5] Please refer to Note 30 to the Corporation’s 2012 Consolidated Financial Statements and to Part C of this MD&A.
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POWER CORPORATION OF CANADA

FINANCIAL INSTRUMENTS

FAIRVALUEOFFINANCIALINSTRUMENTS
The following table presents the fair value of the Corporation’s financial instruments. Fair value represents the
amount that would be exchanged in an arm’s‐length transaction between willing parties and is best evidenced by
a quoted market price, if one exists. Fair values are management’s estimates and are generally calculated using
market conditions at a specific point in time and may not reflect future fair values. The calculations are subjective
in nature, involve uncertainties and matters of significant judgment (please refer to Note 26 to the Corporation’s
2012 Consolidated Financial Statements).
As at December 31

2012

2011

Carryingvalue

Fairvalue

Carryingvalue

Fairvalue

Assets
Cash and cash equivalents
Investments (excluding investment properties)
Funds held by ceding insurers
Derivative financial instruments
Other financial assets

3,540
122,187
10,537
1,061
4,325

3,540
124,930
10,537
1,061
4,325


3,741
115,765
9,923
1,056
3,638

3,741
118,094
9,923
1,056
3,638

Total financial assets

141,650

144,393

134,123

136,452

4,701
6,351
119
413
4,978

4,787
7,461
171
413
4,980


3,827
6,296
533
430
4,519

3,930
7,029
577
430
4,520

16,562

17,812

15,605

16,486

Liabilities
Obligation to securitization entities
Debentures and debt instruments
Capital trust securities
Derivative financial instruments
Other financial liabilities
Total financial liabilities

DERIVATIVEFINANCIALINSTRUMENTS
In the course of their activities, the Corporation and its subsidiaries use derivative financial instruments. When
using such derivatives, they only act as limited end‐users and not as market‐makers in such derivatives.
The use of derivatives is monitored and reviewed on a regular basis by senior management of the companies. The
Corporation and its subsidiaries have each established operating policies and processes relating to the use of
derivative financial instruments, which in particular aim at:
 prohibiting the use of derivative instruments for speculative purposes;
 documenting transactions and ensuring their consistency with risk management policies;
 demonstrating the effectiveness of the hedging relationships; and
 monitoring the hedging relationship.
There were no major changes to the Corporation’s and its subsidiaries’ policies and procedures with respect to
the use of derivative instruments in the twelve‐month period ended December 31, 2012. There has been an
increase in the notional amount outstanding ($16,948 million at December 31, 2012, compared with
$14,996 million at December 31, 2011) and an increase in the exposure to credit risk ($1,061 million at
December 31, 2012, compared with $1,056 million at December 31, 2011) that represents the market value of
those instruments, which are in a gain position. During the third quarter of 2012, Lifeco purchased equity put
options with a December 2012 notional amount of $849 million as a macro balance sheet credit hedge against a
decline in European equity market levels. See Note 25 to the Corporation’s 2012 Consolidated Financial
Statements for more information on the type of derivative financial instruments used by the Corporation and its
subsidiaries. Please also refer to Parts C and D of this MD&A relating to Lifeco and IGM, respectively.
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Based on their evaluations as of December 31, 2012, the Co‐Chief Executive Officers and the Chief Financial
Officer have concluded that the Corporation’s disclosure controls and procedures were effective as at
December 31, 2012.
INTERNAL CONTROL OVER FINANCIAL REPORTING

Based on their evaluations as of December 31, 2012, the Co‐Chief Executive Officers and the Chief Financial
Officer have concluded that the Corporation’s internal controls over financial reporting were effective as at
December 31, 2012. During the fourth quarter of 2012, there have been no changes in the Corporation’s internal
control over financial reporting that have materially affected, or are reasonably likely to materially affect, the
Corporation’s internal control over financial reporting.

POWER CORPORATION OF CANADA

DISCLOSURE CONTROLS AND PROCEDURES

SELECTED ANNUAL INFORMATION
For the years ended December 31

Total revenue including discontinued operations
Operating earnings attributable to participating shareholders [1]
per share – basic
Net earnings attributable to participating shareholders
per share – basic
per share – diluted
Earnings from discontinued operations attributable to participating shareholders
per share – basic
per share – diluted
Earnings from continuing operations attributable to participating shareholders
per share – basic
per share – diluted
Consolidated assets
Total financial liabilities
Debentures and other borrowings
Shareholders’ equity
Book value per share
Number of participating shares outstanding [millions]
Participating preferred shares
Subordinate voting shares
Dividends per share [declared]
Participating shares
First preferred shares
1986 Series
Series A
Series B
Series C
Series D
Series G [2]

2012

2011

2010

32,921
963
2.09
832
1.81
1.79

32,945
1,152
2.50
1,075
2.34
2.32

32,857
957
2.09
727
1.59
1.57

–
–
–
832
1.81
1.79

26
0.05
0.05
1,049
2.29
2.27

1
–
–
726
1.59
1.57

271,645

255,496

247,526

16,562
6,351
10,099
19.83

15,605
6,296
9,825
19.67

48.9
411.0

18,134
6,720
9,430
18.85

48.9
411.1
1.1600
1.0500
1.4000
1.3375
1.4500
1.2500
1.2303


1.1600

1.0500
1.4000
1.3375
1.4500
1.2500


48.9
409.8
1.1600
0.8829
1.4000
1.3375
1.4500
1.2500

[1] Operating earnings and operating earnings per share are non‐IFRS financial measures.
[2] Issued in February 2012.
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POWER CORPORATION OF CANADA

SUMMARY OF QUARTERLY RESULTS
2012

Total revenue including
discontinued operations
Operating earnings
attributable to
participating
shareholders [1, 2]
per share – basic [1]
Other items [3]
per share – basic
Net earnings attributable to
participating shareholders
per share – basic
per share – diluted
Earnings from discontinued
operations attributable to
participating shareholders
per share – basic
per share – diluted
Earnings from continuing
operations attributable to
participating shareholders
per share – basic
per share – diluted

2011

2010

Q4

Q3

Q2

Q1

Q4

Q3

Q2

Q1

Q4

Q3

Q2

Q1

7,905

9,269

8,523

7,224

8,685

9,256

7,963

7,041

6,003

9,822

8,022

9,010

222
0.48
(140)
(0.30)

240
0.52
(36)
(0.08)

292
0.64
(10)
(0.02)

209
0.45
55
0.12

241
0.52
73
0.16

337
0.73
(148)
(0.32)

356
0.77
–
–

218
0.47
(2)
о

232
0.51
(3)
(0.01)

265
0.58
(96)
(0.21)

252
0.55
(87)
(0.19)

209
0.46
(44)
(0.10)

82
0.18
0.17

204
0.44
0.44

282
0.62
0.61

264
0.57
0.57

314
0.68
0.67

189
0.41
0.41

356
0.77
0.77

216
0.47
0.47

229
0.50
0.50

169
0.37
0.37

165
0.36
0.36

165
0.36
0.36

–
–
–

–
–
–

–
–
–

–
–
–

12
0.03
0.03

12
0.03
0.03

1
о
о

1
о
о

1
о
о

о
о
о

о
о
о

о
о
о

82
0.18
0.17

204
0.44
0.44

282
0.62
0.61

264
0.57
0.57

302
0.65
0.64

177
0.38
0.38

355
0.77
0.77

215
0.47
0.47

228
0.50
0.50

169
0.37
0.37

165
0.36
0.36

165
0.36
0.36

[1] Operating earnings attributable to participating shareholders and operating earnings per share are non‐IFRS financial measures. For a definition
of these non‐IFRS financial measures, please refer to “Basis of Presentation – Non‐IFRS Financial Measures” above in this MD&A.
[2] The contribution from Pargesa to the Corporation’s earnings is higher in the second and third quarters of the year as a large portion of Pargesa’s
earnings is composed of dividends which are mainly received in the second and third quarters of the year.
[3] Other items:
2012
Q4

Power Corporation’s
share of other items of
Lifeco
IGM
Pargesa
Other
Impairment charge
on CITIC Pacific
Impairment charges
recorded by Square
Victoria
Communications
Group
Other


(65)
10
(29)



(56)

(140)
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2011

2010

Q3

Q2

Q1

Q4

Q3

Q2

Q1

















(3)
(7)

55


58
12
3

11
(87)







(72)




















8

(10)

55

73

(148)

(36)



(36)

(2)

–

(2)

Q4



(9)
(2)


(3)

Q3

Q2

Q1





(2)

4



(85)

(48)








(87)

(44)


(96)




(96)
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CONSOLIDATED BALANCE SHEETS
December 31
[in millions of Canadian dollars]

2012

2011

3,540

3,741

83,908
22,820
8,377
3,525
7,082

79,186
21,541
7,876
3,201
7,162

Funds held by ceding insurers [Note 5]
Reinsurance assets [Note 11]
Investments in jointly controlled corporations and associates [Note 6]
Owner‐occupied properties and capital assets [Note 7]
Derivative financial instruments [Note 25]
Other assets [Note 8]
Deferred tax assets [Note 16]
Intangible assets [Note 9]
Goodwill [Note 9]
Investments on account of segregated fund policyholders [Note 10]

125,712
10,537
2,064
2,293
983
1,061
5,497
1,191
5,081
8,738
104,948

118,966
9,923
2,061
2,341
905
1,056
4,759
1,227
5,107
8,828
96,582

Total assets

271,645

255,496

Liabilities
Insurance contract liabilities [Note 11]
Investment contract liabilities [Note 11]
Obligation to securitization entities [Note 12]
Debentures and debt instruments [Note 13]
Capital trust securities [Note 14]
Derivative financial instruments [Note 25]
Other liabilities [Note 15]
Deferred tax liabilities [Note 16]
Investment and insurance contracts on account of segregated fund policyholders [Note 10]

119,919
739
4,701
6,351
119
413
6,508
1,242
104,948

114,730
782
3,827
6,296
533
430
5,988
1,293
96,582

Total liabilities

244,940

230,461

977
573
8,264
285

779
571
8,119
356

10,099
16,606

9,825
15,210

Assets
Cash and cash equivalents [Note 3]
Investments [Note 4]
Bonds
Mortgages and other loans
Shares
Investment properties
Loans to policyholders

Equity
Stated capital [Note 17]
Non‐participating shares
Participating shares
Retained earnings
Reserves
Total shareholders’ equity
Non‐controlling interests [Note 19]
Total equity
Total liabilities and equity

26,705

25,035

271,645

255,496

POWER CORPORATION OF CANADA

POWER CORPORATION OF CANADA

Approved by the Board of Directors

Signed,
T. Timothy Ryan, Jr.

Signed,
André Desmarais

Director

Director
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POWER CORPORATION OF CANADA

CONSOLIDATED STATEMENTS OF EARNINGS
For the years ended December 31
[in millions of Canadian dollars, except per share amounts]

2012

Revenues
Premium income
Gross premiums written
Ceded premiums
Total net premiums
Net investment income [Note 4]
Regular net investment income
Change in fair value
Fee, media and other income
Total revenues
Expenses
Policyholder benefits
Insurance and investment contracts
Gross
Ceded
Policyholder dividends and experience refunds
Change in insurance and investment contract liabilities
Total paid or credited to policyholders
Commissions
Operating and administrative expenses [Note 22]
Financing charges [Note 23]
Total expenses
Share of earnings (losses) of investments in jointly controlled corporations and associates [Note 6]
Earnings before income taxes – continuing operations
Income taxes [Note 16]
Net earnings – continuing operations
Net earnings – discontinued operations
Net earnings
Attributable to
Non‐controlling interests [Note 19]
Non‐participating shareholders
Participating shareholders

Earnings per participating share [Note 28]
Net earnings attributable to participating shareholders
– Basic
– Diluted
Net earnings from continuing operations attributable to participating shareholders
– Basic
– Diluted
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2011

21,839
(3,019)
18,820

20,013
(2,720)
17,293

5,727
2,650
8,377
5,724
32,921

5,720
4,154
9,874
5,745
32,912

17,431
(1,457)
15,974
1,437
5,040
22,451
2,501
4,343
431
29,726
3,195
106
3,301
554
2,747
–
2,747

16,591
(1,217)
15,374
1,424
6,245
23,043
2,312
3,501
443
29,299
3,613
(20)
3,593
711
2,882
63
2,945

1,865
50
832
2,747

1,829
41
1,075
2,945

1.81
1.79

2.34
2.32

1.81
1.79

2.29
2.27
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For the years ended December 31
[in millions of Canadian dollars]

Net earnings
Other comprehensive income (loss)
Net unrealized gains (losses) on available‐for‐sale assets
Unrealized gains (losses)
Income tax (expense) benefit
Realized (gains) losses transferred to net earnings
Income tax expense (benefit)

Net unrealized gains (losses) on cash flow hedges
Unrealized gains (losses)
Income tax (expense) benefit
Realized (gains) losses transferred to net earnings
Income tax expense (benefit)

Net unrealized foreign exchange gains (losses) on translation
of foreign operations
Share of other comprehensive income of jointly controlled
corporations and associates
Other comprehensive income (loss)

2012

2011

2,747

2,945

131
(28)
(123)
31

111
(68)
(198)
43

11

(112)

14
(5)
2
(1)

(15)
10
(7)
(1)

10

(13)

(89)

261

(100)

(222)

(168)

(86)

Total comprehensive income

2,579

2,859

Attributable to
Non‐controlling interests
Non‐participating shareholders
Participating shareholders

1,775
50
754

1,937
41
881

2,579

2,859
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POWER CORPORATION OF CANADA

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
Stated capital

Reserves

Year ended December 31, 2012
[in millions of Canadian dollars]

Non‐
participating
shares

Participating
shares

Retained
earnings

Balance, beginning of year

Other
comprehensive
Share‐based
income
compensation
[Note 27]

Total

Non‐controlling
interests

Total
equity

779

571

8,119

139

217

356

15,210

25,035

Net earnings
Other comprehensive income (loss)

–
–

–
–

882
–

–
–

–
(78)

–
(78)

1,865
(90)

2,747
(168)

Total comprehensive income
Issue of non‐participating shares
Dividends to shareholders
Participating
Non‐participating
Dividends to non‐controlling
interests
Share‐based compensation
Stock options exercised
Repurchase of non‐participating
shares
Effects of changes in ownership and
capital on
non‐controlling interests,
and other

–
200

–
–

882
–

–
–

(78)
–

(78)
–

1,775
–

2,579
200

–
–

–
–

(534)
(50)

–
–

–
–

–
–

–
–

(534)
(50)

–
–
–

–
–
2

–
–
–

–
14
(7)

–
–
–

–
14
(7)

(2)

–

–

–

–

–

–

–

(153)

–

–

–

734

581

Balance, end of year

977

573

8,264

146

139

285

16,606

26,705

Total

Non‐controlling
interests

Total
equity

Stated capital

(1,113)
7
(7)
–

(1,113)
21
(12)
(2)

Reserves
Other
comprehensive
Share‐based
income
compensation
[Note 27]

Year ended December 31, 2011
[in millions of Canadian dollars]

Non‐
participating
shares

Participating
shares

Balance, beginning of year

783

549

7,557

130

411

541

14,421

23,851

Net earnings
Other comprehensive income (loss)

–
–

–
–

1,116
–

–
–

–
(194)

–
(194)

1,829
108

2,945
(86)

Total comprehensive income
Dividends to shareholders
Participating
Non‐participating
Dividends to non‐controlling
interests
Share‐based compensation
Stock options exercised
Repurchase of non‐participating
shares
Effects of changes in ownership and
capital on non‐controlling
interests,
and other

–

–

1,116

–

(194)

(194)

1,937

2,859

–
–

–
–

–
–

(533)
(41)

–
–
–

–
–
22

(4)

–

Balance, end of year
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Retained
earnings

(533)
(41)

–
–

–
–

–
–

–
–
–

–
12
(3)

–
–
–

–
12
(3)

–

–

–

–

(1,080)
5
(4)
–

(1,080)
17
15
(4)

–

–

20

–

–

–

(69)

(49)

779

571

8,119

139

217

356

15,210

25,035
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For the years ended December 31
[in millions of Canadian dollars]

2012

Operating activities – continuing operations
Earnings before income taxes – continuing operations
Income tax paid, net of refunds received
Adjusting items
Change in insurance and investment contract liabilities
Change in funds held by ceding insurers
Change in funds held under reinsurance assets
Change in reinsurance assets
Change in fair value through profit or loss
Other
Financing activities – continuing operations
Dividends paid
By subsidiaries to non‐controlling interests
Non‐participating shares
Participating shares
Issue of subordinate voting shares by the Corporation [Note 17]
Issue of non‐participating shares by the Corporation [Note 17]
Issue of common shares by subsidiaries
Issue of preferred shares by subsidiaries
Repurchase of non‐participating shares by the Corporation [Note 17]
Repurchase of common shares by subsidiaries
Changes in debt instruments
Repayment of debentures [Note 13]
Change in obligations related to assets sold under repurchase agreements
Change in obligations to securitization entities
Redemption of capital trust securities [Note 14]
Other
Investment activities – continuing operations
Bond sales and maturities
Mortgage loan repayments
Sale of shares
Change in loans to policyholders
Change in repurchase agreements
Investment in bonds
Investment in mortgage loans
Investment in shares
Proceeds on disposal of business
Investment in investment properties and other
Effect of changes in exchange rates on cash and cash equivalents – continuing operations

2011

3,301
(416)

3,593
–

5,034
205
201
45
(2,650)
(485)

6,029
464
25
415
(4,182)
(919)

5,235

5,425

(1,108)
(48)
(534)

(1,080)
(41)
(533)

(1,690)

(1,654)

2
200
64
900
(2)
(215)
85
–
(2)
874
(409)
(14)

22
–
64
–
(4)
(186)
(5)
(450)
(408)
319
–
(4)

(207)

(2,306)

25,056
2,071
2,419
(57)
(23)
(28,412)
(3,394)
(2,447)
–
(434)

21,161
1,756
2,659
(198)
(1,053)
(20,938)
(3,361)
(3,204)
199
(151)

(5,221)

(3,130)

(8)

24

Increase (decrease) in cash and cash equivalents – continuing operations
Cash and cash equivalents, beginning of year
Less: Cash and cash equivalents – discontinued operations, beginning of year

(201)
3,741
–

13
4,016
(288)

Cash and cash equivalents – continuing operations, end of year

3,540

3,741

Net cash from continuing operating activities includes
Interest and dividends received
Interest paid

5,080
526

5,063
527
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POWER CORPORATION OF CANADA

POWER CORPORATION OF CANADA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(ALL TABULAR AMOUNTS ARE IN MILLIONS OF CANADIAN DOLLARS, UNLESS OTHERWISE NOTED.)

NOTE 1 CORPORATE INFORMATION

Power Corporation of Canada (Power Corporation or the Corporation) is a publicly listed company (TSX: POW)
incorporated and domiciled in Canada. The registered address of the Corporation is 751 Victoria Square,
Montréal, Québec, Canada, H2Y 2J3.
Power Corporation is a diversified international management and holding company that holds interests, directly
or indirectly, in companies in the financial services, communications and other business sectors.
The Consolidated Financial Statements (financial statements) of Power Corporation for the year ended
December 31, 2012 were approved for issue by the Board of Directors on March 13, 2013.
NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of Power Corporation at December 31, 2012 have been prepared in accordance with
International Financial Reporting Standards (IFRS).

BASIS OF PRESENTATION
The consolidated financial statements include the accounts of Power Corporation and all its subsidiaries on a
consolidated basis after elimination of intercompany transactions and balances. Subsidiaries of the Corporation
are fully consolidated from the date of acquisition, being the date on which the Corporation obtains control, and
continue to be consolidated until the date that such control ceases.
The principal subsidiaries of the Corporation are:
 Power Financial Corporation (Power Financial) (interest of 66.0% (2011 – 66.1%)), Square Victoria
Communications Group Inc. (direct interest of 100% (2011 – 100%)), whose major operating subsidiary
companies are Gesca Ltée and Square Victoria Digital Properties Inc., and Victoria Square Ventures Inc.
(interest of 100% (2011 – 100%)).
 Power Financial holds a controlling interest in Great‐West Lifeco Inc. (direct interest of 68.2% (2011 –
68.2%)), whose major operating subsidiary companies are The Great‐West Life Assurance Company, Great‐
West Life & Annuity Insurance Company, London Life Insurance Company, The Canada Life Assurance
Company, and Putnam Investments, LLC.
 Power Financial also holds a controlling interest in IGM Financial Inc. (direct interest of 58.7% (2011 –
57.6%)), whose major operating subsidiary companies are Investors Group Inc. and Mackenzie Financial
Corporation.
 IGM Financial Inc. holds 4.0% (2011 – 4.0%) of the common shares of Great‐West Lifeco Inc., and The Great‐
West Life Assurance Company holds 3.7% (2011 – 3.6%) of the common shares of IGM Financial Inc.
 Power Financial also holds a 50% (2011 – 50%) interest in Parjointco N.V. Parjointco holds a 55.6% (2011 –
56.5%) equity interest in Pargesa Holding SA. Power Financial accounts for its investment in Parjointco using
the equity method.
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The following abbreviations are used throughout this report: Great‐West Life & Annuity Insurance Company
(Great‐West Life & Annuity); Great‐West Lifeco Inc. (Lifeco); IGM Financial Inc. (IGM); Investors Group Inc.
(Investors Group); Mackenzie Financial Corporation (Mackenzie); Pargesa Holding SA (Pargesa); Parjointco N.V.
(Parjointco); Putnam Investments, LLC (Putnam); The Canada Life Assurance Company (Canada Life); The Great‐
West Life Assurance Company (Great‐West Life). In addition, IFRS refers to International Financial Reporting
Standards.

POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The preparation of financial statements in conformity with IFRS requires management of the Corporation and its
subsidiaries to exercise judgement in the process of applying accounting policies and requires management to
make estimates and assumptions that affect the amounts reported in the financial statements and accompanying
notes. Actual results may differ from these estimates.

USE OF ESTIMATES AND ASSUMPTIONS
In preparation of the financial statements, management of the Corporation and its subsidiaries are required to
make estimates and assumptions that affect the reported amounts of assets, liabilities, net earnings and related
disclosures. Although some variability is inherent in these estimates, management of the Corporation and its
subsidiaries believe that the amounts recorded are reasonable. Key sources of estimation uncertainty include:
valuation of insurance and investment contracts, determination of the fair value of financial instruments, carrying
value of goodwill, intangible assets, deferred selling commissions, investments in jointly controlled corporations
and associates, legal and other provisions, income taxes and pension plans and other post‐employment benefits.
Areas where significant estimates and assumptions have been used by management and its subsidiaries are
further described in the relevant accounting policies of this note and other notes throughout the financial
statements. The reported amounts and note disclosures are determined using management of the Corporation
and its subsidiaries’ best estimates.

SIGNIFICANT JUDGMENTS
In preparation of the financial statements, management of the Corporation and its subsidiaries is required to
make significant judgments that affect the carrying amounts of certain assets and liabilities, and the reported
amounts of revenues and expenses recorded during the period. Significant judgments have been made in the
following areas and are discussed throughout the notes of the financial statements: insurance and investment
contract liabilities, classification and fair value of financial instruments, goodwill and intangible assets, pension
plans and other post‐employment benefits, income taxes, the determination of which financial assets should be
derecognized, provisions, subsidiaries and special purpose entities, deferred acquisition costs, deferred income
reserves, owner‐occupied properties and fixed assets.
The results reflect judgments of management of the Corporation and its subsidiaries regarding the impact of
prevailing global credit, equity and foreign exchange market conditions. The estimation of insurance and
investment contract liabilities relies upon investment credit ratings. Lifeco’s practice is to use third‐party
independent credit ratings where available.

REVENUE RECOGNITION
For Lifeco, premiums for all types of insurance contracts and contracts with limited mortality or morbidity risk
are generally recognized as revenue when due and collection is reasonably assured.
Interest income on bonds and mortgages is recognized and accrued using the effective yield method.
Dividend income is recognized when the right to receive payment is established. This is the dividend date for
listed stocks and usually the notification date or date when the shareholders have approved the dividend for
private equity instruments.
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POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Investment property income includes rents earned from tenants under lease agreements and property tax and
operating cost recoveries. Rental income leases with contractual rent increases and rent‐free periods are
recognized on a straight‐line basis over the term of the lease.
For Lifeco, fee income primarily includes fees earned from the management of segregated fund assets,
proprietary mutual fund assets, fees earned on the administration of administrative services only Group health
contracts and fees earned from management services. Fee income is recognized when the service is performed,
the amount is collectible and can be reasonably estimated.
For IGM, management fees are based on the net asset value of mutual fund assets under management and are
recognized on an accrual basis as the service is performed. Administration fees are also recognized on an accrual
basis as the service is performed. Distribution fees derived from mutual fund and securities transactions are
recognized on a trade‐date basis. Distribution fees derived from insurance and other financial services
transactions are recognized on an accrual basis. These management, administration and distribution fees are
included in fee income in the Consolidated Statements of Earnings (statements of earnings).
Media revenues are recognized as follows: newspaper sales are recognized at the time of delivery, advertising
sales are recognized at the time the advertisement is published.

CASH AND CASH EQUIVALENTS
Cash and cash equivalents include cash, current operating accounts, overnight bank and term deposits with
original maturities of three months or less, and fixed income securities with an original term to maturity of three
months or less.

INVESTMENTS
Investments include bonds, mortgages and other loans, shares, investment properties, and loans to policyholders.
Investments are classified as either fair value through profit or loss, available for sale, held to maturity, loans and
receivables or as non‐financial instruments, based on management’s intention relating to the purpose and nature
for which the instruments were acquired or the characteristics of the investments. The Corporation currently has
not classified any investments as held to maturity.
Investments in bonds and shares normally actively traded on a public market are either designated or classified
as fair value through profit or loss or classified as available for sale and are recorded on a trade‐date basis. Fixed
income securities are included in bonds on the Consolidated Balance Sheets (balance sheets). Fair value through
profit or loss investments are recognized at fair value on the balance sheets with realized and unrealized gains
and losses reported in the statements of earnings. Available‐for‐sale investments are recognized at fair value on
the balance sheets with unrealized gains and losses recorded in other comprehensive income. Gains and losses
are reclassified from other comprehensive income and recorded in the statements of earnings when the
available‐for‐sale investment is sold or impaired. Interest income earned on both fair value through profit or loss
and available‐for‐sale bonds is recorded as investment income earned in the statements of earnings.
Investments in shares where a fair value cannot be measured reliably are classified as available for sale and
carried at cost.
Investments in mortgages and other loans and bonds not normally actively traded on a public market and other
loans are classified as loans and receivables and are carried at amortized cost net of any allowance for credit
losses. Interest income earned and realized gains and losses on the sale of investments classified as loans and
receivables are recorded in net investment income in the statements of earnings.
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Investment properties are real estate held to earn rental income or for capital appreciation. Investment
properties are initially measured at cost and subsequently carried at fair value on the balance sheets. All changes
in fair value are recorded as net investment income in the statements of earnings. Properties held to earn rental
income or for capital appreciation that have an insignificant portion that is owner occupied or where there is no
intent to occupy on a long‐term basis are classified as investment properties. Properties that do not meet these
criteria are classified as owner‐occupied properties. Property that is leased that would otherwise be classified as
investment property if owned by the Corporation is also included with investment properties.

POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fair value measurement Financial instrument carrying values necessarily reflect the prevailing market
liquidity and the liquidity premiums embedded in the market pricing methods the Corporation relies upon.
The following is a description of the methodologies used to value instruments carried at fair value:
Bonds at fair value through profit or loss and available for sale Fair values for bonds classified as fair value
through profit or loss or available for sale are determined with reference to quoted market bid prices primarily
provided by third‐party independent pricing sources. The Corporation obtains quoted prices in active markets,
when available, for identical assets at the balance sheet date to measure bonds at fair value in its fair value
through profit or loss and available‐for‐sale portfolios. Where prices are not quoted in a normally active market,
fair values are determined by valuation models. The Corporation maximizes the use of observable inputs and
minimizes the use of unobservable inputs when measuring fair value.
The Corporation estimates the fair value of bonds not traded in active markets by referring to actively traded
securities with similar attributes, dealer quotations, matrix pricing methodology, discounted cash flow analyses
and/or internal valuation models. This methodology considers such factors as the issuer’s industry, the security’s
rating, term, coupon rate and position in the capital structure of the issuer, as well as yield curves, credit curves,
prepayment rates and other relevant factors. For bonds that are not traded in active markets, valuations are
adjusted to reflect illiquidity, and such adjustments are generally based on available market evidence. In the
absence of such evidence, management’s best estimate is used.
Fair values for publicly traded shares are
Shares at fair value through profit or loss and available for sale
generally determined by the last bid price for the security from the exchange where it is principally traded. Fair
values for shares for which there is no active market are determined by discounting expected future cash flows.
The Corporation maximizes the use of observable inputs and minimizes the use of unobservable inputs when
measuring fair value. The Corporation obtains quoted prices in active markets, when available, for identical
assets at the balance sheets dates to measure shares at fair value in its fair value through profit or loss and
available‐for‐sale portfolios.
Mortgages and other loans, and Bonds classified as loans and receivables Fair values for bonds and mortgages and
other loans, classified as loans and receivables, are determined by discounting expected future cash flows using
current market rates.
Investment properties
Fair values for investment properties are determined using independent appraisal
services and include management adjustments for material changes in property cash flows, capital expenditures
or general market conditions in the interim period between appraisals.
Impairment Investments are reviewed regularly on an individual basis to determine impairment status. The
Corporation considers various factors in the impairment evaluation process, including, but not limited to, the
financial condition of the issuer, specific adverse conditions affecting an industry or region, decline in fair value
not related to interest rates, bankruptcy or defaults, and delinquency in payments of interest or principal.
Impairment losses on available‐for‐sale shares are recorded if the loss is significant or prolonged and subsequent
losses are recorded in net earnings.
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POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Investments are deemed to be impaired when there is no longer reasonable assurance of timely collection of the
full amount of the principal and interest due. The fair value of an investment is not a definitive indicator of
impairment, as it may be significantly influenced by other factors, including the remaining term to maturity and
liquidity of the asset. However, market price must be taken into consideration when evaluating impairment.
For impaired mortgages and other loans, and bonds classified as loans and receivables, provisions are established
or impairments recorded to adjust the carrying value to the net realizable amount. Wherever possible the fair
value of collateral underlying the loans or observable market price is used to establish net realizable value. For
impaired available‐for‐sale bonds, recorded at fair value, the accumulated loss recorded in the investment
revaluation reserves is reclassified to net investment income. Impairments on available‐for‐sale debt instruments
are reversed if there is objective evidence that a permanent recovery has occurred. All gains and losses on bonds
classified or designated as fair value through profit or loss are already recorded in earnings, therefore, a
reduction due to impairment of these assets will be recorded in earnings. As well, when determined to be
impaired, contractual interest is no longer accrued and previous interest accruals are reversed.
Fair value movement on the assets supporting insurance contract liabilities is a major factor in the movement of
insurance contract liabilities. Changes in the fair value of bonds designated or classified as fair value through
profit or loss that support insurance contract liabilities are largely offset by corresponding changes in the fair
value of liabilities except when the bond has been deemed impaired.

TRANSACTION COSTS
Transaction costs are expensed as incurred for financial instruments classified or designated as fair value
through profit or loss. Transaction costs for financial assets classified as available for sale or loans and
receivables are added to the value of the instrument at acquisition and taken into net earnings using the effective
interest method. Transaction costs for financial liabilities classified as other than fair value through profit or loss
are deducted from the value of the instrument issued and taken into net earnings using the effective interest
method.

INVESTMENTS IN JOINTLY CONTROLLED CORPORATIONS AND ASSOCIATES
Jointly controlled corporations are all entities in which unanimous consent is required over the entity’s
management and operating and financial policy. Associates are all entities in which the Corporation exercises
significant influence over the entity’s management and operating and financial policy, without exercising control.
Investments in jointly controlled corporations and associates is accounted for using the equity method. The share
in net earnings of the jointly controlled corporations and associates is recognized in the statement of earnings,
the share in other comprehensive income of the jointly controlled corporations and associates is recognized in
the statement of other comprehensive income and the change in equity is recognized in the statement of changes
in equity.

LOANS TO POLICYHOLDERS
Loans to policyholders are shown at their unpaid principal balance and are fully secured by the cash surrender
values of the policies. The carrying value of loans to policyholders approximates fair value.

REINSURANCE CONTRACTS
Lifeco, in the normal course of business, is both a user and a provider of reinsurance in order to limit the
potential for losses arising from certain exposures. Assumed reinsurance refers to the acceptance of certain
insurance risks by Lifeco underwritten by another company. Ceded reinsurance refers to the transfer of
insurance risk, along with the respective premiums, to one or more reinsurers who will share the risks.
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To the extent that assuming reinsurers are unable to meet their obligations, Lifeco remains liable to its
policyholders for the portion reinsured. Consequently, allowances are made for reinsurance contracts which are
deemed uncollectible.
Assumed reinsurance premiums, commissions and claim settlements, as well as the reinsurance assets associated
with insurance and investment contracts, are accounted for in accordance with the terms and conditions of the
underlying reinsurance contract. Reinsurance assets are reviewed for impairment on a regular basis for any
events that may trigger impairment. Lifeco considers various factors in the impairment evaluation process,
including, but not limited to, collectability of amounts due under the terms of the contract. The carrying amount
of a reinsurance asset is adjusted through an allowance account with any impairment loss being recorded in the
statements of earnings.

POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Any gains or losses on buying reinsurance are recognized in the statement of earnings immediately at the date of
purchase and are not amortized.
Premiums and claims ceded for reinsurance are deducted from premiums earned and insurance and investment
contract benefits. Assets and liabilities related to reinsurance are reported on a gross basis in the balance sheets.
The amount of liabilities ceded to reinsurers is estimated in a manner consistent with the claim liability
associated with reinsured risks.

DERECOGNITION
IGM enters into transactions where it transfers financial assets recognized on its balance sheets. The
determination of whether the financial assets are derecognized is based on the extent to which the risks and
rewards of ownership are transferred.
If substantially all of the risks and rewards of a financial asset are not retained, IGM derecognizes the financial
asset. The gains or losses and the servicing fee revenue for financial assets that are derecognized are reported in
net investment income in the statements of earnings.
If all or substantially all risks and rewards are retained, the financial assets are not derecognized and the
transactions are accounted for as secured financing transactions.

OWNER‐OCCUPIED PROPERTIES AND CAPITAL ASSETS
Capital assets and property held for own use are carried at cost less accumulated depreciation and impairments.
Depreciation is charged to write off the cost of assets, using the straight‐line method, over their estimated useful
lives, which vary from 3 to 50 years. Capital assets are tested for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable.
 Building, owner‐occupied properties, and components
 Equipment, furniture and fixtures
 Other capital assets

10–50 years
3–10 years
3–10 years

Depreciation methods, useful lives and residual values are reviewed at least annually and adjusted if necessary.

OTHER ASSETS
Trading account assets consist of investments in Putnam‐sponsored funds, which are carried at fair value based
on the net asset value of these funds. Investments in these assets are included in other assets on the balance sheet
with realized and unrealized gains and losses reported in the statements of earnings.
Also included in other assets are deferred acquisition costs relating to investment contracts. Deferred acquisition
costs are recognized if the costs are incremental and incurred due to the contract being issued.
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POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

GOODWILL AND INTANGIBLE ASSETS
Goodwill represents the excess of purchase consideration over the fair value of net assets acquired. Following
recognition, goodwill is measured at cost less any accumulated impairment losses.
Intangible assets represent finite life and indefinite life intangible assets acquired and software acquired or
internally developed by the Corporation and its subsidiaries. Finite life intangible assets include the value of
software, some customer contracts, distribution channels, distribution contracts, deferred selling commissions,
property leases and technology. Finite life intangible assets are tested for impairment whenever events or
changes in circumstances indicate that the carrying value may not be recoverable. Intangible assets with finite
lives are amortized on a straight‐line basis over their estimated useful lives, not exceeding a period of 30 years.
Commissions paid by IGM on the sale of certain mutual funds are deferred and amortized over their estimated
useful lives, not exceeding a period of seven years. Commissions paid on the sale of deposits are deferred and
amortized over their estimated useful lives, not exceeding a period of five years. When a client redeems units in
mutual funds that are subject to a deferred sales charge, a redemption fee is paid by the client and is recorded as
revenue by IGM. Any unamortized deferred selling commission asset on the initial sale of these mutual fund units
is recorded as a disposal. IGM regularly reviews the carrying value of deferred selling commissions with respect
to any events or circumstances that indicate impairment. Among the tests performed by IGM to assess
recoverability is the comparison of the future economic benefits derived from the deferred selling commission
asset in relation to its carrying value.
Indefinite life intangible assets include brands and trademarks, some customer contracts, the shareholders’
portion of acquired future participating account profits, trade names and mutual fund management contracts.
Amounts are classified as indefinite life intangible assets when based on an analysis of all the relevant factors,
and when there is no foreseeable limit to the period over which the asset is expected to generate net cash inflows
for the Corporation. The identification of indefinite life intangible assets is made by reference to relevant factors
such as product life cycles, potential obsolescence, industry stability and competitive position.
Goodwill and indefinite life intangible assets are tested for impairment annually or more frequently if events
indicate that impairment may have occurred. Intangible assets that were previously impaired are reviewed at
each reporting date for evidence of reversal. In the event that certain conditions have been met, the Corporation
would be required to reverse the impairment charge or a portion thereof.
Goodwill has been allocated to groups of cash generating units (CGU), representing the lowest level in which
goodwill is monitored for internal reporting purposes. Goodwill is tested for impairment by comparing the
carrying value of the groups of CGU to the recoverable amount to which the goodwill has been allocated.
Intangible assets are tested for impairment by comparing the asset’s carrying amount to its recoverable amount.
An impairment loss is recognized for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of the asset’s fair value less cost to sell or value in use, which is
calculated using the present value of estimated future cash flows expected to be generated.

SEGREGATED FUNDS
Segregated fund assets and liabilities arise from contracts where all financial risks associated with the related
assets are borne by policyholders and are presented separately in the balance sheets at fair value. Investment
income and changes in fair value of the segregated fund assets are offset by a corresponding change in the
segregated fund liabilities.
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INSURANCE AND INVESTMENT CONTRACT LIABILITIES
Contract classification Lifeco’s products are classified at contract inception, for accounting purposes, as
insurance contracts or investment contracts, depending on the existence of significant insurance risk. Significant
insurance risk exists when Lifeco agrees to compensate policyholders or beneficiaries of the contract for
specified uncertain future events that adversely affect the policyholder and whose amount and timing is
unknown.

POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

When significant insurance risk exists, the contract is accounted for as an insurance contract in accordance with
IFRS 4, Insurance Contracts (IFRS 4). Refer to Note 21 for a discussion of insurance risk.
In the absence of significant insurance risk, the contract is classified as an investment or service contract.
Investment contracts with discretionary participating features are accounted for in accordance with IFRS 4 and
investment contracts without discretionary participating features are accounted for in accordance with IAS 39,
Financial Instruments: Recognition and Measurement. Lifeco has not classified any contracts as investment
contracts with discretionary participating features.
Investment contracts may be reclassified as insurance contracts after inception if insurance risk becomes
significant. A contract that is classified as an insurance contract at contract inception remains as such until all
rights and obligations under the contract are extinguished or expire.
Investment contracts are contracts that carry financial risk, which is the risk of a possible future change in one or
more of the following: interest rate, commodity price, foreign exchange rate, or credit rating. Refer to Note 21 for
a discussion on risk management.
Measurement Insurance contract liabilities represent the amounts required, in addition to future premiums
and investment income, to provide for future benefit payments, policyholder dividends, commission and policy
administrative expenses for all insurance and annuity policies in force with Lifeco. The Appointed Actuaries of
Lifeco’s subsidiary companies are responsible for determining the amount of the liabilities to make appropriate
provisions for Lifeco’s obligations to policyholders. The Appointed Actuaries determine the liabilities for
insurance contracts and investment contracts using generally accepted actuarial practices, according to the
standards established by the Canadian Institute of Actuaries. The valuation uses the Canadian Asset Liability
Method (CALM). This method involves the projection of future events in order to determine the amount of assets
that must be set aside currently to provide for all future obligations and involves a significant amount of
judgment.
Insurance contract liabilities are computed with the result that benefits and expenses are matched with premium
income. Under fair value accounting, movement in the fair value of the supporting assets is a major factor in the
movement of insurance contract liabilities. Changes in the fair value of assets are largely offset by corresponding
changes in the fair value of liabilities.
Investment contract liabilities are measured at fair value through profit and loss, except for certain annuity
products measured at amortized cost.

DEFERRED INCOME RESERVES
Included in other liabilities are deferred income reserves relating to investment contract liabilities. Deferred
income reserves are amortized on a straight‐line basis to recognize the initial policy fees over the policy term, not
to exceed 20 years.
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POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

POLICYHOLDER BENEFITS
Policyholder benefits include benefits and claims on life insurance contracts, maturity payments, annuity
payments and surrenders. Gross benefits and claims for life insurance contracts include the cost of all claims
arising during the year and settlement of claims. Death claims and surrenders are recorded on the basis of
notifications received. Maturities and annuity payments are recorded when due.

FINANCIAL LIABILITIES
Financial liabilities, other than insurance and investment contract liabilities, are classified as other liabilities.
Debentures and debt instruments, capital trust securities and other liabilities are initially recorded on the
balance sheets at fair value and subsequently carried at amortized cost using the effective interest rate method
with amortization expense recorded in the statements of earnings.

EQUITY
Financial instruments issued by the Corporation are classified as stated capital if they represent a residual
interest in the assets of the Corporation. Non‐participating shares are classified as equity if they are non‐
redeemable, or retractable only at the Corporation’s option and any dividends are discretionary. Incremental
costs that are directly attributable to the issue of share capital are recognized as a deduction from equity, net of
income tax.
Reserves are composed of share‐based compensation and other comprehensive income. Share‐based
compensation represents the vesting of share options less share options exercised.
Other comprehensive income represents the total of the unrealized foreign exchange gains (losses) on translation
of foreign operations, the unrealized gains (losses) on available‐for‐sale assets, the unrealized gains (losses) on
cash flow hedges, and the share of other comprehensive income of jointly controlled corporations and associates.
Non‐controlling interest represents the proportion of equity that is attributable to minority shareholders.

SHARE‐BASED PAYMENTS
The fair value‐based method of accounting is used for the valuation of compensation expense for options granted
to employees. Compensation expense is recognized as an increase to operating and administrative expenses in
the statements of earnings over the period that the stock options vest, with a corresponding increase in share‐
based compensation reserves. When the stock options are exercised, the proceeds, together with the amount
recorded in share‐based compensation reserves, are added to the stated capital of the entity issuing the
corresponding shares.
Lifeco follows the liability method of accounting for share‐based awards issued by its subsidiaries Putnam and
PanAgora Asset Management, Inc. Compensation expense is recognized as an increase to operating expenses in
the statements of earnings and a liability is recognized on the balance sheets over the vesting period of the share‐
based awards. The liability is remeasured at fair value at each reporting period with the change in the liability
recorded in operating expense and is settled in cash when the shares are purchased from employees.

REPURCHASE AGREEMENTS
Lifeco enters into repurchase agreements with third‐party broker‐dealers in which Lifeco sells securities and
agrees to repurchase substantially similar securities at a specified date and price. As substantially all of the risks
and rewards of ownership of assets are retained, Lifeco does not derecognize the assets. Such agreements are
accounted for as investment financings.
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DERIVATIVE FINANCIAL INSTRUMENTS
The Corporation and its subsidiaries use derivative products as risk management instruments to hedge or
manage asset, liability and capital positions, including revenues. The Corporation’s policy guidelines prohibit the
use of derivative instruments for speculative trading purposes.
All derivatives are recorded at fair value on the balance sheets. The method of recognizing unrealized and
realized fair value gains and losses depends on whether the derivatives are designated as hedging instruments.
For derivatives that are not designated as hedging instruments, unrealized and realized gains and losses are
recorded in net investment income on the statements of earnings. For derivatives designated as hedging
instruments, unrealized and realized gains and losses are recognized according to the nature of the hedged item.

POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Derivatives are valued using market transactions and other market evidence whenever possible, including
market‐based inputs to models, broker or dealer quotations or alternative pricing sources with reasonable levels
of price transparency. When models are used, the selection of a particular model to value a derivative depends on
the contractual terms of, and specific risks inherent in the instrument, as well as the availability of pricing
information in the market. The Corporation generally uses similar models to value similar instruments. Valuation
models require a variety of inputs, including contractual terms, market prices and rates, yield curves, credit
curves, measures of volatility, prepayment rates and correlations of such inputs.
To qualify for hedge accounting, the relationship between the hedged item and the hedging instrument must
meet several strict conditions on documentation, probability of occurrence, hedge effectiveness and reliability of
measurement. If these conditions are not met, then the relationship does not qualify for hedge accounting
treatment and both the hedged item and the hedging instrument are reported independently, as if there was no
hedging relationship.
Where a hedging relationship exists, the Corporation documents all relationships between hedging instruments
and hedged items, as well as its risk management objectives and strategy for undertaking various hedge
transactions. This process includes linking derivatives that are used in hedging transactions to specific assets and
liabilities on the balance sheets or to specific firm commitments or forecasted transactions. The Corporation also
assesses, both at the hedge’s inception and on an ongoing basis, whether derivatives that are used in hedging
transactions are effective in offsetting changes in fair values or cash flows of hedged items. Hedge effectiveness is
reviewed quarterly through correlation testing.
Fair value hedges For fair value hedges, changes in fair value of both the hedging instrument and the hedged
item are recorded in net investment income and consequently any ineffective portion of the hedge is recorded
immediately in net investment income.
Cash flow hedges For cash flow hedges, the effective portion of the changes in fair value of the hedging
instrument is recorded in the same manner as the hedged item in either net investment income or other
comprehensive income, while the ineffective portion is recognized immediately in net investment income. Gains
and losses on cash flow hedges that accumulate in other comprehensive income are recorded in net investment
income in the same period the hedged item affects net earnings. Gains and losses on cash flow hedges are
immediately reclassified from other comprehensive income to net investment income if and when it is probable
that a forecasted transaction is no longer expected to occur.
Net investment hedges Foreign exchange forward contracts may be used to hedge net investment in foreign
operations. Changes in the fair value of these hedges are recorded in other comprehensive income. Hedge
accounting is discontinued when the hedging no longer qualifies for hedge accounting.
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POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

EMBEDDED DERIVATIVES
An embedded derivative is a component of a host contract that modifies the cash flows of the host contract in a
manner similar to a derivative, according to a specified interest rate, financial instrument price, foreign exchange
rate, underlying index or other variable. Embedded derivatives are treated as separate contracts and are
recorded at fair value if their economic characteristics and risks are not closely related to those of the host
contract and the host contract is not itself recorded at fair value through the statement of earnings. Embedded
derivatives that meet the definition of an insurance contract are accounted for and measured as an insurance
contract.

FOREIGN CURRENCY TRANSLATION
The Corporation and its subsidiaries operate with multiple functional currencies. The Corporation’s financial
statements are prepared in Canadian dollars, which is the functional and presentation currency of the
Corporation.
For the purpose of presenting financial statements, assets and liabilities are translated into Canadian dollars at
the rate of exchange prevailing at the balance sheet dates and all income and expenses are translated at an
average of daily rates. Unrealized foreign currency translation gains and losses on the Corporation’s net
investments in its foreign operations and jointly controlled corporations and associates are presented separately
as a component of other comprehensive income. Unrealized gains and losses are recognized in earnings when
there has been a disposal of a foreign operation or jointly controlled corporations and associates.
All other assets and liabilities denominated in foreign currencies are translated into each entity’s functional
currency at exchange rates prevailing at the balance sheet dates for monetary items and at exchange rates
prevailing at the transaction dates for non‐monetary items. Realized and unrealized exchange gains and losses
are included in net investment income and are not material to the financial statements of the Corporation.

PENSION PLANS AND OTHER POST‐EMPLOYMENT BENEFITS
The Corporation and its subsidiaries maintain defined benefit pension plans as well as defined contribution
pension plans for eligible employees and advisors.
The plans provide pension based on length of service and final average earnings. The benefit obligation is
actuarially determined and accrued using the projected benefit method pro‐rated on service. Pension expense
consists of the aggregate of the actuarially computed cost of pension benefits provided in respect of the current
year’s service, and imputed interest on the accrued benefit obligation, less expected returns on plan assets, which
are valued at market value. Past service costs are amortized on a straight‐line basis over the average period until
the benefits become vested. Vested past service costs are recognized immediately in pension expense. For the
defined benefit plans, actuarial gains and losses are amortized into the statements of earnings using the straight‐
line method over the average remaining working life of employees covered by the plan to the extent that the net
cumulative unrecognized actuarial gains and losses at the end of the previous reporting period exceed corridor
limits. The corridor is defined as ten per cent of the greater of the present value of the defined benefit obligation
or the fair value of plan assets. The amortization charge is reassessed at the beginning of each year. The cost of
pension benefits is charged to earnings using the projected benefit method pro‐rated on services.
The Corporation and its subsidiaries also have unfunded supplementary pension plans for certain employees.
Pension expense related to current services is charged to earnings in the period during which the services are
rendered.
In addition, the Corporation and its subsidiaries provide certain post‐employment healthcare, dental, and life
insurance benefits to eligible retirees, employees and advisors. The current cost of post‐employment health,
dental and life benefits is charged to earnings using the projected unit credit method pro‐rated on services.
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FUNDS HELD BY CEDING INSURERS / FUNDS HELD UNDER REINSURANCE CONTRACTS
Under certain forms of reinsurance contracts, it is customary for the ceding insurer to retain possession of the
assets supporting the liabilities ceded. Lifeco records an amount receivable from the ceding insurer or payable to
the reinsurer representing the premium due. Investment revenue on these funds withheld is credited by the
ceding insurer.

POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

INCOME TAXES
The income tax expense for the period represents the sum of current income tax and deferred income tax. Income
tax is recognized as an expense or income in profit or loss except to the extent that it relates to items that are
recognized outside profit or loss (whether in other comprehensive income or directly in equity), in which case
the income tax is also recognized outside profit or loss.
Current income tax Current income tax is based on taxable income for the year. Current tax liabilities (assets)
for the current and prior periods are measured at the amount expected to be paid to (recovered from) the
taxation authorities using the rates that have been enacted or substantively enacted at the balance sheet date.
Current tax assets and current income tax liabilities are offset, if a legally enforceable right exists to offset the
recognized amounts and the entity intends either to settle on a net basis, or to realize the assets and settle the
liability simultaneously.
Deferred income tax Deferred income tax is the tax expected to be payable or recoverable on tax loss carry
forwards and on differences arising between the carrying amounts of assets and liabilities in the financial
statements and the corresponding bases used in the computation of taxable income and is accounted for using
the balance sheet liability method. Deferred tax liabilities are generally recognized for all taxable temporary
differences and deferred tax assets are recognized to the extent that it is probable that taxable profits will be
available against which deductible temporary differences can be utilized. Such assets and liabilities are not
recognized if the temporary difference arises from the initial recognition of an asset or liability in a transaction
other than a business combination that at the time of the transaction affects neither accounting nor taxable profit
or loss.
Deferred tax assets and liabilities are measured at the tax rates expected to apply in the year when the asset is
realized or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively
enacted at the balance sheet date. Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable
right exists to net current tax assets against current income tax liabilities and the deferred income taxes relate to
the same taxable entity and the same taxation authority.
The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that
it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset
to be utilized. Unrecognized deferred tax assets are reassessed at each balance sheet date and are recognized to
the extent that it has become probable that future taxable profit will allow the deferred tax asset to be recovered.
Deferred tax liabilities are recognized for taxable temporary differences arising on investments in the
subsidiaries and jointly controlled corporations and associates, except where the group controls the timing of the
reversal of the temporary difference and it is probable that the temporary differences will not reverse in the
foreseeable future.
Under the balance sheet liability method, a provision for tax uncertainties which meet the probable threshold for
recognition is measured. Measurement of the provision is based on the probability weighted average approach.
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POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

LEASES
Leases that do not transfer substantially all the risks and rewards of ownership are classified as operating leases.
Payments made under operating leases, where the Corporation is the lessee, are charged to net earnings over the
period of use.
Where the Corporation is the lessor under an operating lease for its investment property, the assets subject to the
lease arrangement are presented within the balance sheets. Income from these leases is recognized in the
statements of earnings on a straight‐line basis over the lease term.

EARNINGS PER SHARE
Basic earnings per share is determined by dividing net earnings available to participating shareholders by the
weighted average number of participating shares outstanding for the year. Diluted earnings per share is
determined using the same method as basic earnings per share, except that the weighted average number of
participating shares outstanding includes the potential dilutive effect of outstanding stock options granted by the
Corporation and its subsidiaries, as determined by the treasury stock method.

FUTURE ACCOUNTING CHANGES
The Corporation continuously monitors the potential changes proposed by the International Accounting
Standards Board (IASB) and analyzes the effect that changes in the standards may have on the Corporation’s
consolidated financial statements when they become effective.
Effective for the Corporation in 2013
IAS 19 – Employee Benefits Effective on January 1, 2013, the Corporation will adopt the amended IAS 19,
Employee Benefits. The amended IAS 19 includes requirements for the measurement, presentation and disclosure
for defined benefit plans. Amendments include:
 The elimination of the deferral and amortization approach (corridor approach) for recognizing actuarial gains
and losses in net earnings. Actuarial gains and losses will be recognized in other comprehensive income.
Actuarial gains and losses recognized in other comprehensive income will not be reclassified to net earnings
in subsequent periods.
 The elimination of the concept of an expected return on assets (EROA). Amended IAS 19 requires the use of
the discount rate in the place of EROA in the determination of the net interest component of the pension
expense. This discount rate is determined by reference to market yields at the end of the reporting period on
high‐quality corporate bonds.
 Changes in the recognition of past service costs. Past service costs resulting from plan amendments or
curtailments will be recognized in net earnings in the period in which the plan amendments or curtailments
occur, without regard to vesting.
In accordance with the transitional provisions in IAS 19, this change in IFRS will be applied retroactively and is
anticipated to decrease equity by approximately $600 million at January 1, 2012 (decrease of $350 million in
shareholders’ equity, and $250 million in non‐controlling interests) with an additional decrease to equity by
approximately $300 million at January 1, 2013 (decrease of $170 million in shareholders’ equity and
$130 million in non‐controlling interest). Furthermore, the effect of applying this standard retroactively will
decrease earnings before tax by approximately $22 million for the year ended December 31, 2012.
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IFRS 10 – Consolidated Financial Statements Effective for the Corporation on January 1, 2013, IFRS 10,
Consolidated Financial Statements uses consolidation principles based on a revised definition of control. The
definition of control is dependent on the power of the investor to direct the activities of the investee, the ability of
the investor to derive variable returns from its holdings in the investee, and a direct link between the power to
direct activities and receive benefits.
The IASB issued amendments to IFRS 10 and IFRS 12 in October 2012 that introduced an exception from
consolidation for the controlled entities of investment entities. Lifeco continues to review the financial reporting
of the segregated funds for the risk of policy holders presented within Lifeco’s financial statements to determine
whether it would be different than the current reporting under IFRS.

POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

IFRS 11 – Joint Arrangements Effective for the Corporation on January 1, 2013, IFRS 11, Joint Arrangements
separates jointly controlled entities between joint operations and joint ventures. The standard eliminates the
option of using proportionate consolidation in accounting for interests in joint ventures, requiring an entity to
use the equity method of accounting. The standard is not expected to have a significant impact on the
Corporation’s financial position or results of operations.
IFRS 12 – Disclosure of Interest in Other Entities Effective for the Corporation on January 1, 2013, IFRS 12,
Disclosure of Interest in Other Entities proposes new disclosure requirements for the interest an entity has in
subsidiaries, joint arrangements, associates, and structured entities. The standard requires enhanced disclosure,
including how control was determined and any restrictions that might exist on consolidated assets and liabilities
presented within the financial statements. The standard is expected to result in additional disclosures.
IFRS 13 – Fair Value Measurement Effective for the Corporation on January 1, 2013, IFRS 13, Fair Value
Measurement provides guidance to increase consistency and comparability in fair value measurements and
related disclosures through a “fair value hierarchy”. The hierarchy categorizes the inputs used in valuation
techniques into three levels. The hierarchy gives the highest priority to (unadjusted) quoted prices in active
markets for identical assets or liabilities and the lowest priority to unobservable inputs.
This standard relates primarily to disclosure and will not impact the financial results of the Corporation.
IAS 1 – Presentation of Financial Statements Effective for the Corporation on January 1, 2013, IAS 1,
Presentation of Financial Statements includes requirements that other comprehensive income be classified by
nature and grouped between those items that will be classified subsequently to profit or loss (when specific
conditions are met) and those that will not be reclassified.
This revised standard relates only to presentation and will not impact the financial results of the Corporation.
IFRS 7 – Financial Instruments: Disclosure Effective for the Corporation on January 1, 2013, the IASB issued
amendments to IFRS 7 regarding disclosure of offsetting financial assets and financial liabilities. The amendments
will allow users of financial statements to improve their understanding of transfer transactions of financial assets
(for example, securitizations), including understanding the possible effects of any risks that may remain with the
entity that transferred the assets. The amendments also require additional disclosures if a disproportionate
amount of transfer transactions are undertaken near the end of a reporting period.
This revised standard relates only to disclosure and will not impact the financial results of the Corporation.
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POWER CORPORATION OF CANADA

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Effective for the Corporation subsequent to 2013
IFRS 4 – Insurance Contracts The IASB issued an exposure draft proposing changes to the accounting standard
for insurance contracts in July 2010. The proposal would require an insurer to measure insurance liabilities using
a model focusing on the amount, timing, and uncertainty of future cash flows associated with fulfilling its
insurance contracts. This is vastly different from the connection between insurance assets and liabilities
considered under the Canadian Asset Liability Method (CALM) and may cause significant volatility in the results
of Lifeco. The exposure draft also proposes changes to the presentation and disclosure within the financial
statements.
Since the release of the exposure draft, there have been discussions within the insurance industry and between
accounting standards setters globally recommending significant changes to the 2010 exposure draft. At this time
no new standard has been either re‐exposed or released.
Lifeco will continue to measure insurance contract liabilities using the Canadian Asset Liability Method until such
time when a new IFRS for insurance contract measurement is issued. A final standard is not expected to be
implemented for several years; Lifeco continues to actively monitor developments in this area.
IFRS 9 – Financial Instruments Effective for the Corporation on January 1, 2015, IFRS 9, Financial Instruments
requires all financial assets to be classified on initial recognition at amortized cost or fair value while eliminating
the existing categories of available for sale, held to maturity, and loans and receivables.
The new standard also requires:
 embedded derivatives to be assessed for classification together with their financial asset host;
 an expected loss impairment method be used for financial assets; and
 amendments to the criteria for hedge accounting and measuring effectiveness.
The full impact of IFRS 9 on the Corporation will be evaluated after the remaining stages of the IASB’s project to
replace IAS 39, Financial Instruments: Recognition and Measurement – impairment methodology, hedge
accounting, and asset and liability offsetting – are finalized. The current timetable for adoption of IFRS 9,
Financial Instruments is for the annual period beginning January 1, 2015; however, the Corporation continues to
monitor this standard in conjunction with developments to IFRS 4.
IAS 32 – Financial Instruments: Presentation Effective for the Corporation on January 1, 2014, IAS 32,
Financial Instruments: Presentation clarifies the existing requirements for offsetting financial assets and financial
liabilities.
The Corporation is evaluating the impact this standard will have on the presentation of its financial statements.
Exposure drafts not yet effective
IAS 17 – Leases The IASB issued an exposure draft proposing a new accounting model for leases where both
lessees and lessors would record the assets and liabilities on the balance sheet at the present value of the lease
payments arising from all lease contracts. The new classification would be the right‐of‐use model, replacing the
operating and finance lease accounting models that currently exist.
The full impact of adoption of the proposed changes will be determined once the final leases standard is issued.
IAS 18 – Revenue The IASB issued a second exposure draft in November 2011 which proposed a single revenue
recognition standard to align the financial reporting of revenue from contracts with customers and related costs.
A company would recognize revenue when it transfers goods or services to a customer in the amount of the
consideration the company expects to receive from the customer.
The full impact of adoption of the proposed changes will be determined once the final revenue recognition
standard is issued, which is targeted for release in 2013.
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December 31, 2012

December 31, 2011

Cash
Cash equivalents

1,331
2,209

952
2,789

Cash and cash equivalents

3,540

3,741

At December 31, 2012 cash of $94 million was restricted for use by the subsidiaries ($58 million at
December 31, 2011).

POWER CORPORATION OF CANADA

NOTE 3 CASH AND CASH EQUIVALENTS

NOTE 4 INVESTMENTS

CARRYING VALUES AND FAIR VALUES
Carrying values and estimated fair values of investments are as follows:
December 31, 2012

December 31, 2011

Carrying value

Fair value

Carrying value

Fair value

62,963
2,113
7,898
10,934

62,963
2,113
7,898
12,438

60,141
1,853
7,448
9,744

60,141
1,853
7,448
10,785

83,908

85,412

79,186

80,227

22,571
249

23,810
249

21,249
292

22,537
292

Bonds
Designated as fair value through profit or loss(1)
Classified as fair value through profit or loss(1)
Available for sale
Loans and receivables
Mortgages and other loans
Loans and receivables
Designated as fair value through profit or loss(1)

22,820

24,059

21,541

22,829

Shares
Designated as fair value through profit or loss(1)
Available for sale

5,994
2,383

5,994
2,383

5,502
2,374

5,502
2,374

Investment properties
Loans to policyholders

8,377
3,525
7,082

8,377
3,525
7,082

7,876
3,201
7,162

7,876
3,201
7,162

125,712

128,455

118,966

121,295

(1)

Investments can be categorized as fair value through profit or loss in two ways: designated as fair value through profit or loss at the
option of management, or classified as fair value through profit or loss if they are actively traded for the purpose of earning investment
income.

BONDS AND MORTGAGES
Carrying value of bonds and mortgages due over the current and non‐current term are as follows:
Carrying value
Term to maturity
December 31, 2012

Bonds
Mortgage loans
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1 year or less

1‐5 years

Over 5 years

Total

8,548
2,057

17,223
10,069

57,744
10,424

83,515
22,550

10,605

27,292

68,168

106,065
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NOTE 4 INVESTMENTS (CONTINUED)
Carrying value
Term to maturity
December 31, 2011

1 year or less

1‐5 years

Over 5 years

Total

7,823
2,042

17,681
8,916

53,367
10,272

78,871
21,230

9,865

26,597

63,639

100,101

Bonds
Mortgage loans

The above table excludes the carrying value of impaired bonds and mortgages, as the ultimate timing of
collectability is uncertain.

IMPAIRED INVESTMENTS, ALLOWANCE FOR CREDIT LOSSES, INVESTMENTS WITH RESTRUCTURED TERMS
Carrying amount of impaired investments
December 31, 2012

December 31, 2011

Impaired amounts by type
Fair value through profit or loss
Available for sale
Loans and receivables

365
27
41

290
51
36

Total

433

377

The allowance for credit losses and changes in the allowance for credit losses related to investments classified as
loans and receivables are as follows:
2012

2011

Balance, beginning of year
Net provision (recovery) for credit losses
Write‐offs, net of recoveries
Other (including foreign exchange rate changes)

37
(9)
(5)
(1)

68
(13)
(15)
(3)

Balance, end of year

22

37

The allowance for credit losses is supplemented by the provision for future credit losses included in insurance
contract liabilities.

NET INVESTMENT INCOME
2012

Regular net investment income:
Investment income earned
Net realized gains (losses) (available for sale)
Net realized gains (losses)
(other classifications)
Net recovery (provision) for credit losses
(loans and receivables)
Other income (expenses)
Changes in fair value on fair value through profit
or loss assets:
Net realized/unrealized gains (losses)
(classified fair value through profit or loss)
Net realized/unrealized gains (losses)
(designated fair value through profit or loss)
Net investment income
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Bonds

Mortgage
and other
loans

3,708
124

947
–

10

46

1
–

Investment
properties

Other

Total

255
–

533
4

5,688
123

2

–

1

59

8
(12)

–
(21)

–
(63)

–
(56)

9
(152)

3,843

989

221

192

482

5,727

22

5

–

–

2

29

2,196

–

389

104

(68)

2,621

2,218

5

389

104

(66)

2,650

6,061

994

610

296

416

8,377

Shares

245
(5)
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2011

Regular net investment income:
Investment income earned
Net realized gains (losses) (available for sale)
Net realized gains (losses)
(other classifications)
Net recovery (provision) for credit losses
(loans and receivables)
Other income (expenses)
Changes in fair value on fair value through profit
or loss assets:
Net realized/unrealized gains (losses)
(classified fair value through profit or loss)
Net realized/unrealized gains (losses)
(designated fair value through profit or loss)
Net investment income

Bonds

Mortgage
and other
loans

Shares

Investment
properties

Other

Total

3,793
119

941
–

203
78

254
–

396
5

5,587
202

11

33

–

–

–

44

20
–

(7)
(2)

–
(11)

–
(65)

–
(48)

13
(126)

3,943

965

270

189

353

5,720

74

–

–

–

–

74

58

4,080

4,166

(7)

(280)

143

4,240

(7)

(280)

143

58

4,154

8,183

958

(10)

332

411

9,874

POWER CORPORATION OF CANADA

NOTE 4 INVESTMENTS (CONTINUED)

Investment income earned comprises income from investments that are classified as available for sale, loans and
receivables and classified or designated as fair value through profit or loss. Investment income from bonds and
mortgages and other loans includes interest income and premium and discount amortization. Income from
shares includes dividends and distributions. Investment properties income includes rental income earned on
investment properties, ground rent income earned on leased and sub‐leased land, fee recoveries, lease
cancellation income, and interest and other investment income earned on investment properties.

INVESTMENT PROPERTIES
The carrying value of investment properties and changes in the carrying value of investment properties are as
follows:
2012

2011

Balance, beginning of year
Additions
Change in fair value through profit or loss
Disposals
Foreign exchange rate changes

3,201
166
104
–
54

2,957
161
143
(99)
39

Balance, end of year

3,525

3,201

TRANSFERRED FINANCIAL ASSETS
Lifeco engages in securities lending to generate additional income. Lifeco’s securities custodians are used as
lending agents. Collateral, which exceeds the market value of the loaned securities, is deposited by the borrower
with Lifeco’s lending agent and maintained by the lending agent until the underlying security has been returned.
The market value of the loaned securities is monitored on a daily basis by the lending agent, who obtains or
refunds additional collateral as the fair value of the loaned securities fluctuates. Included in the collateral
deposited with Lifeco’s lending agent is cash collateral of $141 million as at December 31, 2012. In addition, the
securities lending agent indemnifies Lifeco against borrower risk, meaning that the lending agent agrees
contractually to replace securities not returned due to a borrower default. As at December 31, 2012, Lifeco had
loaned securities (which are included in invested assets) with a market value of $5,930 million.
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POWER CORPORATION OF CANADA

NOTE 5 FUNDS HELD BY CEDING INSURERS

Included in funds held by ceding insurers of $10,537 million at December 31, 2012 ($9,923 million at
December 31, 2011) is an agreement with Standard Life Assurance Limited (Standard Life). During 2008, Canada
Life International Re Limited (CLIRE), Lifeco’s indirect wholly owned Irish reinsurance subsidiary, signed an
agreement with Standard Life, a U.K.‐based provider of life, pension and investment products, to assume by way
of indemnity reinsurance a large block of payout annuities. Under the agreement, CLIRE is required to put
amounts on deposit with Standard Life and CLIRE has assumed the credit risk on the portfolio of assets included
in the amounts on deposit. These amounts on deposit are included in funds held by ceding insurers on the
balance sheets. Income and expenses arising from the agreement are included in net investment income on the
statements of earnings.
At December 31, 2012 CLIRE had amounts on deposit of $9,951 million ($9,411 million at December 31, 2011).
The details of the funds on deposit and related credit risk on the funds are as follows:
Carrying values and estimated fair values:
December 31, 2012

Cash and cash equivalents
Bonds
Other assets
Supporting:
Reinsurance liabilities
Surplus

December 31, 2011

Carrying value

Fair value

Carrying value

Fair value

120
9,655
176

120
9,655
176

49
9,182
180

49
9,182
180

9,951

9,951

9,411

9,411

9,406
545

9,406
545

9,082
329

9,082
329

9,951

9,951

9,411

9,411

The following table provides details of the carrying value of bonds included in the funds on deposit by industry
sector:
December 31,
2012

December 31,
2011

Bonds issued or guaranteed by:
Canadian federal government
Provincial, state and municipal governments
U.S. treasury and other U.S. agencies
Other foreign governments
Government‐related
Supranationals
Asset‐backed securities
Residential mortgage‐backed securities
Banks
Other financial institutions
Basic materials
Communications
Consumer products
Industrial products/services
Natural resources
Real estate
Transportation
Utilities
Miscellaneous

71
16
16
2,455
443
172
258
87
2,070
1,007
58
224
617
31
320
475
145
1,119
71

–
88
–
3,074
369
128
242
73
1,807
747
21
239
404
26
220
381
117
1,135
111

Total bonds

9,655

9,182
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The following table provides details of the carrying value of bonds by asset quality:
December 31,
2012

December 31,
2011

AAA
AA
A
BBB
BB and lower

3,103
2,183
3,539
507
323

3,520
1,819
3,116
468
259

Total bonds

9,655

9,182

Bond portfolio quality

POWER CORPORATION OF CANADA

NOTE 5 FUNDS HELD BY CEDING INSURERS (CONTINUED)

NOTE 6 INVESTMENTS IN JOINTLY CONTROLLED CORPORATIONS AND ASSOCIATES

Investments in jointly controlled corporations and associates is composed principally of Power Financial’s 50%
interest in Parjointco. As at December 31, 2012, Parjointco held a 55.6% equity interest in Pargesa (56.5% as at
December 31, 2011).
Pargesa’s financial information as at December 31, 2012 can be obtained in its publicly available information.
Carrying value of the investments in jointly controlled corporations and associates is as follows:
2012

2011

Carrying value, beginning of year
Purchase of investments
Share of earnings (losses)
Share of other comprehensive income (loss)
Dividends
Impairment
Other

2,341
59
134
(100)
(70)
(28)
(43)

2,565
3
(20)
(221)
(5)
–
19

Carrying value, end of year

2,293

2,341

During 2012, Pargesa recorded an impairment charge on its investment in GDF Suez. The Corporation’s net share
of this charge was $48 million. Also, in 2012, Square Victoria Communications Group Inc., a wholly owned
subsidiary of the Corporation, recorded an impairment charge for an amount of $28 million on its investment in a
jointly controlled corporation.
During 2011, Pargesa recorded an impairment charge on its investment in Lafarge SA. An impairment test was
performed as Lafarge’s share price has persistently been at a level significantly below its carrying value. In 2011,
the test was renewed in a weakened economic environment, and led to determining a value in use below the
existing carrying value. The impairment recorded results in a reduction of the carrying value of Lafarge. The
Corporation’s share of this charge was $133 million.
The fair value of the Corporation’s indirect interest in Pargesa is approximately $2,300 million as at December
31, 2012. The carrying value of the investment in Pargesa, adjusted for investment revaluation reserve, is
$1,700 million.
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POWER CORPORATION OF CANADA

NOTE 7 OWNER‐OCCUPIED PROPERTIES AND CAPITAL ASSETS

The carrying value of owner‐occupied properties and capital assets and the changes in the carrying value of
owner‐occupied properties and capital assets are as follows:
December 31, 2012
Owner‐occupied
properties

December 31, 2011

Capital
assets

Owner‐occupied
properties

Capital
assets

Cost, beginning of year
Additions
Disposal
Change in foreign exchange rates

663
37
(9)
(3)

1,163
134
(33)
–

604
56
(1)
4

1,111
87
(18)
(17)

Cost, end of year

688

1,264

663

1,163

Accumulated amortization, beginning of year
Amortization
Disposal
Change in foreign exchange rates

(98)
(9)
6
–

(823)
(66)
24
(3)

(93)
(5)
–
–

(791)
(63)
13
18

(101)

(868)

(98)

(823)

587

396

565

340

Accumulated amortization, end of year
Carrying value, end of year

The following table provides details of the carrying value of owner‐occupied properties and capital assets by
geographic location:
December 31, 2012

December 31, 2011

749
204
30

702
176
27

983

905

December 31, 2012

December 31, 2011

1,370
1,100
206
484
541
313
130
501
852

1,154
1,109
183
422
529
207
135
457
563

5,497

4,759

Canada
United States
Europe

NOTE 8 OTHER ASSETS
Accounts receivable
Interest due and accrued
Income taxes receivable
Premiums in course of collection
Deferred acquisition costs
Trading account assets
Prepaid expenses
Accrued benefit asset [Note 24]
Other

It is expected that $4,357 million of other assets will be realized within 12 months from the reporting date.
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Changes in deferred acquisition costs for investment contracts are as follows:
2012

2011

Balance, beginning of year
Additions
Amortization
Foreign exchange
Disposals

529
120
(69)
9
(48)

508
123
(71)
6
(37)

Balance, end of year

541

529

POWER CORPORATION OF CANADA

NOTE 8 OTHER ASSETS (CONTINUED)

NOTE 9 GOODWILL AND INTANGIBLE ASSETS

GOODWILL
The carrying value of the goodwill and changes in the carrying value of the goodwill are as follows:
December 31, 2012
Cost

Accumulated
impairment

Carrying
value

December 31, 2011
Cost

Accumulated
impairment

Carrying
value

Balance, beginning of year
Additions
Impairment
Change in foreign exchange rates
Other

9,758
27
–
(31)
(107)

(930)
–
(6)
27
–

8,828
27
(6)
(4)
(107)

9,662
–
–
31
65

(903)
–
–
(27)
–

8,759
–
–
4
65

Balance, end of year

9,647

(909)

8,738

9,758

(930)

8,828

INTANGIBLE ASSETS
The carrying value of the intangible assets and changes in the carrying value of the intangible assets are as
follows:
Indefinite life intangible assets

Brands and
trademarks

December 31, 2012

Customer
contract‐related

Shareholder
portion of
acquired future
participating
account profit

Trade names

Mutual fund
management
contracts

Total

Cost, beginning of year
Change in foreign exchange rates

726
(9)

2,321
(57)

354
–

353
–

740
–

4,494
(66)

Cost, end of year

717

2,264

354

353

740

4,428

Accumulated impairment, beginning of year
Impairment
Change in foreign exchange rates and other

(94)
–
3

(825)
–
23

–
–
–

–
(30)
2

–
–
–

(919)
(30)
28

Accumulated impairment, end of year
Carrying value, end of year

(91)
626

(802)
1,462

–
354

(28)
325

–
740

(921)
3,507
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POWER CORPORATION OF CANADA

NOTE 9 GOODWILL AND INTANGIBLE ASSETS (CONTINUED)

Brands and
trademarks

Customer
contract‐related

Shareholder
portion of
acquired future
participating
account profit

Cost, beginning of year
Change in foreign exchange rates

714
12

2,264
57

Cost, end of year

726

Accumulated impairment, beginning of year
Change in foreign exchange rates

(91)
(3)

December 31, 2011

Trade names

Mutual fund
management
contracts

Total

354
–

353
–

740
–

4,425
69

2,321

354

353

740

4,494

(801)
(24)

–
–

–
–

–
–

Accumulated impairment, end of year

(94)

Carrying value, end of year

632

1,496

Distribution
channels

Distribution
contracts

Technology,
property leases
and other

100
–
–
3

107
3
–
–

47
90
–
1

(825)

–

–

–

354

353

740

(892)
(27)
(919)
3,575

Finite life intangible assets

December 31, 2012

Customer
contract‐
related

Software

Cost, beginning of year
Additions
Disposal/redemption
Change in foreign exchange rates
Other, including write‐off of assets
fully amortized

571
–
–
(7)
–

–

–

–

29

Cost, end of year

564

103

110

138

688

(204)
(31)
–

(29)
(5)
–

(33)
(8)
–

(36)
(8)
–

(310)
(75)
17

Accumulated amortization,
beginning of year
Amortization
Disposal/redemption
Other, including write‐off of assets
fully amortized
Accumulated amortization, end of year
Carrying value, end of year
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–

568
115
(21)
(3)

Deferred
selling
commissions

1,551
212
(103)
–
(212)
1,448
(800)
(223)
59

Total

2,944
420
(124)
(6)
(183)
3,051
(1,412)
(350)
76

–

–

(1)

(2)

212

209

(235)

(34)

(41)

(45)

(370)

(752)

(1,477)

329

69

69

93

318

696

1,574
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Customer
contract‐
related

Distribution
channels

Distribution
contracts

Technology,
property leases
and other

Cost, beginning of year
Additions
Disposal/redemption
Change in foreign exchange rates
Other, including write‐off of assets
fully amortized

564
–
–
7

100
–
–
–

103
4
–
–

47
–
–
–

–

–

–

–

54

Cost, end of year

571

100

107

47

568

(169)
(34)
–
–
(1)

(24)
(4)
–
–
(1)

(26)
(7)
–
–
–

(28)
(8)
–
–
–

(255)
(64)
(4)
3
(3)

December 31, 2011

Accumulated amortization,
beginning of year
Amortization
Impairment
Disposal/redemption
Change in foreign exchange rates
Other, including write‐off of assets
fully amortized
Accumulated amortization, end of year
Carrying value, end of year

–

Software

472
41
(4)
5

Deferred
selling
commissions

1,623
238
(104)
–
(206)
1,551
(829)
(237)
–
60
–

Total

2,909
283
(108)
12

POWER CORPORATION OF CANADA

NOTE 9 GOODWILL AND INTANGIBLE ASSETS (CONTINUED)

(152)
2,944
(1,331)
(354)
(4)
63
(5)

–

–

–

13

206

219

(204)

(29)

(33)

(36)

(310)

(800)

(1,412)

367

71

74

11

258

751

1,532

RECOVERABLE AMOUNT
The recoverable amount of all cash generating units is determined as the higher of fair value less cost to sell and
value‐in‐use. Fair value is determined using a combination of commonly accepted valuation methodologies,
namely comparable trading multiples, comparable transaction multiples and discounted cash flow analysis.
Comparable trading and transaction multiples methodologies calculate value by applying multiples observed in
the market against historical results or projections approved by management, as applicable. Value calculated by
discounted cash flow analysis uses cash flow projections based on financial budgets approved by management
covering an initial period (typically four or five years). Value beyond the initial period is derived from applying a
terminal value multiple to the final year of the initial projection period. The terminal value multiple is a function
of the discount rate and the estimated terminal growth rate. The estimated terminal growth rate is not to exceed
the long‐term average growth rate (inflation rate) of the markets in which the subsidiaries of the Corporation
operate.
For Lifeco, the key assumptions used for the discounted cash flow calculations are based on past experience and
external sources of information. The key assumptions are as follows:
 Risk‐adjusted discount rates used for the calculation of present value are based on Lifeco’s weighted average
cost of capital.
 Economic assumptions are based on market yields on risk‐free interest rates at the end of each reporting
period.
 Terminal growth rate represents the rate used to extrapolate new business contributions beyond the business
plan period, and is based on management’s estimate of future growth; it ranges between 0% and 3.0%,
depending on the nature of the business.
For IGM, the valuation models used to assess fair value utilized assumptions that include levels of growth in
assets under management from net sales and market pricing and margin changes, synergies achieved, discount
rates, and observable data from comparable transactions.
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POWER CORPORATION OF CANADA

NOTE 9 GOODWILL AND INTANGIBLE ASSETS (CONTINUED)

In 2012, Square Victoria Communications Group Inc., a wholly‐own subsidiary of the Corporation, recorded
goodwill impairment for an amount of $6 million and an impairment of $30 million on its indefinite life intangible
assets.
Excluding those above mentioned impairments, the fair value less cost to sell was compared with the carrying
amount of goodwill and indefinite life intangible assets and it was determined there was no impairment in the
value of these assets.

ALLOCATION TO CASH GENERATING UNITS
Goodwill and indefinite life intangible assets have been assigned to cash generating units as follows:
December 31, 2012

Lifeco
Canada
Group
Individual insurance / wealth management
Europe
Insurance and annuities
Reinsurance
United States
Financial services
Asset management
IGM
Investors Group
Mackenzie
Other and corporate
Media and other
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December 31, 2011

Goodwill

Intangibles

Total

Goodwill

Intangibles

Total

1,142
3,028

–
973

1,142
4,001

1,142
3,028

–
973

1,142
4,001

1,563
1

109
–

1,672
1

1,563
1

107
–

1,670
1

123
–

–
1,360

123
1,360

127
–

–
1,402

127
1,402

1,443
1,250
123
65

–
1,003
22
40

1,443
2,253
145
105

1,500
1,302
123
42

–
1,003
22
68

1,500
2,305
145
110

8,738

3,507

12,245

8,828

3,575

12,403
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INVESTMENTS ON ACCOUNT OF SEGREGATED FUND POLICYHOLDERS
December 31, 2012

Cash and cash equivalents
Bonds
Mortgage loans
Shares
Investment properties
Accrued income
Other liabilities

December 31, 2011

4,837
24,070
2,303
69,254
6,149
239
(1,904)

5,334
21,594
2,303
63,885
5,457
287
(2,278)

104,948

96,582

POWER CORPORATION OF CANADA

NOTE 10 SEGREGATED FUNDS

INVESTMENT AND INSURANCE CONTRACTS ON ACCOUNT OF SEGREGATED FUND POLICYHOLDERS
Year ended December 31
2012

2011

Balance, beginning of year
Additions (deductions):
Policyholder deposits
Net investment income
Net realized capital gains (losses) on investments
Net unrealized capital gains (losses) on investments
Unrealized gains (losses) due to changes in foreign exchange rates
Policyholder withdrawals
Net transfer from General Fund

96,582

94,827

13,819
1,189
1,094
4,316
(213)
(11,831)
(8)

13,462
755
1,048
(3,539)
887
(10,876)
18

8,366

1,755

Balance, end of year

104,948

96,582
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NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES

INSURANCE AND INVESTMENT CONTRACT LIABILITIES
December 31, 2012

Insurance contract liabilities
Investment contract liabilities

December 31, 2011

Insurance contract liabilities
Investment contract liabilities

Gross
liability

Reinsurance
assets

Net

119,919
739

2,064
–

117,855
739

120,658

2,064

118,594

Gross
liability

Reinsurance
assets

Net

114,730
782

2,061
–

112,669
782

115,512

2,061

113,451

COMPOSITION OF INSURANCE AND INVESTMENT CONTRACT LIABILITIES AND RELATED SUPPORTING ASSETS
The composition of insurance and investment contract liabilities of Lifeco is as follows:
December 31, 2012

Participating
Canada
United States
Europe
Non‐participating
Canada
United States
Europe

December 31, 2011

Participating
Canada
United States
Europe
Non‐participating
Canada
United States
Europe
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Gross
liability

Reinsurance
assets

Net

27,851
8,942
1,241

(88)
14
–

27,939
8,928
1,241

27,283
17,356
37,985

746
241
1,151

26,537
17,115
36,834

120,658

2,064

118,594

Gross
liability

Reinsurance
assets

Net

26,470
8,639
1,230

(50)
18
–

26,520
8,621
1,230

27,099
16,657
35,417

919
276
898

26,180
16,381
34,519

115,512

2,061

113,451
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The composition of the assets supporting liabilities and equity of Lifeco is as follows:
Bonds

Mortgage
loans

Shares

Investment
properties

Other

Total

12,818
4,307
874

6,903
188
40

4,221
–
162

932
–
19

2,977
4,447
146

27,851
8,942
1,241

17,519
14,280
22,420
6,507
3,811

4,428
2,464
2,827
493
532

1,565
–
127
–
1,023

3
–
2,173
4
394

3,768
612
10,438
108,470
11,826

27,283
17,356
37,985
115,474
17,586

Total carrying value

82,536

17,875

7,098

3,525

142,684

253,718

Fair value

84,040

19,067

7,136

3,525

142,684

256,452

Bonds

Mortgage
loans

Shares

Investment
properties

Other

Total

December 31, 2012

Carrying value
Participating liabilities
Canada
United States
Europe
Non‐participating liabilities
Canada
United States
Europe
Other
Total equity

December 31, 2011

Carrying value
Participating liabilities
Canada
United States
Europe
Non‐participating liabilities
Canada
United States
Europe
Other
Total equity

11,862
4,059
855

6,686
152
56

3,864
–
176

507
–
22

3,551
4,428
121

26,470
8,639
1,230

16,674
13,523
20,449
6,563
4,088

4,738
2,369
2,506
484
441

1,329
–
119
–
1,216

20
–
2,092
6
554

4,338
765
10,251
100,099
9,805

27,099
16,657
35,417
107,152
16,104

Total carrying value

78,073

17,432

6,704

3,201

133,358

238,768

Fair value

79,114

18,662

6,772

3,201

133,358

241,107

POWER CORPORATION OF CANADA

NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)

Cash flows of assets supporting insurance and investment contract liabilities are matched within reasonable
limits. Changes in the fair values of these assets are essentially offset by changes in the fair value of insurance and
investment contract liabilities.
Changes in the fair values of assets backing capital and surplus, less related income taxes, would result in a
corresponding change in surplus over time in accordance with investment accounting policies.
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POWER CORPORATION OF CANADA

NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)

CHANGES IN INSURANCE CONTRACT LIABILITIES
The change in insurance contract liabilities during the year was the result of the following business activities and
changes in actuarial estimates:
Participating
December 31, 2012

Gross
liability

Reinsurance
assets

Net

Non‐participating
Gross
liability

Reinsurance
assets

Net

Total
net

Balance, beginning of year
Impact of new business
Normal change in force
Management action and changes in
assumptions
Business movement from/to external
parties
Impact of foreign exchange rate changes
Impact of Crown amalgamation

36,303
72
1,621

(32)
–
(6)

36,335
72
1,627

78,427
4,664
(528)

2,093
326
35

76,334
4,338
(563)

112,669
4,410
1,064

(260)

(34)

(226)

(380)

(306)

(74)

(300)

–
(262)
529

–
(2)
–

–
(260)
529

(48)
310
(529)

(7)
(3)
–

(41)
313
(529)

(41)
53
–

Balance, end of year

38,003

(74)

38,077

81,916

2,138

79,778

117,855

Gross
liability

Reinsurance
assets

Participating
December 31, 2011

Gross
liability

Reinsurance
assets

Net

Non‐participating
Net

Total
net

Balance, beginning of year
Crown Ancillary reclassification
Impact of new business
Normal change in force
Management action and changes in
assumptions
Impact of foreign exchange rate changes

34,398
(89)
133
1,719

25
–
–
(14)

34,373
(89)
133
1,733

73,007
89
3,088
1,910

2,508
–
(329)
476

70,499
89
3,417
1,434

104,872
–
3,550
3,167

(139)
281

(45)
2

(94)
279

(806)
1,139

(583)
21

(223)
1,118

(317)
1,397

Balance, end of year

36,303

(32)

36,335

78,427

2,093

76,334

112,669

Under fair value accounting, movement in the fair value of the supporting assets is a major factor in the
movement of insurance contract liabilities. Changes in the fair value of assets are largely offset by corresponding
changes in the fair value of liabilities. The change in the value of the insurance contract liabilities associated with
the change in the value of the supporting assets is included in the normal change in force above.
In 2012, the major contributors to the increase in net insurance contract liabilities were the impact of new
business ($4,410 million increase) and the normal change in the in‐force business ($1,064 million increase),
primarily due to the change in fair value.
Lifeco’s net non‐participating insurance contract liabilities decreased by $74 million in 2012 due to management
actions and assumption changes including a $138 million decrease in Canada, a $97 million increase in Europe
and a $33 million decrease in the United States.
The decrease in Canada was primarily due to updated life insurance mortality ($79 million decrease), updated
expenses and taxes ($75 million decrease), modelling refinements across the Canadian segment ($71 million
decrease), updated longevity assumptions ($21 million decrease) and updated morbidity assumptions
($9 million decrease), partially offset by provisions for asset and mismatch risk ($66 million increase) and
increased provisions for policyholder behaviour in individual insurance ($41 million increase).
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The increase in Europe was primarily due to updated longevity improvement assumptions ($348 million
increase), increased provisions for policyholder behaviour in reinsurance ($109 million increase), increase in
provision for expenses and taxes ($36 million increase), modelling refinements ($32 million increase), increased
provisions for asset and mismatch risk ($15 million increase) and updated morbidity assumptions ($3 million
increase), partially offset by updated base longevity assumptions ($358 million decrease) and updated life
insurance mortality ($85 million decrease).

POWER CORPORATION OF CANADA

NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)

The decrease in the United States was primarily due to updated life mortality ($33 million decrease), updated
longevity assumptions ($3 million decrease), decrease in provisions for policyholder behaviour ($3 million
decrease) and updated expenses and taxes ($1 million decrease), partially offset by provisions for asset and
mismatch risk ($7 million increase).
Net participating insurance contract liabilities decreased by $226 million in 2012 due to management actions and
assumption changes. The decrease was primarily due to decreases in the provision for future policyholder
dividends ($2,078 million decrease), improved Individual Life mortality ($124 million decrease), updated
expenses and taxes ($92 million decrease) and modelling refinements in Canada ($10 million decrease), partially
offset by lower investment returns ($2,056 million increase), increased provisions for policyholder behaviour
($19 million increase) and updated morbidity assumptions ($3 million increase).
In 2011, the major contributors to the increase in net insurance contract liabilities were the impact of new
business ($3,550 million increase) and the normal change in the in‐force business ($3,167 million increase)
primarily due to the change in fair value.
Net non‐participating insurance contract liabilities decreased by $223 million in 2011 due to management
actions and assumption changes, including a $68 million decrease in Canada, a $132 million decrease in Europe
and a $23 million decrease in the United States.
Lifeco adopted the revised Actuarial Standards of Practice for subsection 2350 relating to future mortality
improvement in insurance contract liabilities for life insurance and annuities. The resulting decrease in net non‐
participating insurance contract liabilities for life insurance was $446 million, including a $182 million decrease
in Canada, a $242 million decrease in Europe (primarily reinsurance) and a $22 million decrease in the United
States. The resulting change in net insurance contract liabilities for annuities was a $47 million increase,
including a $53 million increase in Canada, a $58 million decrease in Europe and a $52 million increase in the U.S.
The remaining increase in Canada was primarily due to increased provisions for policyholder behaviour in
Individual Insurance ($172 million increase), provision for asset liability matching ($147 million increase),
updated base annuity mortality ($43 million increase) and a reclassification from miscellaneous liabilities
($29 million increase), partially offset by updated expenses and taxes ($137 million decrease), updated morbidity
assumptions ($101 million decrease), updated base life insurance mortality ($38 million decrease), modelling
refinements across the Canadian segment ($40 million decrease) and reinsurance‐related management actions
($16 million decrease).
The remaining increase in Europe was primarily due to increased provisions for policyholder behaviour in
reinsurance ($227 million increase), updated base life insurance mortality ($50 million increase) and updated
morbidity assumptions ($15 million increase), partially offset by modelling refinements in the U.K. and
Reinsurance segments ($69 million decrease), updated base annuity mortality ($42 million decrease), and
reduced provisions for asset liability matching ($16 million decrease).
The remaining decrease in the United States was primarily due to updated base annuity mortality ($28 million
decrease) and updated base life insurance mortality ($23 million decrease).
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POWER CORPORATION OF CANADA

NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)

Net participating insurance contract liabilities decreased by $94 million in 2011 due to management actions and
assumption changes. The decrease was primarily due to decreases in the provision for future policyholder
dividends ($1,556 million decrease), modelling refinements in Canada ($256 million decrease), improved
Individual Life mortality ($256 million decrease, including $27 million from the Standards of Practice revision)
and updated expenses and taxes ($15 million decrease), partially offset by lower investment returns
($1,952 million increase), and increased provisions for policyholder behaviour ($40 million increase).

CHANGES IN INVESTMENT CONTRACT LIABILITIES MEASURED AT FAIR VALUE
December 31, 2012

December 31, 2011

Balance, beginning of year
Normal change in‐force business
Investment experience
Impact of foreign exchange rate changes

782
(87)
51
(7)

791
(54)
35
10

Balance, end of year

739

782

The carrying value of investment contract liabilities approximates their fair value. No investment contract
liabilities have been reinsured.

CANADIAN UNIVERSAL LIFE EMBEDDED DERIVATIVES
Lifeco bifurcated the index‐linked component of the universal life contracts as this embedded derivative is not
closely related to the insurance host and is not itself an insurance contract. The forward contracts are contractual
agreements in which the policyholder is entitled to the performance of the underlying index. The policyholder
may select one or more indices from a list of major indices.

ACTUARIAL ASSUMPTIONS
In the computation of insurance contract liabilities, valuation assumptions have been made regarding rates of
mortality/morbidity, investment returns, levels of operating expenses, rates of policy termination and rates of
utilization of elective policy options or provisions. The valuation assumptions use best estimates of future
experience together with a margin for adverse deviation. These margins are necessary to provide for possibilities
of misestimation and/or future deterioration in the best estimate assumptions and provide reasonable assurance
that insurance contract liabilities cover a range of possible outcomes. Margins are reviewed periodically for
continued appropriateness.
The methods for arriving at these valuation assumptions are outlined below:
Mortality A life insurance mortality study is carried out annually for each major block of insurance business.
The results of each study are used to update Lifeco’s experience valuation mortality tables for that business.
When there is insufficient data, use is made of the latest industry experience to derive an appropriate valuation
mortality assumption. The actuarial standards were amended to remove the requirement that, for life insurance,
any reduction in liabilities due to mortality improvement assumption be offset by an equal amount of provision
for adverse deviation. Appropriate provisions have been made for future mortality deterioration on term
insurance.
Annuitant mortality is also studied regularly and the results are used to modify established industry experience
annuitant mortality tables. Mortality improvement has been projected to occur throughout future years for
annuitants.
Morbidity Lifeco uses industry‐developed experience tables modified to reflect emerging Lifeco experience.
Both claim incidence and termination are monitored regularly and emerging experience is factored into the
current valuation.
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Property and casualty reinsurance Insurance contract liabilities for property and casualty reinsurance
written by London Reinsurance Group Inc. (LRG), a subsidiary of London Life, are determined using accepted
actuarial practices for property and casualty insurers in Canada. The insurance contract liabilities have been
established using cash flow valuation techniques, including discounting. The insurance contract liabilities are
based on cession statements provided by ceding companies. In certain instances, LRG management adjusts
cession statement amounts to reflect management’s interpretation of the treaty. Differences will be resolved via
audits and other loss mitigation activities. In addition, insurance contract liabilities also include an amount for
incurred but not reported losses which may differ significantly from the ultimate loss development. The
estimates and underlying methodology are continually reviewed and updated, and adjustments to estimates are
reflected in earnings. LRG analyses the emergence of claims experience against expected assumptions for each
reinsurance contract separately and at the portfolio level. If necessary, a more in‐depth analysis is undertaken of
the cedant experience.

POWER CORPORATION OF CANADA

NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)

Investment returns The assets which correspond to the different liability categories are segmented. For each
segment, projected cash flows from the current assets and liabilities are used in the Canadian Asset Liability
Method to determine insurance contract liabilities. Cash flows from assets are reduced to provide for asset
default losses. Testing under several interest rate and equity scenarios (including increasing and decreasing
rates) is done to provide for reinvestment risk (refer to Note 21).
Expenses Contractual policy expenses (e.g., sales commissions) and tax expenses are reflected on a best
estimate basis. Expense studies for indirect operating expenses are updated regularly to determine an
appropriate estimate of future operating expenses for the liability type being valued. Improvements in unit
operating expenses are not projected. An inflation assumption is incorporated in the estimate of future operating
expenses consistent with the interest rate scenarios projected under the Canadian Asset Liability Method as
inflation is assumed to be correlated with new money interest rates.
Policy termination Studies to determine rates of policy termination are updated regularly to form the basis of
this estimate. Industry data is also available and is useful where Lifeco has no experience with specific types of
policies or its exposure is limited. Lifeco has significant exposures in respect of the T‐100 and Level Cost of
Insurance Universal Life products in Canada and policy termination rates at the renewal period for renewable
term policies in Canada and Reinsurance. Industry experience has guided Lifeco’s persistency assumption for
these products as Lifeco’s own experience is very limited.
Utilization of elective policy options There are a wide range of elective options embedded in the policies
issued by Lifeco. Examples include term renewals, conversion to whole life insurance (term insurance),
settlement annuity purchase at guaranteed rates (deposit annuities) and guarantee resets (segregated fund
maturity guarantees). The assumed rates of utilization are based on Lifeco or industry experience when it exists
and, when not, on judgment considering incentives to utilize the option. Generally, whenever it is clearly in the
best interests of an informed policyholder to utilize an option, then it is assumed to be elected.
Policyholder dividends and adjustable policy features Future policyholder dividends and other adjustable
policy features are included in the determination of insurance contract liabilities with the assumption that
policyholder dividends or adjustable benefits will change in the future in response to the relevant experience.
The dividend and policy adjustments are determined consistent with policyholders’ reasonable expectations,
such expectations being influenced by the participating policyholder dividend policies and/or policyholder
communications, marketing material and past practice. It is Lifeco’s expectation that changes will occur in
policyholder dividend scales or adjustable benefits for participating or adjustable business respectively,
corresponding to changes in the best estimate assumptions, resulting in an immaterial net change in insurance
contract liabilities. Where underlying guarantees may limit the ability to pass all of this experience back to the
policyholder, the impact of this non‐adjustability impacting shareholder earnings is reflected in the impact of
changes in best estimate assumptions above.
P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG01_PCC_2013-03-11_v2.indd A67

A 67

13/03/13 10:48 AM

POWER CORPORATION OF CANADA

NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)

RISK MANAGEMENT
Insurance risk Insurance risk is the risk that the insured event occurs and that there are large deviations
between expected and actual actuarial assumptions, including mortality, persistency, longevity, morbidity,
expense variations and investment returns.
As an insurance company, Lifeco is in the business of accepting risk associated with insurance contract liabilities.
Lifeco’s objective is to mitigate its exposure to risk arising from these contracts through product design, product
and geographical diversification, the implementation of its underwriting strategy guidelines, and through the use
of reinsurance arrangements.
The following table provides information about Lifeco’s insurance contract liabilities’ sensitivities to
management’s best estimate of the approximate impact as a result of changes in assumptions used to determine
Lifeco’s liability associated with these contracts.
2012
Changes in
assumptions

Mortality (increase)
Annuitant mortality (decrease)
Morbidity (adverse change)
Investment returns
Parallel shift in yield curve
Increase
Decrease
Change in equity markets
Increase
Decrease
Change in best estimate returns for equities
Increase
Decrease
Expenses (increase)
Policy termination (adverse change)

Impact on
Lifeco profit
or loss

Power
Corporation’s
share

2011
Changes in
assumptions

Impact on
Lifeco profit
or loss

Power
Corporation’s
share

2%
2%
5%

(208)
(274)
(188)

(97)
(128)
(88)

2%
2%
5%

(188)
(176)
(181)

(88)
(82)
(85)

1%
1%

121
(504)

56
(235)

1%
1%

123
(511)

57
(239)

10%
10%

18
(96)

8
(45)

10%
10%

21
(57)

10
(27)

1%
1%
5%
10%

342
(376)
(56)
(473)

159
(175)
(26)
(221)

1%
1%
5%
10%

292
(316)
(55)
(435)

136
(148)
(26)
(203)

Concentration risk may arise from geographic regions, accumulation of risks and market risks. The concentration
of insurance risk before and after reinsurance by geographic region is described below.
December 31, 2012

Canada
United States
Europe
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Gross
liability

Reinsurance
assets

55,134
26,298
39,226

658
255
1,151

120,658

2,064

December 31, 2011

Net

Gross
liability

Reinsurance
assets

Net

54,476
26,043
38,075

53,569
25,296
36,647

869
294
898

52,700
25,002
35,749

118,594

115,512

2,061

113,451
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Reinsurance risk Maximum limits per insured life benefit amount (which vary by line of business) are
established for life and health insurance and reinsurance is purchased for amounts in excess of those limits.
Reinsurance costs and recoveries as defined by the reinsurance agreement are reflected in the valuation with
these costs and recoveries being appropriately calibrated to the direct assumptions.
Reinsurance contracts do not relieve Lifeco from its obligations to policyholders. Failure of reinsurers to honour
their obligations could result in losses to Lifeco. Lifeco evaluates the financial condition of its reinsurers to
minimize its exposure to significant losses from reinsurer insolvencies.

POWER CORPORATION OF CANADA

NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)

Certain of the reinsurance contracts are on a funds withheld basis where Lifeco retains the assets supporting the
reinsured insurance contract liabilities, thus minimizing the exposure to significant losses from reinsurer
insolvency on those contracts.
NOTE 12 OBLIGATION TO SECURITIZATION ENTITIES

IGM securitizes residential mortgages through the Canada Mortgage and Housing Corporation (CMHC) sponsored
National Housing Act Mortgage‐Backed Securities (NHA MBS) Program and Canada Mortgage Bond (CMB)
Program and through Canadian bank‐sponsored asset‐backed commercial paper (ABCP) programs. These
transactions do not meet the requirements for derecognition as IGM retains prepayment risk and certain
elements of credit risk. Accordingly, IGM has retained these mortgages on its balance sheets and has recorded an
offsetting liability for the net proceeds received as obligations to securitization entities which is carried at
amortized cost.
IGM earns interest on the mortgages and pays interest on the obligations to securitization entities. As part of the
CMB transactions, IGM enters into a swap transaction whereby IGM pays coupons on CMBs and receives
investment returns on the NHA MBS and the reinvestment of repaid mortgage principal. A component of this
swap, related to the obligation to pay CMB coupons and receive investment returns on repaid mortgage principal,
is recorded as a derivative and had a negative fair value of $56 million at December 31, 2012.
Under the NHA MBS and CMB Programs, IGM has an obligation to make timely payments to security holders
regardless of whether amounts are received from mortgagors. All mortgages securitized under the NHA MBS and
CMB Programs are insured by CMHC or another approved insurer under the program. As part of the ABCP
transactions, IGM has provided cash reserves for credit enhancement which are carried at cost. Credit risk is
limited to these cash reserves and future net interest income as the ABCP Trusts have no recourse to IGM’s other
assets for failure to make payments when due. Credit risk is further limited to the extent these mortgages are
insured.
December 31, 2012
Securitized
Mortgages

Obligations to
securitization
entities

Carrying value
NHA MBS and CMB Programs
Bank‐sponsored ABCP

3,285
1,354

3,312
1,389

(27)
(35)

Total
Fair value

4,639
4,685

4,701
4,787

(62)
(102)

Net

The carrying value of obligations to securitization entities, which is recorded net of issue costs, includes principal
payments received on securitized mortgages that are not due to be settled until after the reporting period. Issue
costs are amortized over the life of the obligation on an effective interest rate basis.
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POWER CORPORATION OF CANADA

NOTE 13 DEBENTURES AND DEBT INSTRUMENTS
December 31, 2012

December 31, 2011

Carrying
value

Fair
value

Carrying
value

Fair
value

97

97

100

100

198

198

204

204

301
2

301
2

304
3

308
3

86
7

86
7

–
8

–
8

691

691

619

623

250
150

311
227

250
150

308
211

250

324

250

295

199
498
100
191
397
170
342

234
557
117
256
512
176
431

199
497
100
190
397
175
343

229
522
115
237
472
170
383

296

307

310

298

995

1,097

994

1,028

497

592

497

551

150
375
125
150
175
150
200

176
466
151
194
220
190
232

150
375
125
150
175
150
200

175
457
148
189
213
185
220

5,660

6,770

5,677

6,406

6,351

7,461

6,296

7,029

DEBT INSTRUMENTS

Great‐West Lifeco Inc.
Commercial paper and other short‐term debt instruments with interest rates from 0.27%
to 0.35% (0.20% to 0.39% in 2011)
Revolving credit facility with interest equal to LIBOR rate plus 1% or U.S. prime rate loan
(US$200 million)
Term note due October 18, 2015, bearing an interest rate of LIBOR plus 0.75%
(US$304 million), unsecured
Notes payable with interest rate of 8.0% due May 6, 2014, unsecured
Other
Term loan due September 20, 2017, bearing an interest rate of LIBOR plus 7.25%
(US$90 million), secured
Other credit facilities at various rates
Total debt instruments
DEBENTURES

Power Corporation of Canada
7.57% debentures, due April 22, 2019, unsecured
8.57% debentures, due April 22, 2039, unsecured
Power Financial Corporation
6.90% debentures, due March 11, 2033, unsecured
Great‐West Lifeco Inc.
6.14% debentures due March 21, 2018, unsecured
4.65% debentures due August 13, 2020, unsecured
6.40% subordinated debentures due December 11, 2028, unsecured
6.74% debentures due November 24, 2031, unsecured
6.67% debentures due March 21, 2033, unsecured
6.625% deferrable debentures due November 15, 2034, unsecured (US$175 million)
5.998% debentures due November 16, 2039, unsecured
Subordinated debentures due May 16, 2046, bearing an interest rate of 7.153% until
May 16, 2016 and, thereafter, a rate of 2.538% plus the 3‐month LIBOR rate, unsecured
(US$300 million)
Subordinated debentures due June 21, 2067, bearing an interest rate of 5.691% until
June 21, 2017 and, thereafter, at a rate equal to the Canadian 90‐day bankers’
acceptance rate plus 1.49%, unsecured
Subordinated debentures due June 26, 2068, bearing an interest rate of 7.127% until
June 26, 2018 and, thereafter, at a rate equal to the Canadian 90‐day bankers’
acceptance rate plus 3.78%, unsecured
IGM Financial Inc.
6.58% debentures 2003 Series, due March 7, 2018, unsecured
7.35% debentures 2009 Series, due April 8, 2019, unsecured
6.65% debentures 1997 Series, due December 13, 2027, unsecured
7.45% debentures 2001 Series, due May 9, 2031, unsecured
7.00% debentures 2002 Series, due December 31, 2032, unsecured
7.11% debentures 2003 Series, due March 7, 2033, unsecured
6.00% debentures 2010 Series, due December 10, 2040, unsecured
Total debentures
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On May 9, 2011, IGM repaid the $450 million 2001 Series 6.75% debentures which had matured.
The principal payments on debentures and debt instruments in each of the next five years is as follows:
2013
2014
2015
2016
2017
Thereafter

303
1
301
–
86
5,660

POWER CORPORATION OF CANADA

NOTE 13 DEBENTURES AND DEBT INSTRUMENTS (CONTINUED)

NOTE 14 CAPITAL TRUST SECURITIES
December 31, 2012

December 31, 2011

Carrying
value

Fair
value

Carrying
value

Fair
value

Great‐West Life Capital Trust
5.995% capital trust securities due December 31, 2052, unsecured
Canada Life Capital Trust
6.679% capital trust securities due June 30, 2052, unsecured
7.529% capital trust securities due June 30, 2052, unsecured

–

–

350

363

–
150

–
216

300
150

307
197

Acquisition‐related fair value adjustment
Trust securities held by subsidiaries of Lifeco as investments
Trust securities held by Lifeco as investments

150
14
(45)
–

216
–
(45)
–

800
15
(44)
(238)

867
–
(44)
(246)

119

171

533

577

Canada Life Capital Trust (CLCT) redeemed all of its outstanding $300 million principal amount Canada Life
Capital Securities – Series A (CLiCS – Series A) on June 29, 2012 at par. Lifeco previously held $122 million of
these CLiCS – Series A as a long‐term investment.
Great‐West Life Capital Trust redeemed all of its outstanding $350 million principal amount Great‐West Life
Capital Trust Securities – Series A on December 31, 2012 at par. Lifeco previously held $116 million of these
capital trust securities as a long‐term investment.
CLCT, a trust established by Canada Life, had issued $150 million of Canada Life Capital Securities – Series B
(CLiCS – Series B), the proceeds of which were used by CLCT to purchase Canada Life senior debentures in the
amount of $150 million.
Distributions and interest on the capital trust securities are classified as financing charges on the statements of
earnings (see Note 23). The fair value for capital trust securities is determined by the bid‐ask price.
Subject to regulatory approval, CLCT may redeem the CLiCS – Series B, in whole or in part, at any time.
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POWER CORPORATION OF CANADA

NOTE 15 OTHER LIABILITIES
December 31,
2012

December 31,
2011

448
1,987
181
699
225
427
163
335
1,059
984

437
1,866
176
531
250
406
151
169
1,002
1,000

6,508

5,988

Bank overdraft
Accounts payable
Dividends and interest payable
Income taxes payable
Repurchase agreements
Deferred income reserves
Deposits and certificates
Funds held under reinsurance contracts
Accrued benefit liability [Note 24]
Other

It is expected that $4,238 million of other liabilities will be settled within 12 months from the reporting date.

DEFERRED INCOME RESERVES
Changes in deferred income reserves are as follows:
2012

2011

Balance, beginning of year
Additions
Amortization
Foreign exchange
Disposals

406
103
(42)
8
(48)

377
97
(38)
5
(35)

Balance, end of year

427

406

DEPOSITS AND CERTIFICATES
Included in assets on the balance sheets are cash and cash equivalents, shares, loans, and accounts and other
receivables amounting to $163 million ($151 million at December 31, 2011) related to deposits and certificates.
Term to Maturity

Deposits
Certificates
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Demand

1 year
or less

1–5
years

Over
5 years

December 31,
2012
Total

December 31,
2011
Total

136
–

9
–

12
1

2
3

159
4

147
4

136

9

13

5

163

151
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EFFECTIVE INCOME TAX RATE
The Corporation’s effective income tax rate is derived as follows:
Years ended December 31
2012

2011

%

%

Combined basic Canadian federal and provincial tax rates
Increase (decrease) in the income tax rate resulting from:
Non‐taxable investment income
Lower effective tax rates on income not subject to tax in Canada
Earnings of investments in jointly controlled corporations and associates
Impact of rate changes on deferred income taxes
Loss consolidation transaction
Other

26.5

28.0

(5.3)
(2.2)
(0.8)
(0.1)
–
(1.3)

(3.1)
(2.5)
(0.4)
(0.2)
(0.4)
(1.6)

Effective income tax rate

16.8

19.8

POWER CORPORATION OF CANADA

NOTE 16 INCOME TAXES

As of January 1, 2012, the federal corporate tax rate decreased from 16.5% to 15.0%.

INCOME TAX EXPENSE
The components of income tax expense on continuing operations recognized in net earnings are:
Years ended December 31

Current income taxes
Deferred income taxes

2012

2011

603
(49)

521
190

554

711

December 31,
2012

December 31,
2011

(272)
1,192
(848)
(186)
65
(2)

(321)
1,012
(794)
(197)
127
107

(51)

(66)

1,191
(1,242)

1,227
(1,293)

(51)

(66)

DEFERRED INCOME TAXES
Deferred income taxes consist of the following taxable temporary differences on:

Insurance and investment contract liabilities
Loss carry forwards
Investments
Deferred selling commissions
Intangible assets
Other

Classified on the balance sheets as:
Deferred income tax assets
Deferred income tax liabilities
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POWER CORPORATION OF CANADA

NOTE 16 INCOME TAXES (CONTINUED)

A deferred income tax asset is recognized for deductible temporary difference and unused losses and carry
forwards only to the extent that realization of the related income tax benefit through future taxable profits is
probable.
Recognition is based on the fact that it is probable that the entity will have taxable profits and/or tax planning
opportunities available to allow the deferred income tax asset to be utilized. Changes in circumstances in future
periods may adversely impact the assessment of the recoverability. The uncertainty of the recoverability is taken
into account in establishing the deferred income tax assets.
Management of the Corporation and its subsidiaries assesses the recoverability of the deferred income tax asset
carrying values based on future years’ taxable income projections and believes the carrying values of the
deferred income tax assets as of December 31, 2012 are recoverable.
At December 31, 2012 Lifeco had tax loss carry forwards totalling $3,600 million ($3,013 million in 2011). Of this
amount, $3,471 million expires between 2013 and 2032, while $129 million has no expiry date. Lifeco will realize
this benefit in future years through a reduction in current income taxes payable.
One of Lifeco’s subsidiaries has had a history of recent losses. The subsidiary has a net deferred tax asset balance
of $1,088 million (US$1,088 million) as at December 31, 2012 composed principally of net operating losses and
future deductions related to goodwill which has been previously impaired for book accounting purposes.
Management of Lifeco has concluded that it is probable that the subsidiary and other historically profitable
subsidiaries with which it files or intends to file a consolidated United States income tax return will generate
sufficient taxable income against which the unused United States losses and deductions will be utilized. Certain
state net operating losses in the amount of $46 million (US$46 million) which were incurred before 2012, other
state temporary differences of $99 million (US$100 million) and federal charitable contributions of $9 million
(US$9 million) have been excluded from the deferred tax assets.
A deferred income tax liability has not been recognized in respect of the temporary differences associated with
investments in subsidiaries, branches and jointly controlled corporations and associates as the Corporation and
its subsidiaries are able to control the timing of the reversal of the temporary differences, and it is probable that
the temporary differences will not reverse in the foreseeable future.
As at December 31, 2012, the Corporation and its subsidiaries have non‐capital losses of $427 million
($386 million in 2011) available to reduce future taxable income for which the benefits have not been recognized.
These losses expire at various dates to 2032. In addition, the Corporation and its subsidiaries have capital loss
carry forwards that can be used indefinitely to offset future capital gains of approximately $151 million
($112 million in 2011) for which the benefits have not been recognized.
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ISSUED AND OUTSTANDING
December 31, 2012

Non‐Participating Shares
First Preferred Shares
Cumulative Redeemable, 1986 Series (i)
Series A (ii)
Series B (iii)
Series C (iv)
Series D (v)
Series G (vi)

December 31, 2011

Authorized

Number
of shares

Stated
capital

Number
of shares

Stated
capital

Unlimited
6,000,000
8,000,000
6,000,000
10,000,000
8,000,000

542,578
6,000,000
8,000,000
6,000,000
10,000,000
8,000,000

27
150
200
150
250
200

582,578
6,000,000
8,000,000
6,000,000
10,000,000
–

29
150
200
150
250
–

977
Participating Shares
Participating Preferred Shares(vii)
Subordinated Voting Shares(viii)(ix)

Unlimited
Unlimited

48,854,772
411,144,806

27
546

POWER CORPORATION OF CANADA

NOTE 17 STATED CAPITAL

779

48,854,772
411,042,894

27
544

573

571

Subordinated Voting Shares
Balance, beginning of year
Issued under Stock Option Plan

411,042,894
101,912

544
2

409,776,632
1,266,262

522
22

Balance, end of year

411,144,806

546

411,042,894

544

(i) The Cumulative Redeemable First Preferred Shares, 1986 Series are entitled to a quarterly cumulative
dividend of one quarter of 70% of the prime rate of two major Canadian chartered banks. The shares are
redeemable by the Corporation at $50 per share. The Corporation will make all reasonable efforts to purchase, on
the open market, 20,000 shares per quarter, such number being cumulative only in the same calendar year.
During 2012, 40,000 shares (77,300 shares in 2011) were purchased for cancellation for $2 million ($4 million in
2011).
(ii) The 5.60% Non‐Cumulative First Preferred Shares, Series A are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.40 per share per annum. The Corporation may redeem for cash the Series A
First Preferred Shares in whole or in part, at the Corporation’s option, at $25.00 per share, together with all
declared and unpaid dividends to, but excluding, the date of redemption.
(iii) The 5.35% Non‐Cumulative First Preferred Shares, Series B are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.3375 per share per annum. The Corporation may redeem for cash the Series B
First Preferred Shares in whole or in part, at the Corporation’s option, at $25.00 per share, together with all
declared and unpaid dividends to, but excluding, the date of redemption.
(iv) The 5.80% Non‐Cumulative First Preferred Shares, Series C are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.45 per share per annum. The Corporation may redeem for cash the Series C
First Preferred Shares in whole or in part, at the Corporation’s option, at $25.00 per share, together with all
declared and unpaid dividends to, but excluding, the date of redemption.
(v) The 5.00% Non‐Cumulative First Preferred Shares, Series D are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.25 per share per annum. The Corporation may redeem for cash the Series D
First Preferred Shares in whole or in part, at the Corporation’s option, at $25.50 per share if redeemed prior to
October 31, 2013, $25.25 per share if redeemed thereafter and prior to October 31, 2014, and $25.00 per share if
redeemed thereafter, in each case together with all declared and unpaid dividends to, but excluding, the date of
redemption.
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POWER CORPORATION OF CANADA

NOTE 17 STATED CAPITAL (CONTINUED)

(vi) In 2012, the Corporation issued 8,000,000 5.60% Non‐Cumulative First Preferred Shares, Series G for cash
proceeds of $200 million. The 5.60% Non‐Cumulative First Preferred Shares, Series G are entitled to fixed non‐
cumulative preferential cash dividends at a rate equal to $1.40 per share per annum. On and after April 15, 2017,
the Corporation may redeem for cash the Series G First Preferred Shares in whole or in part, at the Corporation’s
option, at $26.00 per share if redeemed prior to April 15, 2018, $25.75 per share if redeemed on or after
April 15, 2018 and prior to April 15, 2019, $25.50 per share if redeemed on or after April 15, 2019 and prior to
April 15, 2020, $25.25 per share if redeemed on or after April 15, 2020 and prior to April 15, 2021, and $25.00
per share if redeemed on or after April 15, 2021, in each case together with all declared and unpaid dividends to,
but excluding, the date of redemption. Share issue costs of $5 million in connection with the Series G First
Preferred Shares were charged to retained earnings.
(vii) The Participating Preferred Shares are entitled to ten votes per share; and to a non‐cumulative dividend of
0.9375¢ per share per annum before dividends on the Subordinate Voting Shares and having the right to
participate, share and share alike, with the holders of the Subordinate Voting Shares in any dividends in any year
after payment of a dividend of 0.9375¢ per share on the Subordinate Voting Shares.
(viii) The Subordinated Voting Shares are entitled to one vote per share.
(ix) During the year, 101,912 Subordinate Voting Shares (1,266,262 in 2011) were issued under the
Corporation’s Executive Stock Option Plan for a consideration of $2 million ($22 million in 2011).
For the year ended December 31, 2012, dividends declared on the Corporation's participating shares amounted
to $1.16 per share ($1.16 per share in 2011).
NOTE 18 SHARE‐BASED COMPENSATION

DEFERRED SHARE UNIT PLAN
On October 1, 2000, the Corporation established a Deferred Share Unit Plan for the Directors of the Corporation
to promote a greater alignment of interests between Directors and shareholders of the Corporation. Under this
plan, each Director may elect to receive his or her annual retainer and attendance fees entirely in the form of
deferred share units, entirely in cash, or equally in cash and deferred share units. The number of deferred share
units granted is determined by dividing the amount of remuneration payable by the five‐day‐average closing
price on the Toronto Stock Exchange of the Subordinate Voting Shares of the Corporation on the last five days of
the fiscal quarter (the value of a deferred share unit). A Director who has elected to receive deferred share units
will receive additional deferred share units in respect of dividends payable on the Subordinate Voting Shares,
based on the value of a deferred share unit at that time. A deferred share unit is payable, at the time a Director’s
membership on the Board is terminated or in the event of the death of a Director, by a lump sum cash payment,
based on the value of a deferred share unit at that time. At December 31, 2012, the value of the deferred share
units outstanding was $12 million ($10 million in 2011). Alternatively, Directors may participate in the Directors
Share Purchase Plan.

EMPLOYEE SHARE PURCHASE PROGRAM
Effective May 1, 2000, an Employee Share Purchase Program was implemented, giving employees the
opportunity to subscribe for up to 6% of their gross salary to purchase Subordinate Voting Shares of the
Corporation on the open market and to have the Corporation invest, on the employee’s behalf, up to an equal
amount. The amount paid on behalf of employees was $0.3 million in 2012 ($0.3 million in 2011).

STOCK OPTION PLAN
Compensation expense is recorded for options granted under the Corporation’s and its subsidiaries’ stock option
plans based on the fair value of the options at the grant date, amortized over the vesting period.
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During the year ended December 31, 2012, 3,308,177 options (1,864,324 options in 2011) were granted under
the Corporation’s Executive Stock Option Plan. The fair value of these options was estimated using the Black‐
Scholes option‐pricing model with the following weighted‐average assumptions:
Dividend yield
Expected volatility
Risk‐free interest rate
Expected life (years)
Fair value per stock option ($/option)
Weighted‐average exercise price ($/option)

2012

2011

4.5%
21.0%
2.0%
8
$3.10
$27.19

4.2%
20.1%
2.8%
8
$3.65
$27.43

POWER CORPORATION OF CANADA

NOTE 18 SHARE‐BASED COMPENSATION (CONTINUED)

Expected volatility has been estimated based on the historical volatility of the Corporation’s share price over
eight years which is reflective of the expected option life.
For the year ended December 31, 2012, compensation expense relating to the stock options granted by the
Corporation and its subsidiaries amounted to $21 million ($17 million in 2011).
Under the Corporation’s Executive Stock Option Plan established on March 8, 1985, 20,287,198 additional shares
are reserved for issuance. The plan requires that the exercise price under the option must not be less than the
market value of a share on the date of the grant of the option. Generally, options granted vest on the basis of [i] as
to the first 50%, three years from the date of grant and [ii] as to the remaining 50%, four years from the date of
grant. Certain options recently granted which are not fully vested, have different vesting conditions: grants of
27,960 options in 2008 which vest equally over a period of five years beginning in 2009; and a grant of 800,000
options in 2009 which vest equally over a period of seven years.
A summary of the status of the Corporation’s Executive Stock Option Plan as at December 31, 2012 and 2011, and
changes during the years ended on those dates is as follows:

Options

2012

2011

Weighted‐average
exercise price

Weighted‐average
exercise price

Options

$

$

Outstanding at beginning of year
Granted
Exercised

13,387,225
3,308,177
(101,912)

Outstanding at end of year

16,593,490

28.36

13,387,225

28.57

8,210,380

30.15

6,444,353

31.83

Options exercisable at end of year

28.57
27.19
18.52

12,789,163
1,864,324
(1,266,262)

27.66
27.43
17.64

The following table summarizes information about stock options outstanding at December 31, 2012:
Options outstanding
Range of exercise prices

Options

$

18.52
22.64 – 23.73
25.75 – 26.38
27.25 – 27.60
29.89
30.07 – 31.00
32.03 – 33.29
36.24 – 40.70

Weighted‐average
exercise price

Options exercisable
Options

Weighted‐average
exercise price

(yrs)

$

1,835,119
932,400
1,150,060
5,040,101
1,381,475
1,990,782
2,874,793
1,388,760

6.2
6.4
1.5
8.9
5.2
6.8
3.1
4.4

18.52
22.77
26.36
27.37
29.89
30.12
32.74
37.24

866,608
342,858
1,143,070
11,528
1,381,475
201,288
2,874,793
1,388,760

18.52
22.64
26.36
27.60
29.89
30.64
32.74
37.24

16,593,490

6.0

28.36

8,210,380

30.15
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NOTE 18 SHARE‐BASED COMPENSATION (CONTINUED)

EQUITY INCENTIVE PLAN OF PUTNAM
Effective September 25, 2007, Putnam sponsored the Putnam Investments, LLC Equity Incentive Plan (the EIP).
Under the terms of the EIP, Putnam is authorized to grant or sell Class B Shares of Putnam (the Putnam Class B
Shares), subject to certain restrictions and to grant options to purchase Putnam Class B Shares (collectively, the
Awards) to certain senior management and key employees of Putnam at fair value at the time of the award. Fair
value is determined under the valuation methodology outlined in the EIP. Awards vest over a period of up to five
years and are specified in the individual’s award letter. Holders of Putnam Class B Shares are not entitled to vote
other than in respect of certain matters in regards to the EIP and have no rights to convert their shares into any
other securities. The number of Putnam Class B Shares that may be subject to Awards under the EIP is limited to
10,000,000. The share‐based payments awarded under the EIP are cash‐settled and included within other
liabilities on the balance sheets.
Lifeco uses the fair‐value based method to account for restricted Class B Shares and options on Class B Shares
granted to employees under the EIP. The fair value of restricted Class B Shares and options on Class B Shares is
determined on each grant date. During 2012, Putnam granted 1,789,000 (1,189,169 in 2011) restricted Class B
common shares and no options in 2012 or 2011 to certain members of senior management and key employees.
Compensation expense recorded for the year ended December 31, 2012 related to restricted Class B common
shares and Class B stock options earned was $22 million ($3 million in 2011) and is recorded in operating and
administrative expenses in the statements of earnings. At December 31, 2012, the carrying value and intrinsic
value of the restricted Class B Share and stock option liability is $99 million ($101 million in 2011).
NOTE 19 NON‐CONTROLLING INTERESTS

Non‐controlling interests include
Participating account surplus in subsidiaries
Preferred shareholders of subsidiaries
Common shareholders of subsidiaries

December 31,
2012

December 31,
2011

2,505
4,949
9,152

2,227
4,049
8,934

16,606

15,210

Years ended December 31

Earnings attributable to non‐controlling interests include
Earnings attributable to common shareholders of subsidiaries
Dividends to preferred shareholders of subsidiaries
Earnings attributable to participating account surplus in subsidiaries
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2012

2011

1,348
241
276

1,500
209
120

1,865

1,829
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As a holding company, Power Corporation’s objectives in managing its capital are to:
 provide sufficient financial flexibility to pursue its growth strategy and support its group companies and other
investments.
 maintain an appropriate credit rating to achieve access to the capital markets at the lowest overall cost of
capital.

POWER CORPORATION OF CANADA

NOTE 20 CAPITAL MANAGEMENT

 provide attractive long‐term returns to shareholders of the Corporation.
The Corporation manages its capital taking into consideration the risk characteristics and liquidity of its holdings.
In order to maintain or adjust its capital structure, the Corporation may adjust the amount of dividends paid to
shareholders, return capital to shareholders or issue new forms of capital.
The capital structure of the Corporation consists of preferred shares, debentures and equity composed of stated
capital, retained earnings and non‐controlling interests in the equity of subsidiaries of the Corporation.
The Corporation utilizes perpetual non‐participating shares as a permanent and cost‐effective source of capital.
The Corporation considers itself to be a long‐term investor and as such holds positions in long‐term investments
as well as cash and short‐term investments for liquidity purposes.
The Corporation is not subject to externally imposed regulatory capital requirements.
The Corporation’s major operating subsidiaries are subject to regulatory capital requirements along with capital
standards set by rating agencies.
Lifeco’s subsidiaries Great‐West Life and Great‐West Life & Annuity are subject to minimum regulatory capital
requirements. Lifeco’s practice is to maintain the capitalization of its regulated operating subsidiaries at a level
that will exceed the relevant minimum regulatory capital requirements in the jurisdictions in which they operate:
 In Canada, the Office of the Superintendent of Financial Institutions has established a capital adequacy
measurement for life insurance companies incorporated under the Insurance Companies Act (Canada) and
their subsidiaries, known as the Minimum Continuing Capital and Surplus Requirements (MCCSR). As at
December 31, 2012, the MCCSR ratio for Great‐West Life was 207%.
 At December 31, 2012, the Risk‐Based Capital ratio (RBC) of Great‐West Life & Annuity, Lifeco’s regulated U.S.
operating company, was estimated to be 440% of the Company Action Level set by the National Association of
Insurance Commissioners. Great‐West Life & Annuity reports its RBC ratio annually to U.S. insurance
regulators.
 In the United Kingdom, Canada Life UK is required to satisfy the capital resources requirements set out in the
Integrated Prudential Sourcebook, part of the Financial Services Authority Handbook. The capital
requirements are prescribed by a formulaic capital requirement (Pillar 1) and an individual capital adequacy
framework which requires an entity to self‐assess an appropriate amount of capital it should hold, based on
the risks encountered from its business activities. At the end of 2012, Canada Life UK complied with the
capital resource requirements in the United Kingdom.
 Other foreign operations and foreign subsidiaries of Lifeco are required to comply with local capital or
solvency requirements in their respective jurisdictions. At December 31, 2012 and 2011 Lifeco maintained
capital levels above the minimum local regulatory requirements in each of its other foreign operations. One of
the foreign operations is in discussions with its regulator regarding the admissibility of certain assets for the
purpose of calculating such local regulatory requirements.
IGM subsidiaries subject to regulatory capital requirements include investment dealers, mutual fund dealers,
exempt market dealers, portfolio managers, investment fund managers and a trust company. IGM subsidiaries are
required to maintain minimum levels of capital based on either working capital, liquidity or shareholders’ equity.
IGM subsidiaries have complied with all regulatory capital requirements.
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POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT

Power Corporation and its subsidiaries have policies relating to the identification, measurement, monitoring,
mitigating and controlling of risks associated with financial instruments. The key risks related to financial
instruments are liquidity risk, credit risk and market risk (currency, interest rate and equity price).
The Corporation and its subsidiaries have also established policies, guidelines or procedures designed to identify,
measure and report all material risks. Management is responsible for establishing capital management
procedures for implementing and monitoring the capital plan. The Board of Directors of the Corporation and the
boards of directors of its subsidiaries review and approve all capital transactions undertaken by management.

LIQUIDITY RISK
Liquidity risk is the risk that the Corporation and its subsidiaries will not be able to meet all cash outflow
obligations as they come due.
Power Corporation is a holding company. As such, corporate cash flows from operations, before payment of
dividends to its participating and non‐participating shareholders, are principally made up of dividends received
from its subsidiaries and income from investments, less operating expenses, financing charges and income taxes.
Power Financial, which is also a holding company, represents a significant component of corporate cash flows.
The ability of Lifeco and IGM, which are also holding companies, to meet their obligations and pay dividends
depends in particular upon receipt of sufficient funds from their own subsidiaries.
Power Corporation and Power Financial seek to maintain a sufficient level of liquidity to meet all their cash flow
requirements. In addition, Power Corporation and Power Financial jointly have a $100 million uncommitted line
of credit with a Canadian chartered bank. Power Corporation and Power Financial never accessed the
uncommitted line of credit in the past; however, any advances made by the bank under the uncommitted line
would be at the bank’s sole discretion. A wholly owned subsidiary of the Corporation maintains a $15 million
uncommitted line of credit with a Canadian chartered bank.
Principal payments on debentures (other than those of Lifeco and IGM discussed below) represent the only
significant contractual liquidity requirement of Power Corporation and Power Financial.
December 31, 2012

Debentures

Less than 1 year

1–5 years

After 5 years

Total

7

86

650

743

Power Corporation and Power Financial’s liquidity position and their management of liquidity risk have not
changed materially since December 31, 2011.
For Lifeco, the following policies and procedures are in place to manage liquidity risk:
 Lifeco closely manages operating liquidity through cash flow matching of assets and liabilities and forecasting
earned and required yields, to ensure consistency between policyholder requirements and the yield of assets.
Approximately 70% (72% in 2011) of insurance and investment contract liabilities are non‐cashable prior to
maturity or subject to market value adjustments.
 Management of Lifeco monitors the use of lines of credit on a regular basis, and assesses the ongoing
availability of these and alternative forms of operating credit.
 Management of Lifeco closely monitors the solvency and capital positions of its principal subsidiaries
opposite liquidity requirements at the holding company. Additional liquidity is available through established
lines of credit or the capital markets. Lifeco maintains a $200 million committed line of credit with a Canadian
chartered bank. As well, Putnam maintains a US$500 million revolving credit agreement with a consortium of
banks and on October 18, 2012, Lifeco renewed a US$304 million Putnam non‐revolving term loan facility,
guaranteed by Lifeco, for three years.
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In the normal course of business, Lifeco enters into contracts that give rise to commitments of future minimum
payments that impact short‐term and long‐term liquidity. The following table summarizes the principal
repayment schedule of certain of Lifeco’s financial liabilities.
Payments due by period
December 31, 2012

Debentures and
debt instruments
Capital trust securities(1)
Purchase obligations
Pension contributions
(1)

1 year

2 years

3 years

4 years

5 years

After
5 years

Total

296
–
58
133

1
–
13
–

301
–
10
–

–
–
2
–

–
–
–
–

3,714
150
–
–

4,312
150
83
133

487

14

311

2

–

3,864

4,678

POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

Payments due have not been reduced to reflect that Lifeco held capital trust securities of $37 million principal amount ($45 million
carrying value).

IGM’s liquidity management practices include: controls over liquidity management processes; stress testing of
various operating scenarios; and oversight over liquidity management by committees of the board of directors of
IGM.
A key liquidity requirement for IGM is the funding of commissions paid on the sale of mutual funds. Commissions
on the sale of mutual funds continue to be paid from operating cash flows.
IGM also maintains sufficient liquidity to fund and temporarily hold mortgages. Through its mortgage banking
operations, residential mortgages are sold or securitized to:
 Investors Mortgage and Short Term Income Fund and Investors Canadian Corporate Bond Fund;
 third parties, including Canada Mortgage and Housing Corporation (CMHC) or Canadian bank‐sponsored
securitization trusts;
 institutional investors through private placements.
Certain subsidiaries of IGM are approved issuers of National Housing Act Mortgage‐Backed Securities (NHA MBS)
and approved sellers into the Canada Mortgage Bond Program (CMB Program). This issuer and seller status
provides IGM with additional funding sources for residential mortgages. IGM’s continued ability to fund
residential mortgages through Canadian bank‐sponsored securitization trusts and NHA MBS is dependent on
securitization market conditions that are subject to change. A condition of the NHA MBS and CMB Programs is
that securitized loans be insured by an insurer that is approved by CMHC. The availability of mortgage insurance
is dependent upon market conditions that are subject to change.
IGM’s contractual obligations were as follows:
December 31, 2012

Demand

Less than 1 year

1–5 years

After 5 years

Total

Repurchase agreements
Derivative financial instruments
Deposits and certificates
Obligations to securitization entities
Long‐term debt
Operation leases

–
–
136
–
–
–

225
23
9
789
–
53

–
45
13
3,877
–
152

–
3
5
35
1,325
79

225
71
163
4,701
1,325
284

Total contractual obligations

136

1,099

4,087

1,447

6,769

P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG01_PCC_2013-03-11_v2.indd A81

A 81

13/03/13 10:48 AM

POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

In addition to IGM’s current balance of cash and cash equivalents, liquidity is available through IGM’s operating
lines of credit. IGM’s operating lines of credit with various Schedule I Canadian chartered banks totalled
$525 million as at December 31, 2012, compared to $325 million as at December 31, 2011. On October 26, 2012,
IGM entered into an additional $200 million committed line of credit to provide financing for IGM’s mortgage
operations. The operating lines of credit as at December 31, 2012 consisted of committed lines of $350 million
($150 million in 2011) and uncommitted lines of $175 million ($175 million in 2011). IGM has accessed its
uncommitted operating lines of credit in the past; however, any advances made by the banks under the
uncommitted operating lines are at the banks’ sole discretion. As at December 31, 2012 and 2011, IGM was not
utilizing its committed lines of credit or its uncommitted operating lines of credit.
IGM accessed capital markets most recently in December 2010; IGM’s ability to access capital markets to raise
funds in future is dependent on market conditions.
IGM’s liquidity position and its management of liquidity risk have not changed materially since
December 31, 2011.

CREDIT RISK
Credit risk is the potential for financial loss to the Corporation and its subsidiaries if a counterparty in a
transaction fails to meet its obligations.
For Power Corporation and Power Financial, cash and cash equivalents, fixed income securities, and derivatives
are subject to credit risk. The Corporation continuously monitors its credit risk.
Cash and cash equivalents amounting to $556 million and fixed income securities amounting to $1,146 million
consist primarily of highly liquid temporary deposits with Canadian chartered banks as well as bankers’
acceptances and short‐term securities guaranteed by the Canadian government. The Corporation regularly
reviews the credit ratings of its counterparties. The maximum exposure to credit risk on these financial
instruments is their carrying value. The Corporation mitigates credit risk on these financial instruments by
adhering to its Investment Policy which outlines credit risk parameters and concentration limits.
Derivatives or derivatives not designated as hedges continue to be utilized on a basis consistent with the risk
management policies of the Corporation and are monitored by the Corporation for effectiveness as economic
hedges even if specific hedge accounting requirements are not met. The Corporation regularly reviews the credit
ratings of derivative financial instrument counterparties. Derivative contracts are over‐the‐counter traded with
counterparties that are highly rated financial institutions. The exposure to credit risk of these derivatives is
limited to their fair values. These derivatives were in a gain position $1 million at December 31, 2012.
For Lifeco, the following policies and procedures are in place to manage credit risk:
 Investment guidelines are in place that require only the purchase of investment‐grade assets and minimize
undue concentration of assets in any single geographic area, industry and company.
 Investment guidelines specify minimum and maximum limits for each asset class. Credit ratings are
determined by recognized external credit rating agencies and/or internal credit review.
 Investment guidelines also specify collateral requirements.
 Portfolios are monitored continuously, and reviewed regularly with the board of directors of Lifeco or the
investment committee of the board of directors of Lifeco.
 Credit risk associated with derivative instruments is evaluated quarterly based on conditions that existed at
the balance sheet date, using practices that are at least as conservative as those recommended by regulators.
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 Lifeco is exposed to credit risk relating to premiums due from policyholders during the grace period specified
by the insurance policy or until the policy is paid up or terminated. Commissions paid to agents and brokers
are netted against amounts receivable, if any.
 Reinsurance is placed with counterparties that have a good credit rating and concentration of credit risk is
managed by following policy guidelines set each year by the board of directors of Lifeco. Management of
Lifeco continuously monitors and performs an assessment of creditworthiness of reinsurers.

POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

Maximum Exposure to Credit Risk for Lifeco The following table summarizes Lifeco’s maximum exposure to
credit risk related to financial instruments. The maximum credit exposure is the carrying value of the asset net of
any allowances for losses.

Cash and cash equivalents
Bonds
Fair value through profit or loss
Available for sale
Loans and receivables
Mortgage loans
Loans to policyholders
Funds held by ceding insurers(1)
Reinsurance assets
Interest due and accrued
Accounts receivable
Premiums in course of collection
Trading account assets
Other financial assets(2)
Derivative assets
Total balance sheet maximum credit exposure

December 31,
2012

December 31,
2011

1,895

2,056

64,850
6,752
10,934
17,875
7,082
10,537
2,064
1,098
977
484
313
973
997

61,709
6,620
9,744
17,432
7,162
9,923
2,061
1,108
813
422
207
685
968

126,831

120,910

(1)

Includes $9,951 million ($9,411 million at December 31, 2011) of funds held by ceding insurers where Lifeco retains the credit risk of the
assets supporting the liabilities ceded (see note 5).

(2)

Includes items such as current income taxes receivable and miscellaneous other assets of Lifeco.

Credit risk is also mitigated by entering into collateral agreements. The amount and type of collateral required
depends on an assessment of the credit risk of the counterparty. Guidelines are implemented regarding the
acceptability of types of collateral and the valuation parameters. Management of Lifeco monitors the value of the
collateral, requests additional collateral when needed and performs an impairment valuation when applicable.
Lifeco has $25 million of collateral received in 2012 ($21 million at December 31, 2011) relating to derivative
assets.
Concentration of Credit Risk for Lifeco Concentrations of credit risk arise from exposures to a single debtor, a
group of related debtors or groups of debtors that have similar credit risk characteristics in that they operate in
the same geographic region or in similar industries. The characteristics are similar in that changes in economic or
political environments may impact their ability to meet obligations as they come due.
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POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

The following table provides details of the carrying value of bonds of Lifeco by industry sector and geographic
distribution:
December 31, 2012

Canada

United States

Europe

Total

Bonds issued or guaranteed by:
Canadian federal government
Provincial, state and municipal governments
U.S. Treasury and other U.S. agencies
Other foreign governments
Government‐related
Supranationals
Asset‐backed securities
Residential mortgage‐backed securities
Banks
Other financial institutions
Basic materials
Communications
Consumer products
Industrial products/services
Natural resources
Real estate
Transportation
Utilities
Miscellaneous

4,873
6,454
305
151
1,584
453
2,587
16
2,140
801
252
499
1,903
873
1,100
850
1,747
4,257
2,317

3
1,881
3,421
29
–
11
3,117
452
359
1,578
724
181
1,975
984
665
–
696
3,317
856

43
61
976
8,044
1,205
289
830
165
2,317
1,964
231
553
1,867
323
565
1,739
598
3,342
312

4,919
8,396
4,702
8,224
2,789
753
6,534
633
4,816
4,343
1,207
1,233
5,745
2,180
2,330
2,589
3,041
10,916
3,485

33,162
2,388

20,249
358

25,424
955

78,835
3,701

35,550

20,607

26,379

82,536

December 31, 2011

Canada

United States

Europe

Total

Bonds issued or guaranteed by:
Canadian federal government
Provincial, state and municipal governments
U.S. Treasury and other U.S. agencies
Other foreign governments
Government‐related
Supranationals
Asset‐backed securities
Residential mortgage‐backed securities
Banks
Other financial institutions
Basic materials
Communications
Consumer products
Industrial products/services
Natural resources
Real estate
Transportation
Utilities
Miscellaneous

4,328
6,430
271
185
1,293
443
2,696
26
2,168
855
233
508
1,848
695
1,127
608
1,721
3,792
2,024

2
1,980
2,857
25
–
12
3,401
638
416
1,449
748
221
1,813
825
560
–
672
2,689
814

42
53
1,006
8,216
955
211
803
146
1,858
1,615
214
501
1,771
212
554
1,610
624
3,158
277

4,372
8,463
4,134
8,426
2,248
666
6,900
810
4,442
3,919
1,195
1,230
5,432
1,732
2,241
2,218
3,017
9,639
3,115

31,251
2,980

19,122
323

23,826
571

74,199
3,874

34,231

19,445

24,397

78,073

Total long‐term bonds
Short‐term bonds

Total long‐term bonds
Short‐term bonds
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The following table provides details of the carrying value of mortgage loans of Lifeco by geographic location:
Single‐family
residential

Multi‐family
residential

Commercial

Total

1,676
–
–

3,250
921
187

6,982
2,139
2,720

11,908
3,060
2,907

1,676

4,358

11,841

17,875

Single‐family
residential

Multi‐family
residential

Commercial

Total

1,591
–
79

3,407
811
108

7,022
1,999
2,415

12,020
2,810
2,602

1,670

4,326

11,436

17,432

December 31,
2012

December 31,
2011

AAA
AA
A
BBB
BB and lower

29,302
13,463
23,767
14,662
1,342

29,612
12,525
22,435
12,399
1,102

Total bonds

82,536

78,073

December 31,
2012

December 31,
2011

Over‐the‐counter contracts (counterparty ratings):
AAA
AA
A

9
106
882

12
361
595

Total

997

968

December 31, 2012

Canada
United States
Europe

December 31, 2011

Canada
United States
Europe

POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

Asset Quality
Bond Portfolio Quality

Derivative Portfolio Quality

Loans of Lifeco Past Due, but not Impaired Loans that are past due but not considered impaired are loans for
which scheduled payments have not been received, but management of Lifeco has reasonable assurance of
collection of the full amount of principal and interest due. The following table provides carrying values of the
loans past due, but not impaired:
December 31,
2012

December 31,
2011

Less than 30 days
30–90 days
Greater than 90 days

12
–
4

3
1
1

Total

16

5

The following outlines the future asset credit losses provided for in insurance and investment contract liabilities.
These amounts are in addition to the allowance for asset losses included with assets:

Participating
Non‐participating
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December 31,
2012

December 31,
2011

892
1,667

852
1,648

2,559

2,500

A 85

13/03/13 10:48 AM

POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

For IGM, cash and cash equivalents, securities holdings, mortgage and investment loan portfolios, and derivatives
are subject to credit risk. IGM monitors its credit risk management practices continuously to evaluate their
effectiveness.
With respect to IGM, at December 31, 2012, cash and cash equivalents of $1,059 million ($1,052 million in 2011)
consisted of cash balances of $101 million ($97 million in 2011) on deposit with Canadian chartered banks and
cash equivalents of $958 million ($955 million in 2011). Cash equivalents are composed of Government of
Canada treasury bills totalling $233 million ($521 million in 2011), provincial government and government‐
guaranteed commercial paper of $473 million ($340 million in 2011) and bankers’ acceptances issued by
Canadian chartered banks of $253 million ($94 million in 2011). IGM regularly reviews the credit ratings of its
counterparties. The maximum exposure to credit risk on these financial instruments is their carrying value. IGM
manages credit risk related to cash and cash equivalents by adhering to its Investment Policy that outlines credit
risk parameters and concentration limits.
Fair value through profit or loss securities include Canada Mortgage Bonds with a fair value of $226 million ($227
million in 2011). The fair value represents the maximum exposure to credit risk of IGM at December 31, 2012.
IGM regularly reviews the credit quality of the mortgage portfolios related to IGM’s mortgage banking operations
and its intermediary operations, as well as the adequacy of the collective allowance. As at December 31, 2012,
mortgages totalled $4.9 billion ($4.1 billion in 2011) and consisted of residential mortgages:
 Sold to securitization programs which are classified as loans and receivables and totalled $4.6 billion
compared to $3.8 billion at December 31, 2011. An offsetting liability, obligations to securitization entities,
has been recorded and totalled $4.7 billion at December 31, 2012, compared to $3.8 billion at
December 31, 2011.
 Related to IGM’s mortgage banking operations which are classified as held for trading and totalled
$249 million, compared to $292 million at December 31, 2011. These loans are held by IGM pending sale or
securitization.
 Related to IGM’s intermediary operations which are classified as loans and receivables and totalled
$35 million at December 31, 2012, compared to $31 million at December 31, 2011.
As at December 31, 2012, the mortgage portfolios related to IGM’s intermediary operations were geographically
diverse, 100% residential (100% in 2011) and 86.2% insured (99.4% in 2011). As at December 31, 2012,
impaired mortgages over 90 days were nil, unchanged from December 31, 2011. Uninsured non‐performing
mortgages over 90 days were nil, unchanged from December 31, 2011. The characteristics of the mortgage
portfolios have not changed significantly during 2012.
IGM purchases portfolio insurance from CMHC on newly funded qualifying conventional mortgages. Under the
NHA MBS and CMB Programs, it is a requirement that securitized mortgages be insured against default by an
approved insurer, and IGM has also insured substantially all loans securitized through ABCP programs. At
December 31, 2012, 88.3% of the securitized portfolio and the residential mortgages classified as held for trading
were insured, compared to 93.0% at December 31, 2011. As at December 31, 2012, impaired mortgages on these
portfolios were $1 million, unchanged from December 31, 2011. Uninsured non‐performing mortgages over
90 days on these portfolios were $1 million at December 31, 2012, compared to nil at December 31, 2011.
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IGM retains certain elements of credit risk on securitized loans. At December 31, 2012, 90.2% of securitized
loans were insured against credit losses compared to 96.2% at December 31, 2011. IGM’s credit risk on its
securitization activities is limited to retained interest. The fair value of IGM’s retained interests in securitized
mortgages was $69 million at December 31, 2012, compared to $24 million at December 31, 2011. Retained
interests include: 
 Cash reserve accounts and rights to future net interest income ‐ which were $24 million and $102 million,
respectively, at December 31, 2012. Cash reserve accounts are reflected on the balance sheet, whereas rights
to future net interest income are not reflected on the balance sheet and will be recorded over the life of the
mortgages.

POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

The portion of this amount pertaining to Canadian bank‐sponsored securitization trusts of $55 million
($45 million in 2011) is subordinated to the interests of the trust and represents the maximum exposure to
credit risk for any failure of the borrowers to pay when due. Credit risk on these mortgages is mitigated by
any insurance on these mortgages, as previously discussed, and IGM’s credit risk on insured loans is to the
insurer.
Rights to future net interest income under the NHA MBS and CMB Programs totalled $70 million ($56 million
in 2011). Under the NHA MBS and CMB Programs, IGM has an obligation to make timely payments to security
holders regardless of whether amounts are received from mortgagors. All mortgages securitized under the
NHA MBS and CMB Programs are insured by CMHC or another approved insurer under the programs.
Outstanding mortgages securitized under these programs are $3.3 billion ($2.7 billion in 2011).
 Fair value of principal reinvestment account swaps ‐ had a negative fair value of $56 million at
December 31, 2012 ($77 million in 2011) and is reflected on the balance sheet. These swaps represent the
component of a swap entered into under the CMB Program whereby IGM pays coupons on Canada Mortgage
Bonds and receives investment returns on the reinvestment of repaid mortgage principal. The notional
amount of these swaps was $932 million ($556 million in 2011) at December 31, 2012.
IGM’s exposure to and management of credit risk related to cash and cash equivalents, fixed income securities
and mortgage portfolios have not changed materially since December 31, 2011.
IGM utilizes over‐the‐counter derivatives to hedge interest rate risk and reinvestment risk associated with its
mortgage banking and securitization activities, as well as market risk related to certain stock‐based
compensation arrangements. To the extent that the fair value of the derivatives is in a gain position, IGM is
exposed to the credit risk that its counterparties fail to fulfill their obligations under these arrangements.
IGM participates in the CMB Program by entering into back‐to‐back swaps whereby Canadian Schedule I
chartered banks designated by IGM are between IGM and the Canadian Housing Trust. IGM receives coupons on
NHA MBS and eligible principal reinvestments and pays coupons on the Canada Mortgage Bonds. IGM also enters
into offsetting interest rate swaps with the same bank counterparties to hedge interest rate and reinvestment
risk associated with the CMB Program. The negative fair value of these swaps totalled $27 million at
December 31, 2012 ($26 million in 2011) and the outstanding notional amount was $5.7 billion ($4.4 billion
in 2011). Certain of these swaps relate to securitized mortgages that have been recorded on IGM’s balance sheet
with an associated obligation. Accordingly, these swaps, with an outstanding notional amount of $3.3 billion
($2.7 billion in 2011) and having a negative fair value of $29 million ($33 million in 2011), are not reflected on
the balance sheet. Principal reinvestment account swaps and hedges of reinvestment and interest rate risk, with
an outstanding notional amount of $2.4 billion ($1.7 billion in 2011) and having a fair value of $3 million
($7 million in 2011), are reflected on the balance sheet. The exposure to credit risk, which is limited to the fair
value of swaps in a gain position, totalled $63 million at December 31, 2012, compared to $87 million at
December 31, 2011.
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NOTE 21 RISK MANAGEMENT (CONTINUED)

IGM utilizes interest rate swaps to hedge interest rate risk associated with mortgages securitized through
Canadian bank‐sponsored ABCP programs. The negative fair value of these interest rate swaps totalled $5 million
($23 million in 2011) on an outstanding notional amount of $435 million at December 31, 2012 ($1.0 billion
in 2011). The exposure to credit risk, which is limited to the fair value of swaps in a gain position, totalled
$0.2 million at December 31, 2012, compared to $0.6 million at December 31, 2011.
IGM also utilizes interest rate swaps to hedge interest rate risk associated with its investments in Canada
Mortgage Bonds. The negative fair value of these interest rate swaps totalled $5 million ($7 million in 2011) on
an outstanding notional amount of $200 million at December 31, 2012 ($200 million in 2011). The exposure to
credit risk, which is limited to the fair value of the interest rate swaps which are in a gain position, was nil at
December 31, 2012, unchanged from December 31, 2011.
IGM enters into other derivative contracts which consist primarily of interest rate swaps utilized to hedge
interest rate risk related to mortgages held pending sale, or committed to, by IGM as well as total return swaps
and forward agreements on IGM’s common shares utilized to hedge deferred compensation arrangements. The
fair value of interest rate swaps, total return swaps and forward agreements was $0.1 million on an outstanding
notional amount of $125 million at December 31, 2012, compared to a fair value of nil on an outstanding notional
amount of $76 million at December 31, 2011. The exposure to credit risk, which is limited to the fair value of
those instruments which are in a gain position, was $2 million at December 31, 2012, compared to $1 million as
at December 31, 2011.
The aggregate credit risk exposure related to derivatives that are in a gain position of $65 million ($89 million
in 2011) does not give effect to any netting agreements or collateral arrangements. The exposure to credit risk,
considering netting agreements and collateral arrangements, was nil at December 31, 2012 ($0.3 million
in 2011). Counterparties are all Canadian Schedule I chartered banks and, as a result, management of IGM has
determined that IGM’s overall credit risk related to derivatives was not significant at December 31, 2012.
Management of credit risk has not changed materially since December 31, 2011.

MARKET RISK
Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate as a result of
changes in market factors. Market factors include three types of risks: currency risk, interest rate risk and equity
price risk.
Caution related to risk sensitivities
The consolidated financial statements of the Corporation include
estimates of sensitivities and risk exposure measures for certain risks, such as the sensitivity due to specific
changes in interest rate levels projected and market prices at the valuation date. Actual results can differ
significantly from these estimates for a variety of reasons, including:
 assessment of the circumstances that led to the scenario may lead to changes in (re)investment approaches
and interest rate scenarios considered;
 changes in actuarial, investment return and future investment activity assumptions;
 actual experience differing from the assumptions;
 changes in business mix, effective tax rates and other market factors;
 interactions among these factors and assumptions when more than one changes; and
 the general limitations of internal models.
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For these reasons, the sensitivities should only be viewed as directional estimates of the underlying sensitivities
for the respective factors based on the assumptions outlined below. Given the nature of these calculations, the
Corporation cannot provide assurance that the actual impact on net earnings attributed to shareholders will be
as indicated.
Currency risk Currency risk relates to the Corporation, its subsidiaries and its jointly controlled corporation
operating in different currencies and converting non‐Canadian earnings at different points in time at different
foreign exchange levels when adverse changes in foreign currency exchange rates occur.

POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

Power Corporation and Power Financial’s financial assets are essentially cash and cash equivalents, fixed income
securities and other investments consisting of securities, investment funds and hedge funds. In managing their
own cash and cash equivalents, Power Corporation and Power Financial may hold cash balances denominated in
foreign currencies and thus be exposed to fluctuations in exchange rates. In order to protect against such
fluctuations, Power Corporation and Power Financial may from time to time enter into currency‐hedging
transactions with highly rated financial institutions. As at December 31, 2012, approximately 77% of Power
Corporation and Power Financial’s cash and cash equivalents were denominated in Canadian dollars or in foreign
currencies with currency hedges in place.
Most of Power Corporation’s other investments are classified as available for sale, therefore unrealized gains and
losses on these investments are recorded in other comprehensive income until realized. As at
December 31, 2012, the impact of a 5% decrease in foreign exchange rates would have been a $63 million
unrealized loss recorded in other comprehensive income.
Power Financial is exposed through Parjointco to foreign exchange risk as a result of Parjointco’s investment in
Pargesa, a company whose functional currency is the Swiss franc.
For Lifeco, if the assets backing insurance and investment contract liabilities are not matched by currency,
changes in foreign exchange rates can expose Lifeco to the risk of foreign exchange losses not offset by liability
decreases. Lifeco has net investments in foreign operations. In addition, Lifeco’s debt obligations are mainly
denominated in Canadian dollars. In accordance with IFRS, foreign currency translation gains and losses from net
investments in foreign operations, net of related hedging activities and tax effects, are recorded in other
comprehensive income. Strengthening or weakening of the Canadian dollar spot rate compared to the U.S. dollar,
British pound and euro spot rates impacts Lifeco’s total share capital and surplus. Correspondingly, Lifeco’s book
value per share and capital ratios monitored by rating agencies are also impacted. The following policies and
procedures are in place to mitigate Lifeco’s exposure to currency risk:
 Lifeco uses financial measures such as constant currency calculations to monitor the effect of currency
translation fluctuations.
 Investments are normally made in the same currency as the liabilities supported by those investments.
Segmented investment guidelines include maximum tolerances for unhedged currency mismatch exposures.
 Foreign currency assets acquired to back liabilities are normally converted back to the currency of the liability
using foreign exchange contracts.
 A 10% weakening of the Canadian dollar against foreign currencies would be expected to increase non‐
participating insurance and investment contract liabilities and their supporting assets by approximately the
same amount, resulting in an immaterial change to net earnings. A 10% strengthening of the Canadian dollar
against foreign currencies would be expected to decrease non‐participating insurance and investment
contract liabilities and their supporting assets by approximately the same amount, resulting in an immaterial
change in net earnings.
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POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

IGM’s financial instruments are generally denominated in Canadian dollars, and do not have significant exposure
to changes in foreign exchange rates.
Interest rate risk Interest rate risk is the risk that the fair value of future cash flows of a financial instrument
will fluctuate because of changes in the market interest rates.
Power Corporation and Power Financial’s financial instruments are essentially cash and cash equivalents, fixed
income securities, other investments and long‐term debt that do not have significant exposure to interest rate
risk.
For Lifeco, the following policies and procedures are in place to mitigate exposure to interest rate risk:
 Lifeco utilizes a formal process for managing the matching of assets and liabilities. This involves grouping
general fund assets and liabilities into segments. Assets in each segment are managed in relation to the
liabilities in the segment.
 Interest rate risk is managed by investing in assets that are suitable for the products sold.
 Where these products have benefit or expense payments that are dependent on inflation (inflation‐indexed
annuities, pensions and disability claims), Lifeco generally invests in real return instruments to hedge its real
dollar liability cash flows. Some protection against changes in the inflation index is achieved as any related
change in the fair value of the assets will be largely offset by a similar change in the fair value of the liabilities.
 For products with fixed and highly predictable benefit payments, investments are made in fixed income assets
or real estate whose cash flows closely match the liability product cash flows. Where assets are not available
to match certain cash flows, such as long‐tail cash flows, a portion of these are invested in equities and the rest
are duration matched. Hedging instruments are employed where necessary when there is a lack of suitable
permanent investments to minimize loss exposure to interest rate changes. To the extent these cash flows are
matched, protection against interest rate change is achieved and any change in the fair value of the assets will
be offset by a similar change in the fair value of the liabilities.
 For products with less predictable timing of benefit payments, investments are made in fixed income assets
with cash flows of a shorter duration than the anticipated timing of benefit payments or equities, as described
below.
 The risks associated with the mismatch in portfolio duration and cash flow, asset prepayment exposure and
the pace of asset acquisition are quantified and reviewed regularly.
Projected cash flows from the current assets and liabilities are used in the Canadian Asset Liability Method to
determine insurance contract liabilities. Valuation assumptions have been made regarding rates of returns on
supporting assets, fixed income, equity and inflation. The valuation assumptions use best estimates of future
reinvestment rates and inflation assumptions with an assumed correlation together with margins for adverse
deviation set in accordance with professional standards. These margins are necessary to provide for possibilities
of misestimation and/or future deterioration in the best estimate assumptions and provide reasonable assurance
that insurance contract liabilities cover a range of possible outcomes. Margins are reviewed periodically for
continued appropriateness.
Projected cash flows from fixed income assets used in actuarial calculations are reduced to provide for potential
asset default losses. The net effective yield rate reduction averaged 0.18% (0.19% in 2011). The calculation for
future credit losses on assets is based on the credit quality of the underlying asset portfolio.
Testing under several interest rate scenarios (including increasing and decreasing rates) is done to assess
reinvestment risk.
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One way of measuring the interest rate risk associated with this assumption is to determine the effect on the
insurance and investment contract liabilities impacting the shareholder earnings of Lifeco of a 1% immediate
parallel shift in the yield curve. These interest rate changes will impact the projected cash flows.
 The effect of an immediate 1% parallel increase in the yield curve would be to decrease these insurance and
investment contract liabilities by approximately $181 million, causing an increase in net earnings of Lifeco of
approximately $121 million (Power Corporation’s share – $56 million).

POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

 The effect of an immediate 1% parallel decrease in the yield curve would be to increase these insurance and
investment contract liabilities by approximately $715 million, causing a decrease in net earnings of Lifeco of
approximately $504 million (Power Corporation’s share – $235 million).
In addition to the above, if this change in the yield curve persisted for an extended period the range of the tested
scenarios might change. The effect of an immediate 1% parallel decrease or increase in the yield curve persisting
for a year would have immaterial additional effects on the reported insurance and investment contract liabilities.
IGM is exposed to interest rate risk on its loan portfolio, fixed income securities, Canada Mortgage Bonds and on
certain of the derivative financial instruments used in IGM’s mortgage banking and intermediary operations.
The objective of IGM’s asset and liability management is to control interest rate risk related to its intermediary
operations by actively managing its interest rate exposure. As at December 31, 2012, the total gap between
deposit assets and liabilities was within IGM’s trust subsidiaries’ stated guidelines.
IGM utilizes interest rate swaps with Canadian Schedule I chartered bank counterparties in order to reduce the
impact of fluctuating interest rates on its mortgage banking operations, as follows:
 IGM has funded fixed rate mortgages with ABCP as part of the securitization transactions with bank‐
sponsored securitization trusts. IGM enters into interest rate swaps with Canadian Schedule I chartered banks
to hedge the risk that ABCP rates rise. However, IGM remains exposed to the basis risk that ABCP rates are
greater than the bankers’ acceptance rates that it receives on its hedges.
 IGM has in certain instances funded floating rate mortgages with fixed rate Canada Mortgage Bonds as part of
the securitization transactions under the CMB Program. IGM enters into interest rate swaps with Canadian
Schedule I chartered banks to hedge the risk that the interest rates earned on floating rate mortgages decline.
As previously discussed, as part of the CMB Program, IGM also is entitled to investment returns on
reinvestment of principal repayments of securitized mortgages and is obligated to pay Canada Mortgage Bond
coupons that are generally fixed rate. IGM hedges the risk that reinvestment returns decline by entering into
interest rate swaps with Canadian Schedule I chartered bank counterparties.
 IGM is exposed to the impact that changes in interest rates may have on the value of its investments in Canada
Mortgage Bonds. IGM enters into interest rate swaps with Canadian Schedule I chartered bank counterparties
to hedge interest rate risk on these bonds.
 IGM is also exposed to the impact that changes in interest rates may have on the value of mortgages held, or
committed to, by IGM. IGM may enter into interest rate swaps to hedge this risk.
As at December 31, 2012, the impact to annual net earnings of IGM of a 100‐basis‐point change in interest rates
would have been approximately $5 million (Power Corporation’s share – $2 million). IGM’s exposure to and
management of interest rate risk has not changed materially since December 31, 2011.
Equity price risk Equity price risk is the uncertainty associated with the valuation of assets arising from
changes in equity markets. To mitigate equity price risk, the Corporation and its subsidiaries have investment
policy guidelines in place that provide for prudent investment in equity markets within clearly defined limits.
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POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

Power Corporation and Power Financial’s financial instruments are essentially cash and cash equivalents, fixed
income securities, other investments and long‐term debt. Power Corporation’s other investments are classified as
available for sale, therefore unrealized gains and losses on these investments are recorded in other
comprehensive income until realized. Other investments are reviewed periodically to determine whether there is
objective evidence of an impairment in value.
During the year, the Corporation recorded impairment charges amounting to $96 million ($91 million in 2011).
As at December 31, 2012, the impact of a 5% decrease in the value of other investments would have been an
$77 million unrealized loss recorded in other comprehensive income.
Pargesa indirectly holds substantial investments classified as available for sale, therefore unrealized gains and
losses on these investments are recorded in other comprehensive income until realized. These investments are
reviewed periodically to determine whether there is objective evidence of an impairment in value.
For Lifeco, the risks associated with segregated fund guarantees have been mitigated through a hedging program
for lifetime Guaranteed Minimum Withdrawal Benefit guarantees using equity futures, currency forwards, and
interest rate derivatives. For policies with segregated fund guarantees, Lifeco generally determines insurance
contract liabilities at a conditional tail expectation of 75 (CTE75) level.
Some insurance and investment contract liabilities are supported by investment properties, common stocks and
private equities, for example, segregated fund products and products with long‐tail cash flows. Generally these
liabilities will fluctuate in line with equity market values. There will be additional impacts on these liabilities as
equity market values fluctuate. A 10% increase in equity markets would be expected to additionally decrease
non‐participating insurance and investment contract liabilities by approximately $22 million, causing an increase
in net earnings of Lifeco of approximately $18 million (Power Corporation’s share – $8 million). A 10% decrease
in equity markets would be expected to additionally increase non‐participating insurance and investment
contract liabilities by approximately $128 million, causing a decrease in net earnings of Lifeco of approximately
$96 million (Power Corporation’s share – $45 million).
The best estimate return assumptions for equities are primarily based on long‐term historical averages. Changes
in the current market could result in changes to these assumptions and will impact both asset and liability cash
flows. A 1% increase in the best estimate assumption would be expected to decrease non‐participating insurance
contract liabilities by approximately $443 million, causing an increase in net earnings of Lifeco of approximately
$342 million (Power Corporation’s share – $159 million). A 1% decrease in the best estimate assumption would
be expected to increase non‐participating insurance contract liabilities by approximately $492 million, causing a
decrease in net earnings of Lifeco of approximately $376 million (Power Corporation’s share – $175 million).
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Lifeco offers retail segregated fund products, unitized with profits products and variable annuity products that
provide for certain guarantees that are tied to the fair values of the investment funds. A significant decline in the
fair value of these funds could increase Lifeco’s liability exposure for providing these guarantees. Lifeco’s
exposure to these guarantees at the balance sheet date was:
Investment deficiency by benefit type
Fair value

Income

Maturity

Death

Total(1)

Canada
United States
Europe

24,192
7,272
3,665

–
–
552

29
–
40

181
59
71

181
59
624

Total

35,129

552

69

311

864

Fair value

Income

Maturity

Death

Total(1)

Canada
United States
Europe

22,837
7,041
3,232

–
1
641

39
–
124

301
79
174

301
80
817

Total

33,110

642

163

554

1,198

December 31, 2012

POWER CORPORATION OF CANADA

NOTE 21 RISK MANAGEMENT (CONTINUED)

Investment deficiency by benefit type
December 31, 2011

(1)

A policy can only receive a payout from one of the three trigger events (income election, maturity or death). Total deficiency measures the
point‐in‐time exposure assuming the most costly trigger event for each policy occurred on December 31, 2012 and December 31, 2011.

IGM is exposed to equity price risk on its proprietary investment funds which are classified as available‐for‐sale
securities and its equity securities which are classified as fair value through profit or loss. Unrealized gains and
losses on available‐for‐sale securities are recorded in other comprehensive income until they are realized or until
management of IGM determines there is objective evidence of impairment in value, at which time they are
recorded in the statements of earnings.
IGM sponsors a number of deferred compensation arrangements where payments to participants are linked to
the performance of the common shares of IGM Financial Inc. IGM hedges this risk through the use of forward
agreements and total return swaps.
NOTE 22 OPERATING AND ADMINISTRATIVE EXPENSES
Years ended December 31

Salaries and other employee benefits
Amortization, depreciation and impairment
Premium taxes
Other(1)
(1)

2012

2011

2,434
238
293
1,378

2,228
189
264
820

4,343

3,501

Other reflects adjustment from Lifeco for the court decision on November 3, 2011 that any monies to be reallocated to the participating
accounts will be dealt with in accordance with the participating policyholder dividend policies in the ordinary course of business. No
awards are to be paid out to individual class members (refer to Note 29).

NOTE 23 FINANCING CHARGES
Years ended December 31

Interest on debentures and debt instruments
Net interest on capital trust securities
Other
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2012

2011

375
27
29

383
33
27

431

443
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POWER CORPORATION OF CANADA

NOTE 24 PENSION PLANS AND OTHER POST‐EMPLOYMENT BENEFITS

The Corporation and its subsidiaries maintain funded defined benefit pension plans for certain employees and
advisors as well as unfunded supplementary employee retirement plans (SERP) for certain employees. The
Corporation’s subsidiaries also maintain defined contribution pension plans for eligible employees and advisors.
The Corporation and its subsidiaries provide post‐employment health, dental and life insurance benefits to
eligible retirees and advisors.
Effective July 1, 2012, the defined benefit pension plan of IGM was closed and will only accept members hired
prior to July 1, 2012. For all eligible employees hired after July 1, 2012, IGM introduced a registered defined
contribution pension plan.
Effective January 1, 2013, the Great‐West Life Assurance Company Canadian Employees’ Pension Plan and the
London Life Staff Pension Plan added a defined contribution provision to their plans. All new hires after this date
are eligible only for defined contribution benefits. This change will reduce Lifeco’s defined benefit plan exposure
in future years.
Subsidiaries of Lifeco have declared partial windups in respect of certain defined pension plans, the impact of
which has not been reflected in the pension plan accounts.

PLAN ASSETS, BENEFIT OBLIGATIONS AND FUNDED STATUS

Pension
plans

2012

2011

Other post‐
employment
benefits

Other post‐
employment
benefits

Pension
plans

Change in fair value of plan assets
Fair value of plan assets, beginning of year
Expected return on plan assets
Employee contributions
Employer contributions
Actuarial gains (losses)
Benefits paid
Foreign exchange and other

3,992
235
24
122
89
(229)
(22)

–
–
–
21
–
(21)
–

3,982
251
25
143
(186)
(237)
14

–
–
–
21
–
(21)
–

Fair value of plan assets, end of year

4,211

–

3,992

–

Change in defined benefit obligations
Defined benefit obligation, beginning of year
Employer current service cost
Employee contributions
Interest on defined obligations
Actuarial losses
Benefits paid
Past service cost
Foreign exchange and other

4,713
102
24
236
497
(229)
3
(26)

502
5
–
25
19
(21)
–
–

4,335
88
25
235
238
(237)
7
22

491
4
–
27
1
(21)
–
–

Defined benefit obligation, end of year

5,320

530

4,713

502

Funded status
Fund surplus (deficit)
Unamortized past service costs
Unamortized net actuarial losses
Unrecognized amount due to limit on asset

(1,109)
5
1,073
(41)

(530)
(25)
69
–

(721)
6
723
(71)

(502)
(33)
53
–

(72)

(486)

(63)

(482)

Accrued benefit asset (liability)
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The aggregate accrued benefit obligations of plan assets are as follows:
Year ended December 31

Wholly or partly funded plans
Wholly unfunded plans

2012

2011

4,810
510

4,266
447

POWER CORPORATION OF CANADA

NOTE 24 PENSION PLANS AND OTHER POST‐EMPLOYMENT BENEFITS (CONTINUED)

The Corporation and its subsidiaries expect to contribute $177 million to their funded and unfunded defined
benefit pension and other post‐employment benefit plans in 2013.
The net accrued benefit asset (liability) shown above is presented in these financial statements as follows:
December 31, 2012
Pension
plans

Accrued benefit asset [Note 8]
Accrued benefit liability [Note 15]
Accrued benefit asset (liability)

Other post‐
employment
benefits

Total

December 31, 2011
Pension
plans

Other post‐
employment
benefits

Total

501
(573)

–
(486)

501
(1,059)

457
(520)

–
(482)

457
(1,002)

(72)

(486)

(558)

(63)

(482)

(545)

PENSION AND OTHER POST‐EMPLOYMENT BENEFIT EXPENSE

Pension
plans

Amounts arising from events in the period
Defined benefit current service cost
Employee contribution
Past service cost recognized
Interest on defined benefit obligations
Actuarial (gain) loss recognized
Expected return on plan assets
Amount recognized due to limit on asset
Defined contribution current service cost

2012

2011

Other post‐
employment
benefits

Other post‐
employment
benefits

Pension
plans

126
(24)

5
–

113
(25)

4
–

102
4
236
57
(235)
(30)
27

5
(8)
25
4
–
–
–

88
5
235
–
(251)
8
29

4
(8)
27
1
–
–
–

161

26

114

24

ASSET ALLOCATION BY MAJOR CATEGORY WEIGHTED BY PLAN ASSETS
Defined benefit pension plans
2012

Equity securities
Debt securities
All other assets

2011

%

%

52
39
9

48
42
10

100

100

No plan assets are directly invested in the Corporation’s or subsidiaries’ securities. With respect to Lifeco, plan
assets include investments in segregated funds managed by subsidiaries of Lifeco of $1,523 million ($1,430
million in 2011). Plan assets do not include any property occupied or other assets used by Lifeco.
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POWER CORPORATION OF CANADA

NOTE 24 PENSION PLANS AND OTHER POST‐EMPLOYMENT BENEFITS (CONTINUED)

SIGNIFICANT ASSUMPTIONS
Defined benefit pension plans
2012

2011

Other post‐employment benefits
2012

%

2011
%

Weighted average assumptions used to determine
benefit cost
Discount rate
Expected long‐term rate of return on plan assets
Rate of compensation increase

5.1
5.8
3.6

5.5
6.2
3.7

5.1
–
–

5.5
–
–

Weighted average assumptions used to determine accrued
benefit obligation
Discount rate
Rate of compensation increase

4.4
3.2

5.1
3.6

4.2
–

5.1
–

6.5
4.5
2024

6.8
4.5
2024

Weighted average healthcare trend rates
Initial healthcare trend rate
Ultimate healthcare trend rate
Year ultimate trend rate is reached

The overall expected rate of return on plan assets for the year is determined based on long‐term market
expectations prevailing at the beginning of the year for each asset class, weighted by portfolio allocation, less an
allowance in respect to all expenses expected to be charged to the fund. Anticipated future long‐term
performance of individual asset categories is considered, reflecting management’s best estimates of expected
future inflation and expected real yields on fixed income securities and equities. Since the prior year‐end there
have been no changes in the method used to determine the overall expected rate of return. In 2012, the actual
return on plan assets was $323 million ($65 million in 2011).
The period of time over which benefits are assumed to be paid is based on best estimates of future mortality,
including allowances for mortality improvements. Mortality assumptions are significant in measuring the defined
benefit obligation for defined benefit plans. The mortality assumptions applied by the Corporation and its
subsidiaries take into consideration average life expectancy, including allowances for future mortality,
improvement as appropriate, and reflect variations in such factors as age, gender and geographic location. The
assumptions also take into consideration an estimation of future improvements in longevity. This estimate is
subject to considerable uncertainty and judgment is required in establishing this assumption.
The mortality tables are reviewed at least annually, and assumptions are in accordance with accepted actuarial
practice in Canada. Emerging plan experience is reviewed and considered in establishing the best estimate for
future mortality.

IMPACT OF CHANGES TO ASSUMED HEALTHCARE RATES – OTHER POST‐EMPLOYMENT BENEFITS
Impact on end‐of‐year accrued
post‐employment benefit obligation
2012

1% increase in assumed healthcare cost trend rate
1% decrease in assumed healthcare cost trend rate
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53
(44)

2011

54
(46)

Impact on post‐employment benefit
service and interest cost
2012

3
(3)

2011

3
(3)
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SUMMARIZED PLAN INFORMATION
Defined benefit pension plans
2012

Other post‐employment benefits
2012

2011

Defined benefit obligation
Fair value of plan assets

(5,320)
4,211

(4,713)
3,992

(530)
–

(502)
–

Funded status of plan (deficit)

(1,109)

(721)

(530)

(502)

(497)
89

(238)
(186)

(19)
–

(1)
–

Experience adjustment on plan liabilities
Experience adjustment on plan assets

2011

POWER CORPORATION OF CANADA

NOTE 24 PENSION PLANS AND OTHER POST‐EMPLOYMENT BENEFITS (CONTINUED)

NOTE 25 DERIVATIVE FINANCIAL INSTRUMENTS

In the normal course of managing exposure to fluctuations in interest rates, foreign exchange rates, and to market
risks, the Corporation and its subsidiaries are end‐users of various derivative financial instruments. Contracts are
either exchange traded or over‐the‐counter traded with counterparties that are credit‐worthy financial
intermediaries.
The following table summarizes the portfolio of derivative financial instruments of the Corporation and its
subsidiaries at December 31:
Notional amount
2012

1 year
or less

1–5
years

Over
5 years

Total

Maximum
credit risk

Total estimated
fair value

Derivatives not designated as
accounting hedges
Interest rate contracts
Futures – long
Futures – short
Swaps
Options purchased

9
71
1,844
257

–
–
2,613
513

–
–
1,348
87

9
71
5,805
857

–
–
410
46

–
–
318
46

2,181

3,126

1,435

6,742

456

364

300
205

–
2,001

–
4,772

300
6,978

1
565

–
290

505

2,001

4,772

7,278

566

290

900
7
224

4
–
–

–
–
–

904
7
224

8
–
–

(5)
–
(4)

1,131

4

–

1,135

8

(9)

3,817

5,131

6,207

15,155

1,030

645

–

–

30

30

14

13

3

1,018

500

1,521

16

(10)

3

1,018

530

1,551

30

3

–

58

124

182

–

(1)

60

–

–

60

1

1

Foreign exchange contracts
Forward contracts
Cross‐currency swaps
Other derivative contracts
Equity contracts
Futures – long
Futures – short

Cash flow hedges
Interest rate contracts
Swaps
Foreign exchange contracts
Cross‐currency swaps
Fair value hedges
Interest rate contracts
Swaps
Foreign exchange contracts
Cross‐currency swaps

60

58

124

242

1

–

3,880

6,207

6,861

16,948

1,061

648
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POWER CORPORATION OF CANADA

NOTE 25 DERIVATIVE FINANCIAL INSTRUMENTS (CONTINUED)
Notional amount
2011

1 year
or less

1–5
years

Over
5 years

Total

Maximum
credit risk

Total estimated
fair value

Derivatives not designated as
accounting hedges
Interest rate contracts
Futures – long
Futures – short
Swaps
Options purchased

55
5
1,021
233

–
–
2,940
760

–
–
1,495
114

55
5
5,456
1,107

–
–
434
54

–
–
294
53

1,314

3,700

1,609

6,623

488

347

224
43

–
1,540

–
4,662

224
6,245

–
551

(1)
314

267

1,540

4,662

6,469

551

313

40
7
146

18
–
2

–
–
–

58
7
148

–
–
–

(16)
–
(1)

Foreign exchange contracts
Forward contracts
Cross‐currency swaps
Other derivative contracts
Equity contracts
Futures – long
Futures – short

Cash flow hedges
Interest rate contracts
Swaps
Foreign exchange contracts
Cross‐currency swaps
Fair value hedges
Interest rate contracts
Swaps
Foreign exchange contracts
Cross‐currency swaps

193

20

–

213

–

(17)

1,774

5,260

6,271

13,305

1,039

643

–

–

31

31

11

11

–

10

1,500

1,510

6

(23)

–

10

1,531

1,541

17

(12)

–

10

92

102

–

(2)
(3)

48

–

–

48

–

48

10

92

150

–

(5)

1,822

5,280

7,894

14,996

1,056

626

The amount subject to credit risk is limited to the current fair value of the instruments which are in a gain
position. The credit risk is presented without giving effect to any netting agreements or collateral arrangements
and does not reflect actual or expected losses. The total estimated fair value represents the total amount that the
Corporation and its subsidiaries would receive (or pay) to terminate all agreements at year‐end. However, this
would not result in a gain or loss to the Corporation and its subsidiaries as the derivative instruments which
correlate to certain assets and liabilities provide offsetting gains or losses.

INTEREST RATE CONTRACTS
Interest rate swaps, futures and options are used as part of a portfolio of assets to manage interest rate risk
associated with investment activities and insurance and investment contract liabilities and to reduce the impact
of fluctuating interest rates on the mortgage banking operations and intermediary operations. Interest rate swap
agreements require the periodic exchange of payments without the exchange of the notional principal amount on
which payments are based. Changes in fair value are recorded in net investment income in the statements of
earnings.
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Call options grant the Corporation and its subsidiaries the right to enter into a swap with predetermined
fixed‐rate payments over a predetermined time period on the exercise date. Call options are used to manage the
variability in future interest payments due to a change in credited interest rates and the related potential change
in cash flows due to surrenders. Call options are also used to hedge minimum rate guarantees.

FOREIGN EXCHANGE CONTRACTS

POWER CORPORATION OF CANADA

NOTE 25 DERIVATIVE FINANCIAL INSTRUMENTS (CONTINUED)

Cross‐currency swaps are used in combination with other investments to manage foreign currency risk
associated with investment activities and insurance and investment contract liabilities. Under these swaps,
principal amounts and fixed and floating interest payments may be exchanged in different currencies. The
Corporation and its subsidiaries may also enter into certain foreign exchange forward contracts to hedge certain
product liabilities, certain cash and cash equivalents, certain cash flows and other investments.

OTHER DERIVATIVE CONTRACTS
Equity index swaps, futures and options are used to hedge certain product liabilities. Equity index swaps are also
used as substitutes for cash instruments and are used to periodically hedge the market risk associated with
certain fee income. Equity put options are used to manage potential credit risk impact of significant declines in
certain equity markets.
IGM also enters into total return swaps and forward agreements to manage its exposure to fluctuations in the
total return of its common shares related to deferred compensation arrangements. Total return swap and
forward agreements require the exchange of net contractual payments periodically or at maturity without the
exchange of the notional principal amounts on which the payments are based. Certain of these instruments are
not designated as hedges. Changes in fair value are recorded in operating expenses in the statements of earnings
for those instruments not designated as hedges.

NOTE 26 FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents the fair value of the Corporation’s financial instruments using the valuation methods
and assumptions described below. Fair values are management’s estimates and are generally calculated using
market conditions at a specific point in time and may not reflect future fair values. The calculations are subjective
in nature, involve uncertainties and matters of significant judgment.
December 31, 2012

December 31, 2011

Carrying value

Fair value

Carrying value

Fair value

Assets
Cash and cash equivalents
Investments (excluding investment properties)
Funds held by ceding insurers
Derivative financial instruments
Other financial assets

3,540
122,187
10,537
1,061
4,325

3,540
124,930
10,537
1,061
4,325

3,741
115,765
9,923
1,056
3,638

3,741
118,094
9,923
1,056
3,638

Total financial assets

141,650

144,393

134,123

136,452

4,701
6,351
119
413
4,978

4,787
7,461
171
413
4,980

3,827
6,296
533
430
4,519

3,930
7,029
577
430
4,520

16,562

17,812

15,605

16,486

Liabilities
Obligation to securitization entities
Debentures and debt instruments
Capital trust securities
Derivative financial instruments
Other financial liabilities
Total financial liabilities
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POWER CORPORATION OF CANADA

NOTE 26 FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)

Fair value is determined using the following methods and assumptions:
 The fair value of short‐term financial instruments approximates carrying value due to their short‐term
maturities. These include cash and cash equivalents, dividends, interest and accounts receivables, income tax
receivable, premiums in course of collection, accounts payable, repurchase agreements, dividends payable,
interest payable and income tax payable.
 Shares and bonds are valued at quoted market prices, when available. When a quoted market price is not
readily available, alternative valuation methods may be used. For mortgage and other loans, bonds, loans and
other receivables, the fair value is determined by discounting the expected future cash flows at market
interest rates for loans with similar credit risks and maturities (refer to Note 2).
 Deposits and certificates (included in other financial liabilities) are valued by discounting the contractual cash
flows using market interest rates currently offered for deposits with similar terms and credit risks.
 Obligations to securitization entities are valued by discounting the expected future cash flows by prevailing
market yields for securities issued by these securitization entities having like maturities and characteristics.
 Debentures and debt instruments are determined by reference to current market prices for debt with similar
terms, risks and maturities.
 Derivative financial instruments’ fair values are based on quoted market prices, where available, prevailing
market rates for instruments with similar characteristics and maturities, or discounted cash flow analysis.
In accordance with IFRS 7, Financial Instruments – Disclosures, the Corporation’s assets and liabilities recorded at
fair value have been categorized based upon the following fair value hierarchy:
 Level 1 inputs utilize observable, quoted prices (unadjusted) in active markets for identical assets or liabilities
that the Corporation has the ability to access. Financial assets and liabilities utilizing Level 1 inputs include
actively exchange‐traded equity securities, exchange‐traded futures, and mutual and segregated funds which
have available prices in an active market with no redemption restrictions. Level 1 assets also include liquid,
exchange‐traded equity securities, liquid open‐end investment fund units, and investments in Government of
Canada Bonds and Canada Mortgage Bonds in instances where there are quoted prices available from active
markets.
 Level 2 inputs utilize other‐than‐quoted prices included in Level 1 that are observable for the asset or liability,
either directly or indirectly. Level 2 inputs include quoted prices for similar assets and liabilities in active
markets, and inputs other‐than‐quoted prices that are observable for the asset or liability, such as interest
rate and yield curves that are observable at commonly quoted intervals. The fair values for some Level 2
securities were obtained from a pricing service. The pricing service inputs include, but are not limited to,
benchmark yields, reported trades, broker/dealer quotes, issuer spreads, two‐sided markets, benchmark
securities, offers and reference data. Level 2 securities include those priced using a matrix which is based on
credit quality and average life, government and agency securities, restricted stock, some private bonds and
equities, most investment‐grade and high‐yield corporate bonds, most asset‐backed securities and most over‐
the‐counter derivatives.
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 Level 3 inputs utilize one or more significant inputs that are not based on observable market inputs and
include situations where there is little, if any, market activity for the asset or liability. The values of the
majority of Level 3 securities were obtained from single‐broker quotes and internal pricing models. Financial
assets and liabilities utilizing Level 3 inputs include certain bonds, certain asset‐backed securities, some
private equities and investments in mutual and segregated funds where there are redemption restrictions,
certain over‐the‐counter derivatives and restructured notes of the master asset vehicle.

POWER CORPORATION OF CANADA

NOTE 26 FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)

The following table presents information about the Corporation’s financial assets and liabilities measured at fair
value on a recurring basis as of December 31, 2012 and December 31, 2011:
December 31, 2012

Assets
Shares
Available for sale
Fair value through profit or loss
Bonds
Available for sale
Fair value through profit or loss
Mortgage and other loans
Fair value through profit or loss
Derivatives
Liabilities
Derivatives
Other liabilities

December 31, 2011

Assets
Shares
Available for sale
Fair value through profit or loss
Bonds
Available for sale
Fair value through profit or loss
Mortgage and other loans
Fair value through profit or loss
Derivatives
Liabilities
Derivatives
Other liabilities
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Level 1

Level 2

Level 3

Total

948
5,952

6
7

778
12

1,732
5,971

–
225

7,871
64,577

27
274

7,898
65,076

–
–

249
1,061

–
–

249
1,061

7,125

73,771

1,091

81,987

4
–

353
–

56
21

413
21

4

353

77

434

Level 1

Level 2

Level 3

Total

867
5,485

9
3

738
14

1,614
5,502

–
227

7,408
61,435

40
332

7,448
61,994

–
–

292
1,056

–
–

292
1,056

6,579

70,203

1,124

77,906

–
–

353
–

77
26

430
26

–

353

103

456
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POWER CORPORATION OF CANADA

NOTE 26 FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)

The following table presents additional information about assets and liabilities measured at fair value on a
recurring basis for which the Corporation has utilized Level 3 inputs to determine fair value for the years ended
December 31, 2012 and 2011.

December 31, 2012

Shares

Bonds

Available
for sale

Fair value
through
profit or loss

Available
for sale

Fair value
through
profit or loss

Derivatives,
net

Other
assets
(liabilities)

Total

738

14

40

332

(77)

(26)

1,021

1

(2)

–

48

10

(4)

53
12
108
(85)
(78)
1
(18)

Balance, beginning of year
Total gains (losses)
In net earnings
In other comprehensive
income
Purchases
Sales
Settlements
Transfers into Level 3
Transfers out of Level 3

9
109
(80)
–
1
–

–
3
–
–
–
(3)

3
–
(4)
(5)
–
(7)

–
–
(1)
(97)
–
(8)

–
(3)
–
14
–
–

–
(1)
–
10
–
–

Balance, end of year

778

12

27

274

(56)

(21)

Shares

Bonds

Available
for sale

Fair value
through
profit or loss

Available
for sale

Fair value
through
profit or loss

Derivatives,
net

Other
assets
(liabilities)

Total

501

417

42

340

(26)

(18)

1,256

121

35

1

54

(62)

(5)

144

(89)
415
(210)
–
–

–
65
(6)
–
(497)

2
–
–
(5)
–

–
–
(4)
(58)
–

–
–
–
11
–

–
(3)
–
–
–

(87)
477
(220)
(52)
(497)

738

14

40

332

(77)

(26)

December 31, 2011

Balance, beginning of year
Total gains (losses)
In net earnings
In other comprehensive
income
Purchases
Sales
Settlements
Transfers out of Level 3
Balance, end of year

1,014

1,021

NOTE 27 OTHER COMPREHENSIVE INCOME

For the year ended December 31, 2012

Investment
revaluation and
cash flow hedges

Share of jointly
controlled
Foreign
currency corporations and
associates
translation

Total

Balance, beginning of year
Other comprehensive income (loss)

263
35

(162)
(48)

116
(65)

217
(78)

Balance, end of year

298

(210)

51

139

Share of jointly
controlled
Foreign
currency corporations and
associates
translation

Total

For the year ended December 31, 2011

Balance, beginning of year
Other comprehensive income (loss)
Balance, end of year
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Investment
revaluation and
cash flow hedges

456
(193)

(308)
146

263
(147)

411
(194)

263

(162)

116

217
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The following is a reconciliation of the numerators and the denominators used in the computations of earnings
per share:
Years ended December 31
2012

2011

Net earnings attributable to shareholders
Dividends on non‐participating shares

882
(50)

1,116
(41)

Net earnings attributable to participating shareholders
Dilutive effect of subsidiaries

832
(5)

1,075
(8)

Diluted net earnings attributable to participating shareholders

827

1,067

460.0
2.8

459.8
2.8

(2.3)

(2.2)

460.5

460.4

Weighted average number of participating shares outstanding (millions)
– Basic
Exercise of stock options
Shares assumed to be repurchased with proceeds
from exercise of stock options
Weighted average number of participating shares outstanding (millions)
– Diluted

POWER CORPORATION OF CANADA

NOTE 28 EARNINGS PER SHARE

For 2012, 13,825,971 stock options (10,570,484 in 2011) have been excluded from the computation of diluted
earnings per share as the exercise price was higher than the market price.
Years ended December 31

Basic earnings per participating share ($)
From continuing operations
From discontinued operations

Diluted earnings per participating share ($)
From continuing operations
From discontinued operations

2012

2011

1.81
–

2.29
0.05

1.81

2.34

1.79
–

2.27
0.05

1.79

2.32

NOTE 29 CONTINGENT LIABILITIES

The Corporation and its subsidiaries are from time to time subject to legal actions, including arbitrations and
class actions, arising in the normal course of business. It is inherently difficult to predict the outcome of any of
these proceedings with certainty, and it is possible that an adverse resolution could have a material adverse
effect on the consolidated financial position of the Corporation. However, based on information presently known,
it is not expected that any of the existing legal actions, either individually or in the aggregate, will have a material
adverse effect on the consolidated financial position of the Corporation.
A subsidiary of Lifeco has declared a partial windup in respect of an Ontario defined benefit pension plan which
will not likely be completed for some time. The partial windup could involve the distribution of the amount of
actuarial surplus, if any, attributable to the wound‐up portion of the plan. In addition to the regulatory
proceedings involving this partial windup, a related class action proceeding has been commenced in Ontario
related to the partial windup and three potential partial windups under the plan. The class action also challenges
the validity of charging expenses to the plan. The provisions for certain Canadian retirement plans in the amounts
of $97 million after tax established by Lifeco’s subsidiaries in the third quarter of 2007 have been reduced to $34
million. Actual results could differ from these estimates.
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POWER CORPORATION OF CANADA

NOTE 29 CONTINGENT LIABILITIES (CONTINUED)

The Court of Appeal for Ontario released a decision on November 3, 2011 in regard to the involvement of the
participating accounts of Lifeco subsidiaries London Life and Great‐West Life in the financing of the acquisition
of London Insurance Group Inc. in 1997 (the “Appeal Decision”).
The Appeal Decision ruled Lifeco subsidiaries achieved substantial success and required that there be
adjustments to the original trial judgment regarding amounts which were to be reallocated to the participating
accounts going forward. Any monies to be reallocated to the participating accounts will be dealt with in
accordance with Lifeco subsidiaries participating policyholder dividend policies in the ordinary course of
business. No awards are to be paid out to individual class members. On May 24, 2012, the Supreme Court of
Canada dismissed the plaintiff’s application for leave to appeal the Appeal Decision. The Appeal Decision directed
the parties back to the trial judge to work out the remaining issues. On January 24, 2013 the Ontario Superior
Court of Justice released a decision ordering that $285 million be reallocated to the participating account surplus.
Lifeco will be appealing that decision.
During the fourth quarter of 2011, in response to the Appeal Decision, Lifeco re‐evaluated and reduced the
litigation provision established in the third quarter of 2010, which positively impacted common shareholder net
earnings of Lifeco in 2011 by $223 million after tax (Power Corporation’s share – $104 million).
During the subsequent event period, in response to the Ontario Superior Court of Justice decision on
January 24, 2013, Lifeco established an incremental provision of $140 million after tax (Power Corporation’s
share – $65 million). Lifeco now holds $290 million in after‐tax provisions for these proceedings.
Regardless of the ultimate outcome of this case, there will not be any impact on the capital position of Lifeco or on
participating policy contract terms and conditions. Based on information presently known, this matter is not
expected to have a material adverse effect on the consolidated financial position of the Corporation.
In connection with the acquisition of its subsidiary Putnam, Lifeco has an indemnity from a third party against
liabilities arising from certain litigation and regulatory actions involving Putnam. Putnam continues to have
potential liability for these matters in the event the indemnity is not honoured. Lifeco expects the indemnity will
continue to be honoured and that any liability of Putnam would not have a material adverse effect on its
consolidated financial position.
On October 17, 2012, a subsidiary of Lifeco received an administrative complaint from the Massachusetts
Securities Division in relation to that subsidiary’s role as collateral manager of two collateralized debt
obligations. The complaint is seeking certain remedies including the disgorgement of fees, a civil administrative
fine and a cease and desist order. In addition, that same subsidiary is a defendant in two civil litigation matters
brought by institutions involved in those collateralized debt obligations. Based on information presently known,
Lifeco believes these matters are without merit. The potential outcome of these matters is not yet determined.
Subsidiaries of Lifeco have an investment in a U.S.‐based private equity partnership wherein a dispute arose over
the terms of the partnership agreement. Lifeco established a provision in the fourth quarter of 2011 for
$99 million after tax. The dispute was resolved on January 10, 2012, and as a result, Lifeco no longer holds the
provision.
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GUARANTEES
In the normal course of operations, the Corporation and its subsidiaries execute agreements that provide for
indemnifications to third parties in transactions such as business dispositions, business acquisitions, loans and
securitization transactions. The Corporation and its subsidiaries have also agreed to indemnify their directors
and certain of their officers. The nature of these agreements precludes the possibility of making a reasonable
estimate of the maximum potential amount the Corporation and its subsidiaries could be required to pay third
parties as the agreements often do not specify a maximum amount and the amounts are dependent on the
outcome of future contingent events, the nature and likelihood of which cannot be determined. Historically, the
Corporation has not made any payments under such indemnification agreements. No amounts have been accrued
related to these agreements.

POWER CORPORATION OF CANADA

NOTE 30 COMMITMENTS AND GUARANTEES

LETTERS OF CREDIT
Letters of credit are written commitments provided by a bank. For Lifeco, the total amount of letter of credit
facilities is US$3.0 billion, of which US$2.7 billion is currently issued.
The Reinsurance operation from time to time uses letters of credit provided mainly as collateral under certain
reinsurance contracts for on‐balance sheet policy liabilities.

INVESTMENT COMMITMENTS
With respect to Lifeco, commitments to investment transactions made in the normal course of operations in
accordance with policies and guidelines and that are to be disbursed upon fulfilment of certain contract
conditions were $516 million as at December 31, 2012 ($675 million as at December 31, 2011). At
December 31, 2012, $470 million will mature within one year ($555 million at December 31, 2011), $46 million
will mature in one to two years ($79 million at December 31, 2011) and no commitments will mature in a period
over two years ($41 million in two to three years at December 31, 2011).

INVESTED ASSETS ON DEPOSIT FOR REINSURANCE AGREEMENTS
Lifeco has $606 million ($577 million in 2011) of invested assets maintained on deposit in respect of certain
reinsurance agreements. Lifeco retains all rights to the cash flows on these assets, however, the investment
policies for these assets are governed by the terms of the reinsurance agreements.

COMMITMENTS
The Corporation and its subsidiaries enter into operating leases for office space and certain equipment used in
the normal course of operations. Lease payments are charged to operations over the period of use. The future
minimum lease payments in aggregate and by year are as follows:

Future lease payments

2013

2014

2015

2016

2017

2018 and
thereafter

Total

159

141

119

99

81

170

769

OTHER COMMITMENTS
The Corporation has outstanding commitments of $326 million representing future capital contributions to
private equity funds.
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POWER CORPORATION OF CANADA

NOTE 31 RELATED PARTY TRANSACTIONS

PRINCIPAL SUBSIDIARIES
The financial statements of the Corporation include the operations of the following subsidiaries:
Corporation

Incorporated in

Primary business operation

% held

Power Financial Corporation
Great‐West Lifeco Inc.
The Great‐West Life Assurance Company
London Life Insurance Company
The Canada Life Assurance Company
Great‐West Life & Annuity Insurance Company
Putnam Investments, LLC
IGM Financial Inc.
Investors Group Inc.
Mackenzie Financial Corporation
Parjointco N.V.
Pargesa Holding SA
Square Victoria Communications Group Inc.
Gesca ltée
Square Victoria Digital Properties
152245 Canada Inc.
Sagard Capital Partners Management Corp.
IntegraMed America Inc.
Sagard SAS
Victoria Square Ventures Inc.
Power Energy Corporation

Canada
Canada
Canada
Canada
Canada
United States
United States
Canada
Canada
Canada
Netherlands
Switzerland
Canada
Canada
Canada
Canada
United States
United States
France
Canada
Canada

Financial services holding company
Financial services holding company
Insurance and wealth management
Insurance and wealth management
Insurance and wealth management
Insurance and wealth management
Financial services
Financial services
Financial services
Financial services
Holding company
Holding company
Communications and media
Communications and media
Communications and media
Holding company
Holding company
Healthcare services
Holding company
Holding company
Holding company

66.0%
68.2%
100%
100%
100%
100%
95.6%
58.7%
100%
100%
50%
55.6%
100%
100%
100%
100%
100%
97.3%
100%
100%
100%

Balances and transactions between the Corporation and its subsidiaries, which are related parties of the
Corporation, have been eliminated on consolidation and are not disclosed in this note. Details of transactions
between the Corporation and other related parties are disclosed below.

TRANSACTIONS WITH RELATED PARTIES
In the normal course of business, Great‐West Life enters into various transactions with related companies which
include providing insurance benefits to other companies within the Power Corporation of Canada group of
companies. In all cases, transactions are at market terms and conditions.
During 2012, IGM sold residential mortgage loans to Great‐West Life and London Life for $232 million
($202 million in 2011).

KEY MANAGEMENT COMPENSATION
Key management personnel are those persons having authority and responsibility for planning, directing and
controlling the activities of the Corporation, directly or indirectly. The persons included in the key management
personnel are the members of the Board of Directors of the Corporation, as well as certain management
executives of the Corporation and subsidiaries.
The following table describes all compensation paid to, awarded to, or earned by each of the key management
personnel for services rendered in all capacities to the Corporation and its subsidiaries:
Years ended December 31

Compensation and employee benefits
Post‐employment benefits
Share‐based payment

A 106

PCC_2012Com_ENG01_PCC_2013-03-11_v2.indd A106

2012

2011

22
8
12

23
5
12

42

40
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ACQUISITION OF IRISH LIFE GROUP LIMITED
On February 19, 2013, Lifeco announced that it had reached an agreement with the Government of Ireland to
acquire, through its subsidiary Canada Life Limited, all of the shares of Irish Life Group Limited (Irish Life) for
$1.75 billion (€1.3 billion). Established in 1939, Irish Life is the largest life and pensions group and investment
manager in Ireland.

POWER CORPORATION OF CANADA

NOTE 32 SUBSEQUENT EVENTS

Lifeco also announced a $1.25 billion offering of subscription receipts exchangeable into Lifeco common shares
by way of a $650 million bought deal public offering as well as concurrent private placements of subscription
receipts to Power Financial and IGM for an aggregate amount of $600 million.
On March 12, 2013, Power Financial purchased $550 million of Lifeco subscription receipts. On that date, IGM
also purchased $50 million of Lifeco subscription receipts. Each subscription receipt entitles the holder to receive
one common share of Lifeco upon closing of the acquisition of Irish Life, without any action on the part of the
holder and without payment of additional consideration. Power Financial and IGM completed the purchase of
subscription receipts by private placements concurrently with the closing of the bought deal public offering of
Lifeco’s subscription receipts. The public offering and private placements of subscription receipts are at the same
price of $25.70 per subscription receipt.
Should the subscription receipts be converted into common shares of Lifeco, Power Financial will hold, directly
and indirectly, a 69.4% economic interest in Lifeco.
The acquisition is expected to close in July of 2013, and is subject to customary regulatory approvals, including
approvals from the European Commission under the EU Merger Regulation, and certain closing conditions.

PREFERRED SHARE ISSUE
On February 28, 2013, Power Financial issued 12,000,000 4.80% Non‐Cumulative First Preferred Shares, Series S
for gross proceeds of $300 million.
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POWER CORPORATION OF CANADA

NOTE 33 SEGMENTED INFORMATION

The following strategic business units constitute the Corporation’s reportable operating segments:
 Lifeco offers, in Canada, the United States and Europe, a wide range of life insurance, retirement and
investment products, as well as reinsurance and specialty general insurance products, to individuals,
businesses and other private and public organizations.
 IGM offers a comprehensive package of financial planning services and investment products to its client base.
IGM derives its revenues from a range of sources, but primarily from management fees, which are charged to
its mutual funds for investment advisory and management services. IGM also earns revenue from fees charged
to its mutual funds for administrative services.
 Parjointco holds the Corporation’s interest in Pargesa, a holding company which holds diversified interests in
companies based in Europe active in various sectors, including specialty minerals, cement and building
materials, water, waste services, energy, and wines and spirits.
 The segment entitled Other is made up of corporate activities of the Corporation and of Power Financial. The
segment also includes the results of Square Victoria Communications Group Inc., IntegraMed America Inc,
Power Energy Corporation and consolidation elimination entries.
The accounting policies of the operating segments are those described in Note 2 – Basis of Presentation and
Summary of Significant Accounting Policies of the financial statements. The Corporation evaluates the
performance based on the operating segment’s contribution to consolidated net earnings. Revenues and assets
are attributed to geographic areas based on the point of origin of revenues and the location of assets. The
contribution to consolidated net earnings of each segment is calculated after taking into account the investment
Lifeco and IGM have in each other.
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INFORMATION ON PROFIT MEASURE
For the year ended December 31, 2012

Revenues
Premium income, net
Investment income, net
Fee, media and other income
Expenses
Total paid or credited to policyholders
Commissions
Operating and administrative expenses
Financing charges

Lifeco

IGM

Parjointco

18,820
8,296
2,945

–
153
2,425

–
–
–

–
(72)
354

18,820
8,377
5,724

30,061

2,578

–

282

32,921

22,451
1,781
2,968
285

–
858
671
92

–
–
–
–

–
(138)
704
54

22,451
2,501
4,343
431

27,485

1,621

–

620

29,726

2,576

957

–

(338)

3,195

Share of earnings (losses) of investments in
jointly controlled corporations and associates

Other

Total

–

–

134

(28)

106

Earnings before income taxes – continuing operations
Income taxes

2,576
368

957
190

134
–

(366)
(4)

3,301
554

Contribution to net earnings – continuing operations
Contribution to net earnings – discontinued operations

2,208
–

767
–

134
–

(362)
–

2,747
–

Contribution to net earnings

2,208

767

134

(362)

2,747

Attributable to
Non‐controlling interests
Non‐participating shareholders
Participating shareholders

1,390
–
818

477
–
290

45
–
89

(47)
50
(365)

1,865
50
832

2,208

767

134

(362)

2,747

POWER CORPORATION OF CANADA

NOTE 33 SEGMENTED INFORMATION (CONTINUED)

INFORMATION ON ASSETS AND LIABILITIES MEASURE
December 31, 2012

Goodwill
Total assets
Total liabilities

Lifeco

IGM

Parjointco

Other

Total

5,857
253,833
236,132

2,816
11,609
7,503

–
2,149
–

65
4,054
1,305

8,738
271,645
244,940

GEOGRAPHIC INFORMATION
December 31, 2012

Invested assets (including cash and cash equivalents)
Investments in jointly controlled corporations and associates
Investments on account of segregated fund policyholders
Other assets
Goodwill and intangible assets
Total assets
Total revenues
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Canada

United States

Europe

Total

66,919
144
54,341
4,470
10,221

29,071
–
23,809
3,358
1,842

33,262
2,149
26,798
13,505
1,756

129,252
2,293
104,948
21,333
13,819

136,095

58,080

77,470

271,645

16,578

6,551

9,792

32,921
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POWER CORPORATION OF CANADA

NOTE 33 SEGMENTED INFORMATION (CONTINUED)

INFORMATION ON PROFIT MEASURE
For the year ended December 31, 2011

Revenues
Premium income, net
Investment income, net
Fee, media and other income
Expenses
Total paid or credited to policyholders
Commissions
Operating and administrative expenses
Financing charges

Lifeco

IGM

Parjointco

Other

Total

17,293
9,702
2,903

–
161
2,571

–
–
–

–
11
271

17,293
9,874
5,745

29,898

2,732

–

282

32,912

23,043
1,548
2,314
289

–
895
638
103

–
–
–
–

–
(131)
549
51

23,043
2,312
3,501
443

27,194

1,636

–

469

29,299

2,704

1,096

–

(187)

3,613

Share of earnings (losses) of investments in
jointly controlled corporations and associates

–

–

(20)

Earnings before income taxes – continuing operations
Income taxes

2,704
465

1,096
250

(20)
–

(187)
(4)

–

3,593
711

(20)

Contribution to net earnings – continuing operations
Contribution to net earnings – discontinued operations

2,239
–

846
63

(20)
–

(183)
–

2,882
63

Contribution to net earnings

2,239

909

(20)

(183)

2,945

Attributable to
Non‐controlling interests
Non‐participating shareholders
Participating shareholders

1,324
–
915

566
–
343

(7)
–
(13)

(54)
41
(170)

1,829
41
1,075

2,239

909

(20)

(183)

2,945

INFORMATION ON ASSETS AND LIABILITIES MEASURE
December 31, 2011

Goodwill
Total assets
Total liabilities

Lifeco

IGM

Parjointco

Other

Total

5,861
238,552
222,664

2,925
10,839
6,625

–
2,222
–

42
3,883
1,172

8,828
255,496
230,461

GEOGRAPHIC INFORMATION
December 31, 2011

Invested assets (including cash and cash equivalents)
Investments in jointly controlled corporations and associates
Investments on account of segregated fund policyholders
Other assets
Goodwill and intangible assets
Total assets
Total revenues
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Canada

United States

Europe

Total

63,817
119
49,622
4,377
10,406

27,683
–
22,359
3,050
1,769

31,207
2,222
24,601
12,504
1,760

122,707
2,341
96,582
19,931
13,935

128,341

54,861

72,294

255,496

17,473

6,144

9,295

32,912

P O W E R C O R P O R AT I O N O F C A N A DA

13/03/13 10:48 AM

To the Shareholders of Power Corporation of Canada
We have audited the accompanying consolidated financial statements of Power Corporation of Canada, which
comprise the consolidated balance sheets as at December 31, 2012 and December 31, 2011, and the consolidated
statements of earnings, statements of comprehensive income, statements of changes in equity and statements of
cash flows for the years then ended and a summary of significant accounting policies and other explanatory
information.

POWER CORPORATION OF CANADA

INDEPENDENT AUDITOR’S REPORT

Management's Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial statements
in accordance with International Financial Reporting Standards, and for such internal control as management
determines is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.
Auditor's Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We
conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards
require that we comply with ethical requirements and plan and perform the audits to obtain reasonable
assurance about whether the consolidated financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud
or error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the consolidated financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis
for our audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position
of Power Corporation of Canada as at December 31, 2012 and December 31, 2011, and its financial performance
and its cash flows for the years then ended in accordance with International Financial Reporting Standards.

Signed,
Deloitte LLP 1
March 13, 2013
Montréal, Québec
____________________
1 CPA auditor, CA, public accountancy permit No. A104630
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POWER CORPORATION OF CANADA

POWER CORPORATION OF CANADA
FIVE‐YEAR FINANCIAL SUMMARY
December 31
[in millions of Canadian dollars, except per share amounts] (unaudited)

Consolidated Balance Sheets
Cash and cash equivalents
Total assets
Shareholders’ equity
Consolidated assets and assets under management
Consolidated Statements of Earnings
Revenues
Premium income, net
Investment income, net
Fee, media and other income
Expenses
Total paid or credited to policyholders
Commissions
Operating and administrative expenses
Intangible and goodwill impairment
Financing charges

Share of earnings (losses) of investments in
jointly controlled corporations and associates
Income taxes
Net earnings – continuing operations
Net earnings – discontinued operations
Net earnings
Attributable to
Non‐controlling interests
Non‐participating shareholders
Participating shareholders
Per share
Operating earnings before other items
Net earnings from discontinued operations
Net earnings
Dividends
Book value at year‐end
Market price (Participating Shares)
High
Low
Year‐end

Previous Canadian GAAP
2009
2008

2012

2011

2010

3,540
271,645
10,099
526,937

3,741
255,496
9,825
499,599

4,016
247,526
9,430
503,063

5,385
143,007
9,829
474,551

5,233
143,700
9,757
454,312

18,820
8,377
5,724
32,921

17,293
9,874
5,745
32,912

17,748
9,508
5,564
32,820

18,033
9,597
5,412
33,042

30,007
1,343
5,978
37,328

22,451
2,501
4,307
36
431
29,726
3,195

23,043
2,312
3,501
–
443
29,299
3,613

23,225
2,216
4,299
–
465
30,205
2,615

23,809
2,088
4,153
–
523
30,573
2,469

26,774
2,172
4,217
2,178
445
35,786
1,542

106
554
2,747
–
2,747

(20)
711
2,882
63
2,945

124
532
2,207
2
2,209

66
531
2,004
–
2,004

(195)
38
1,309
692
2,001

1,865
50
832
2,747

1,829
41
1,075
2,945

1,441
41
727
2,209

1,322
41
641
2,004

1,133
42
826
2,001

2.09
–
1.81
1.1600
19.83

2.50
0.05
2.34
1.16000
19.67

2.09
–
1.59
1.16000
18.85

1.81
–
1.40
1.16000
19.78

1.97
0.73
1.81
1.11125
19.65

27.42
21.70
25.38

29.50
20.90
23.82

31.50
24.98
27.67

31.08
14.70
29.21

40.22
19.11
22.42

QUARTERLY FINANCIAL INFORMATION
[in millions of Canadian dollars, except per share amounts]
(unaudited)

2012
First quarter
Second quarter
Third quarter
Fourth quarter
2011
First quarter
Second quarter
Third quarter
Fourth quarter
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Total
revenues

Net
earnings

Earnings per share
– basic

Earnings per share
– diluted

7,224
8,523
9,269
7,905

687
703
726
631

0.57
0.62
0.44
0.18

0.57
0.61
0.44
0.17

7,032
7,953
9,246
8,681

597
834
587
927

0.47
0.77
0.41
0.68

0.47
0.77
0.41
0.67
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Power Financial Corporation
PART B

POWER FINANCIAL CORPORATION

Management’s Discussion and Analysis
PAGE B 2

Financial Statements and Notes
PAGE B 29

The attached documents concerning Power Financial Corporation are
documents prepared and publicly disclosed by such subsidiary. Certain
statements in the attached documents, other than statements of historical
fact, are forward-looking statements based on certain assumptions and
reﬂect the current expectations of the subsidiary as set forth therein. Forwardlooking statements are provided for the purposes of assisting the reader in
understanding the subsidiary’s ﬁnancial performance, ﬁnancial position and
cash ﬂows as at and for the periods ended on certain dates and to present
information about the subsidiary’s management’s current expectations and
plans relating to the future and the reader is cautioned that such statements
may not be appropriate for other purposes.
By its nature, forward-looking information is subject to inherent risks and
uncertainties that may be general or specific and which give rise to the
possibility that expectations, forecasts, predictions, projections or conclusions
will not prove to be accurate, that assumptions may not be correct and that
objectives, strategic goals and priorities will not be achieved.
For further information provided by the subsidiary as to the material factors
that could cause actual results to differ materially from the content of forwardlooking statements, the material factors and assumptions that were applied
in making the forward-looking statements, and the subsidiary’s policy for
updating the content of forward-looking statements, please see the attached
documents, including the section entitled Forward-Looking Statements. The
reader is cautioned to consider these factors and assumptions carefully and not
to put undue reliance on forward-looking statements.
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POWERFINANCIALCORPORATION
MANAGEMENT’SDISCUSSIONANDANALYSIS
MARCH 13, 2013

POWER FINANCIAL CORPORATION

ALLTABULARAMOUNTSAREINMILLIONSOFCANADIANDOLLARS,UNLESSOTHERWISENOTED.

The following sets forth management’s discussion and analysis (MD&A) of the financial condition and financial
performance of Power Financial Corporation (Power Financial or the Corporation) for the year and three‐month
period ended December 31, 2012. This document should be read in conjunction with the audited consolidated
financial statements of Power Financial and notes thereto for the year ended December 31, 2012 (the 2012
Consolidated Financial Statements). Additional information relating to Power Financial, including its Annual
Information Form, may be found on the Corporation’s website at www.powerfinancial.com and on SEDAR at
www.sedar.com.

FORWARD‐LOOKING STATEMENTS › Certain statements in this MD&A, other than statements of historical fact, are forward‐looking
statements based on certain assumptions and reflect the Corporation’s current expectations, or with respect to disclosure regarding the
Corporation’s public subsidiaries, reflect such subsidiaries’ disclosed current expectations. Forward‐looking statements are provided for the
purposes of assisting the reader in understanding the Corporation’s financial performance, financial position and cash flows as at and for
the periods ended on certain dates and to present information about management’s current expectations and plans relating to the future
and the reader is cautioned that such statements may not be appropriate for other purposes. These statements may include, without
limitation, statements regarding the operations, business, financial condition, expected financial results, performance, prospects,
opportunities, priorities, targets, goals, ongoing objectives, strategies and outlook of the Corporation and its subsidiaries, as well as the
outlook for North American and international economies for the current fiscal year and subsequent periods. Forward‐looking statements
include statements that are predictive in nature, depend upon or refer to future events or conditions, or include words such as “expects”,
“anticipates”, “plans”, “believes”, “estimates”, “seeks”, “intends”, “targets”, “projects”, “forecasts” or negative versions thereof and other
similar expressions, or future or conditional verbs such as “may”, “will”, “should”, “would” and “could”.
By its nature, this information is subject to inherent risks and uncertainties that may be general or specific and which give rise to the
possibility that expectations, forecasts, predictions, projections or conclusions will not prove to be accurate, that assumptions may not be
correct and that objectives, strategic goals and priorities will not be achieved. A variety of factors, many of which are beyond the
Corporation’s and its subsidiaries’ control, affect the operations, performance and results of the Corporation and its subsidiaries and their
businesses, and could cause actual results to differ materially from current expectations of estimated or anticipated events or results. These
factors include, but are not limited to: the impact or unanticipated impact of general economic, political and market factors in North
America and internationally, interest and foreign exchange rates, global equity and capital markets, management of market liquidity and
funding risks, changes in accounting policies and methods used to report financial condition (including uncertainties associated with critical
accounting assumptions and estimates), the effect of applying future accounting changes, business competition, operational and
reputational risks, technological change, changes in government regulation and legislation, changes in tax laws, unexpected judicial or
regulatory proceedings, catastrophic events, the Corporation’s and its subsidiaries’ ability to complete strategic transactions, integrate
acquisitions and implement other growth strategies, and the Corporation’s and its subsidiaries’ success in anticipating and managing the
foregoing factors.
The reader is cautioned to consider these and other factors, uncertainties and potential events carefully and not to put undue reliance on
forward‐looking statements. Information contained in forward‐looking statements is based upon certain material assumptions that were
applied in drawing a conclusion or making a forecast or projection, including management’s perceptions of historical trends, current
conditions and expected future developments, as well as other considerations that are believed to be appropriate in the circumstances,
including that the list of factors in the previous paragraph, collectively, are not expected to have a material impact on the Corporation and
its subsidiaries. While the Corporation considers these assumptions to be reasonable based on information currently available to
management, they may prove to be incorrect.
Other than as specifically required by applicable Canadian law, the Corporation undertakes no obligation to update any forward‐looking
statement to reflect events or circumstances after the date on which such statement is made, or to reflect the occurrence of unanticipated
events, whether as a result of new information, future events or results, or otherwise.
Additional information about the risks and uncertainties of the Corporation’s business and material factors or assumptions on which
information contained in forward‐looking statements is based is provided in its disclosure materials, including this MD&A and its most
recent Annual Information Form, filed with the securities regulatory authorities in Canada and available at www.sedar.com.
The following abbreviations are used throughout this report: Great‐West Lifeco Inc. (Lifeco); Groupe Bruxelles Lambert (GBL); IGM
Financial Inc. (IGM); Lafarge SA (Lafarge); Pargesa Holding SA (Pargesa); Parjointco N.V. (Parjointco); Power Corporation of Canada (Power
Corporation); Putnam Investments, LLC (Putnam); Suez Environnement Company (Suez Environnement); The Great‐West Life Assurance
Company (Great‐West Life); Total SA (Total). In addition, IFRS refers to International Financial Reporting Standards.
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OVERVIEW
Power Financial, a subsidiary of Power Corporation, is a holding company with substantial interests in the
financial services sector in Canada, the United States and Europe, through its controlling interests in Lifeco and
IGM. Power Financial also holds, together with the Frère group of Belgium, an interest in Pargesa.

As at December 31, 2012, Power Financial and IGM held 68.2% and 4.0%, respectively, of Lifeco’s common
shares, representing approximately 65% of the voting rights attached to all outstanding Lifeco voting shares. As
at December 31, 2012, Power Financial and Great‐West Life, a subsidiary of Lifeco, held 58.7% and 3.7%,
respectively, of IGM’s common shares.
Power Financial Europe B.V., a wholly owned subsidiary of Power Financial, and the Frère group each hold a 50%
interest in Parjointco, which, as at December 31, 2012, held a 55.6% equity interest in Pargesa, representing
75.4% of the voting rights of that company. These figures do not reflect the dilution which could result from the
potential conversion of outstanding debentures convertible into new bearer shares issued by Pargesa in 2006
and 2007.

POWER FINANCIAL CORPORATION

For a description of the activities and results of Lifeco and IGM, readers are referred to Parts C and D of this
MD&A, which consist of their respective annual MD&As and financial statements, as prepared and disclosed by
these companies in accordance with applicable securities legislation. Both Great‐West Lifeco Inc. (TSX: GWO) and
IGM Financial Inc. (TSX: IGM) are public companies listed on the Toronto Stock Exchange. This information is also
available either directly from SEDAR (www.sedar.com), or from the websites of Lifeco
(www.greatwestlifeco.com) and IGM (www.igmfinancial.com), respectively. Part E consists of information
relating to Pargesa, which is derived from public information issued by Pargesa and available on its website
(www.pargesa.ch).

On December 17, 2012, Power Financial and the Frère group extended the term of the agreement governing their
strategic partnership in Europe to December 31, 2029, with provision for possible further extension of the
agreement.
The Pargesa group has holdings in major companies based in Europe. These investments are held by Pargesa
through its affiliated Belgian holding company, Groupe Bruxelles Lambert. As at December 31, 2012, Pargesa held
a 50% equity interest in GBL, representing 52% of the voting rights.
As at December 31, 2012, Pargesa’s portfolio was composed of interests in various sectors, including primarily
mineral‐based specialties for industry through Imerys; cement and other building materials through Lafarge; oil,
gas and alternative energies through Total; electricity, natural gas, and energy and environmental services
through GDF Suez; water and waste management services through Suez Environnement; and wines and spirits
through Pernod Ricard. On March 14, 2012, GBL sold its interest in Arkema for proceeds of €433 million and
realized a gain of €221 million. On March 15, 2012, GBL sold 6.2 million shares of Pernod Ricard, representing
approximately 2.3% of the share capital of Pernod Ricard, for proceeds of €499 million and a gain of €240
million. Following this transaction, GBL held 7.5% of Pernod Ricard’s share capital.
In addition, Pargesa and GBL have also invested, or committed to invest, in the area of French private equities,
including in equity funds Sagard 1 and Sagard 2, whose management company is a subsidiary of Power
Corporation.
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RECENTDEVELOPMENTS
On February 19, 2013, Lifeco announced that it had reached an agreement with the Government of Ireland to
acquire, through its subsidiary Canada Life Limited, all of the shares of Irish Life Group Limited (Irish Life) for
$1.75 billion (€1.3 billion). Established in 1939, Irish Life is the largest life and pensions group and investment
manager in Ireland.

POWER FINANCIAL CORPORATION

Lifeco also announced a $1.25 billion offering of subscription receipts exchangeable into Lifeco common shares
by way of a $650 million bought deal public offering as well as concurrent private placements of subscription
receipts to Power Financial and IGM for an aggregate amount of $600 million.
On March 12, 2013, Power Financial purchased $550 million of Lifeco subscription receipts. On that date, IGM
also purchased $50 million of Lifeco subscription receipts. Each subscription receipt entitles the holder to receive
one common share of Lifeco upon closing of the acquisition of Irish Life, without any action on the part of the
holder and without payment of additional consideration. Power Financial and IGM completed the purchase of
subscription receipts by private placements concurrently with the closing of the bought deal public offering of
Lifeco’s subscription receipts. The public offering and private placements of subscription receipts are at the same
price of $25.70 per subscription receipt.
Should the subscription receipts be converted into common shares of Lifeco, Power Financial will hold, directly
and indirectly, a 69.4% economic interest in Lifeco.
The acquisition is expected to close in July of 2013, and is subject to customary regulatory approvals, including
approvals from the European Commission under the EU Merger Regulation, and certain closing conditions.
The Corporation also announced, on February 28, 2013, the closing of an offering of 12,000,000 4.80% Non‐
Cumulative First Preferred Shares, Series S priced at $25.00 per share for gross proceeds of $300 million.
Proceeds from the issue were used to acquire the subscription receipts of Lifeco referred to above and to
supplement the Corporation’s financial resources.
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BASISOFPRESENTATION
The 2012 Consolidated Financial Statements have been prepared in accordance with IFRS and are presented in
Canadian dollars.

INCLUSIONOFPARGESA’SRESULTS

NONͲIFRSFINANCIALMEASURES
In analyzing the financial results of the Corporation and consistent with the presentation in previous years, net
earnings attributable to common shareholders are subdivided in the section “Results of Power Financial
Corporation” below into the following components:

POWER FINANCIAL CORPORATION

The investment in Parjointco is accounted for by Power Financial under the equity method as the Corporation
has joint control over its activities. Parjointco’s only investment is its controlling interest in Pargesa. As described
above, the Pargesa portfolio currently consists primarily of investments in Imerys, Lafarge, Total, GDF Suez, Suez
Environnement and Pernod Ricard, which are held through GBL, which is consolidated in Pargesa. Imerys’ results
are consolidated in the financial statements of GBL, while the contribution from Total, GDF Suez, Suez
Environnement and Pernod Ricard to GBL’s operating earnings consists of the dividends received from these
companies. GBL accounts for its investment in Lafarge under the equity method, and consequently, the
contribution from Lafarge to GBL’s earnings consists of GBL’s share of Lafarge’s net earnings.

 operating earnings attributable to common shareholders; and
 other items or non‐operating earnings, which include the after‐tax impact of any item that management
considers to be of a non‐recurring nature or that could make the period‐over‐period comparison of results
from operations less meaningful, and also include the Corporation’s share of any such item presented in a
comparable manner by its subsidiaries and jointly controlled corporation. Please also refer to the comments
above related to the inclusion of Pargesa’s results.
Management has used these financial measures for many years in its presentation and analysis of the financial
performance of Power Financial, and believes that they provide additional meaningful information to readers in
their analysis of the results of the Corporation.
Operating earnings attributable to common shareholders and operating earnings per share are non‐IFRS
financial measures that do not have a standard meaning and may not be comparable to similar measures used by
other entities. For a reconciliation of these non‐IFRS measures to results reported in accordance with IFRS, see
“Results of Power Financial Corporation – Earnings Summary – Condensed Supplementary Statements of
Earnings” section below.
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RESULTSOFPOWERFINANCIALCORPORATION
This section is an overview of the results of Power Financial. In this section, consistent with past practice, the
contributions from Lifeco and IGM, which represent most of the earnings of Power Financial, are accounted for
using the equity method in order to facilitate the discussion and analysis. This presentation has no impact on
Power Financial’s net earnings and is intended to assist readers in their analysis of the results of the Corporation.

POWER FINANCIAL CORPORATION

EARNINGSSUMMARY–CONDENSEDSUPPLEMENTARYSTATEMENTSOFEARNINGS
The following table shows a reconciliation of non‐IFRS financial measures used herein for the periods indicated,
with the reported results in accordance with IFRS for net earnings attributable to common shareholders and
earnings per share.
Twelvemonthsended

Contribution to operating earnings from subsidiaries
and Parjointco
Lifeco
IGM
Pargesa

Threemonthsended

December31,
2012

December31,
2011

December31,
2012

September30,
2012

December31,
2011


1,335
433
106


1,298
480
110


337
106
11


356
109
41


342
113
7

Results from corporate activities
Dividends on perpetual preferred shares
Operating earnings attributable to
common shareholders
Other items

1,874
(71)
(117)

1,888
(55)
(104)

454
(18)
(30)

506
(17)
(29)

462
(14)
(26)

1,686
(60)

1,729
(7)

406
(128)

460
–

422
111

Net earnings attributable to common shareholders

1,626

1,722

278

460

533

Earnings per share (attributable to
common shareholders)
– operating earnings
– non‐operating earnings (other items)


2.38
(0.08)


2.44
(0.01)


0.57
(0.18)


0.65
–


0.60
0.15

2.30

2.43

0.39

0.65

0.75

– net earnings


OPERATINGEARNINGSATTRIBUTABLETOCOMMONSHAREHOLDERS
Operating earnings attributable to common shareholders for the year ended December 31, 2012 were
$1,686 million or $2.38 per share, compared with $1,729 million or $2.44 per share in the corresponding period
in 2011, a decrease of 2.5% on a per share basis.
Operating earnings attributable to common shareholders for the three‐month period ended December 31, 2012
were $406 million or $0.57 per share, compared with $422 million or $0.60 per share in the corresponding
period in 2011, a decrease of 4.0% on a per share basis. Operating earnings attributable to common shareholders
were $460 million or $0.65 per share in the third quarter of 2012.
A discussion of the reasons for period‐over‐period changes in operating earnings attributable to common
shareholders is included in the following sections of this MD&A.
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CONTRIBUTIONTOOPERATINGEARNINGSFROMSUBSIDIARIESANDINVESTMENTINPARJOINTCO
Power Financial’s share of operating earnings from its subsidiaries and investment in Parjointco for the
year ended December 31, 2012 was $1,874 million, compared with $1,888 million in the same period in 2011.
Power Financial’s share of operating earnings from its subsidiaries and investment in Parjointco for the
three‐month period ended December 31, 2012 was $454 million, compared with $462 million in the same period
in 2011. Power Financial’s share of operating earnings from its subsidiaries and investment in Parjointco was
$506 million in the third quarter of 2012.

 Lifeco reported operating earnings attributable to common shareholders of $1,955 million or $2.059 per
share for the year ended December 31, 2012, compared with $1,898 million or $2.000 per share in the
corresponding period in 2011, an increase of 3.0% on a per share basis. For the three‐month period ended
December 31, 2012, Lifeco reported operating earnings attributable to common shareholders of $493 million
or $0.520 per share, compared with $500 million or $0.528 per share in the corresponding period in 2011, a
decrease of 1.5% on a per share basis, and $520 million or $0.547 per share in the third quarter of 2012.

POWER FINANCIAL CORPORATION

Lifeco’s contribution to Power Financial’s operating earnings was $1,335 million for the year ended
December 31, 2012, compared with $1,298 million for the corresponding period in 2011. For the three‐month
period ended December 31, 2012, Lifeco’s contribution to Power Financial’s operating earnings was $337 million,
compared with $342 million for the corresponding period in 2011 and $356 million in the third quarter of 2012.
Details are as follows:

x Lifeco in Canada: operating earnings attributable to common shareholders for the year ended December 31,
2012 were $1,040 million, compared with $986 million in the corresponding period in 2011. For the three‐
month period ended December 31, 2012, operating earnings attributable to common shareholders were
$263 million, compared with $244 million in the corresponding period in 2011.
x Lifeco in the United States: operating earnings attributable to common shareholders for the year ended
December 31, 2012 were $325 million, compared with $370 million in the corresponding period in 2011.
For the three‐month period ended December 31, 2012, operating earnings attributable to common
shareholders were $77 million, compared with $79 million in the corresponding period in 2011.
x Lifeco in Europe: operating earnings attributable to common shareholders for the year ended December 31,
2012 were $618 million, compared with $562 million in the corresponding period in 2011. For the three‐
month period ended December 31, 2012, operating earnings attributable to common shareholders were
$152 million, compared with $181 million in the corresponding period in 2011. The 2011 results include
catastrophe provisions of $84 million relating to earthquake events in Japan and New Zealand.
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POWER FINANCIAL CORPORATION

IGM’s contribution to Power Financial’s operating earnings was $433 million for the twelve‐month period ended
December 31, 2012, compared with $480 million for the corresponding period in 2011. For the three‐month
period ended December 31, 2012, IGM’s contribution to Power Financial’s operating earnings was $106 million,
compared with $113 million for the corresponding period in 2011, and $109 million in the third quarter of 2012.
Details are as follows:

 IGM reported operating earnings available to common shareholders of $750 million or $2.94 per share for the
twelve‐month period ended December 31, 2012, compared with $833 million or $3.22 per share in the same
period in 2011, a decrease of 8.7% on a per share basis. For the three‐month period ended December 31,
2012, IGM reported operating earnings available to common shareholders of $184 million or $0.73 per share,
compared with $196 million or $0.76 per share in the corresponding period in 2011, a decrease of 3.9% on a
per share basis, and $187 million or $0.73 per share in the third quarter of 2012.
 IGM’s quarterly earnings are primarily dependent on the level of assets under management. Average daily
mutual fund assets for the three‐month periods ended December 31, 2012, September 30, 2012, June 30,
2012 and March 31, 2012 were $102.4 billion, $101.0 billion, $100.9 billion and $103.6 billion, respectively,
compared with $99.6 billion, $103.5 billion, $109.9 billion and $110.0 billion in the corresponding three‐
month periods of 2011.
 On May 18, 2012, Investors Group announced a number of changes in the pricing of its mutual funds and
product enhancements designed to expand its services to clients. Investors Group reduced the fees of many of
its mutual funds when their prospectuses renewed on June 30, 2012. This has resulted in a decrease in
management fees in the third and fourth quarters of 2012.
Pargesa’s contribution to Power Financial’s operating earnings was $106 million for the twelve‐month period
ended December 31, 2012, compared with a contribution of $110 million in the corresponding period in 2011.
For the three‐month period ended December 31, 2012, the contribution was $11 million, compared with a
contribution of $7 million in the corresponding period in 2011, and a contribution of $41 million in the third
quarter of 2012. Details are as follows:

 Pargesa’s operating earnings for the twelve‐month period ended December 31, 2012 were SF359 million,
compared with operating earnings of SF343 million in the corresponding period in 2011. For the three‐month
period ended December 31, 2012, operating earnings were SF37 million, compared with SF23 million in the
corresponding period in 2011, and operating earnings of SF144 million in the third quarter of 2012.
 The contribution of Pargesa to the Corporation’s earnings was negatively affected in 2012 as a result of the
weakening of the euro and the Swiss franc against the Canadian dollar.
 Although the results of Imerys for the twelve‐month period ended December 31, 2012 were 2.3% higher than
in the corresponding period in 2011, the contribution from Imerys to Pargesa’s earnings decreased by 8.9% in
2012, due to the decrease in percentage of ownership as a result of Pargesa having sold its direct interest in
Imerys to GBL in April 2011, as previously disclosed.
 The contribution of Lafarge to Pargesa’s earnings increased from SF56 million in 2011 to SF102 million in
2012.
 The Pargesa results for 2011 include an additional quarterly dividend of SF30 million received from Total as a
result of Total paying its dividend on a quarterly basis starting in 2011.
For a more complete discussion of the results of Lifeco and IGM, readers are referred to Parts C and D of this
MD&A, which consist of their respective annual MD&As and financial statements, as prepared and disclosed by
these companies in accordance with applicable securities legislation. Part E consists of information relating to
Pargesa, which is derived from public information issued by Pargesa.
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RESULTSFROMCORPORATEACTIVITIES
Results from corporate activities include interest on cash and cash equivalents, operating expenses, financing
charges, depreciation and income taxes.

The variation in the results from corporate activities for the twelve‐month period ended December 31, 2012,
compared with the corresponding period in 2011, was mainly due to the recognition in the first quarter of 2011
of the tax benefits of loss carry forwards transferred to IGM under a loss consolidation transaction and higher
operating expenses in 2012.

OTHERITEMS/NONͲOPERATINGEARNINGS
Twelvemonthsended
December31,
2012

Share of Lifeco’s other items
Litigation provisions (charge) reversal
Share of IGM’s other items
Non‐cash income tax charge
Gain on disposal of M.R.S. Trust Company and
M.R.S. Inc.
Changes in the status of certain income tax filings
Share of Pargesa’s other items
Impairment charges
Gain on partial disposal of Pernod Ricard
Gain on disposal of Arkema
Other (charge) income

(99)

December31,
2011

88

(4)

Threemonthsended
December31,
2012

September30,
2012

December31,
2011


(99)




15

18
17

(48)
46
43
(13)

(133)

3


15

(48)


4

(60)

(7)

(128)

POWER FINANCIAL CORPORATION

Corporate activities represented a net charge of $71 million in the twelve‐month period ended December 31,
2012, compared with a net charge of $55 million in the corresponding period in 2011. For the three‐month
period ended December 31, 2012, corporate activities represented a net charge of $18 million, compared with a
net charge of $14 million in the corresponding period in 2011, and a net charge of $17 million in the third quarter
of 2012.

88



18

5
–

111



For the twelve‐month period ended December 31, 2012, other items represented a net charge of $60 million,
compared with a net charge of $7 million in the corresponding period in 2011. For the three‐month period ended
December 31, 2012, other items represented a net charge of $128 million, compared with a net contribution of
$111 million in the corresponding period in 2011, and with nil in the third quarter of 2012.
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Other items in 2012 mainly comprised the following:

POWER FINANCIAL CORPORATION

 The Corporation’s share of a charge reported by Lifeco relating to a litigation provisions adjustment of
$99 million, net of tax, in the fourth quarter.
 The Corporation’s share of a non‐cash income tax charge recorded by IGM in the second quarter resulting
from increases in Ontario corporate income tax rates and their effect on the deferred income tax liability
related to indefinite life intangible assets arising from prior business acquisitions, as well as the recording in
the fourth quarter of 2012 of a favourable change in income tax provision estimates related to certain tax
filings.
 The Corporation’s share of GBL’s write‐down of its investment in GDF Suez in the fourth quarter, representing
an amount of $48 million, net of foreign currency gains recorded by Pargesa and the Corporation. Under IFRS,
a significant or prolonged decline in the fair value of an investment in an available‐for‐sale equity instrument
below its cost is objective evidence of impairment. Once impaired, any subsequent decrease in the market
price of a stock is automatically recognized as an impairment loss. A recovery of the price of a stock that has
been impaired is accounted for through Other comprehensive income. Such recovery will impact earnings
only upon the disposal of the investment.
 The Corporation’s share of the gains realized by GBL in the first quarter on the partial disposal of its interest
in Pernod Ricard was $46 million and on the disposal of its interest in Arkema was $43 million.
 The Corporation’s share of goodwill impairment and restructuring charges recorded by Lafarge in the first
and second quarters.
Other items in 2011 mainly comprised the following:

 A contribution of $88 million representing the Corporation’s share of non‐operating earnings of Lifeco. In the
fourth quarter of 2011, Lifeco re‐evaluated and reduced a litigation provision established in the third quarter
of 2010 which positively impacted Lifeco’s common shareholders’ net earnings by $223 million. Additionally,
in the fourth quarter of 2011, Lifeco established a provision of $99 million after tax in respect of the
settlement of litigation relating to its ownership in a U.S.‐based private equity firm. The net impact to Lifeco of
these two unrelated matters was $124 million.
 The Corporation’s share of an amount recorded by IGM in the third quarter relating to changes in the status of
certain income tax filings as well as the Corporation’s share of the gain on the disposal of M.R.S. Trust
Company and M.R.S. Inc. by IGM.
 The Corporation’s share of GBL’s write‐down of its investment in Lafarge, representing an amount of
$133 million recorded in the third quarter.
NETEARNINGSATTRIBUTABLETOCOMMONSHAREHOLDERS
Net earnings attributable to common shareholders for the twelve‐month period ended December 31, 2012 were
$1,626 million or $2.30 per share, compared with $1,722 million or $2.43 per share in the corresponding period
in 2011.
Net earnings attributable to common shareholders for the three‐month period ended December 31, 2012 were
$278 million or $0.39 per share, compared with $533 million or $0.75 per share in the corresponding period
in 2011, and $460 million or $0.65 per share in the third quarter of 2012.
A discussion of period‐over‐period changes in net earnings attributable to common shareholders is included in
the foregoing sections of this MD&A.
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CONDENSEDSUPPLEMENTARYBALANCESHEETS
Consolidatedbasis
As at December 31

Equitybasis

2011

2012

2011


3,313
2,149


984
2,149
11,464


707
2,222
11,147

102

104

Assets
Cash and cash equivalents [1]
Investment in Parjointco
Investment in subsidiaries at equity
Investments
Funds held by ceding insurers
Reinsurance assets
Intangible assets
Goodwill
Other assets
Interest on account of segregated fund policyholders

123,587
10,537
2,064
4,933
8,673
8,389
104,948


3,385
2,222

117,042
9,923
2,061
5,023
8,786
7,654
96,582

Total assets

268,593

252,678

14,699

14,180

Liabilities
Insurance and investment contract liabilities
Obligations to securitization entities
Debentures and debt instruments
Capital trust securities
Other liabilities
Investment and insurance contracts on account of
segregated fund policyholders


120,658
4,701
5,858
119
7,937


115,512
3,827
5,888
533
7,521





250

250

420

409

104,948

96,582





Total liabilities

244,221

229,863

670

659


2,255
11,774
10,343


2,005
11,516
9,294


2,255
11,774


2,005
11,516

24,372

22,815

14,029

13,521

268,593

252,678

14,699

14,180

Equity
Perpetual preferred shares
Common shareholders’ equity
Non‐controlling interests [2]
Total equity
Total liabilities and equity

POWER FINANCIAL CORPORATION

2012

[1] Under the equity basis presentation, cash equivalents include $625 million ($430 million at December 31, 2011) of fixed income securities with
maturities of more than 90 days. In the 2012 Consolidated Financial Statements, this amount of cash equivalents is classified in investments.
[2] Non‐controlling interests include the Corporation’s non‐controlling interests in the common equity of Lifeco and IGM as well as the participating
account surplus in Lifeco’s insurance subsidiaries and perpetual preferred shares issued by subsidiaries to third parties.

CONSOLIDATEDBASIS
The consolidated balance sheets include Lifeco’s and IGM’s assets and liabilities. Parts C and D of this MD&A
relating to these subsidiaries include a presentation of their balance sheets.
Total assets of the Corporation increased to $268.6 billion at December 31, 2012, compared with $252.7 billion at
December 31, 2011.
Investments at December 31, 2012 were $123.6 billion, a $6.5 billion increase from December 31, 2011,
primarily related to Lifeco’s activities. See also the discussion in the “Cash Flows” section below.
Liabilities increased from $229.9 billion at December 31, 2011 to $244.2 billion at December 31, 2012, mainly
due to an increase in Lifeco’s insurance and investment contract liabilities as well as investment and insurance
contracts on account of segregated fund policyholders.
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ASSETSUNDERADMINISTRATION
Assets under administration of Lifeco and IGM are as follows:

POWER FINANCIAL CORPORATION

(in billions of Canadian dollars)
As at December 31

2012

2011

Assets under management of Lifeco
Invested assets
Other corporate assets
Segregated funds net assets
Proprietary mutual funds and institutional net assets


120.0
28.8
104.9
134.6

114.6
27.6
96.6
125.4

Assets under management of IGM

388.3
120.7

364.2
118.7

Total assets under management
Other assets under administration of Lifeco

509.0
157.5

482.9
137.8

Total assets under administration

666.5

620.7

Total assets under administration at December 31, 2012 increased by $45.8 billion from December 31, 2011:

 Total assets under administration by Lifeco at December 31, 2012 increased by $43.8 billion from
December 31, 2011. Segregated funds increased by approximately $8.3 billion and proprietary mutual funds
and institutional net assets increased by $9.2 billion, primarily as a result of lower government bond rates
and, to a lesser extent, higher U.S. equity market levels. Other assets under administration increased by
$19.7 billion, primarily as a result of new plan sales and improved U.S. equity market levels. Invested assets
increased by approximately $5.4 billion, primarily due to asset growth and an increase in bond fair values as a
result of lower government bond rates. See Part C of this MD&A for further information on Lifeco’s assets
under administration.
 IGM’s assets under management, at market value, were $120.7 billion at December 31, 2012, compared with
$118.7 billion at December 31, 2011. This increase of $2.0 billion since December 31, 2011 represents market
and income gains of $7.6 billion less net redemptions of $5.6 billion. See Part D of this MD&A for further
information on IGM’s assets under management.
EQUITYBASIS
Under the equity basis presentation, Lifeco and IGM are accounted for by the Corporation using the equity
method. This presentation has no impact on Power Financial’s shareholders’ equity and is intended to assist
readers in isolating the contribution of Lifeco and IGM to the assets and liabilities of the Corporation.
Cash and cash equivalents held by Power Financial amounted to $984 million at December 31, 2012, compared
with $707 million at the end of December 2011 (see “Cash Flows – Equity Basis” section below for details). The
amount of quarterly dividends declared by the Corporation but not yet paid was $278 million at December 31,
2012. The amount of dividends declared by IGM but not yet received by the Corporation was $80 million at
December 31, 2012.
In managing its own cash and cash equivalents, Power Financial may hold cash balances or invest in short‐term
paper or equivalents, as well as deposits, denominated in foreign currencies and thus be exposed to fluctuations
in exchange rates. In order to protect against such fluctuations, Power Financial may, from time to time, enter
into currency‐hedging transactions with counterparties with high credit ratings. As at December 31, 2012,
approximately 90% of the $984 million of cash and cash equivalents was denominated in Canadian dollars or in
foreign currencies with currency hedges in place.
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The carrying value under the equity method of accounting of Power Financial’s investments in Lifeco, IGM and
Parjointco increased to $13,613 million at December 31, 2012, compared with $13,369 million at December 31,
2011. This increase is explained as follows:
Lifeco

IGM

Parjointco

Total

2,671
433
7
(2)
(318)
(173)

2,222
106
28
(100)
(65)
(42)

13,369
1,874
(60)
(169)
(1,180)
(221)

Carrying value, at the end

8,846

2,618

2,149

13,613

EQUITY
Common shareholders’ equity was $11,774 million at December 31, 2012, compared with $11,516 million at
December 31, 2011. This $258 million increase was primarily due to:

 A $405 million increase in retained earnings, reflecting mainly net earnings of $1,743 million, less dividends
declared of $1,109 million and a decrease of $229 million representing:
x The effect on equity of the repurchase by a subsidiary of common shares at a price in excess of the stated
value of such shares and the issuance of common shares by subsidiaries in the amount of $167 million.

POWER FINANCIAL CORPORATION

Carrying value, at the beginning
Share of operating earnings
Share of other items
Share of other comprehensive income (loss)
Dividends
Other, including effect of change in ownership

8,476
1,335
(95)
(67)
(797)
(6)

x A negative amount of $55 million composed of the Corporation’s share of retained earnings adjustments in
subsidiaries and Parjointco.
x Share issue expenses of the Corporation for an amount of $7 million.

 A loss of $171 million, which represents essentially the Corporation’s share of other comprehensive income of
its subsidiaries and Parjointco.
There were 930,400 common shares issued by the Corporation in the twelve‐month period ended December 31,
2012 pursuant to the Corporation’s Employee Stock Option Plan for proceeds of $20 million.
As a result of the above, the book value per common share of the Corporation was $16.60 at December 31, 2012,
compared with $16.26 at the end of 2011.
On February 23, 2012, the Corporation issued 10,000,000 5.5% Non‐Cumulative First Preferred Shares Series R
for gross proceeds of $250 million.
The Corporation filed a short‐form base shelf prospectus dated November 23, 2012, pursuant to which, for a
period of 25 months thereafter, the Corporation may issue up to an aggregate of $1.5 billion of First Preferred
Shares, common shares and unsecured debt securities, or any combination thereof. This filing provides the
Corporation with the flexibility to access debt and equity markets on a timely basis to make changes to the
Corporation’s capital structure in response to changes in economic conditions and changes in its financial
condition.
As noted under “Recent Developments”, on February 28, 2013, the Corporation issued 12,000,000 4.8% Non‐
Cumulative First Preferred Shares Series S for gross proceeds of $300 million.
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OUTSTANDINGNUMBEROFCOMMONSHARES
As of the date hereof, there were 709,104,080 common shares of the Corporation outstanding, compared with
708,173,680 as at December 31, 2011. The increase in the number of outstanding common shares reflects the
exercise of options under the Corporation’s Employee Stock Option Plan. As of the date hereof, options were
outstanding to purchase up to an aggregate of 8,835,797 common shares of the Corporation under the
Corporation’s Employee Stock Option Plan.

POWER FINANCIAL CORPORATION

CASHFLOWS
CONDENSEDCONSOLIDATEDCASHFLOWS
For the years ended December 31

2012

Cash flow from operating activities
Cash flow from financing activities
Cash flow from investing activities
Effect of changes in exchange rates on cash and cash equivalents

2011

5,369
(561)
(4,872)
(8)

5,505
(2,406)
(3,106)
24

Increase (decrease) in cash and cash equivalents – continuing operations
Cash and cash equivalents, at the beginning
Less: cash and cash equivalents from discontinued operations – beginning of period

(72)
3,385
–

17
3,656
(288)

Cash and cash equivalents, at the end – continuing operations

3,313

3,385

On a consolidated basis, cash and cash equivalents from continuing operations decreased by $72 million in the
twelve‐month period ended December 31, 2012, compared with an increase of $17 million in the corresponding
period of 2011.
Operating activities produced a net inflow of $5,369 million in the twelve‐month period ended December 31,
2012, compared with a net inflow of $5,505 million in the corresponding period of 2011.
Operating activities during the twelve‐month period ended December 31, 2012, compared to the same period in
2011, included:

 Lifeco’s cash flow from operations was a net inflow of $4,722 million, compared with a net inflow of
$4,844 million in the corresponding period in 2011. Cash provided by operating activities is used by Lifeco
primarily to pay policy benefits, policyholder dividends and claims, as well as operating expenses and
commissions. Cash flows generated by operations are mainly invested by Lifeco to support future liability
cash requirements.
 Operating activities of IGM which, after payment of commissions, generated cash flows of $710 million,
compared with $777 million in the corresponding period of 2011.
Cash flows from financing activities, which include dividends paid on the common and preferred shares of the
Corporation, as well as dividends paid by subsidiaries to non‐controlling interests, resulted in a net outflow of
$561 million in the twelve‐month period ended December 31, 2012, compared with a net outflow of
$2,406 million in the corresponding period of 2011.
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Financing activities during the twelve‐month period ended December 31, 2012, compared to the same period in
2011, included:

 Dividends paid by the Corporation and by its subsidiaries to non‐controlling interests of $1,764 million,
compared with $1,735 million in the corresponding period of 2011.
 Issuance of common shares of the Corporation for an amount of $20 million, compared with $3 million in the
corresponding period in 2011, pursuant to the Corporation’s Employee Stock Option Plan.

 Issuance of preferred shares by the Corporation for an amount of $250 million, compared to no issuance in
the corresponding period of 2011.
 Issuance of preferred shares by subsidiaries of the Corporation for an amount of $650 million, compared to no
issuance in the corresponding period of 2011.
 Repurchase for cancellation by subsidiaries of the Corporation of their common shares for an amount of
$215 million, compared with $186 million in the corresponding period of 2011.
 No repayment of long‐term debentures by IGM, compared with repayment of long‐term debentures of
$450 million in the corresponding period of 2011.

POWER FINANCIAL CORPORATION

 Issuance of common shares by subsidiaries of the Corporation for an amount of $44 million, compared with
$61 million in the corresponding period of 2011.

 Net inflow of $874 million arising from obligations to securitization entities at IGM, compared with a net
inflow of $319 million in the corresponding period of 2011.
 Net payment of $2 million by IGM arising from obligations related to assets sold under repurchase
agreements, compared to a net payment of $408 million in 2011. The net payment in 2011 included the
settlement of $428 million in obligations related to the sale of $426 million in Canada Mortgage Bonds, which
is reported in investing activities.
 Redemption of capital trust securities by subsidiaries of Lifeco for an amount of $409 million, compared with
no redemptions in the corresponding period of 2011.
Cash flows from investing activities resulted in a net outflow of $4,872 million in the twelve‐month period ended
December 31, 2012, compared with a net outflow of $3,106 million in the corresponding period of 2011.
Investing activities during the twelve‐month period ended December 31, 2012, compared to the same period
in 2011, included:

 Investing activities at Lifeco resulted in a net outflow of $3,838 million, compared with a net outflow of
$3,407 million in the corresponding period of 2011.
 Investing activities at IGM resulted in a net outflow of $839 million, compared with a net inflow of
$229 million in the corresponding period of 2011.
 In addition, the Corporation increased its level of fixed income securities with maturities of more than
90 days, resulting in a net outflow of $195 million, compared with a reduction in the corresponding period of
2011 for a net inflow of $40 million.
Cash flows from activities of Lifeco and IGM are described in their respective MD&As in Parts C and D of this
MD&A.
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CASHFLOWS–EQUITYBASIS
For the years ended December 31

POWER FINANCIAL CORPORATION

Cash flow from operating activities
Net earnings before dividends on perpetual preferred shares
Earnings from subsidiaries and Parjointco not received in cash
Other
Cash flow from financing activities
Dividends paid on common and preferred shares
Issuance of perpetual preferred shares
Issuance of common shares
Other
Cash flow from investing activities
Repayment of advance to Parjointco

2012

2011


1,743
(634)
10

1,826
(776)
4

1,119

1,054


(1,105)
250
20
(7)

(1,095)
–
3
–

(842)

(1,092)


–

32

–

32

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period

277
707

(6)
713

Cash and cash equivalents, end of period


984

707

Power Financial is a holding company. As such, corporate cash flows from operations, before payment of
dividends on common shares and on preferred shares, are principally made up of dividends received from its
subsidiaries and Parjointco and income from investments, less operating expenses, financing charges, and
income taxes. The ability of Lifeco and IGM, which are also holding companies, to generally meet their obligations
and pay dividends depends in particular upon receipt of sufficient funds from their subsidiaries. The payment of
interest and dividends by Lifeco’s principal subsidiaries is subject to restrictions set out in relevant corporate and
insurance laws and regulations, which require that solvency and capital standards be maintained. As well, the
capitalization of Lifeco’s principal subsidiaries takes into account the views expressed by the various credit rating
agencies that provide ratings related to financial strength and other measures relating to those companies. The
payment of dividends by IGM’s principal subsidiaries is subject to corporate laws and regulations which require
that solvency standards be maintained. In addition, certain subsidiaries of IGM must also comply with capital and
liquidity requirements established by regulatory authorities.
Dividends declared by Lifeco and IGM during the twelve‐month period ended December 31, 2012 on their
common shares amounted to $1.23 and $2.15 per share, respectively, compared with $1.23 and $2.10 per share,
respectively, in the corresponding period in 2011. In the twelve‐month period ended December 31, 2012, the
Corporation recorded dividends from Lifeco and IGM of $1,115 million, compared with $1,108 million in the
corresponding period of 2011.
Pargesa pays its annual dividends in the second quarter. The dividend paid by Pargesa to Parjointco in 2012
amounted to SF2.57 per bearer share (SF123 million), compared with SF2.72 (SF125 million) in 2011. The
Corporation received from Parjointco dividends of SF60 million ($65 million) in 2012 (nil in 2011). In 2011,
Parjointco reimbursed an advance from the Corporation of $32 million.
In the twelve‐month period ended December 31, 2012, dividends declared on the Corporation’s common shares
amounted to $1.40 per share, the same as in the corresponding period of 2011.
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SUMMARYOFCRITICALACCOUNTINGESTIMATESANDJUDGMENTS

INSURANCEANDINVESTMENTCONTRACTLIABILITIES
Insurance and investment contract liabilities represent the amounts required, in addition to future premiums and
investment income, to provide for future benefit payments, policyholder dividends, commission and policy
administrative expenses for all insurance and annuity policies in force with Lifeco. The Appointed Actuaries of
Lifeco’s subsidiary companies are responsible for determining the amount of the liabilities to make appropriate
provisions for Lifeco’s obligations to policyholders. The Appointed Actuaries determine the liabilities for
insurance and investment contracts using generally accepted actuarial practices, according to the standards
established by the Canadian Institute of Actuaries. The valuation uses the Canadian Asset Liability Method. This
method involves the projection of future events in order to determine the amount of assets that must be set aside
currently to provide for all future obligations and involves a significant amount of judgment.

POWER FINANCIAL CORPORATION

The preparation of financial statements in conformity with IFRS requires management to adopt accounting
policies and to make estimates and assumptions that affect amounts reported in the Corporation’s 2012
Consolidated Financial Statements. The major accounting policies and related critical accounting estimates
underlying the Corporation’s 2012 Consolidated Financial Statements are summarized below. In applying these
policies, management makes subjective and complex judgments that frequently require estimates about matters
that are inherently uncertain. Many of these policies are common in the insurance and other financial services
industries; others are specific to the Corporation’s businesses and operations. The significant accounting
estimates and judgments are as follows:

In the computation of insurance contract liabilities, valuation assumptions have been made regarding rates of
mortality/morbidity, investment returns, levels of operating expenses, rates of policy termination and rates of
utilization of elective policy options or provisions. The valuation assumptions use best estimates of future
experience together with a margin for adverse deviation. These margins are necessary to provide for possibilities
of misestimation and/or future deterioration in the best estimate assumptions and provide reasonable assurance
that insurance contract liabilities cover a range of possible outcomes. Margins are reviewed periodically for
continued appropriateness.
Additional detail regarding these estimates can be found in Note 2 to the Corporation’s 2012 Consolidated
Financial Statements. See also Part C of this MD&A.

FAIRVALUEMEASUREMENT
Financial and other instruments held by the Corporation and its subsidiaries include portfolio investments,
various derivative financial instruments, and debentures and debt instruments.
Financial instrument carrying values reflect the prevailing market liquidity and the liquidity premiums
embedded in the market pricing methods the Corporation relies upon.
In accordance with IFRS 7, Financial Instruments – Disclosure, the Corporation’s assets and liabilities recorded at
fair value have been categorized based upon the following fair value hierarchy:

 Level 1 inputs utilize observable, quoted prices (unadjusted) in active markets for identical assets or
liabilities that the Corporation has the ability to access.
 Level 2 inputs utilize other‐than‐quoted prices included in Level 1 that are observable for the asset or
liability, either directly or indirectly.
 Level 3 inputs utilize one or more significant inputs that are not based on observable market inputs and
include situations where there is little, if any, market activity for the asset or liability.

P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG02_PFC_2013-03-11_v1.indd B17

B 17

13/03/13 10:45 AM

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In
such cases, the level in the fair value hierarchy within which the fair value measurement in its entirety falls has
been determined based on the lowest level input that is significant to the fair value measurement in its entirety.
The Corporation’s assessment of the significance of a particular input to the fair value measurement in its
entirety requires judgment and considers factors specific to the asset or liability.

POWER FINANCIAL CORPORATION

Refer to Note 26 to the Corporation’s 2012 Consolidated Financial Statements for disclosure of the Corporation’s
financial instruments fair value measurement as at December 31, 2012.
Fair values for bonds classified as fair value through profit or loss or available for sale are determined using
quoted market prices. Where prices are not quoted in a normally active market, fair values are determined by
valuation models primarily using observable market data inputs. Fair values for bonds and mortgages and other
loans, classified as loans and receivables, are determined by discounting expected future cash flows using current
market rates.
Fair values for public stocks are generally determined by the last bid price for the security from the exchange
where it is principally traded. Fair values for stocks for which there is no active market are determined by
discounting expected future cash flows based on expected dividends and where market value cannot be
measured reliably, fair value is estimated to be equal to cost. Fair values for investment properties are
determined using independent appraisal services and include management adjustments for material changes in
property cash flows, capital expenditures or general market conditions in the interim period between appraisals.

IMPAIRMENTOFINVESTMENTS
Investments are reviewed regularly on an individual basis to determine impairment status. The Corporation
considers various factors in the impairment evaluation process, including, but not limited to, the financial
condition of the issuer, specific adverse conditions affecting an industry or region, decline in fair value not related
to interest rates, bankruptcy or defaults and delinquency in payments of interest or principal. Impairment losses
on available‐for‐sale shares are recorded if the loss is significant or prolonged and subsequent losses are
recorded in net earnings. Investments are deemed to be impaired when there is no longer reasonable assurance
of timely collection of the full amount of the principal and interest due. The fair value of an investment is not a
definitive indicator of impairment, as it may be significantly influenced by other factors, including the remaining
term to maturity and liquidity of the asset. However, market price must be taken into consideration when
evaluating impairment.
For impaired mortgages and other loans, and bonds classified as loans and receivables, provisions are established
or impairments recorded to adjust the carrying value to the net realizable amount. Wherever possible, the fair
value of collateral underlying the loans or observable market price is used to establish net realizable value. For
impaired available‐for‐sale bonds, recorded at fair value, the accumulated loss recorded in investment
revaluation reserves is reclassified to net investment income. Impairments on available‐for‐sale debt instruments
are reversed if there is objective evidence that a permanent recovery has occurred. All gains and losses on bonds
classified or designated as fair value through profit or loss are already recorded in earnings, therefore a reduction
due to impairment of assets will be recorded in earnings. As well, when determined to be impaired, contractual
interest is no longer accrued and previous interest accruals are reversed.
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GOODWILLANDINTANGIBLESIMPAIRMENTTESTING
Goodwill and intangible assets are tested for impairment annually or more frequently if events indicate that
impairment may have occurred. Intangible assets that were previously impaired are reviewed at each reporting
date for evidence of reversal. In the event that certain conditions have been met, the Corporation would be
required to reverse the impairment charge or a portion thereof.

An impairment loss is recognized for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of the asset’s fair value less cost to sell and value in use, which is
calculated using the present value of estimated future cash flows expected to be generated.

INCOMETAXES
The Corporation is subject to income tax laws in various jurisdictions. The Corporation’s and its subsidiaries’
operations are complex and related tax interpretations, regulations and legislation that pertain to its activities
are subject to continual change. Lifeco’s primary Canadian operating subsidiaries are subject to a regime of
specialized rules prescribed under the Income Tax Act (Canada) for purposes of determining the amount of the
companies’ income that will be subject to tax in Canada. Accordingly, the provision for income taxes represents
the applicable corporation’s management’s interpretation of the relevant tax laws and its estimate of current and
future income tax implications of the transactions and events during the period. Deferred tax assets and liabilities
are recorded based on expected future tax rates and management’s assumptions regarding the expected timing of
the reversal of temporary differences. The Corporation has substantial deferred income tax assets. The
recognition of deferred tax assets depends on management’s assumption that future earnings will be sufficient to
realize the deferred benefit. The amount of the asset recorded is based on management’s best estimate of the
timing of the reversal of the asset.

POWER FINANCIAL CORPORATION

Goodwill has been allocated to cash generating units (CGU), representing the lowest level in which goodwill is
monitored for internal reporting purposes. Goodwill is tested for impairment by comparing the carrying value of
the CGU groups to the recoverable amount to which the goodwill has been allocated. Intangible assets are tested
for impairment by comparing the asset’s carrying amount to its recoverable amount.

The audit and review activities of the Canada Revenue Agency and other jurisdictions’ tax authorities affect the
ultimate determination of the amounts of income taxes payable or receivable, future income tax assets or
liabilities and income tax expense. Therefore, there can be no assurance that taxes will be payable as anticipated
and/or the amount and timing of receipt or use of the tax‐related assets will be as currently expected.
Management’s experience indicates the taxation authorities are more aggressively pursuing perceived tax issues
and have increased the resources they put to these efforts.

PENSIONPLANSANDOTHERPOSTͲEMPLOYMENTBENEFITS
The Corporation and its subsidiaries maintain defined benefit pension plans as well as defined contribution
pension plans for eligible employees and advisors. The plans provide pensions based on length of service and
final average earnings. Certain pension payments are indexed either on an ad hoc basis or a guaranteed basis.
The defined contribution pension plans provide pension benefits based on accumulated employee and
Corporation contributions. The Corporation and its subsidiaries also provide certain post‐employment
healthcare, dental and life insurance benefits to eligible retirees, employees and advisors. For further information
on the Corporation’s pension plans and other post‐employment benefits refer to Note 24 to the Corporation’s
2012 Consolidated Financial Statements.
Accounting for pension and other post‐employment benefits requires estimates of future returns on plan assets,
expected increases in compensation levels, trends in healthcare costs, and the period of time over which benefits
will be paid, as well as the appropriate discount rate for accrued benefit obligations. These assumptions are
determined by management using actuarial methods and are reviewed and approved annually. Emerging
experience, which may differ from the assumptions, will be revealed in future valuations and will affect the future
financial position of the plans and net periodic benefit costs.
P O W E R C O R P O R AT I O N O F C A N A DA
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DEFERREDSELLINGCOMMISSIONS

POWER FINANCIAL CORPORATION

Commissions paid on the sale of certain mutual fund products are deferred and amortized over their useful lives,
not exceeding a period of five years. IGM regularly reviews the carrying value of deferred selling commissions
with respect to any events or circumstances that indicate impairment. Among the tests performed by IGM to
assess recoverability is the comparison of the future economic benefits derived from the deferred selling
commission asset in relation to its carrying value. At December 31, 2012, there were no indications of
impairment to deferred selling commissions.

FUTUREACCOUNTINGCHANGES
The Corporation continuously monitors the potential changes proposed by the International Accounting
Standards Board (IASB) and analyzes the effect that changes in the standards may have on the Corporation’s
consolidated financial statements when they become effective:
Effective for the Corporation in 2013
IAS 19 – Employee Benefits Effective on January 1, 2013, the Corporation adopted the amended IAS 19,
Employee Benefits. The amended IAS 19 includes requirements for the measurement, presentation and disclosure
for defined benefit plans. Amendments include:

 The elimination of the deferral and amortization approach (corridor approach) for recognizing actuarial gains
and losses in net earnings. Actuarial gains and losses will be recognized in other comprehensive income.
Actuarial gains and losses recognized in other comprehensive income will not be reclassified to net earnings
in subsequent periods.
 The elimination of the concept of an expected return on assets (EROA). Amended IAS 19 requires the use of
the discount rate in the place of EROA in the determination of the net interest component of the pension
expense. This discount rate is determined by reference to market yields at the end of the reporting period on
high‐quality corporate bonds.
 Changes in the recognition of past service costs. Past service costs resulting from plan amendments or
curtailments will be recognized in net earnings in the period in which the plan amendments or curtailments
occur, without regard to vesting.
In accordance with the transitional provisions in IAS 19, this change in IFRS will be applied retroactively and is
anticipated to decrease equity by approximately $470 million at January 1, 2012 (decrease of $330 million in
shareholders’ equity, and $140 million in non‐controlling interests) with an additional decrease to equity of
approximately $240 million at January 1, 2013 (decrease of $165 million in shareholders’ equity and $75 million
in non‐controlling interests). Furthermore, the effect of applying this standard retroactively will decrease
earnings before tax by approximately $12 million for the year ended December 31, 2012.
IFRS 10 – Consolidated Financial Statements Effective for the Corporation on January 1, 2013, IFRS 10,
Consolidated Financial Statements uses consolidation principles based on a revised definition of control. The
definition of control is dependent on the power of the investor to direct the activities of the investee, the ability of
the investor to derive variable returns from its holdings in the investee, and a direct link between the power to
direct activities and receive benefits.
The IASB issued amendments to IFRS 10 and IFRS 12 in October 2012 that introduced an exception from
consolidation for the controlled entities of investment entities. Lifeco continues to review the financial reporting
of the segregated funds for the risk of policy holders presented within Lifeco’s financial statements to determine
whether it would be different than the current reporting under IFRS.
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IFRS 11 – Joint Arrangements Effective for the Corporation on January 1, 2013, IFRS 11, Joint Arrangements
separates jointly controlled entities between joint operations and joint ventures. The standard eliminates the
option of using proportionate consolidation in accounting for interests in joint ventures, requiring an entity to
use the equity method of accounting. The standard is not expected to have a significant impact on the
Corporation’s financial position or results of operations.

IFRS 13 – Fair Value Measurement Effective for the Corporation on January 1, 2013, IFRS 13, Fair Value
Measurement provides guidance to increase consistency and comparability in fair value measurements and
related disclosures through a “fair value hierarchy”. The hierarchy categorizes the inputs used in valuation
techniques into three levels. The hierarchy gives the highest priority to (unadjusted) quoted prices in active
markets for identical assets or liabilities and the lowest priority to unobservable inputs.
The standard relates primarily to disclosure and will not impact the financial results of the Corporation.
IAS 1 – Presentation of Financial Statements Effective for the Corporation on January 1, 2013, IAS 1,
Presentation of Financial Statements includes requirements that other comprehensive income be classified by
nature and grouped between those items that will be classified subsequently to profit or loss (when specific
conditions are met) and those that will not be reclassified.

POWER FINANCIAL CORPORATION

IFRS 12 – Disclosure of Interest in Other Entities Effective for the Corporation on January 1, 2013, IFRS 12,
Disclosure of Interest in Other Entities provides new disclosure requirements for the interest an entity has in
subsidiaries, joint arrangements, associates, and structured entities. The standard requires enhanced disclosure,
including how control was determined and any restrictions that might exist on consolidated assets and liabilities
presented within the financial statements. The standard is expected to result in additional disclosures.

This revised standard relates only to presentation and will not impact the financial results of the Corporation.
IFRS 7 – Financial Instruments: Disclosure Effective for the Corporation on January 1, 2013, the IASB issued
amendments to IFRS 7 regarding disclosure of offsetting financial assets and financial liabilities. The
amendments allow users of financial statements to improve their understanding of transfer transactions of
financial assets (for example, securitizations), including understanding the possible effects of any risks that may
remain with the entity that transferred the assets. The amendments also require additional disclosures if a
disproportionate amount of transfer transactions are undertaken near the end of a reporting period.
This revised standard relates only to disclosure and will not impact the financial results of the Corporation.
Effective for the Corporation subsequent to 2013
IFRS 4 – Insurance Contracts The IASB issued an exposure draft proposing changes to the accounting standard
for insurance contracts in July 2010. The proposal would require an insurer to measure insurance liabilities using
a model focusing on the amount, timing, and uncertainty of future cash flows associated with fulfilling its
insurance contracts. This is vastly different from the connection between insurance assets and liabilities
considered under the Canadian Asset Liability Method (CALM) and may cause significant volatility in the results
of Lifeco. The exposure draft also proposes changes to the presentation and disclosure within the financial
statements.
Since the release of the exposure draft, there have been discussions within the insurance industry and between
accounting standards setters globally recommending significant changes to the 2010 exposure draft. At this time
no new standard has been either re‐exposed or released.
Lifeco will continue to measure insurance contract liabilities using CALM until such time when a new IFRS for
insurance contract measurement is issued. A final standard is not expected to be implemented for several years;
Lifeco continues to actively monitor developments in this area.
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IFRS 9 – Financial Instruments Effective for the Corporation on January 1, 2015, IFRS 9, Financial Instruments
requires all financial assets to be classified on initial recognition at amortized cost or fair value while eliminating
the existing categories of available for sale, held to maturity, and loans and receivables.
The new standard will also require:

POWER FINANCIAL CORPORATION

 embedded derivatives to be assessed for classification together with their financial asset host;
 an expected loss impairment method be used for financial assets; and
 amendments to the criteria for hedge accounting and measuring effectiveness.
The full impact of IFRS 9 on the Corporation will be evaluated after the remaining stages of the IASB’s project to
replace IAS 39, Financial Instruments: Recognition and Measurement – impairment methodology, hedge
accounting, and asset and liability offsetting – are finalized. The current timetable for adoption of IFRS 9,
Financial Instruments is for the annual period beginning January 1, 2015; however, the Corporation continues to
monitor this standard in conjunction with developments to IFRS 4.
IAS 32 – Financial Instruments: Presentation Effective for the Corporation on January 1, 2014, IAS 32,
Financial Instruments: Presentation clarifies the existing requirements for offsetting financial assets and financial
liabilities.
The Corporation is evaluating the impact this standard will have on the presentation of its financial statements.
Exposure drafts not yet effective
IAS 17 – Leases The IASB issued an exposure draft proposing a new accounting model for leases where both
lessees and lessors would record the assets and liabilities on the balance sheet at the present value of the lease
payments arising from all lease contracts. The new classification would be the right‐of‐use model, replacing the
operating and finance lease accounting models that currently exist.
The full impact of adoption of the proposed changes will be determined once the final leases standard is issued.
IAS 18 – Revenue The IASB issued a second exposure draft in November 2011 which proposed a single revenue
recognition standard to align the financial reporting of revenue from contracts with customers and related costs.
A company would recognize revenue when it transfers goods or services to a customer in the amount of the
consideration the company expects to receive from the customer.
The full impact of adoption of the proposed changes will be determined once the final revenue recognition
standard is issued, which is targeted for release in 2013.
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RISKFACTORS
There are certain risks inherent in an investment in the securities of the Corporation and in the activities of the
Corporation, including the following and others disclosed elsewhere in this MD&A, which investors should
carefully consider before investing in securities of the Corporation. This description of risks does not include all
possible risks, and there may be other risks of which the Corporation is not currently aware.

As a holding company, Power Financial’s ability to pay interest and other operating expenses and dividends, to
meet its obligations and to complete current or desirable future enhancement opportunities or acquisitions
generally depends upon receipt of sufficient dividends from its principal subsidiaries and other investments and
its ability to raise additional capital. The likelihood that shareholders of Power Financial will receive dividends
will be dependent upon the operating performance, profitability, financial position and creditworthiness of the
principal subsidiaries of Power Financial and on their ability to pay dividends to Power Financial. The payment of
interest and dividends by certain of these principal subsidiaries to Power Financial is also subject to restrictions
set forth in insurance, securities and corporate laws and regulations which require that solvency and capital
standards be maintained by such companies. If required, the ability of Power Financial to arrange additional
financing in the future will depend in part upon prevailing market conditions as well as the business performance
of Power Financial and its subsidiaries. In recent years, global financial conditions and market events have
experienced increased volatility and resulted in the tightening of credit that has reduced available liquidity and
overall economic activity. There can be no assurance that debt or equity financing will be available, or, together
with internally generated funds, will be sufficient to meet or satisfy Power Financial’s objectives or requirements
or, if the foregoing are available to Power Financial, that they will be on terms acceptable to Power Financial.
The inability of Power Financial to access sufficient capital on acceptable terms could have a material adverse
effect on Power Financial’s business, prospects, dividend paying capability and financial condition, and further
enhancement opportunities or acquisitions.

POWER FINANCIAL CORPORATION

Power Financial is a holding company that holds substantial interests in the financial services sector through its
controlling interest in each of Lifeco and IGM. As a result, investors in Power Financial are subject to the risks
attributable to its status as a shareholder of its subsidiaries, including those that Power Financial has as the
principal shareholder of each of Lifeco and IGM. Parts C and D of this MD&A further describe risks related to
Lifeco and IGM, respectively.

The market price for Power Financial’s securities may be volatile and subject to wide fluctuations in response to
numerous factors, many of which are beyond Power Financial’s control. Economic conditions may adversely
affect Power Financial, including fluctuations in foreign exchange, inflation and interest rates, as well as
monetary policies, business investment and the health of capital markets in Canada, the United States and
Europe. In recent years, financial markets have experienced significant price and volume fluctuations that have
affected the market prices of equity securities held by the Corporation and its subsidiaries and that have often
been unrelated to the operating performance, underlying asset values or prospects of such companies.
Additionally, these factors, as well as other related factors, may cause decreases in asset values that are deemed
to be significant or prolonged, which may result in impairment losses. In periods of increased levels of volatility
and related market turmoil, Power Financial’s subsidiaries’ operations could be adversely impacted and the
trading price of Power Financial’s securities may be adversely affected.
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OFFͲBALANCESHEETARRANGEMENTS

GUARANTEES
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In the normal course of their businesses, the Corporation and its subsidiaries may enter into certain agreements,
the nature of which precludes the possibility of making a reasonable estimate of the maximum potential amount
the Corporation or subsidiary could be required to pay third parties, as some of these agreements do not specify
a maximum amount and the amounts are dependent on the outcome of future contingent events, the nature and
likelihood of which cannot be determined.

LETTERSOFCREDIT
In the normal course of their reinsurance business, Lifeco’s subsidiaries provide letters of credit to other parties
or beneficiaries. A beneficiary will typically hold a letter of credit as collateral in order to secure statutory credit
for reserves ceded to or amounts due from Lifeco’s subsidiaries. A letter of credit may be drawn upon demand.
If an amount is drawn on a letter of credit by a beneficiary, the bank issuing the letter of credit will make a
payment to the beneficiary for the amount drawn, and Lifeco’s subsidiaries will become obligated to repay this
amount to the bank.
Lifeco, through certain of its operating subsidiaries, has provided letters of credit to both external and internal
parties, which are described in Note 30 to the Corporation’s 2012 Consolidated Financial Statements.

CONTINGENTLIABILITIES
The Corporation and its subsidiaries are from time to time subject to legal actions, including arbitrations and
class actions, arising in the normal course of business. It is inherently difficult to predict the outcome of any of
these proceedings with certainty, and it is possible that an adverse resolution could have a material adverse
effect on the consolidated financial position of the Corporation. However, based on information presently known,
it is not expected that any of the existing legal actions, either individually or in the aggregate, will have a material
adverse effect on the consolidated financial position of the Corporation.
A subsidiary of Lifeco has declared a partial windup in respect of an Ontario defined benefit pension plan which
will not likely be completed for some time. The partial windup could involve the distribution of the amount of
actuarial surplus, if any, attributable to the wound‐up portion of the plan. In addition to the regulatory
proceedings involving this partial windup, a related class action proceeding has been commenced in Ontario
related to the partial windup and three potential partial windups under the plan. The class action also challenges
the validity of charging expenses to the plan. The provisions for certain Canadian retirement plans in the
amounts of $97 million after tax established by Lifeco’s subsidiaries in the third quarter of 2007 have been
reduced to $34 million. Actual results could differ from these estimates.
The Court of Appeal for Ontario released a decision on November 3, 2011 in regard to the involvement of the
participating accounts of Lifeco subsidiaries London Life and Great‐West Life in the financing of the acquisition
of London Insurance Group Inc. in 1997 (the Appeal Decision).
The Appeal Decision ruled Lifeco subsidiaries achieved substantial success and required that there be
adjustments to the original trial judgment regarding amounts which were to be reallocated to the participating
accounts going forward. Any monies to be reallocated to the participating accounts will be dealt with in
accordance with Lifeco subsidiaries participating policyholder dividend policies in the ordinary course of
business. No awards are to be paid out to individual class members. On May 24, 2012, the Supreme Court of
Canada dismissed the plaintiff’s application for leave to appeal the Appeal Decision. The Appeal Decision directed
the parties back to the trial judge to work out the remaining issues. On January 24, 2013 the Ontario Superior
Court of Justice released a decision ordering that $285 million be reallocated to the participating account surplus.
Lifeco will be appealing that decision.
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During the fourth quarter of 2011, in response to the Appeal Decision, Lifeco re‐evaluated and reduced the
litigation provision established in the third quarter of 2010, which positively impacted common shareholder net
earnings of Lifeco in 2011 by $223 million after tax (Power Financial’s share – $158 million).
During the subsequent event period, in response to the Ontario Superior Court of Justice decision on
January 24, 2013, Lifeco established an incremental provision of $140 million after tax in the common
shareholders account of Lifeco (Power Financial’s share – $99 million). Lifeco now holds $290 million in after‐tax
provisions for these proceedings.

In connection with the acquisition of its subsidiary Putnam, Lifeco has an indemnity from a third party against
liabilities arising from certain litigation and regulatory actions involving Putnam. Putnam continues to have
potential liability for these matters in the event the indemnity is not honoured. Lifeco expects the indemnity will
continue to be honoured and that any liability of Putnam would not have a material adverse effect on its
consolidated financial position.
On October 17, 2012, a subsidiary of Lifeco received an administrative complaint from the Massachusetts
Securities Division in relation to that subsidiary’s role as collateral manager of two collateralized debt
obligations. The complaint is seeking certain remedies, including the disgorgement of fees, a civil administrative
fine and a cease and desist order. In addition, that same subsidiary is a defendant in two civil litigation matters
brought by institutions involved in those collateralized debt obligations. Based on information presently known,
Lifeco believes these matters are without merit. The potential outcome of these matters is not yet determined.

POWER FINANCIAL CORPORATION

Regardless of the ultimate outcome of this case, there will not be any impact on the capital position of Lifeco or
on participating policy contract terms and conditions. Based on information presently known, this matter is not
expected to have a material adverse effect on the consolidated financial position of the Corporation.

Subsidiaries of Lifeco have an investment in a USA‐based private equity partnership wherein a dispute arose over
the terms of the partnership agreement. Lifeco established a provision in the fourth quarter of 2011 for
$99 million after tax. The dispute was resolved on January 10, 2012, and as a result, Lifeco no longer holds the
provision.

COMMITMENTS/CONTRACTUALOBLIGATIONS
The following table provides a summary of future consolidated contractual obligations.
Paymentsduebyperiod

Long‐term debt [1]
Deposits and certificates
Obligations to securitization entities
Operating leases [2]
Purchase obligations [3]
Contractual commitments [4]
Total
Letters of credit [5]

Total

Lessthan
1year

1–5years

Morethan
5years

5,858
163
4,701
733
83
516

296
145
789
153
58
470

302
13
3,877
422
25
46

5,260
5
35
158

12,054

1,911

4,685


5,458

[1] Please refer to Note 13 to the Corporation’s 2012 Consolidated Financial Statements for further information.
[2] Includes office space and certain equipment used in the normal course of business. Lease payments are charged to operations in the period
of use.
[3] Purchase obligations are commitments of Lifeco to acquire goods and services, essentially related to information services.
[4] Represents commitments by Lifeco. These contractual commitments are essentially commitments of investment transactions made in the
normal course of operations, in accordance with its policies and guidelines, which are to be disbursed upon fulfilment of certain contract
conditions.
[5] Please refer to Note 30 to the Corporation’s 2012 Consolidated Financial Statements and to Part C of this MD&A.
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FINANCIALINSTRUMENTS

POWER FINANCIAL CORPORATION

FAIRVALUEOFFINANCIALINSTRUMENTS
The following table presents the fair value of the Corporation’s financial instruments. Fair value represents the
amount that would be exchanged in an arm’s‐length transaction between willing parties and is best evidenced by
a quoted market price, if one exists. Fair values are management’s estimates and are generally calculated using
market conditions at a specific point in time and may not reflect future fair values. The calculations are subjective
in nature, involve uncertainties and matters of significant judgment (please refer to Note 26 to the Corporation’s
2012 Consolidated Financial Statements).
As at December 31

2012

2011

Carryingvalue

Fairvalue

Carryingvalue

Fairvalue

Assets
Cash and cash equivalents
Investments (excluding investment properties)
Funds held by ceding insurers
Derivative financial instruments
Other financial assets

3,313
120,062
10,537
1,060
4,212

3,313
122,805
10,537
1,060
4,212

3,385
113,841
9,923
1,056
3,539

3,385
116,170
9,923
1,056
3,539

Total financial assets

139,184

141,927

131,744

134,073

4,701
5,858
119
413
4,923

4,787
6,830
171
413
4,925


3,827
5,888
533
427
4,509

3,930
6,502
577
427
4,510

16,014

17,126

15,184

15,946

Liabilities
Obligation to securitization entities
Debentures and debt instruments
Capital trust securities
Derivative financial instruments
Other financial liabilities
Total financial liabilities

DERIVATIVEFINANCIALINSTRUMENTS
In the course of their activities, the Corporation and its subsidiaries use derivative financial instruments. When
using such derivatives, they only act as limited end‐users and not as market‐makers in such derivatives.
The use of derivatives is monitored and reviewed on a regular basis by senior management of the companies. The
Corporation and its subsidiaries have each established operating policies and processes relating to the use of
derivative financial instruments, which in particular aim at:

 prohibiting the use of derivative instruments for speculative purposes;
 documenting transactions and ensuring their consistency with risk management policies;
 demonstrating the effectiveness of the hedging relationships; and
 monitoring the hedging relationship.
There were no major changes to the Corporation’s and its subsidiaries’ policies and procedures with respect to
the use of derivative instruments in the twelve‐month period ended December 31, 2012. There has been an
increase in the notional amount outstanding ($16,888 million at December 31, 2012, compared with
$14,948 million at December 31, 2011) and an increase in the exposure to credit risk ($1,060 million at
December 31, 2012, compared with $1,056 million at December 31, 2011) that represents the market value of
those instruments, which are in a gain position. During the third quarter of 2012, Lifeco purchased equity put
options with a notional amount of $849 million as a macro balance sheet credit hedge against a decline in
European equity market levels. See Note 25 to the Corporation’s 2012 Consolidated Financial Statements for
more information on the type of derivative financial instruments used by the Corporation and its subsidiaries.
Please also refer to Parts C and D of this MD&A relating to Lifeco and IGM, respectively.
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DISCLOSURECONTROLSANDPROCEDURES
Based on their evaluations as of December 31, 2012, the Chief Executive Officer and the Chief Financial Officer
have concluded that the Corporation’s disclosure controls and procedures were effective as at December 31, 2012.

SELECTEDANNUALINFORMATION
For the years ended December 31

Total revenue including discontinued operations
Operating earnings attributable to common shareholders [1]
per share – basic
Net earnings attributable to common shareholders
per share – basic
per share – diluted
Earnings from discontinued operations attributable to common shareholders
per share – basic
per share – diluted
Earnings from continuing operations attributable to common shareholders
per share – basic
per share – diluted
Consolidated assets
Total financial liabilities
Debentures and other borrowings
Shareholders’ equity
Book value per share
Number of common shares outstanding [millions]
Dividends per share [declared]
Common shares
First preferred shares
Series A
Series C [2]
Series D
Series E
Series F
Series H
Series I
Series J [3]
Series K
Series L
Series M
Series O
Series P [4]
Series R [5]

2012

2011

2010

32,412
1,686
2.38
1,626
2.30
2.28

32,433
1,729
2.44
1,722
2.43
2.41

32,559
1,625
2.30
1,468
2.08
2.06

–
–
–
1,626
2.30
2.28

38
0.05
0.05
1,684
2.38
2.36

1
–
–
1,467
2.08
2.06

268,593

252,678

244,644

16,014
5,858
14,029
16.60
709.1

15,184
5,888
13,521
16.26
708.2

17,748
6,313
12,811
15.26
708.0

1.4000
0.5250
1.3750
1.3125
1.4750
1.4375
1.5000
1.2375
1.2750
1.5000
1.4500
1.1000
1.2837


1.4000

0.5250

1.3750
1.3125
1.4750
1.4375
1.5000

1.2375
1.2750
1.5000
1.4500
1.1000



POWER FINANCIAL CORPORATION

INTERNALCONTROLOVERFINANCIALREPORTING
Based on their evaluations as of December 31, 2012, the Chief Executive Officer and the Chief Financial Officer
have concluded that the Corporation’s internal controls over financial reporting were effective as at
December 31, 2012. During the fourth quarter of 2012, there have been no changes in the Corporation’s internal
control over financial reporting that have materially affected, or are reasonably likely to materially affect, the
Corporation’s internal control over financial reporting.

1.4000
0.45238
0.9750
1.3750
1.3125
1.4750
1.4375
1.5000
0.5875
1.2375
1.2750
1.5000
1.4500
0.6487

[1] Operating earnings and operating earnings per share are non‐IFRS financial measures.
[2] Redeemed in October 2010.
[3] Redeemed in July 2010.
[4] Issued in June 2010.
[5] Issued in February 2012.
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SUMMARYOFQUARTERLYRESULTS

Total revenue including
discontinued operations
Operating earnings
attributable to common
shareholders [1, 2]
per share – basic[1]
Other items [3]
per share – basic
Net earnings attributable to
common shareholders
per share – basic
per share – diluted
Earnings from discontinued
operations attributable to
common shareholders
per share – basic
per share – diluted
Earnings from continuing
operations attributable to
common shareholders
per share – basic
per share – diluted

Q4

Q3

Q2

2012
Q1

Q4

Q3

Q2

2011
Q1

Q4

Q3

Q2

2010
Q1

7,711

9,217

8,374

7,110

8,575

9,136

7,794

6,928

5,888

9,720

8,005

8,946

406
0.57
(128)
(0.18)

460
0.65
–
–

448
0.63
(15)
(0.02)

372
0.52
83
0.12

422
0.60
111
0.15

428
0.60
(116)
(0.16)

507
0.72
о
о

372
0.52
(2)
о

404
0.57
(15)
(0.02)

438
0.62
(144)
(0.20)

426
0.61
(4)
(0.01)

357
0.50
6
0.01

278
0.39
0.38

460
0.65
0.65

433
0.61
0.60

455
0.64
0.64

533
0.75
0.75

312
0.44
0.44

507
0.72
0.71

370
0.52
0.52

389
0.55
0.55

294
0.42
0.41

422
0.60
0.59

363
0.51
0.51

–
–
–

–
–
–

–
–
–

–
–
–

18
0.03
0.03

18
0.03
0.03

1
о
о

1
о
о

1
о
о

о
о
о

о
о
о

о
о
о

278
0.39
0.38

460
0.65
0.65

433
0.61
0.60

455
0.64
0.64

515
0.72
0.72

294
0.41
0.41

506
0.72
0.71

369
0.52
0.52

338
0.55
0.55

294
0.42
0.41

422
0.60
0.59

363
0.51
0.51

[1] Operating earnings attributable to common shareholders and operating earnings per share are non‐IFRS financial measures. For a definition of
these non‐IFRS financial measures, please refer to “Basis of Presentation – Non‐IFRS Financial Measures” above in this MD&A.
[2] The contribution from Pargesa to the Corporation’s earnings is higher in the second and third quarters of the year as a large portion of Pargesa’s
earnings is composed of dividends which are mainly received in the second and third quarters of the year.
[3] Other items:
Q4

Share of Lifeco’s
Litigation provisions
Share of IGM’s
Non‐cash income tax
charge
Gain on disposal of
M.R.S. Trust
Company and
M.R.S. Inc.
Changes in the status
of certain income
tax filings
Employee benefits and
restructuring costs
Share of Pargesa’s
Impairment charges
Gain on partial
disposal of Pernod
Ricard
Gain on disposal
of Arkema
Other (charge) income


(99)
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2012
Q1

Q2





Q4

Q3

Q2

2011
Q1

Q4





88

Q3

Q2

2010
Q1


(144)






(4)
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(11)

43
(6)







6

–

(15)

83

(4)

6

(128)
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Q3

(133)

(13)


















(2)


(2)

111

(116)

(2)

(15)

5
о

(144)
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POWER FINANCIAL CORPORATION
CONSOLIDATED BALANCE SHEETS
December 31
[in millions of Canadian dollars]

2011

3,313

3,385

83,387
22,797
6,796
3,525
7,082

78,759
21,518
6,402
3,201
7,162

Funds held by ceding insurers [Note 5]
Reinsurance assets [Note 11]
Investment in jointly controlled corporation [Note 6]
Owner‐occupied properties and capital assets [Note 7]
Derivative financial instruments [Note 25]
Other assets [Note 8]
Deferred tax assets [Note 16]
Intangible assets [Note 9]
Goodwill [Note 9]
Investments on account of segregated fund policyholders [Note 10]

123,587
10,537
2,064
2,149
791
1,060
5,368
1,170
4,933
8,673
104,948

117,042
9,923
2,061
2,222
738
1,056
4,653
1,207
5,023
8,786
96,582

Total assets

268,593

252,678

Liabilities
Insurance contract liabilities [Note 11]
Investment contract liabilities [Note 11]
Obligation to securitization entities [Note 12]
Debentures and debt instruments [Note 13]
Capital trust securities [Note 14]
Derivative financial instruments [Note 25]
Other liabilities [Note 15]
Deferred tax liabilities [Note 16]
Investment and insurance contracts on account of segregated fund policyholders [Note 10]

119,919
739
4,701
5,858
119
413
6,311
1,213
104,948

114,730
782
3,827
5,888
533
427
5,836
1,258
96,582

Total liabilities

244,221

229,863

Investments [Note 4]
Bonds
Mortgages and other loans
Shares
Investment properties
Loans to policyholders

Equity
Stated capital [Note 17]
Perpetual preferred shares
Common shares
Retained earnings
Reserves

2,255
664
11,148
(38)

2,005
639
10,743
134

Total shareholders’ equity
Non‐controlling interests [Note 19]

14,029
10,343

13,521
9,294

Total equity
Total liabilities and equity

24,372

22,815

268,593

252,678

POWER FINANCIAL CORPORATION

2012

Assets
Cash and cash equivalents [Note 3]

Approved by the Board of Directors




Signed,
Raymond Royer

Signed,
R. Jeffrey Orr

Director

Director
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CONSOLIDATED STATEMENTS OF EARNINGS

POWER FINANCIAL CORPORATION

For the years ended December 31
[in millions of Canadian dollars, except per share amounts]

2012

2011

Revenues
Premium income
Gross premiums written
Ceded premiums

21,839
(3,019)

20,013
(2,720)

Total net premiums

18,820

17,293

Net investment income [Note 4]
Regular net investment income
Change in fair value

5,711
2,650

5,610
4,154

Fee income

8,361
5,231

9,764
5,343

Total revenues

32,412

32,400

Expenses
Policyholder benefits
Insurance and investment contracts
Gross
Ceded

17,431
(1,457)

16,591
(1,217)

Policyholder dividends and experience refunds
Change in insurance and investment contract liabilities

15,974
1,437
5,040

15,374
1,424
6,245

Total paid or credited to policyholders
Commissions
Operating and administrative expenses [Note 22]
Financing charges [Note 23]

22,451
2,501
3,696
395

23,043
2,312
3,006
409

Total expenses

29,043

28,770

Share of earnings (losses) of investment in jointly controlled corporation [Note 6]

3,369
134

3,630
(20)

Earnings before income taxes – continuing operations
Income taxes [Note 16]

3,503
563

3,610
706

Net earnings – continuing operations
Net earnings – discontinued operations

2,940
–

2,904
63

Net earnings

2,940

2,967

Attributable to
Non‐controlling interests [Note 19]
Perpetual preferred shareholders
Common shareholders

1,197
117
1,626

1,141
104
1,722

2,940

2,967

2.30
2.28

2.43
2.41

2.30
2.28

2.38
2.36

Earnings per common share [Note 28]
Net earnings attributable to common shareholders
– Basic
– Diluted
Net earnings from continuing operations attributable to common shareholders
– Basic
– Diluted
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the years ended December 31
[in millions of Canadian dollars]

Net earnings

Net unrealized gains (losses) on cash flow hedges
Unrealized gains (losses)
Income tax (expense) benefit
Realized (gains) losses transferred to net earnings
Income tax expense (benefit)

Net unrealized foreign exchange gains (losses) on translation
of foreign operations
Share of other comprehensive income of jointly controlled
corporation
Other comprehensive income (loss)

2011

2,940

2,967

85
(25)
(126)
31

226
(48)
(116)
30

(35)

92

14
(5)
2
(1)

(24)
10
2
(1)

10

(13)

(78)

214

(100)

(222)

(203)

71

Total comprehensive income

2,737

3,038

Attributable to
Non‐controlling interests
Perpetual preferred shareholders
Common shareholders

1,165
117
1,455

1,269
104
1,665

2,737

3,038
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Other comprehensive income (loss)
Net unrealized gains (losses) on available‐for‐sale assets
Unrealized gains (losses)
Income tax (expense) benefit
Realized (gains) losses transferred to net earnings
Income tax expense (benefit)

2012
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CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

POWER FINANCIAL CORPORATION

Stated capital

Reserves

Year ended December 31, 2012
[in millions of Canadian dollars]

Perpetual
preferred
shares

Common
shares

Retained
earnings

Balance, beginning of year

Other
comprehensive
Share‐based
Income
compensation
[Note 27]

Total

Non‐controlling
interests

Total
equity

22,815

2,005

639

10,743

111

23

134

9,294

Net earnings
Other comprehensive income (loss)

–
–

–
–

1,743
–

–
–

–
(171)

–
(171)

1,197
(32)

2,940
(203)

Total comprehensive income
Issue of perpetual preferred shares
Dividends to shareholders
Perpetual preferred shares
Common shares
Dividends to non‐controlling
interests
Share‐based compensation
Stock options exercised
Effects of changes in ownership and
capital on non‐controlling
interests,
and other

–
250

–
–

1,743
–

–
–

(171)
–

(171)
–

1,165
–

2,737
250

–
–

–
–

–
–

(117)
(992)

–
–
–

–
–
25

Balance, end of year

(117)
(992)
–
–
–

–
–

–
–

–
–

–
9
(10)

–
–
–

–
9
(10)

–

–

(229)

–

2,255

664

11,148

110

–

–

(148)

Stated capital

(659)
4
(3)

(659)
13
12

542

313

10,343

24,372

Total

Non‐controlling
interests

Total
equity

(38)

Reserves
Other
comprehensive
Share‐based
income
compensation
[Note 27]

Year ended December 31, 2011
[in millions of Canadian dollars]

Perpetual
preferred
shares

Common
shares

Retained
earnings

Balance, beginning of year

2,005

636

9,982

108

80

188

8,741

21,552

Net earnings
Other comprehensive income (loss)

–
–

–
–

1,826
–

–
–

–
(57)

–
(57)

1,141
128

2,967
71

Total comprehensive income
Dividends to shareholders
Perpetual preferred shares
Common shares
Dividends to non‐controlling
interests
Share‐based compensation
Stock options exercised
Effects of changes in ownership and
capital on non‐controlling
interests,
and other

–

–

1,826

–

(57)

(57)

1,269

3,038

–
–

–
–

–
–

–
–

–
–

–
–

(104)
(991)

–
–
–

–
–
3

–
8
(5)

–
–
–

–
8
(5)

Balance, end of year
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(104)
(991)
–
–
–

–

–

30

–

–

–

2,005

639

10,743

111

23

134

(640)
2
(2)

(76)
9,294

(640)
10
(4)

(46)
22,815
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CONSOLIDATED STATEMENTS OF CASH FLOWS
For the years ended December 31
[in millions of Canadian dollars]

Financing activities – continuing operations
Dividends paid
By subsidiaries to non‐controlling interests
Perpetual preferred shares
Common shares
Issue of common shares by the Corporation [Note 17]
Issue of common shares by subsidiaries
Issue of perpetual preferred shares by the Corporation [Note 17]
Issue of preferred shares by subsidiaries
Repurchase of common shares by subsidiaries
Changes in debt instruments
Repayment of debentures [Note 13]
Change in obligations related to assets sold under repurchase agreements
Change in obligations to securitization entities
Redemption of capital trust securities [Note 14]
Other
Investment activities – continuing operations
Bond sales and maturities
Mortgage loan repayments
Sale of shares
Change in loans to policyholders
Change in repurchase agreements
Investment in bonds
Investment in mortgage loans
Investment in shares
Proceeds on disposal of business
Investment in investment properties and other
Effect of changes in exchange rates on cash and cash equivalents – continuing operations

2012

2011

3,503
(414)

3,610
(4)

5,034
205
201
45
(2,650)
(555)

6,029
464
25
415
(4,182)
(852)

5,369

5,505

(659)
(114)
(991)

(640)
(104)
(991)

(1,764)

(1,735)

20
44
250
650
(215)
(1)
–
(2)
874
(409)
(8)

3
61
–
–
(186)
(6)
(450)
(408)
319
–
(4)

(561)

(2,406)

24,516
2,071
2,152
(57)
(23)
(27,716)
(3,394)
(2,162)
–
(259)

20,486
1,756
2,355
(198)
(1,053)
(20,510)
(3,361)
(2,643)
199
(137)

(4,872)

(3,106)

(8)

24

Increase (decrease) in cash and cash equivalents – continuing operations
Cash and cash equivalents, beginning of year
Less: Cash and cash equivalents – discontinued operations, beginning of year

(72)
3,385
–

17
3,656
(288)

Cash and cash equivalents – continuing operations, end of year

3,313

3,385

Net cash from continuing operating activities includes
Interest and dividends received
Interest paid

5,062
492

5,044
493
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Operating activities – continuing operations
Earnings before income taxes – continuing operations
Income tax paid, net of refunds received
Adjusting items
Change in insurance and investment contract liabilities
Change in funds held by ceding insurers
Change in funds held under reinsurance contracts
Change in reinsurance assets
Change in fair value through profit or loss
Other
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POWER FINANCIAL CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(ALL TABULAR AMOUNTS ARE IN MILLIONS OF CANADIAN DOLLARS, UNLESS OTHERWISE NOTED.)

POWER FINANCIAL CORPORATION

NOTE 1 CORPORATE INFORMATION
Power Financial Corporation (Power Financial or the Corporation) is a publicly listed company (TSX: PWF)
incorporated and domiciled in Canada. The registered address of the Corporation is 751 Victoria Square,
Montréal, Québec, Canada, H2Y 2J3.
Power Financial is a diversified international management and holding company that holds interests, directly or
indirectly, in companies in the financial services industry in Canada, the United States and Europe and, through
its indirect investment in Pargesa, has substantial holdings in companies based in Europe, active in the following
industries: oil and gas and alternative energies, electricity, energy and environmental services, water and waste
management services, cement and other building materials, and wines and spirits.
The Consolidated Financial Statements (financial statements) of Power Financial for the year ended
December 31, 2012 were approved for issue by the Board of Directors on March 13, 2013. The Corporation is
controlled by 171263 Canada Inc., which is wholly owned by Power Corporation of Canada.

NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The financial statements of Power Financial at December 31, 2012 have been prepared in accordance with
International Financial Reporting Standards (IFRS).

BASIS OF PRESENTATION
The consolidated financial statements include the accounts of Power Financial and all its subsidiaries on a
consolidated basis after elimination of intercompany transactions and balances. Subsidiaries of the Corporation
are fully consolidated from the date of acquisition, being the date on which the Corporation obtains control, and
continue to be consolidated until the date that such control ceases.
The principal subsidiaries of the Corporation are:
 Great‐West Lifeco Inc. (direct interest of 68.2% (2011 – 68.2%)), whose major operating subsidiary
companies are The Great‐West Life Assurance Company, Great‐West Life & Annuity Insurance Company,
London Life Insurance Company, The Canada Life Assurance Company, and Putnam Investments, LLC.
 IGM Financial Inc. (direct interest of 58.7% (2011 – 57.6%)), whose major operating subsidiary companies
are Investors Group Inc. and Mackenzie Financial Corporation.
 IGM Financial Inc. holds 4.0% (2011 – 4.0%) of the common shares of Great‐West Lifeco Inc., and The Great‐
West Life Assurance Company holds 3.7% (2011 – 3.6%) of the common shares of IGM Financial Inc.
The Corporation also holds a 50% (2011 – 50%) interest in Parjointco N.V. Parjointco holds a 55.6% (2011 –
56.5%) equity interest in Pargesa Holding SA. The Corporation accounts for its investment in Parjointco using the
equity method.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
The following abbreviations are used throughout this report: Great‐West Life & Annuity Insurance Company
(Great‐West Life & Annuity); Great‐West Lifeco Inc. (Lifeco); IGM Financial Inc. (IGM); Investors Group Inc.
(Investors Group); Mackenzie Financial Corporation (Mackenzie); Pargesa Holding SA (Pargesa); Parjointco N.V.
(Parjointco); Putnam Investments, LLC (Putnam); The Canada Life Assurance Company (Canada Life); The Great‐
West Life Assurance Company (Great‐West Life). In addition, IFRS refers to International Financial Reporting
Standards.

USE OF ESTIMATES AND ASSUMPTIONS
In preparation of the financial statements, management of the Corporation and its subsidiaries are required to
make estimates and assumptions that affect the reported amounts of assets, liabilities, net earnings and related
disclosures. Although some variability is inherent in these estimates, management of the Corporation and its
subsidiaries believe that the amounts recorded are reasonable. Key sources of estimation uncertainty include:
valuation of insurance and investment contracts, determination of the fair value of financial instruments, carrying
value of goodwill, intangible assets, deferred selling commissions, investment in a jointly controlled corporation,
legal and other provisions, income taxes and pension plans and other post‐employment benefits. Areas where
significant estimates and assumptions have been used by management and its subsidiaries are further described
in the relevant accounting policies of this note and other notes throughout the financial statements. The reported
amounts and note disclosures are determined using management of the Corporation and its subsidiaries’ best
estimates.

POWER FINANCIAL CORPORATION

The preparation of financial statements in conformity with IFRS requires management of the Corporation and its
subsidiaries to exercise judgement in the process of applying accounting policies and requires management to
make estimates and assumptions that affect the amounts reported in the financial statements and accompanying
notes. Actual results may differ from these estimates.

SIGNIFICANT JUDGMENTS
In preparation of the financial statements, management of the Corporation and its subsidiaries is required to
make significant judgments that affect the carrying amounts of certain assets and liabilities, and the reported
amounts of revenues and expenses recorded during the period. Significant judgments have been made in the
following areas and are discussed throughout the notes of the financial statements: insurance and investment
contract liabilities, classification and fair value of financial instruments, goodwill and intangible assets, pension
plans and other post‐employment benefits, income taxes, the determination of which financial assets should be
derecognized, provisions, subsidiaries and special purpose entities, deferred acquisition costs, deferred income
reserves, owner‐occupied properties and fixed assets.
The results reflect judgments of management of the Corporation and its subsidiaries regarding the impact of
prevailing global credit, equity and foreign exchange market conditions. The estimation of insurance and
investment contract liabilities relies upon investment credit ratings. Lifeco’s practice is to use third‐party
independent credit ratings where available.

REVENUE RECOGNITION
For Lifeco, premiums for all types of insurance contracts and contracts with limited mortality or morbidity risk
are generally recognized as revenue when due and collection is reasonably assured.
Interest income on bonds and mortgages is recognized and accrued using the effective yield method.
Dividend income is recognized when the right to receive payment is established. This is the dividend date for
listed stocks and usually the notification date or date when the shareholders have approved the dividend for
private equity instruments.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Investment property income includes rents earned from tenants under lease agreements and property tax and
operating cost recoveries. Rental income leases with contractual rent increases and rent‐free periods are
recognized on a straight‐line basis over the term of the lease.

POWER FINANCIAL CORPORATION

For Lifeco, fee income primarily includes fees earned from the management of segregated fund assets,
proprietary mutual fund assets, fees earned on the administration of administrative services only Group health
contracts and fees earned from management services. Fee income is recognized when the service is performed,
the amount is collectible and can be reasonably estimated.
For IGM, management fees are based on the net asset value of mutual fund assets under management and are
recognized on an accrual basis as the service is performed. Administration fees are also recognized on an accrual
basis as the service is performed. Distribution fees derived from mutual fund and securities transactions are
recognized on a trade‐date basis. Distribution fees derived from insurance and other financial services
transactions are recognized on an accrual basis. These management, administration and distribution fees are
included in fee income in the Consolidated Statements of Earnings (statements of earnings).

CASH AND CASH EQUIVALENTS
Cash and cash equivalents include cash, current operating accounts, overnight bank and term deposits with
original maturities of three months or less, and fixed income securities with an original term to maturity of three
months or less.

INVESTMENTS
Investments include bonds, mortgages and other loans, shares, investment properties, and loans to policyholders.
Investments are classified as either fair value through profit or loss, available for sale, held to maturity, loans and
receivables or as non‐financial instruments, based on management’s intention relating to the purpose and nature
for which the instruments were acquired or the characteristics of the investments. The Corporation currently has
not classified any investments as held to maturity.
Investments in bonds and shares normally actively traded on a public market are either designated or classified
as fair value through profit or loss or classified as available for sale and are recorded on a trade‐date basis. Fixed
income securities are included in bonds on the Consolidated Balance Sheets (balance sheets). Fair value through
profit or loss investments are recognized at fair value on the balance sheets with realized and unrealized gains
and losses reported in the statements of earnings. Available‐for‐sale investments are recognized at fair value on
the balance sheets with unrealized gains and losses recorded in other comprehensive income. Gains and losses
are reclassified from other comprehensive income and recorded in the statements of earnings when the
available‐for‐sale investment is sold or impaired. Interest income earned on both fair value through profit or loss
and available‐for‐sale bonds is recorded as investment income earned in the statements of earnings.
Investments in shares where a fair value cannot be measured reliably are classified as available for sale and
carried at cost.
Investments in mortgages and other loans and bonds not normally actively traded on a public market and other
loans are classified as loans and receivables and are carried at amortized cost net of any allowance for credit
losses. Interest income earned and realized gains and losses on the sale of investments classified as loans and
receivables are recorded in net investment income in the statements of earnings.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Investment properties are real estate held to earn rental income or for capital appreciation. Investment
properties are initially measured at cost and subsequently carried at fair value on the balance sheets. All changes
in fair value are recorded as net investment income in the statements of earnings. Properties held to earn rental
income or for capital appreciation that have an insignificant portion that is owner occupied or where there is no
intent to occupy on a long‐term basis are classified as investment properties. Properties that do not meet these
criteria are classified as owner‐occupied properties. Property that is leased that would otherwise be classified as
investment property if owned by the Corporation is also included with investment properties.

The following is a description of the methodologies used to value instruments carried at fair value:
Bonds at fair value through profit or loss and available for sale Fair values for bonds classified as fair value
through profit or loss or available for sale are determined with reference to quoted market bid prices primarily
provided by third‐party independent pricing sources. The Corporation obtains quoted prices in active markets,
when available, for identical assets at the balance sheet date to measure bonds at fair value in its fair value
through profit or loss and available‐for‐sale portfolios. Where prices are not quoted in a normally active market,
fair values are determined by valuation models. The Corporation maximizes the use of observable inputs and
minimizes the use of unobservable inputs when measuring fair value.

POWER FINANCIAL CORPORATION

Fair value measurement Financial instrument carrying values necessarily reflect the prevailing market
liquidity and the liquidity premiums embedded in the market pricing methods the Corporation relies upon.

The Corporation estimates the fair value of bonds not traded in active markets by referring to actively traded
securities with similar attributes, dealer quotations, matrix pricing methodology, discounted cash flow analyses
and/or internal valuation models. This methodology considers such factors as the issuer’s industry, the security’s
rating, term, coupon rate and position in the capital structure of the issuer, as well as yield curves, credit curves,
prepayment rates and other relevant factors. For bonds that are not traded in active markets, valuations are
adjusted to reflect illiquidity, and such adjustments are generally based on available market evidence. In the
absence of such evidence, management’s best estimate is used.
Fair values for publicly traded shares are
Shares at fair value through profit or loss and available for sale
generally determined by the last bid price for the security from the exchange where it is principally traded. Fair
values for shares for which there is no active market are determined by discounting expected future cash flows.
The Corporation maximizes the use of observable inputs and minimizes the use of unobservable inputs when
measuring fair value. The Corporation obtains quoted prices in active markets, when available, for identical
assets at the balance sheets dates to measure shares at fair value in its fair value through profit or loss and
available‐for‐sale portfolios.
Mortgages and other loans, and Bonds classified as loans and receivables Fair values for bonds and mortgages and
other loans, classified as loans and receivables, are determined by discounting expected future cash flows using
current market rates.
Investment properties
Fair values for investment properties are determined using independent appraisal
services and include management adjustments for material changes in property cash flows, capital expenditures
or general market conditions in the interim period between appraisals.
Impairment Investments are reviewed regularly on an individual basis to determine impairment status. The
Corporation considers various factors in the impairment evaluation process, including, but not limited to, the
financial condition of the issuer, specific adverse conditions affecting an industry or region, decline in fair value
not related to interest rates, bankruptcy or defaults, and delinquency in payments of interest or principal.
Impairment losses on available‐for‐sale shares are recorded if the loss is significant or prolonged and subsequent
losses are recorded in net earnings.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

POWER FINANCIAL CORPORATION

Investments are deemed to be impaired when there is no longer reasonable assurance of timely collection of the
full amount of the principal and interest due. The fair value of an investment is not a definitive indicator of
impairment, as it may be significantly influenced by other factors, including the remaining term to maturity and
liquidity of the asset. However, market price must be taken into consideration when evaluating impairment.
For impaired mortgages and other loans, and bonds classified as loans and receivables, provisions are established
or impairments recorded to adjust the carrying value to the net realizable amount. Wherever possible the fair
value of collateral underlying the loans or observable market price is used to establish net realizable value. For
impaired available‐for‐sale bonds, recorded at fair value, the accumulated loss recorded in the investment
revaluation reserves is reclassified to net investment income. Impairments on available‐for‐sale debt instruments
are reversed if there is objective evidence that a permanent recovery has occurred. All gains and losses on bonds
classified or designated as fair value through profit or loss are already recorded in earnings, therefore, a
reduction due to impairment of these assets will be recorded in earnings. As well, when determined to be
impaired, contractual interest is no longer accrued and previous interest accruals are reversed.
Fair value movement on the assets supporting insurance contract liabilities is a major factor in the movement of
insurance contract liabilities. Changes in the fair value of bonds designated or classified as fair value through
profit or loss that support insurance contract liabilities are largely offset by corresponding changes in the fair
value of liabilities except when the bond has been deemed impaired.

TRANSACTION COSTS
Transaction costs are expensed as incurred for financial instruments classified or designated as fair value
through profit or loss. Transaction costs for financial assets classified as available for sale or loans and
receivables are added to the value of the instrument at acquisition and taken into net earnings using the effective
interest method. Transaction costs for financial liabilities classified as other than fair value through profit or loss
are deducted from the value of the instrument issued and taken into net earnings using the effective interest
method.

INVESTMENT IN JOINTLY CONTROLLED CORPORATION
A jointly controlled corporation is any entity in which unanimous consent is required over the entity’s
management and operating and financial policy. The investment in the jointly controlled corporation is
accounted for using the equity method. The share in net earnings of the jointly controlled corporation is
recognized in the statement of earnings, the share in other comprehensive income of the jointly controlled
corporation is recognized in the statement of other comprehensive income and the change in equity is recognized
in the statement of changes in equity.

LOANS TO POLICYHOLDERS
Loans to policyholders are shown at their unpaid principal balance and are fully secured by the cash surrender
values of the policies. The carrying value of loans to policyholders approximates fair value.

REINSURANCE CONTRACTS
Lifeco, in the normal course of business, is both a user and a provider of reinsurance in order to limit the
potential for losses arising from certain exposures. Assumed reinsurance refers to the acceptance of certain
insurance risks by Lifeco underwritten by another company. Ceded reinsurance refers to the transfer of
insurance risk, along with the respective premiums, to one or more reinsurers who will share the risks. To the
extent that assuming reinsurers are unable to meet their obligations, Lifeco remains liable to its policyholders for
the portion reinsured. Consequently, allowances are made for reinsurance contracts which are deemed
uncollectible.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Assumed reinsurance premiums, commissions and claim settlements, as well as the reinsurance assets associated
with insurance and investment contracts, are accounted for in accordance with the terms and conditions of the
underlying reinsurance contract. Reinsurance assets are reviewed for impairment on a regular basis for any
events that may trigger impairment. Lifeco considers various factors in the impairment evaluation process,
including, but not limited to, collectability of amounts due under the terms of the contract. The carrying amount
of a reinsurance asset is adjusted through an allowance account with any impairment loss being recorded in the
statements of earnings.

Premiums and claims ceded for reinsurance are deducted from premiums earned and insurance and investment
contract benefits. Assets and liabilities related to reinsurance are reported on a gross basis in the balance sheets.
The amount of liabilities ceded to reinsurers is estimated in a manner consistent with the claim liability
associated with reinsured risks.

DERECOGNITION
IGM enters into transactions where it transfers financial assets recognized on its balance sheets. The
determination of whether the financial assets are derecognized is based on the extent to which the risks and
rewards of ownership are transferred.

POWER FINANCIAL CORPORATION

Any gains or losses on buying reinsurance are recognized in the statement of earnings immediately at the date of
purchase and are not amortized.

If substantially all of the risks and rewards of a financial asset are not retained, IGM derecognizes the financial
asset. The gains or losses and the servicing fee revenue for financial assets that are derecognized are reported in
net investment income in the statements of earnings.
If all or substantially all risks and rewards are retained, the financial assets are not derecognized and the
transactions are accounted for as secured financing transactions.

OWNER‐OCCUPIED PROPERTIES AND CAPITAL ASSETS
Capital assets and property held for own use are carried at cost less accumulated depreciation and impairments.
Depreciation is charged to write off the cost of assets, using the straight‐line method, over their estimated useful
lives, which vary from 3 to 50 years. Capital assets are tested for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable.
 Building, owner‐occupied properties, and components
 Equipment, furniture and fixtures
 Other capital assets

10–50 years
3–10 years
3–10 years

Depreciation methods, useful lives and residual values are reviewed at least annually and adjusted if necessary.

OTHER ASSETS
Trading account assets consist of investments in Putnam‐sponsored funds, which are carried at fair value based
on the net asset value of these funds. Investments in these assets are included in other assets on the balance sheet
with realized and unrealized gains and losses reported in the statements of earnings.
Also included in other assets are deferred acquisition costs relating to investment contracts. Deferred acquisition
costs are recognized if the costs are incremental and incurred due to the contract being issued.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

GOODWILL AND INTANGIBLE ASSETS

POWER FINANCIAL CORPORATION

Goodwill represents the excess of purchase consideration over the fair value of net assets acquired. Following
recognition, goodwill is measured at cost less any accumulated impairment losses.
Intangible assets represent finite life and indefinite life intangible assets acquired and software acquired or
internally developed by the Corporation and its subsidiaries. Finite life intangible assets include the value of
software, some customer contracts, distribution channels, distribution contracts, deferred selling commissions,
property leases and technology. Finite life intangible assets are tested for impairment whenever events or
changes in circumstances indicate that the carrying value may not be recoverable. Intangible assets with finite
lives are amortized on a straight‐line basis over their estimated useful lives, not exceeding a period of 30 years.
Commissions paid by IGM on the sale of certain mutual funds are deferred and amortized over their estimated
useful lives, not exceeding a period of seven years. Commissions paid on the sale of deposits are deferred and
amortized over their estimated useful lives, not exceeding a period of five years. When a client redeems units in
mutual funds that are subject to a deferred sales charge, a redemption fee is paid by the client and is recorded as
revenue by IGM. Any unamortized deferred selling commission asset on the initial sale of these mutual fund units
is recorded as a disposal. IGM regularly reviews the carrying value of deferred selling commissions with respect
to any events or circumstances that indicate impairment. Among the tests performed by IGM to assess
recoverability is the comparison of the future economic benefits derived from the deferred selling commission
asset in relation to its carrying value.
Indefinite life intangible assets include brands and trademarks, some customer contracts, the shareholders’
portion of acquired future participating account profits, trade names and mutual fund management contracts.
Amounts are classified as indefinite life intangible assets when based on an analysis of all the relevant factors,
and when there is no foreseeable limit to the period over which the asset is expected to generate net cash inflows
for the Corporation. The identification of indefinite life intangible assets is made by reference to relevant factors
such as product life cycles, potential obsolescence, industry stability and competitive position.
Goodwill and indefinite life intangible assets are tested for impairment annually or more frequently if events
indicate that impairment may have occurred. Intangible assets that were previously impaired are reviewed at
each reporting date for evidence of reversal. In the event that certain conditions have been met, the Corporation
would be required to reverse the impairment charge or a portion thereof.
Goodwill has been allocated to groups of cash generating units (CGU), representing the lowest level in which
goodwill is monitored for internal reporting purposes. Goodwill is tested for impairment by comparing the
carrying value of the groups of CGU to the recoverable amount to which the goodwill has been allocated.
Intangible assets are tested for impairment by comparing the asset’s carrying amount to its recoverable amount.
An impairment loss is recognized for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of the asset’s fair value less cost to sell or value in use, which is
calculated using the present value of estimated future cash flows expected to be generated.

SEGREGATED FUNDS
Segregated fund assets and liabilities arise from contracts where all financial risks associated with the related
assets are borne by policyholders and are presented separately in the balance sheets at fair value. Investment
income and changes in fair value of the segregated fund assets are offset by a corresponding change in the
segregated fund liabilities.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

INSURANCE AND INVESTMENT CONTRACT LIABILITIES
Contract classification Lifeco’s products are classified at contract inception, for accounting purposes, as
insurance contracts or investment contracts, depending on the existence of significant insurance risk. Significant
insurance risk exists when Lifeco agrees to compensate policyholders or beneficiaries of the contract for
specified uncertain future events that adversely affect the policyholder and whose amount and timing is
unknown.

In the absence of significant insurance risk, the contract is classified as an investment or service contract.
Investment contracts with discretionary participating features are accounted for in accordance with IFRS 4 and
investment contracts without discretionary participating features are accounted for in accordance with IAS 39,
Financial Instruments: Recognition and Measurement. Lifeco has not classified any contracts as investment
contracts with discretionary participating features.
Investment contracts may be reclassified as insurance contracts after inception if insurance risk becomes
significant. A contract that is classified as an insurance contract at contract inception remains as such until all
rights and obligations under the contract are extinguished or expire.

POWER FINANCIAL CORPORATION

When significant insurance risk exists, the contract is accounted for as an insurance contract in accordance with
IFRS 4, Insurance Contracts (IFRS 4). Refer to Note 21 for a discussion of insurance risk.

Investment contracts are contracts that carry financial risk, which is the risk of a possible future change in one or
more of the following: interest rate, commodity price, foreign exchange rate, or credit rating. Refer to Note 21 for
a discussion on risk management.
Measurement Insurance contract liabilities represent the amounts required, in addition to future premiums
and investment income, to provide for future benefit payments, policyholder dividends, commission and policy
administrative expenses for all insurance and annuity policies in force with Lifeco. The Appointed Actuaries of
Lifeco’s subsidiary companies are responsible for determining the amount of the liabilities to make appropriate
provisions for Lifeco’s obligations to policyholders. The Appointed Actuaries determine the liabilities for
insurance contracts and investment contracts using generally accepted actuarial practices, according to the
standards established by the Canadian Institute of Actuaries. The valuation uses the Canadian Asset Liability
Method (CALM). This method involves the projection of future events in order to determine the amount of assets
that must be set aside currently to provide for all future obligations and involves a significant amount of
judgment.
Insurance contract liabilities are computed with the result that benefits and expenses are matched with premium
income. Under fair value accounting, movement in the fair value of the supporting assets is a major factor in the
movement of insurance contract liabilities. Changes in the fair value of assets are largely offset by corresponding
changes in the fair value of liabilities.
Investment contract liabilities are measured at fair value through profit and loss, except for certain annuity
products measured at amortized cost.

DEFERRED INCOME RESERVES
Included in other liabilities are deferred income reserves relating to investment contract liabilities. Deferred
income reserves are amortized on a straight‐line basis to recognize the initial policy fees over the policy term, not
to exceed 20 years.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

POLICYHOLDER BENEFITS

POWER FINANCIAL CORPORATION

Policyholder benefits include benefits and claims on life insurance contracts, maturity payments, annuity
payments and surrenders. Gross benefits and claims for life insurance contracts include the cost of all claims
arising during the year and settlement of claims. Death claims and surrenders are recorded on the basis of
notifications received. Maturities and annuity payments are recorded when due.

FINANCIAL LIABILITIES
Financial liabilities, other than insurance and investment contract liabilities, are classified as other liabilities.
Debentures and debt instruments, capital trust securities and other liabilities are initially recorded on the
balance sheets at fair value and subsequently carried at amortized cost using the effective interest rate method
with amortization expense recorded in the statements of earnings.

EQUITY
Financial instruments issued by the Corporation are classified as stated capital if they represent a residual
interest in the assets of the Corporation. Preferred shares are classified as equity if they are non‐redeemable, or
retractable only at the Corporation’s option and any dividends are discretionary. Incremental costs that are
directly attributable to the issue of share capital are recognized as a deduction from equity, net of income tax.
Reserves are composed of share‐based compensation and other comprehensive income. Share‐based
compensation represents the vesting of share options less share options exercised.
Other comprehensive income represents the total of the unrealized foreign exchange gains (losses) on translation
of foreign operations, the unrealized gains (losses) on available‐for‐sale assets, the unrealized gains (losses) on
cash flow hedges, and the share of other comprehensive income of jointly controlled corporation.
Non‐controlling interest represents the proportion of equity that is attributable to minority shareholders.

SHARE‐BASED PAYMENTS
The fair value‐based method of accounting is used for the valuation of compensation expense for options granted
to employees. Compensation expense is recognized as an increase to operating and administrative expenses in
the statements of earnings over the period that the stock options vest, with a corresponding increase in share‐
based compensation reserves. When the stock options are exercised, the proceeds, together with the amount
recorded in share‐based compensation reserves, are added to the stated capital of the entity issuing the
corresponding shares.
Lifeco follows the liability method of accounting for share‐based awards issued by its subsidiaries Putnam and
PanAgora Asset Management, Inc. Compensation expense is recognized as an increase to operating expenses in
the statements of earnings and a liability is recognized on the balance sheets over the vesting period of the share‐
based awards. The liability is remeasured at fair value at each reporting period with the change in the liability
recorded in operating expense and is settled in cash when the shares are purchased from employees.

REPURCHASE AGREEMENTS
Lifeco enters into repurchase agreements with third‐party broker‐dealers in which Lifeco sells securities and
agrees to repurchase substantially similar securities at a specified date and price. As substantially all of the risks
and rewards of ownership of assets are retained, Lifeco does not derecognize the assets. Such agreements are
accounted for as investment financings.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

DERIVATIVE FINANCIAL INSTRUMENTS
The Corporation and its subsidiaries use derivative products as risk management instruments to hedge or
manage asset, liability and capital positions, including revenues. The Corporation’s policy guidelines prohibit the
use of derivative instruments for speculative trading purposes.

Derivatives are valued using market transactions and other market evidence whenever possible, including
market‐based inputs to models, broker or dealer quotations or alternative pricing sources with reasonable levels
of price transparency. When models are used, the selection of a particular model to value a derivative depends on
the contractual terms of, and specific risks inherent in the instrument, as well as the availability of pricing
information in the market. The Corporation generally uses similar models to value similar instruments. Valuation
models require a variety of inputs, including contractual terms, market prices and rates, yield curves, credit
curves, measures of volatility, prepayment rates and correlations of such inputs.

POWER FINANCIAL CORPORATION

All derivatives are recorded at fair value on the balance sheets. The method of recognizing unrealized and
realized fair value gains and losses depends on whether the derivatives are designated as hedging instruments.
For derivatives that are not designated as hedging instruments, unrealized and realized gains and losses are
recorded in net investment income on the statements of earnings. For derivatives designated as hedging
instruments, unrealized and realized gains and losses are recognized according to the nature of the hedged item.

To qualify for hedge accounting, the relationship between the hedged item and the hedging instrument must
meet several strict conditions on documentation, probability of occurrence, hedge effectiveness and reliability of
measurement. If these conditions are not met, then the relationship does not qualify for hedge accounting
treatment and both the hedged item and the hedging instrument are reported independently, as if there was no
hedging relationship.
Where a hedging relationship exists, the Corporation documents all relationships between hedging instruments
and hedged items, as well as its risk management objectives and strategy for undertaking various hedge
transactions. This process includes linking derivatives that are used in hedging transactions to specific assets and
liabilities on the balance sheets or to specific firm commitments or forecasted transactions. The Corporation also
assesses, both at the hedge’s inception and on an ongoing basis, whether derivatives that are used in hedging
transactions are effective in offsetting changes in fair values or cash flows of hedged items. Hedge effectiveness is
reviewed quarterly through correlation testing.
Fair value hedges For fair value hedges, changes in fair value of both the hedging instrument and the hedged
item are recorded in net investment income and consequently any ineffective portion of the hedge is recorded
immediately in net investment income.
Cash flow hedges For cash flow hedges, the effective portion of the changes in fair value of the hedging
instrument is recorded in the same manner as the hedged item in either net investment income or other
comprehensive income, while the ineffective portion is recognized immediately in net investment income. Gains
and losses on cash flow hedges that accumulate in other comprehensive income are recorded in net investment
income in the same period the hedged item affects net earnings. Gains and losses on cash flow hedges are
immediately reclassified from other comprehensive income to net investment income if and when it is probable
that a forecasted transaction is no longer expected to occur.
Net investment hedges Foreign exchange forward contracts may be used to hedge net investment in foreign
operations. Changes in the fair value of these hedges are recorded in other comprehensive income. Hedge
accounting is discontinued when the hedging no longer qualifies for hedge accounting.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
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EMBEDDED DERIVATIVES
An embedded derivative is a component of a host contract that modifies the cash flows of the host contract in a
manner similar to a derivative, according to a specified interest rate, financial instrument price, foreign exchange
rate, underlying index or other variable. Embedded derivatives are treated as separate contracts and are
recorded at fair value if their economic characteristics and risks are not closely related to those of the host
contract and the host contract is not itself recorded at fair value through the statement of earnings. Embedded
derivatives that meet the definition of an insurance contract are accounted for and measured as an insurance
contract.

FOREIGN CURRENCY TRANSLATION
The Corporation and its subsidiaries operate with multiple functional currencies. The Corporation’s financial
statements are prepared in Canadian dollars, which is the functional and presentation currency of the
Corporation.
For the purpose of presenting financial statements, assets and liabilities are translated into Canadian dollars at
the rate of exchange prevailing at the balance sheet dates and all income and expenses are translated at an
average of daily rates. Unrealized foreign currency translation gains and losses on the Corporation’s net
investment in its foreign operations and a jointly controlled corporation are presented separately as a component
of other comprehensive income. Unrealized gains and losses are recognized in earnings when there has been a
disposal of a foreign operation or a jointly controlled corporation.
All other assets and liabilities denominated in foreign currencies are translated into each entity’s functional
currency at exchange rates prevailing at the balance sheet dates for monetary items and at exchange rates
prevailing at the transaction dates for non‐monetary items. Realized and unrealized exchange gains and losses
are included in net investment income and are not material to the financial statements of the Corporation.

PENSION PLANS AND OTHER POST‐EMPLOYMENT BENEFITS
The Corporation and its subsidiaries maintain defined benefit pension plans as well as defined contribution
pension plans for eligible employees and advisors.
The plans provide pension based on length of service and final average earnings. The benefit obligation is
actuarially determined and accrued using the projected benefit method pro‐rated on service. Pension expense
consists of the aggregate of the actuarially computed cost of pension benefits provided in respect of the current
year’s service, and imputed interest on the accrued benefit obligation, less expected returns on plan assets, which
are valued at market value. Past service costs are amortized on a straight‐line basis over the average period until
the benefits become vested. Vested past service costs are recognized immediately in pension expense. For the
defined benefit plans, actuarial gains and losses are amortized into the statements of earnings using the straight‐
line method over the average remaining working life of employees covered by the plan to the extent that the net
cumulative unrecognized actuarial gains and losses at the end of the previous reporting period exceed corridor
limits. The corridor is defined as ten per cent of the greater of the present value of the defined benefit obligation
or the fair value of plan assets. The amortization charge is reassessed at the beginning of each year. The cost of
pension benefits is charged to earnings using the projected benefit method pro‐rated on services.
The Corporation and its subsidiaries also have unfunded supplementary pension plans for certain employees.
Pension expense related to current services is charged to earnings in the period during which the services are
rendered.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
In addition, the Corporation and its subsidiaries provide certain post‐employment healthcare, dental, and life
insurance benefits to eligible retirees, employees and advisors. The current cost of post‐employment health,
dental and life benefits is charged to earnings using the projected unit credit method pro‐rated on services.

FUNDS HELD BY CEDING INSURERS / FUNDS HELD UNDER REINSURANCE CONTRACTS

INCOME TAXES
The income tax expense for the period represents the sum of current income tax and deferred income tax. Income
tax is recognized as an expense or income in profit or loss except to the extent that it relates to items that are
recognized outside profit or loss (whether in other comprehensive income or directly in equity), in which case
the income tax is also recognized outside profit or loss.
Current income tax Current income tax is based on taxable income for the year. Current tax liabilities (assets)
for the current and prior periods are measured at the amount expected to be paid to (recovered from) the
taxation authorities using the rates that have been enacted or substantively enacted at the balance sheet date.
Current tax assets and current income tax liabilities are offset, if a legally enforceable right exists to offset the
recognized amounts and the entity intends either to settle on a net basis, or to realize the assets and settle the
liability simultaneously.

POWER FINANCIAL CORPORATION

Under certain forms of reinsurance contracts, it is customary for the ceding insurer to retain possession of the
assets supporting the liabilities ceded. Lifeco records an amount receivable from the ceding insurer or payable to
the reinsurer representing the premium due. Investment revenue on these funds withheld is credited by the
ceding insurer.

Deferred income tax Deferred income tax is the tax expected to be payable or recoverable on tax loss carry
forwards and on differences arising between the carrying amounts of assets and liabilities in the financial
statements and the corresponding bases used in the computation of taxable income and is accounted for using
the balance sheet liability method. Deferred tax liabilities are generally recognized for all taxable temporary
differences and deferred tax assets are recognized to the extent that it is probable that taxable profits will be
available against which deductible temporary differences can be utilized. Such assets and liabilities are not
recognized if the temporary difference arises from the initial recognition of an asset or liability in a transaction
other than a business combination that at the time of the transaction affects neither accounting nor taxable profit
or loss.
Deferred tax assets and liabilities are measured at the tax rates expected to apply in the year when the asset is
realized or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively
enacted at the balance sheet date. Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable
right exists to net current tax assets against current income tax liabilities and the deferred income taxes relate to
the same taxable entity and the same taxation authority.
The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that
it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset
to be utilized. Unrecognized deferred tax assets are reassessed at each balance sheet date and are recognized to
the extent that it has become probable that future taxable profit will allow the deferred tax asset to be recovered.
Deferred tax liabilities are recognized for taxable temporary differences arising on investments in the
subsidiaries and a jointly controlled corporation, except where the group controls the timing of the reversal of
the temporary difference and it is probable that the temporary differences will not reverse in the foreseeable
future.
Under the balance sheet liability method, a provision for tax uncertainties which meet the probable threshold for
recognition is measured. Measurement of the provision is based on the probability weighted average approach.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

LEASES

POWER FINANCIAL CORPORATION

Leases that do not transfer substantially all the risks and rewards of ownership are classified as operating leases.
Payments made under operating leases, where the Corporation is the lessee, are charged to net earnings over the
period of use.
Where the Corporation is the lessor under an operating lease for its investment property, the assets subject to the
lease arrangement are presented within the balance sheets. Income from these leases is recognized in the
statements of earnings on a straight‐line basis over the lease term.

EARNINGS PER SHARE
Basic earnings per share is determined by dividing net earnings available to common shareholders by the
weighted average number of common shares outstanding for the year. Diluted earnings per share is determined
using the same method as basic earnings per share, except that the weighted average number of common shares
outstanding includes the potential dilutive effect of outstanding stock options granted by the Corporation and its
subsidiaries, as determined by the treasury stock method.

FUTURE ACCOUNTING CHANGES
The Corporation continuously monitors the potential changes proposed by the International Accounting
Standards Board (IASB) and analyzes the effect that changes in the standards may have on the Corporation’s
consolidated financial statements when they become effective.
Effective for the Corporation in 2013
IAS 19 – Employee Benefits Effective on January 1, 2013, the Corporation will adopt the amended IAS 19,
Employee Benefits. The amended IAS 19 includes requirements for the measurement, presentation and disclosure
for defined benefit plans. Amendments include:
 The elimination of the deferral and amortization approach (corridor approach) for recognizing actuarial gains
and losses in net earnings. Actuarial gains and losses will be recognized in other comprehensive income.
Actuarial gains and losses recognized in other comprehensive income will not be reclassified to net earnings
in subsequent periods.
 The elimination of the concept of an expected return on assets (EROA). Amended IAS 19 requires the use of
the discount rate in the place of EROA in the determination of the net interest component of the pension
expense. This discount rate is determined by reference to market yields at the end of the reporting period on
high‐quality corporate bonds.
 Changes in the recognition of past service costs. Past service costs resulting from plan amendments or
curtailments will be recognized in net earnings in the period in which the plan amendments or curtailments
occur, without regard to vesting.
In accordance with the transitional provisions in IAS 19, this change in IFRS will be applied retroactively and is
anticipated to decrease equity by approximately $470 million at January 1, 2012 (decrease of $330 million in
shareholders’ equity and $140 million in non‐controlling interests) with an additional decrease to equity by
approximately $240 million at January 1, 2013 (decrease of $165 million in shareholders’ equity and $75 million
in non‐controlling interest). Furthermore, the effect of applying this standard retroactively will decrease earnings
before tax by approximately $12 million for the year ended December 31, 2012.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
IFRS 10 – Consolidated Financial Statements Effective for the Corporation on January 1, 2013, IFRS 10,
Consolidated Financial Statements uses consolidation principles based on a revised definition of control. The
definition of control is dependent on the power of the investor to direct the activities of the investee, the ability of
the investor to derive variable returns from its holdings in the investee, and a direct link between the power to
direct activities and receive benefits.

IFRS 11 – Joint Arrangements Effective for the Corporation on January 1, 2013, IFRS 11, Joint Arrangements
separates jointly controlled entities between joint operations and joint ventures. The standard eliminates the
option of using proportionate consolidation in accounting for interests in joint ventures, requiring an entity to
use the equity method of accounting. The standard is not expected to have a significant impact on the
Corporation’s financial position or results of operations.
IFRS 12 – Disclosure of Interest in Other Entities Effective for the Corporation on January 1, 2013, IFRS 12,
Disclosure of Interest in Other Entities proposes new disclosure requirements for the interest an entity has in
subsidiaries, joint arrangements, associates, and structured entities. The standard requires enhanced disclosure,
including how control was determined and any restrictions that might exist on consolidated assets and liabilities
presented within the financial statements. The standard is expected to result in additional disclosures.

POWER FINANCIAL CORPORATION

The IASB issued amendments to IFRS 10 and IFRS 12 in October 2012 that introduced an exception from
consolidation for the controlled entities of investment entities. Lifeco continues to review the financial reporting
of the segregated funds for the risk of policy holders presented within Lifeco’s financial statements to determine
whether it would be different than the current reporting under IFRS.

IFRS 13 – Fair Value Measurement Effective for the Corporation on January 1, 2013, IFRS 13, Fair Value
Measurement provides guidance to increase consistency and comparability in fair value measurements and
related disclosures through a “fair value hierarchy”. The hierarchy categorizes the inputs used in valuation
techniques into three levels. The hierarchy gives the highest priority to (unadjusted) quoted prices in active
markets for identical assets or liabilities and the lowest priority to unobservable inputs.
This standard relates primarily to disclosure and will not impact the financial results of the Corporation.
IAS 1 – Presentation of Financial Statements Effective for the Corporation on January 1, 2013, IAS 1,
Presentation of Financial Statements includes requirements that other comprehensive income be classified by
nature and grouped between those items that will be classified subsequently to profit or loss (when specific
conditions are met) and those that will not be reclassified.
This revised standard relates only to presentation and will not impact the financial results of the Corporation.
IFRS 7 – Financial Instruments: Disclosure Effective for the Corporation on January 1, 2013, the IASB issued
amendments to IFRS 7 regarding disclosure of offsetting financial assets and financial liabilities. The amendments
will allow users of financial statements to improve their understanding of transfer transactions of financial assets
(for example, securitizations), including understanding the possible effects of any risks that may remain with the
entity that transferred the assets. The amendments also require additional disclosures if a disproportionate
amount of transfer transactions are undertaken near the end of a reporting period.
This revised standard relates only to disclosure and will not impact the financial results of the Corporation.
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NOTE 2 BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
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Effective for the Corporation subsequent to 2013
IFRS 4 – Insurance Contracts The IASB issued an exposure draft proposing changes to the accounting standard
for insurance contracts in July 2010. The proposal would require an insurer to measure insurance liabilities using
a model focusing on the amount, timing, and uncertainty of future cash flows associated with fulfilling its
insurance contracts. This is vastly different from the connection between insurance assets and liabilities
considered under the Canadian Asset Liability Method (CALM) and may cause significant volatility in the results
of Lifeco. The exposure draft also proposes changes to the presentation and disclosure within the financial
statements.
Since the release of the exposure draft, there have been discussions within the insurance industry and between
accounting standards setters globally recommending significant changes to the 2010 exposure draft. At this time
no new standard has been either re‐exposed or released.
Lifeco will continue to measure insurance contract liabilities using the Canadian Asset Liability Method until such
time when a new IFRS for insurance contract measurement is issued. A final standard is not expected to be
implemented for several years; Lifeco continues to actively monitor developments in this area.
IFRS 9 – Financial Instruments Effective for the Corporation on January 1, 2015, IFRS 9, Financial Instruments
requires all financial assets to be classified on initial recognition at amortized cost or fair value while eliminating
the existing categories of available for sale, held to maturity, and loans and receivables.
The new standard also requires:
 embedded derivatives to be assessed for classification together with their financial asset host;
 an expected loss impairment method be used for financial assets; and
 amendments to the criteria for hedge accounting and measuring effectiveness.
The full impact of IFRS 9 on the Corporation will be evaluated after the remaining stages of the IASB’s project to
replace IAS 39, Financial Instruments: Recognition and Measurement – impairment methodology, hedge
accounting, and asset and liability offsetting – are finalized. The current timetable for adoption of IFRS 9,
Financial Instruments is for the annual period beginning January 1, 2015; however, the Corporation continues to
monitor this standard in conjunction with developments to IFRS 4.
IAS 32 – Financial Instruments: Presentation Effective for the Corporation on January 1, 2014, IAS 32,
Financial Instruments: Presentation clarifies the existing requirements for offsetting financial assets and financial
liabilities.
The Corporation is evaluating the impact this standard will have on the presentation of its financial statements.
Exposure drafts not yet effective
IAS 17 – Leases The IASB issued an exposure draft proposing a new accounting model for leases where both
lessees and lessors would record the assets and liabilities on the balance sheet at the present value of the lease
payments arising from all lease contracts. The new classification would be the right‐of‐use model, replacing the
operating and finance lease accounting models that currently exist.
The full impact of adoption of the proposed changes will be determined once the final leases standard is issued.
IAS 18 – Revenue The IASB issued a second exposure draft in November 2011 which proposed a single revenue
recognition standard to align the financial reporting of revenue from contracts with customers and related costs.
A company would recognize revenue when it transfers goods or services to a customer in the amount of the
consideration the company expects to receive from the customer.
The full impact of adoption of the proposed changes will be determined once the final revenue recognition
standard is issued, which is targeted for release in 2013.
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NOTE 3 CASH AND CASH EQUIVALENTS
December 31, 2012

December 31, 2011

Cash
Cash equivalents

1,152
2,161

912
2,473

Cash and cash equivalents

3,313

3,385

NOTE 4 INVESTMENTS

Carrying values and estimated fair values of investments are as follows:
December 31, 2012

December 31, 2011

Carrying value

Fair value

Carrying value

Fair value

62,963
2,113
7,377
10,934

62,963
2,113
7,377
12,438

60,112
1,853
7,050
9,744

60,112
1,853
7,050
10,785

83,387

84,891

78,759

79,800

22,548
249

23,787
249

21,226
292

22,514
292

22,797

24,036

21,518

22,806

Shares
Designated as fair value through profit or loss(1)
Available for sale

5,971
825

5,971
825

5,502
900

5,502
900

Investment properties
Loans to policyholders

6,796
3,525
7,082

6,796
3,525
7,082

6,402
3,201
7,162

6,402
3,201
7,162

123,587

126,330

117,042

119,371

Bonds
Designated as fair value through profit or loss(1)
Classified as fair value through profit or loss(1)
Available for sale
Loans and receivables
Mortgages and other loans
Loans and receivables
Designated as fair value through profit or loss(1)

(1)

POWER FINANCIAL CORPORATION

CARRYING VALUES AND FAIR VALUES

Investments can be categorized as fair value through profit or loss in two ways: designated as fair value through profit or loss at the
option of management, or classified as fair value through profit or loss if they are actively traded for the purpose of earning investment
income.

BONDS AND MORTGAGES
Carrying value of bonds and mortgages due over the current and non‐current term are as follows:
Carrying value
Term to maturity
December 31, 2012

Bonds
Mortgage loans

1 year or less

1‐5 years

Over 5 years

Total

8,351
2,057

16,899
10,069

57,744
10,401

82,994
22,527

10,408

26,968

68,145

105,521
Carrying value

Term to maturity
December 31, 2011

Bonds
Mortgage loans

1 year or less

1‐5 years

Over 5 years

Total

7,627
2,042

17,450
8,916

53,367
10,249

78,444
21,207

9,669

26,366

63,616

99,651

The above table excludes the carrying value of impaired bonds and mortgages, as the ultimate timing of
collectability is uncertain.
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NOTE 4 INVESTMENTS (CONTINUED)

IMPAIRED INVESTMENTS, ALLOWANCE FOR CREDIT LOSSES, INVESTMENTS WITH RESTRUCTURED TERMS

POWER FINANCIAL CORPORATION

Carrying amount of impaired investments
December 31, 2012

December 31, 2011

Impaired amounts by type
Fair value through profit or loss
Available for sale
Loans and receivables

365
27
41

290
51
36

Total

433

377

The allowance for credit losses and changes in the allowance for credit losses related to investments classified as
loans and receivables are as follows:
2012

2011

Balance, beginning of year
Net provision (recovery) for credit losses
Write‐offs, net of recoveries
Other (including foreign exchange rate changes)

37
(9)
(5)
(1)

68
(13)
(15)
(3)

Balance, end of year

22

37

The allowance for credit losses is supplemented by the provision for future credit losses included in insurance
contract liabilities.

NET INVESTMENT INCOME
2012

Regular net investment income:
Investment income earned
Net realized gains (losses) (available for sale)
Net realized gains (losses)
(other classifications)
Net recovery (provision) for credit losses
(loans and receivables)
Other income (expenses)
Changes in fair value on fair value through profit
or loss assets:
Net realized/unrealized gains (losses)
(classified fair value through profit or loss)
Net realized/unrealized gains (losses)
(designated fair value through profit or loss)
Net investment income
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Bonds

Mortgage
and other
loans

Shares

Investment
properties

Other

Total

3,698
124

946
–

230
2

255
–

532
–

5,661
126

10

46

2

–

1

59

1
–

8
(12)

–
–

–
(63)

–
(69)

9
(144)

3,833

988

234

192

464

5,711

22

5

–

–

2

29

2,196

–

389

104

(68)

2,621

2,218

5

389

104

(66)

2,650

6,051

993

623

296

398

8,361
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NOTE 4 INVESTMENTS (CONTINUED)
2011

Changes in fair value on fair value through profit
or loss assets:
Net realized/unrealized gains (losses)
(classified fair value through profit or loss)
Net realized/unrealized gains (losses)
(designated fair value through profit or loss)
Net investment income

Shares

Investment
properties

Other

Total

3,780
119

940
–

190
7

254
–

396
–

5,560
126

11

33

–

–

–

44

20
–

(7)
(2)

–
–

–
(65)

–
(66)

13
(133)

3,930

964

197

189

330

5,610

74

–

–

–

–

74

4,166

(7)

(280)

143

58

4,080

4,240

(7)

(280)

143

58

4,154

8,170

957

(83)

332

388

9,764

POWER FINANCIAL CORPORATION

Regular net investment income:
Investment income earned
Net realized gains (losses) (available for sale)
Net realized gains (losses)
(other classifications)
Net recovery (provision) for credit losses
(loans and receivables)
Other income (expenses)

Bonds

Mortgage
and other
loans

Investment income earned comprises income from investments that are classified as available for sale, loans and
receivables and classified or designated as fair value through profit or loss. Investment income from bonds and
mortgages and other loans includes interest income and premium and discount amortization. Income from
shares includes dividends and distributions. Investment properties income includes rental income earned on
investment properties, ground rent income earned on leased and sub‐leased land, fee recoveries, lease
cancellation income, and interest and other investment income earned on investment properties.

INVESTMENT PROPERTIES
The carrying value of investment properties and changes in the carrying value of investment properties are as
follows:
2012

2011

Balance, beginning of year
Additions
Change in fair value through profit or loss
Disposals
Foreign exchange rate changes

3,201
166
104
–
54

2,957
161
143
(99)
39

Balance, end of year

3,525

3,201

TRANSFERRED FINANCIAL ASSETS
Lifeco engages in securities lending to generate additional income. Lifeco’s securities custodians are used as
lending agents. Collateral, which exceeds the market value of the loaned securities, is deposited by the borrower
with Lifeco’s lending agent and maintained by the lending agent until the underlying security has been returned.
The market value of the loaned securities is monitored on a daily basis by the lending agent, who obtains or
refunds additional collateral as the fair value of the loaned securities fluctuates. Included in the collateral
deposited with Lifeco’s lending agent is cash collateral of $141 million as at December 31, 2012. In addition, the
securities lending agent indemnifies Lifeco against borrower risk, meaning that the lending agent agrees
contractually to replace securities not returned due to a borrower default. As at December 31, 2012, Lifeco had
loaned securities (which are included in invested assets) with a market value of $5,930 million.

P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG02_PFC_2013-03-11_v1.indd B51

B 51

13/03/13 10:45 AM

POWER FINANCIAL CORPORATION

NOTE 5 FUNDS HELD BY CEDING INSURERS
Included in funds held by ceding insurers of $10,537 million at December 31, 2012 ($9,923 million at
December 31, 2011) is an agreement with Standard Life Assurance Limited (Standard Life). During 2008, Canada
Life International Re Limited (CLIRE), Lifeco’s indirect wholly owned Irish reinsurance subsidiary, signed an
agreement with Standard Life, a U.K.‐based provider of life, pension and investment products, to assume by way
of indemnity reinsurance a large block of payout annuities. Under the agreement, CLIRE is required to put
amounts on deposit with Standard Life and CLIRE has assumed the credit risk on the portfolio of assets included
in the amounts on deposit. These amounts on deposit are included in funds held by ceding insurers on the
balance sheets. Income and expenses arising from the agreement are included in net investment income on the
statements of earnings.
At December 31, 2012 CLIRE had amounts on deposit of $9,951 million ($9,411 million at December 31, 2011).
The details of the funds on deposit and related credit risk on the funds are as follows:
Carrying values and estimated fair values:
December 31, 2012

Cash and cash equivalents
Bonds
Other assets
Supporting:
Reinsurance liabilities
Surplus

December 31, 2011

Carrying value

Fair value

Carrying value

Fair value

120
9,655
176

120
9,655
176

49
9,182
180

49
9,182
180

9,951

9,951

9,411

9,411

9,406
545

9,406
545

9,082
329

9,082
329

9,951

9,951

9,411

9,411

The following table provides details of the carrying value of bonds included in the funds on deposit by industry
sector:
December 31,
2012

December 31,
2011

Bonds issued or guaranteed by:
Canadian federal government
Provincial, state and municipal governments
U.S. treasury and other U.S. agencies
Other foreign governments
Government‐related
Supranationals
Asset‐backed securities
Residential mortgage‐backed securities
Banks
Other financial institutions
Basic materials
Communications
Consumer products
Industrial products/services
Natural resources
Real estate
Transportation
Utilities
Miscellaneous

71
16
16
2,455
443
172
258
87
2,070
1,007
58
224
617
31
320
475
145
1,119
71

–
88
–
3,074
369
128
242
73
1,807
747
21
239
404
26
220
381
117
1,135
111

Total bonds

9,655

9,182

B 52

PCC_2012Com_ENG02_PFC_2013-03-11_v1.indd B52

P O W E R C O R P O R AT I O N O F C A N A DA

13/03/13 10:45 AM

NOTE 5 FUNDS HELD BY CEDING INSURERS (CONTINUED)
The following table provides details of the carrying value of bonds by asset quality:
December 31,
2011

AAA
AA
A
BBB
BB and lower

3,103
2,183
3,539
507
323

3,520
1,819
3,116
468
259

Total bonds

9,655

9,182

NOTE 6 INVESTMENT IN JOINTLY CONTROLLED CORPORATION
As at December 31, 2012, Parjointco, 50% held by the Corporation, held a 55.6% equity interest in Pargesa
(56.5% as at December 31, 2011).
Pargesa’s financial information as at December 31, 2012 can be obtained in its publicly available information.
Carrying value of the investment in a jointly controlled corporation is as follows:
2012

2011

Carrying value, beginning of year
Share of earnings (losses)
Share of other comprehensive income (loss)
Dividends
Other

2,222
134
(100)
(65)
(42)

2,448
(20)
(222)
–
16

Carrying value, end of year

2,149

2,222

POWER FINANCIAL CORPORATION

December 31,
2012

Bond portfolio quality

During 2012, Pargesa recorded an impairment charge on its investment in GDF Suez. The Corporation’s net share
of this charge was $48 million.
During 2011, Pargesa recorded an impairment charge on its investment in Lafarge SA. An impairment test was
performed as Lafarge’s share price has persistently been at a level significantly below its carrying value. In 2011,
the test was renewed in a weakened economic environment, and led to determining a value in use below the
existing carrying value. The impairment recorded results in a reduction of the carrying value of Lafarge. The
Corporation’s share of this charge was $133 million.
The fair value of the Corporation’s indirect interest in Pargesa is approximately $2,300 million as at December
31, 2012. The carrying value of the investment in Pargesa, adjusted for investment revaluation reserve, is
$1,700 million.
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NOTE 7 OWNER‐OCCUPIED PROPERTIES AND CAPITAL ASSETS
The carrying value of owner‐occupied properties and capital assets and the changes in the carrying value of
owner‐occupied properties and capital assets are as follows:
December 31, 2012

POWER FINANCIAL CORPORATION

Owner‐occupied
properties

December 31, 2011

Capital
assets

Owner‐occupied
properties

Capital
assets

Cost, beginning of year
Additions
Disposal
Change in foreign exchange rates

577
33
–
(3)

846
93
(32)
–

521
52
–
4

802
77
(16)
(17)

Cost, end of year

607

907

577

846

Accumulated amortization, beginning of year
Amortization
Disposal
Change in foreign exchange rates

(36)
(7)
–
–

(649)
(52)
24
(3)

(32)
(4)
–
–

(626)
(52)
11
18

Accumulated amortization, end of year

(43)

(680)

(36)

(649)

Carrying value, end of year

564

227

541

197

The following table provides details of the carrying value of owner‐occupied properties and capital assets by
geographic location:
December 31, 2012

December 31, 2011

589
172
30

536
175
27

791

738

December 31, 2012

December 31, 2011,

1,285
1,096
204
484
541
313
120
495
830

1,095
1,106
181
422
529
207
129
456
528

5,368

4,653

Canada
United States
Europe

NOTE 8 OTHER ASSETS
Accounts receivable
Interest due and accrued
Income taxes receivable
Premiums in course of collection
Deferred acquisition costs
Trading account assets
Prepaid expenses
Accrued benefit asset [Note 24]
Other
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NOTE 8 OTHER ASSETS (CONTINUED)
It is expected that $4,248 million of other assets will be realized within 12 months from the reporting date.
Changes in deferred acquisition costs for investment contracts are as follows:
2011

529
120
(69)
9
(48)

508
123
(71)
6
(37)

Balance, end of year

541

529

NOTE 9 GOODWILL AND INTANGIBLE ASSETS

GOODWILL
The carrying value of the goodwill and changes in the carrying value of the goodwill are as follows:
December 31, 2012
Cost

Accumulated
impairment

Carrying
value

December 31, 2011
Cost

Accumulated
impairment

POWER FINANCIAL CORPORATION

2012

Balance, beginning of year
Additions
Amortization
Foreign exchange
Disposals

Carrying
value

Balance, beginning of year
Change in foreign exchange rates
Other

9,703
(31)
(109)

(917)
27
–

8,786
(4)
(109)

9,607
31
65

(890)
(27)
–

8,717
4
65

Balance, end of year

9,563

(890)

8,673

9,703

(917)

8,786

INTANGIBLE ASSETS
The carrying value of the intangible assets and changes in the carrying value of the intangible assets are as
follows:
Indefinite life intangible assets

Brands and
trademarks

December 31, 2012

Customer
contract‐related

Shareholder
portion of
acquired future
participating
account profit

Trade names

Mutual fund
management
contracts

Total

Cost, beginning of year
Change in foreign exchange rates

726
(9)

2,321
(57)

354
–

285
–

740
–

4,426
(66)

Cost, end of year

717

2,264

354

285

740

4,360

Accumulated impairment, beginning of year
Change in foreign exchange rates

(94)
3

(825)
23

–
–

–
–

–
–

(919)
26

Accumulated impairment, end of year
Carrying value, end of year

(91)
626

(802)
1,462

–
354

–
285

–
740

(893)
3,467
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NOTE 9 GOODWILL AND INTANGIBLE ASSETS (CONTINUED)

Brands and
trademarks

Customer
contract‐related

Shareholder
portion of
acquired future
participating
account profit

Cost, beginning of year
Change in foreign exchange rates

714
12

2,264
57

Cost, end of year

726

Accumulated impairment, beginning of year
Change in foreign exchange rates

(91)
(3)

POWER FINANCIAL CORPORATION

December 31, 2011

Trade names

Mutual fund
management
contracts

Total

354
–

285
–

740
–

4,357
69

2,321

354

285

740

4,426

(801)
(24)

–
–

–
–

–
–

Accumulated impairment, end of year

(94)

Carrying value, end of year

632

1,496

Distribution
channels

Distribution
contracts

Technology
and
property leases

100
–
–
3

107
3
–
–

25
–
–
–

(825)

–

–

–

354

285

740

(892)
(27)
(919)
3,507

Finite life intangible assets

December 31, 2012

Customer
contract‐
related

Software

Cost, beginning of year
Additions
Disposal/redemption
Change in foreign exchange rates
Other, including write‐off of assets
fully amortized

571
–
–
(7)
–

–

–

–

27

Cost, end of year

564

103

110

25

655

(204)
(31)
–

(29)
(5)
–

(33)
(8)
–

(22)
(3)
–

(295)
(72)
15

Accumulated amortization,
beginning of year
Amortization
Disposal/redemption
Other, including write‐off of assets
fully amortized

(212)
1,448
(800)
(223)
59

2,899
320
(122)
(7)
(185)
2,905
(1,383)
(342)
74

–

–

–

212

212

(34)

(41)

(25)

(352)

(752)

(1,439)

329

69

69

–

303

696

1,466

Customer
contract‐
related

Distribution
channels

Distribution
contracts

Technology
and
property leases

Software

Deferred
selling
commissions

Total

Cost, beginning of year
Additions
Disposal/redemption
Change in foreign exchange rates
Other, including write‐off of assets
fully amortized

564
–
–
7

100
–
–
–

103
4
–
–

25
–
–
–

–

–

–

–

54

Cost, end of year

571

100

107

25

545

(169)
(34)
–
–
(1)

(24)
(4)
–
–
(1)

(26)
(7)
–
–
–

(17)
(5)
–
–
–

(240)
(61)
(4)
–
(3)

Carrying value, end of year

December 31, 2011

Accumulated amortization,
beginning of year
Amortization
Impairment
Disposal/redemption
Change in foreign exchange rates
Other, including write‐off of assets
fully amortized
Accumulated amortization, end of year
Carrying value, end of year
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–

–

1,551
212
(103)
–

Total

(235)

Accumulated amortization, end of year

–

545
105
(19)
(3)

Deferred
selling
commissions

449
38
(1)
5

1,623
238
(104)
–
(206)
1,551
(829)
(237)
–
60
–

2,864
280
(105)
12
(152)
2,899
(1,305)
(348)
(4)
60
(5)

–

–

–

13

206

219

(204)

(29)

(33)

(22)

(295)

(800)

(1,383)

367

71

74

3

250

751

1,516
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NOTE 9 GOODWILL AND INTANGIBLE ASSETS (CONTINUED)

RECOVERABLE AMOUNT

For Lifeco, the key assumptions used for the discounted cash flow calculations are based on past experience and
external sources of information. The key assumptions are as follows:
 Risk‐adjusted discount rates used for the calculation of present value are based on Lifeco’s weighted average
cost of capital.

POWER FINANCIAL CORPORATION

The recoverable amount of all cash generating units is determined as the higher of fair value less cost to sell and
value‐in‐use. Fair value is determined using a combination of commonly accepted valuation methodologies,
namely comparable trading multiples, comparable transaction multiples and discounted cash flow analysis.
Comparable trading and transaction multiples methodologies calculate value by applying multiples observed in
the market against historical results or projections approved by management, as applicable. Value calculated by
discounted cash flow analysis uses cash flow projections based on financial budgets approved by management
covering an initial period (typically four or five years). Value beyond the initial period is derived from applying a
terminal value multiple to the final year of the initial projection period. The terminal value multiple is a function
of the discount rate and the estimated terminal growth rate. The estimated terminal growth rate is not to exceed
the long‐term average growth rate (inflation rate) of the markets in which the subsidiaries of the Corporation
operate.

 Economic assumptions are based on market yields on risk‐free interest rates at the end of each reporting
period.
 Terminal growth rate represents the rate used to extrapolate new business contributions beyond the business
plan period, and is based on management’s estimate of future growth; it ranges between 0% and 3.0%,
depending on the nature of the business.
For IGM, the valuation models used to assess fair value utilized assumptions that include levels of growth in
assets under management from net sales and market pricing and margin changes, synergies achieved, discount
rates, and observable data from comparable transactions.
The fair value less cost to sell was compared with the carrying amount of goodwill and indefinite life intangible
assets and it was determined there was no impairment in the value of these assets.

ALLOCATION TO CASH GENERATING UNITS
Goodwill and indefinite life intangible assets have been assigned to cash generating units as follows:
December 31, 2012

Lifeco
Canada
Group
Individual insurance / wealth management
Europe
Insurance and annuities
Reinsurance
United States
Financial services
Asset management
IGM
Investors Group
Mackenzie
Other and corporate

Intangibles

Total

Goodwill

Intangibles

Total

1,142
3,028

–
973

1,142
4,001

1,142
3,028

–
973

1,142
4,001

1,563
1

109
–

1,672
1

1,563
1

107
–

1,670
1

123
–

–
1,360

123
1,360

127
–

–
1,402

127
1,402

1,443
1,250
123

–
1,003
22

1,443
2,253
145

1,500
1,302
123

–
1,003
22

1,500
2,305
145

8,673

3,467

12,140

8,786

3,507

12,293
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NOTE 10 SEGREGATED FUNDS

INVESTMENTS ON ACCOUNT OF SEGREGATED FUND POLICYHOLDERS

POWER FINANCIAL CORPORATION

December 31, 2012

Cash and cash equivalents
Bonds
Mortgage loans
Shares
Investment properties
Accrued income
Other liabilities

December 31, 2011

4,837
24,070
2,303
69,254
6,149
239
(1,904)

5,334
21,594
2,303
63,885
5,457
287
(2,278)

104,948

96,582

INVESTMENT AND INSURANCE CONTRACTS ON ACCOUNT OF SEGREGATED FUND POLICYHOLDERS
Year ended December 31

Balance, beginning of year
Additions (deductions):
Policyholder deposits
Net investment income
Net realized capital gains (losses) on investments
Net unrealized capital gains (losses) on investments
Unrealized gains (losses) due to changes in foreign exchange rates
Policyholder withdrawals
Net transfer from General Fund
Balance, end of year

2012

2011

96,582

94,827

13,819
1,189
1,094
4,316
(213)
(11,831)
(8)

13,462
755
1,048
(3,539)
887
(10,876)
18

8,366

1,755

104,948

96,582

NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES

INSURANCE AND INVESTMENT CONTRACT LIABILITIES
December 31, 2012

Insurance contract liabilities
Investment contract liabilities

December 31, 2011

Insurance contract liabilities
Investment contract liabilities
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Gross
liability

Reinsurance
assets

Net

119,919
739

2,064
–

117,855
739

120,658

2,064

118,594

Gross
liability

Reinsurance
assets

Net

114,730
782

2,061
–

112,669
782

115,512

2,061

113,451
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NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)

COMPOSITION OF INSURANCE AND INVESTMENT CONTRACT LIABILITIES AND RELATED SUPPORTING ASSETS
The composition of insurance and investment contract liabilities of Lifeco is as follows:
Gross
liability

December 31, 2012

December 31, 2011

Participating
Canada
United States
Europe
Non‐participating
Canada
United States
Europe

Net

27,851
8,942
1,241

(88)
14
–

27,939
8,928
1,241

27,283
17,356
37,985

746
241
1,151

26,537
17,115
36,834

120,658

2,064

118,594

Gross
liability

Reinsurance
assets

Net

26,470
8,639
1,230

(50)
18
–

26,520
8,621
1,230

27,099
16,657
35,417

919
276
898

26,180
16,381
34,519

115,512

2,061

113,451

POWER FINANCIAL CORPORATION

Participating
Canada
United States
Europe
Non‐participating
Canada
United States
Europe

Reinsurance
assets

The composition of the assets supporting liabilities and equity of Lifeco is as follows:
Bonds

Mortgage
loans

Shares

Investment
properties

Other

Total

12,818
4,307
874

6,903
188
40

4,221
–
162

932
–
19

2,977
4,447
146

27,851
8,942
1,241

17,519
14,280
22,420
6,507
3,811

4,428
2,464
2,827
493
532

1,565
–
127
–
1,023

3
–
2,173
4
394

3,768
612
10,438
108,470
11,826

27,283
17,356
37,985
115,474
17,586

Total carrying value

82,536

17,875

7,098

3,525

142,684

253,718

Fair value

84,040

19,067

7,136

3,525

142,684

256,452

December 31, 2012

Carrying value
Participating liabilities
Canada
United States
Europe
Non‐participating liabilities
Canada
United States
Europe
Other
Total equity
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NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)
Bonds

Mortgage
loans

Shares

Investment
properties

Other

Total

11,862
4,059
855

6,686
152
56

3,864
–
176

507
–
22

3,551
4,428
121

26,470
8,639
1,230

16,674
13,523
20,449
6,563
4,088

4,738
2,369
2,506
484
441

1,329
–
119
–
1,216

20
–
2,092
6
554

4,338
765
10,251
100,099
9,805

27,099
16,657
35,417
107,152
16,104

Total carrying value

78,073

17,432

6,704

3,201

133,358

238,768

Fair value

79,114

18,662

6,772

3,201

133,358

241,107

POWER FINANCIAL CORPORATION

December 31, 2011

Carrying value
Participating liabilities
Canada
United States
Europe
Non‐participating liabilities
Canada
United States
Europe
Other
Total equity

Cash flows of assets supporting insurance and investment contract liabilities are matched within reasonable
limits. Changes in the fair values of these assets are essentially offset by changes in the fair value of insurance and
investment contract liabilities.
Changes in the fair values of assets backing capital and surplus, less related income taxes, would result in a
corresponding change in surplus over time in accordance with investment accounting policies.

CHANGES IN INSURANCE CONTRACT LIABILITIES
The change in insurance contract liabilities during the year was the result of the following business activities and
changes in actuarial estimates:
Participating
December 31, 2012

Gross
liability

Reinsurance
assets

Net

Non‐participating
Gross
liability

Reinsurance
assets

Net

Total
net

Balance, beginning of year
Impact of new business
Normal change in force
Management action and changes in
assumptions
Business movement from/to external
parties
Impact of foreign exchange rate changes
Impact of Crown amalgamation

36,303
72
1,621

(32)
–
(6)

36,335
72
1,627

78,427
4,664
(528)

2,093
326
35

76,334
4,338
(563)

112,669
4,410
1,064

(260)

(34)

(226)

(380)

(306)

(74)

(300)

–
(262)
529

–
(2)
–

–
(260)
529

(48)
310
(529)

(7)
(3)
–

(41)
313
(529)

(41)
53
–

Balance, end of year

38,003

(74)

38,077

81,916

2,138

79,778

117,855

Gross
liability

Reinsurance
assets

Participating
December 31, 2011

Gross
liability

Reinsurance
assets

Net

Non‐participating
Net

Total
net

Balance, beginning of year
Crown Ancillary reclassification
Impact of new business
Normal change in force
Management action and changes in
assumptions
Impact of foreign exchange rate changes

34,398
(89)
133
1,719

25
–
–
(14)

34,373
(89)
133
1,733

73,007
89
3,088
1,910

2,508
–
(329)
476

70,499
89
3,417
1,434

104,872
–
3,550
3,167

(139)
281

(45)
2

(94)
279

(806)
1,139

(583)
21

(223)
1,118

(317)
1,397

Balance, end of year

36,303

(32)

36,335

78,427

2,093

76,334

112,669
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NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)
Under fair value accounting, movement in the fair value of the supporting assets is a major factor in the
movement of insurance contract liabilities. Changes in the fair value of assets are largely offset by corresponding
changes in the fair value of liabilities. The change in the value of the insurance contract liabilities associated with
the change in the value of the supporting assets is included in the normal change in force above.
In 2012, the major contributors to the increase in net insurance contract liabilities were the impact of new
business ($4,410 million increase) and the normal change in the in‐force business ($1,064 million increase),
primarily due to the change in fair value.

The decrease in Canada was primarily due to updated life insurance mortality ($79 million decrease), updated
expenses and taxes ($75 million decrease), modelling refinements across the Canadian segment ($71 million
decrease), updated longevity assumptions ($21 million decrease) and updated morbidity assumptions
($9 million decrease), partially offset by provisions for asset and mismatch risk ($66 million increase) and
increased provisions for policyholder behaviour in individual insurance ($41 million increase).

POWER FINANCIAL CORPORATION

Lifeco’s net non‐participating insurance contract liabilities decreased by $74 million in 2012 due to management
actions and assumption changes including a $138 million decrease in Canada, a $97 million increase in Europe
and a $33 million decrease in the United States.

The increase in Europe was primarily due to updated longevity improvement assumptions ($348 million
increase), increased provisions for policyholder behaviour in reinsurance ($109 million increase), increase in
provision for expenses and taxes ($36 million increase), modelling refinements ($32 million increase), increased
provisions for asset and mismatch risk ($15 million increase) and updated morbidity assumptions ($3 million
increase), partially offset by updated base longevity assumptions ($358 million decrease) and updated life
insurance mortality ($85 million decrease).
The decrease in the United States was primarily due to updated life mortality ($33 million decrease), updated
longevity assumptions ($3 million decrease), decrease in provisions for policyholder behaviour ($3 million
decrease) and updated expenses and taxes ($1 million decrease), partially offset by provisions for asset and
mismatch risk ($7 million increase).
Net participating insurance contract liabilities decreased by $226 million in 2012 due to management actions and
assumption changes. The decrease was primarily due to decreases in the provision for future policyholder
dividends ($2,078 million decrease), improved Individual Life mortality ($124 million decrease), updated
expenses and taxes ($92 million decrease) and modelling refinements in Canada ($10 million decrease), partially
offset by lower investment returns ($2,056 million increase), increased provisions for policyholder behaviour
($19 million increase) and updated morbidity assumptions ($3 million increase).
In 2011, the major contributors to the increase in net insurance contract liabilities were the impact of new
business ($3,550 million increase) and the normal change in the in‐force business ($3,167 million increase)
primarily due to the change in fair value.
Net non‐participating insurance contract liabilities decreased by $223 million in 2011 due to management
actions and assumption changes, including a $68 million decrease in Canada, a $132 million decrease in Europe
and a $23 million decrease in the United States.
Lifeco adopted the revised Actuarial Standards of Practice for subsection 2350 relating to future mortality
improvement in insurance contract liabilities for life insurance and annuities. The resulting decrease in net non‐
participating insurance contract liabilities for life insurance was $446 million, including a $182 million decrease
in Canada, a $242 million decrease in Europe (primarily reinsurance) and a $22 million decrease in the United
States. The resulting change in net insurance contract liabilities for annuities was a $47 million increase,
including a $53 million increase in Canada, a $58 million decrease in Europe and a $52 million increase in the U.S.
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NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)

POWER FINANCIAL CORPORATION

The remaining increase in Canada was primarily due to increased provisions for policyholder behaviour in
Individual Insurance ($172 million increase), provision for asset liability matching ($147 million increase),
updated base annuity mortality ($43 million increase) and a reclassification from miscellaneous liabilities
($29 million increase), partially offset by updated expenses and taxes ($137 million decrease), updated morbidity
assumptions ($101 million decrease), updated base life insurance mortality ($38 million decrease), modelling
refinements across the Canadian segment ($40 million decrease) and reinsurance‐related management actions
($16 million decrease).
The remaining increase in Europe was primarily due to increased provisions for policyholder behaviour in
reinsurance ($227 million increase), updated base life insurance mortality ($50 million increase) and updated
morbidity assumptions ($15 million increase), partially offset by modelling refinements in the U.K. and
Reinsurance segments ($69 million decrease), updated base annuity mortality ($42 million decrease), and
reduced provisions for asset liability matching ($16 million decrease).
The remaining decrease in the United States was primarily due to updated base annuity mortality ($28 million
decrease) and updated base life insurance mortality ($23 million decrease).
Net participating insurance contract liabilities decreased by $94 million in 2011 due to management actions and
assumption changes. The decrease was primarily due to decreases in the provision for future policyholder
dividends ($1,556 million decrease), modelling refinements in Canada ($256 million decrease), improved
Individual Life mortality ($256 million decrease, including $27 million from the Standards of Practice revision)
and updated expenses and taxes ($15 million decrease), partially offset by lower investment returns
($1,952 million increase), and increased provisions for policyholder behaviour ($40 million increase).

CHANGES IN INVESTMENT CONTRACT LIABILITIES MEASURED AT FAIR VALUE
December 31, 2012

December 31, 2011

Balance, beginning of year
Normal change in‐force business
Investment experience
Impact of foreign exchange rate changes

782
(87)
51
(7)

791
(54)
35
10

Balance, end of year

739

782

The carrying value of investment contract liabilities approximates their fair value. No investment contract
liabilities have been reinsured.

CANADIAN UNIVERSAL LIFE EMBEDDED DERIVATIVES
Lifeco bifurcated the index‐linked component of the universal life contracts as this embedded derivative is not
closely related to the insurance host and is not itself an insurance contract. The forward contracts are contractual
agreements in which the policyholder is entitled to the performance of the underlying index. The policyholder
may select one or more indices from a list of major indices.

ACTUARIAL ASSUMPTIONS
In the computation of insurance contract liabilities, valuation assumptions have been made regarding rates of
mortality/morbidity, investment returns, levels of operating expenses, rates of policy termination and rates of
utilization of elective policy options or provisions. The valuation assumptions use best estimates of future
experience together with a margin for adverse deviation. These margins are necessary to provide for possibilities
of misestimation and/or future deterioration in the best estimate assumptions and provide reasonable assurance
that insurance contract liabilities cover a range of possible outcomes. Margins are reviewed periodically for
continued appropriateness.
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NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)
The methods for arriving at these valuation assumptions are outlined below:

Annuitant mortality is also studied regularly and the results are used to modify established industry experience
annuitant mortality tables. Mortality improvement has been projected to occur throughout future years for
annuitants.
Morbidity Lifeco uses industry‐developed experience tables modified to reflect emerging Lifeco experience.
Both claim incidence and termination are monitored regularly and emerging experience is factored into the
current valuation.
Property and casualty reinsurance Insurance contract liabilities for property and casualty reinsurance
written by London Reinsurance Group Inc. (LRG), a subsidiary of London Life, are determined using accepted
actuarial practices for property and casualty insurers in Canada. The insurance contract liabilities have been
established using cash flow valuation techniques, including discounting. The insurance contract liabilities are
based on cession statements provided by ceding companies. In certain instances, LRG management adjusts
cession statement amounts to reflect management’s interpretation of the treaty. Differences will be resolved via
audits and other loss mitigation activities. In addition, insurance contract liabilities also include an amount for
incurred but not reported losses which may differ significantly from the ultimate loss development. The
estimates and underlying methodology are continually reviewed and updated, and adjustments to estimates are
reflected in earnings. LRG analyses the emergence of claims experience against expected assumptions for each
reinsurance contract separately and at the portfolio level. If necessary, a more in‐depth analysis is undertaken of
the cedant experience.

POWER FINANCIAL CORPORATION

Mortality A life insurance mortality study is carried out annually for each major block of insurance business.
The results of each study are used to update Lifeco’s experience valuation mortality tables for that business.
When there is insufficient data, use is made of the latest industry experience to derive an appropriate valuation
mortality assumption. The actuarial standards were amended to remove the requirement that, for life insurance,
any reduction in liabilities due to mortality improvement assumption be offset by an equal amount of provision
for adverse deviation. Appropriate provisions have been made for future mortality deterioration on term
insurance.

Investment returns The assets which correspond to the different liability categories are segmented. For each
segment, projected cash flows from the current assets and liabilities are used in the Canadian Asset Liability
Method to determine insurance contract liabilities. Cash flows from assets are reduced to provide for asset
default losses. Testing under several interest rate and equity scenarios (including increasing and decreasing
rates) is done to provide for reinvestment risk (refer to Note 21).
Expenses Contractual policy expenses (e.g., sales commissions) and tax expenses are reflected on a best
estimate basis. Expense studies for indirect operating expenses are updated regularly to determine an
appropriate estimate of future operating expenses for the liability type being valued. Improvements in unit
operating expenses are not projected. An inflation assumption is incorporated in the estimate of future operating
expenses consistent with the interest rate scenarios projected under the Canadian Asset Liability Method as
inflation is assumed to be correlated with new money interest rates.
Policy termination Studies to determine rates of policy termination are updated regularly to form the basis of
this estimate. Industry data is also available and is useful where Lifeco has no experience with specific types of
policies or its exposure is limited. Lifeco has significant exposures in respect of the T‐100 and Level Cost of
Insurance Universal Life products in Canada and policy termination rates at the renewal period for renewable
term policies in Canada and Reinsurance. Industry experience has guided Lifeco’s persistency assumption for
these products as Lifeco’s own experience is very limited.
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NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)

POWER FINANCIAL CORPORATION

Utilization of elective policy options There are a wide range of elective options embedded in the policies
issued by Lifeco. Examples include term renewals, conversion to whole life insurance (term insurance),
settlement annuity purchase at guaranteed rates (deposit annuities) and guarantee resets (segregated fund
maturity guarantees). The assumed rates of utilization are based on Lifeco or industry experience when it exists
and, when not, on judgment considering incentives to utilize the option. Generally, whenever it is clearly in the
best interests of an informed policyholder to utilize an option, then it is assumed to be elected.
Policyholder dividends and adjustable policy features Future policyholder dividends and other adjustable
policy features are included in the determination of insurance contract liabilities with the assumption that
policyholder dividends or adjustable benefits will change in the future in response to the relevant experience.
The dividend and policy adjustments are determined consistent with policyholders’ reasonable expectations,
such expectations being influenced by the participating policyholder dividend policies and/or policyholder
communications, marketing material and past practice. It is Lifeco’s expectation that changes will occur in
policyholder dividend scales or adjustable benefits for participating or adjustable business respectively,
corresponding to changes in the best estimate assumptions, resulting in an immaterial net change in insurance
contract liabilities. Where underlying guarantees may limit the ability to pass all of this experience back to the
policyholder, the impact of this non‐adjustability impacting shareholder earnings is reflected in the impact of
changes in best estimate assumptions above.

RISK MANAGEMENT
Insurance risk Insurance risk is the risk that the insured event occurs and that there are large deviations
between expected and actual actuarial assumptions, including mortality, persistency, longevity, morbidity,
expense variations and investment returns.
As an insurance company, Lifeco is in the business of accepting risk associated with insurance contract liabilities.
Lifeco’s objective is to mitigate its exposure to risk arising from these contracts through product design, product
and geographical diversification, the implementation of its underwriting strategy guidelines, and through the use
of reinsurance arrangements.
The following table provides information about Lifeco’s insurance contract liabilities’ sensitivities to
management’s best estimate of the approximate impact as a result of changes in assumptions used to determine
Lifeco’s liability associated with these contracts.
2012
Changes in
assumptions

Mortality (increase)
Annuitant mortality (decrease)
Morbidity (adverse change)
Investment returns
Parallel shift in yield curve
Increase
Decrease
Change in equity markets
Increase
Decrease
Change in best estimate returns for equities
Increase
Decrease
Expenses (increase)
Policy termination (adverse change)
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Impact on
Lifeco profit
or loss

Power
Financial’s
share

2011
Changes in
assumptions

Impact on
Lifeco profit
or loss

Power
Financial’s
share

2%
2%
5%

(208)
(274)
(188)

(147)
(194)
(133)

2%
2%
5%

(188)
(176)
(181)

(133)
(124)
(128)

1%
1%

121
(504)

85
(356)

1%
1%

123
(511)

87
(361)

10%
10%

18
(96)

13
(68)

10%
10%

21
(57)

15
(40)

1%
1%
5%
10%

342
(376)
(56)
(473)

242
(266)
(40)
(334)

1%
1%
5%
10%

292
(316)
(55)
(435)

206
(223)
(39)
(307)
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NOTE 11 INSURANCE AND INVESTMENT CONTRACT LIABILITIES (CONTINUED)
Concentration risk may arise from geographic regions, accumulation of risks and market risks. The concentration
of insurance risk before and after reinsurance by geographic region is described below.
December 31, 2012

Canada
United States
Europe

Reinsurance
assets

55,134
26,298
39,226
120,658

December 31, 2011

Net

Gross
liability

Reinsurance
assets

Net

658
255
1,151

54,476
26,043
38,075

53,569
25,296
36,647

869
294
898

52,700
25,002
35,749

2,064

118,594

115,512

2,061

113,451

Reinsurance risk Maximum limits per insured life benefit amount (which vary by line of business) are
established for life and health insurance and reinsurance is purchased for amounts in excess of those limits.
Reinsurance costs and recoveries as defined by the reinsurance agreement are reflected in the valuation with
these costs and recoveries being appropriately calibrated to the direct assumptions.
Reinsurance contracts do not relieve Lifeco from its obligations to policyholders. Failure of reinsurers to honour
their obligations could result in losses to Lifeco. Lifeco evaluates the financial condition of its reinsurers to
minimize its exposure to significant losses from reinsurer insolvencies.

POWER FINANCIAL CORPORATION

Gross
liability

Certain of the reinsurance contracts are on a funds withheld basis where Lifeco retains the assets supporting the
reinsured insurance contract liabilities, thus minimizing the exposure to significant losses from reinsurer
insolvency on those contracts.
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NOTE 12 OBLIGATION TO SECURITIZATION ENTITIES

POWER FINANCIAL CORPORATION

IGM securitizes residential mortgages through the Canada Mortgage and Housing Corporation (CMHC)‐
sponsored National Housing Act Mortgage‐Backed Securities (NHA MBS) Program and Canada Mortgage Bond
(CMB) Program and through Canadian bank‐sponsored asset‐backed commercial paper (ABCP) programs. These
transactions do not meet the requirements for derecognition as IGM retains prepayment risk and certain
elements of credit risk. Accordingly, IGM has retained these mortgages on its balance sheets and has recorded an
offsetting liability for the net proceeds received as obligations to securitization entities which is carried at
amortized cost.
IGM earns interest on the mortgages and pays interest on the obligations to securitization entities. As part of the
CMB transactions, IGM enters into a swap transaction whereby IGM pays coupons on CMBs and receives
investment returns on the NHA MBS and the reinvestment of repaid mortgage principal. A component of this
swap, related to the obligation to pay CMB coupons and receive investment returns on repaid mortgage principal,
is recorded as a derivative and had a negative fair value of $56 million at December 31, 2012.
Under the NHA MBS and CMB Programs, IGM has an obligation to make timely payments to security holders
regardless of whether amounts are received from mortgagors. All mortgages securitized under the NHA MBS and
CMB Programs are insured by CMHC or another approved insurer under the program. As part of the ABCP
transactions, IGM has provided cash reserves for credit enhancement which are carried at cost. Credit risk is
limited to these cash reserves and future net interest income as the ABCP Trusts have no recourse to IGM’s other
assets for failure to make payments when due. Credit risk is further limited to the extent these mortgages are
insured.
December 31, 2012
Securitized
Mortgages

Obligations to
securitization
entities

Carrying value
NHA MBS and CMB Programs
Bank‐sponsored ABCP

3,285
1,354

3,312
1,389

(27)
(35)

Total
Fair value

4,639
4,685

4,701
4,787

(62)
(102)

Net

The carrying value of obligations to securitization entities, which is recorded net of issue costs, includes principal
payments received on securitized mortgages that are not due to be settled until after the reporting period. Issue
costs are amortized over the life of the obligation on an effective interest rate basis.

B 66

PCC_2012Com_ENG02_PFC_2013-03-11_v1.indd B66

P O W E R C O R P O R AT I O N O F C A N A DA

13/03/13 10:45 AM

NOTE 13 DEBENTURES AND DEBT INSTRUMENTS
December 31, 2012

December 31, 2011

Carrying
value

Fair
value

Carrying
value

Fair
value

97

97

100

100

DEBT INSTRUMENTS

198

198

204

204

301
2

301
2

304
3

308
3

Total debt instruments

598

598

611

615

250

324

250

295

199
498
100
191
397
170
342

234
557
117
256
512
176
431

199
497
100
190
397
175
343

229
522
115
237
472
170
383

296

307

310

298

995

1,097

994

1,028

497

592

497

551

150
375
125
150
175
150
200

176
466
151
194
220
190
232

150
375
125
150
175
150
200

175
457
148
189
213
185
220

DEBENTURES

Power Financial Corporation
6.90% debentures, due March 11, 2033, unsecured
Great‐West Lifeco Inc.
6.14% debentures due March 21, 2018, unsecured
4.65% debentures due August 13, 2020, unsecured
6.40% subordinated debentures due December 11, 2028, unsecured
6.74% debentures due November 24, 2031, unsecured
6.67% debentures due March 21, 2033, unsecured
6.625% deferrable debentures due November 15, 2034, unsecured (US$175 million)
5.998% debentures due November 16, 2039, unsecured
Subordinated debentures due May 16, 2046, bearing an interest rate of 7.153% until
May 16, 2016 and, thereafter, a rate of 2.538% plus the 3‐month LIBOR rate, unsecured
(US$300 million)
Subordinated debentures due June 21, 2067, bearing an interest rate of 5.691% until
June 21, 2017 and, thereafter, at a rate equal to the Canadian 90‐day bankers’ acceptance
rate plus 1.49%, unsecured
Subordinated debentures due June 26, 2068, bearing an interest rate of 7.127% until
June 26, 2018 and, thereafter, at a rate equal to the Canadian 90‐day bankers’ acceptance
rate plus 3.78%, unsecured
IGM Financial Inc.
6.58% debentures 2003 Series, due March 7, 2018, unsecured
7.35% debentures 2009 Series, due April 8, 2019, unsecured
6.65% debentures 1997 Series, due December 13, 2027, unsecured
7.45% debentures 2001 Series, due May 9, 2031, unsecured
7.00% debentures 2002 Series, due December 31, 2032, unsecured
7.11% debentures 2003 Series, due March 7, 2033, unsecured
6.00% debentures 2010 Series, due December 10, 2040, unsecured
Total debentures
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5,260

6,232

5,277

5,887

5,858

6,830

5,888

6,502
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Great‐West Lifeco Inc.
Commercial paper and other short‐term debt instruments with interest rates from 0.27%
to 0.35% (0.20% to 0.39% in 2011)
Revolving credit facility with interest equal to LIBOR rate plus 1% or U.S. prime rate loan
(US$200 million)
Term note due October 18, 2015, bearing an interest rate of LIBOR plus 0.75%
(US$304 million), unsecured
Notes payable with interest rate of 8.0% due May 6, 2014, unsecured
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NOTE 13 DEBENTURES AND DEBT INSTRUMENTS (CONTINUED)
On May 9, 2011, IGM repaid the $450 million 2001 Series 6.75% debentures which had matured.

POWER FINANCIAL CORPORATION

The principal payments on debentures and debt instruments in each of the next five years is as follows:
2013
2014
2015
2016
2017
Thereafter

296
1
301
–
–
5,260

NOTE 14 CAPITAL TRUST SECURITIES
December 31, 2012

December 31, 2011

Carrying
value

Fair
value

Carrying
value

Fair
value

Great‐West Life Capital Trust
5.995% capital trust securities due December 31, 2052, unsecured
Canada Life Capital Trust
6.679% capital trust securities due June 30, 2052, unsecured
7.529% capital trust securities due June 30, 2052, unsecured

–

–

350

363

–
150

–
216

300
150

307
197

Acquisition‐related fair value adjustment
Trust securities held by subsidiaries of Lifeco as investments
Trust securities held by Lifeco as investments

150
14
(45)
–

216
–
(45)
–

800
15
(44)
(238)

867
–
(44)
(246)

119

171

533

577

Canada Life Capital Trust (CLCT) redeemed all of its outstanding $300 million principal amount Canada Life
Capital Securities – Series A (CLiCS – Series A) on June 29, 2012 at par. Lifeco previously held $122 million of
these CLiCS – Series A as a long‐term investment.
Great‐West Life Capital Trust redeemed all of its outstanding $350 million principal amount Great‐West Life
Capital Trust Securities – Series A on December 31, 2012 at par. Lifeco previously held $116 million of these
capital trust securities as a long‐term investment.
CLCT, a trust established by Canada Life, had issued $150 million of Canada Life Capital Securities – Series B
(CLiCS – Series B), the proceeds of which were used by CLCT to purchase Canada Life senior debentures in the
amount of $150 million.
Distributions and interest on the capital trust securities are classified as financing charges on the statements of
earnings (see Note 23). The fair value for capital trust securities is determined by the bid‐ask price.
Subject to regulatory approval, CLCT may redeem the CLiCS – Series B, in whole or in part, at any time.

B 68

PCC_2012Com_ENG02_PFC_2013-03-11_v1.indd B68

P O W E R C O R P O R AT I O N O F C A N A DA

13/03/13 10:45 AM

NOTE 15 OTHER LIABILITIES
December 31,
2011

448
1,842
332
684
225
427
163
335
920
935

437
1,760
330
513
250
406
151
169
867
953

6,311

5,836

Bank overdraft
Accounts payable
Dividends and interest payable
Income taxes payable
Repurchase agreements
Deferred income reserves
Deposits and certificates
Funds held under reinsurance contracts
Accrued benefit liability [Note 24]
Other

It is expected that $4,205 million of other liabilities will be settled within 12 months from the reporting date.

DEFERRED INCOME RESERVES
Changes in deferred income reserves are as follows:
2012

2011

Balance, beginning of year
Additions
Amortization
Foreign exchange
Disposals

406
103
(42)
8
(48)

377
97
(38)
5
(35)

Balance, end of year

427

406

POWER FINANCIAL CORPORATION

December 31,
2012

DEPOSITS AND CERTIFICATES
Included in assets on the balance sheets are cash and cash equivalents, shares, loans, and accounts and other
receivables amounting to $163 million ($151 million at December 31, 2011) related to deposits and certificates.
Term to Maturity

Deposits
Certificates

Demand

1 year
or less

1–5
years

Over
5 years

December 31,
2012
Total

December 31,
2011
Total

136
–

9
–

12
1

2
3

159
4

147
4

136

9

13

5

163

151
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NOTE 16 INCOME TAXES

EFFECTIVE INCOME TAX RATE
The Corporation’s effective income tax rate is derived as follows:
Years ended December 31

POWER FINANCIAL CORPORATION

2012

2011

%

%

Combined basic Canadian federal and provincial tax rates
Increase (decrease) in the income tax rate resulting from:
Non‐taxable investment income
Lower effective tax rates on income not subject to tax in Canada
Earnings of investment in jointly controlled corporation
Impact of rate changes on deferred income taxes
Loss consolidation transaction
Other

26.5

28.0

(5.4)
(2.0)
(1.0)
(0.1)
–
(1.9)

(3.4)
(2.5)
0.2
(0.2)
(0.4)
(2.1)

Effective income tax rate

16.1

19.6

As of January 1, 2012, the federal corporate tax rate decreased from 16.5% to 15.0%.

INCOME TAX EXPENSE
The components of income tax expense on continuing operations recognized in net earnings are:
Years ended December 31

Current income taxes
Deferred income taxes

2012

2011

603
(40)

519
187

563

706

December 31,
2012

December 31,
2011

(272)
1,184
(839)
(186)
77
(7)

(321)
1,007
(788)
(197)
162
86

(43)

(51)

1,170
(1,213)

1,207
(1,258)

(43)

(51)

DEFERRED INCOME TAXES
Deferred income taxes consist of the following taxable temporary differences on:

Insurance and investment contract liabilities
Loss carry forwards
Investments
Deferred selling commissions
Intangible assets
Other

Classified on the balance sheets as:
Deferred income tax assets
Deferred income tax liabilities
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NOTE 16 INCOME TAXES (CONTINUED)
A deferred income tax asset is recognized for deductible temporary difference and unused losses and carry
forwards only to the extent that realization of the related income tax benefit through future taxable profits is
probable.
Recognition is based on the fact that it is probable that the entity will have taxable profits and/or tax planning
opportunities available to allow the deferred income tax asset to be utilized. Changes in circumstances in future
periods may adversely impact the assessment of the recoverability. The uncertainty of the recoverability is taken
into account in establishing the deferred income tax assets.

At December 31, 2012 Lifeco had tax loss carry forwards totalling $3,600 million ($3,013 million in 2011). Of this
amount, $3,471 million expires between 2013 and 2032, while $129 million has no expiry date. Lifeco will realize
this benefit in future years through a reduction in current income taxes payable.
One of Lifeco’s subsidiaries has had a history of recent losses. The subsidiary has a net deferred tax asset balance
of $1,088 million (US$1,088 million) as at December 31, 2012 composed principally of net operating losses and
future deductions related to goodwill which has been previously impaired for book accounting purposes.
Management of Lifeco has concluded that it is probable that the subsidiary and other historically profitable
subsidiaries with which it files or intends to file a consolidated United States income tax return will generate
sufficient taxable income against which the unused United States losses and deductions will be utilized. Certain
state net operating losses in the amount of $46 million (US$46 million) which were incurred before 2012, other
state temporary differences of $99 million (US$100 million) and federal charitable contributions of $9 million
(US$9 million) have been excluded from the deferred tax assets.

POWER FINANCIAL CORPORATION

Management of the Corporation and its subsidiaries assesses the recoverability of the deferred income tax asset
carrying values based on future years’ taxable income projections and believes the carrying values of the
deferred income tax assets as of December 31, 2012 are recoverable.

A deferred income tax liability has not been recognized in respect of the temporary differences associated with
investments in subsidiaries, branches and a jointly controlled corporation as the Corporation and its subsidiaries
are able to control the timing of the reversal of the temporary differences, and it is probable that the temporary
differences will not reverse in the foreseeable future.
As at December 31, 2012, the Corporation and its subsidiaries have non‐capital losses of $288 million
($311 million in 2011) available to reduce future taxable income for which the benefits have not been recognized.
These losses expire at various dates to 2032. In addition, the Corporation and its subsidiaries have capital loss
carry forwards that can be used indefinitely to offset future capital gains of approximately $96 million
($96 million in 2011) for which the benefits have not been recognized.
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NOTE 17 STATED CAPITAL

AUTHORIZED
Unlimited number of first preferred shares, issuable in series; of second preferred shares, issuable in series; and
of common shares.

ISSUED AND OUTSTANDING
POWER FINANCIAL CORPORATION

December 31, 2012

First Preferred Shares (perpetual)
Series A (i)
Series D (ii)
Series E (iii)
Series F (iv)
Series H (v)
Series I (vi)
Series K (vii)
Series L (viii)
Series M (ix)
Series O (x)
Series P (xi)
Series R (xii)

December 31, 2011

Number
of shares

Stated
capital

Number
of shares

Stated
capital

4,000,000
6,000,000
8,000,000
6,000,000
6,000,000
8,000,000
10,000,000
8,000,000
7,000,000
6,000,000
11,200,000
10,000,000

100
150
200
150
150
200
250
200
175
150
280
250

4,000,000
6,000,000
8,000,000
6,000,000
6,000,000
8,000,000
10,000,000
8,000,000
7,000,000
6,000,000
11,200,000
–

100
150
200
150
150
200
250
200
175
150
280
–

2,255

2,005

Common Shares (xiii)

709,104,080

664

708,173,680

639

Common Shares
Balance, beginning of year
Issued under Stock Option Plan

708,173,680
930,400

639
25

708,013,680
160,000

636
3

Balance, end of year

709,104,080

664

708,173,680

639

(i) The Series A First Preferred Shares are entitled to an annual cumulative dividend at a floating rate equal to
70% of the prime rate of two major Canadian chartered banks and are redeemable, at the Corporation’s option, at
$25.00 per share.
(ii) The 5.50% Non‐Cumulative First Preferred Shares, Series D are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.375 per share per annum. The Corporation may redeem for cash the Series D
First Preferred Shares in whole or in part, at the Corporation’s option, at $25.00 per share, together with all
declared and unpaid dividends to, but excluding, the date of redemption.
(iii) The 5.25% Non‐Cumulative First Preferred Shares, Series E are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.3125 per share per annum. The Corporation may redeem for cash the Series E
First Preferred Shares in whole or in part, at the Corporation’s option, at $25.00 per share, together with all
declared and unpaid dividends to, but excluding, the date of redemption.
(iv) The 5.90% Non‐Cumulative First Preferred Shares, Series F are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.475 per share per annum. The Corporation may redeem for cash the Series F
First Preferred Shares in whole or in part, at the Corporation’s option, at $25.00 per share, together with all
declared and unpaid dividends to, but excluding, the date of redemption.
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NOTE 17 STATED CAPITAL (CONTINUED)
(v) The 5.75% Non‐Cumulative First Preferred Shares, Series H are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.4375 per share per annum. The Corporation may redeem for cash the Series
H First Preferred Shares in whole or in part, at the Corporation’s option, at $25.00 per share, together with all
declared and unpaid dividends to, but excluding, the date of redemption.

(vii) The 4.95% Non‐Cumulative First Preferred Shares, Series K are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.2375 per share per annum. The Corporation may redeem for cash the Series
K First Preferred Shares in whole or in part, at the Corporation’s option, at $25.50 per share if redeemed prior to
October 31, 2013, $25.25 per share if redeemed thereafter and prior to October 31, 2014, and $25.00 per share if
redeemed thereafter, in each case together with all declared and unpaid dividends to, but excluding, the date of
redemption.
(viii) The 5.10% Non‐Cumulative First Preferred Shares, Series L are entitled to fixed non‐cumulative
preferential cash dividends at a rate equal to $1.2750 per share per annum. The Corporation may redeem for
cash the Series L First Preferred Shares in whole or in part, at the Corporation’s option, at $25.75 per share if
redeemed prior to October 31, 2013, $25.50 per share if redeemed thereafter and prior to October 31, 2014,
$25.25 per share if redeemed thereafter and prior to October 31, 2015, and $25.00 per share if redeemed
thereafter, in each case together with all declared and unpaid dividends to, but excluding, the date of redemption.

POWER FINANCIAL CORPORATION

(vi) The 6.00% Non‐Cumulative First Preferred Shares, Series I are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.50 per share per annum. The Corporation may redeem for cash the Series I
First Preferred Shares in whole or in part, at the Corporation’s option, at $25.00 per share, together with all
declared and unpaid dividends to, but excluding, the date of redemption.

(ix) The 6.00% Non‐Cumulative First Preferred Shares, Series M are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.50 per share per annum. On January 31, 2014 and on January 31 every five
years thereafter, the Corporation may redeem for cash the Series M First Preferred shares in whole or in part, at
the Corporation’s option, at $25.00 per share plus all declared and unpaid dividends to the date fixed for
redemption, or the Series M First Preferred Shares are convertible to Non‐Cumulative Floating Rate First
Preferred Shares, Series N, at the option of the holders on January 31, 2014 or on January 31 every five years
thereafter.
(x) The 5.80% Non‐Cumulative First Preferred Shares, Series O are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.45 per share per annum. The Corporation may redeem for cash the Series O
First Preferred Shares in whole or in part, at the Corporation’s option, at $26.00 per share if redeemed prior to
October 31, 2015, $25.75 per share if redeemed thereafter and prior to October 31, 2016, $25.50 per share if
redeemed thereafter and prior to October 31, 2017, $25.25 per share if redeemed thereafter and prior to
October 31, 2018, and $25.00 per share if redeemed thereafter, in each case together with all declared and
unpaid dividends to, but excluding, the date of redemption.
(xi) The 4.40% Non‐Cumulative First Preferred Shares, Series P are entitled to fixed non‐cumulative preferential
cash dividends at a rate equal to $1.10 per share per annum. On January 31, 2016 and on January 31 every five
years thereafter, the Corporation may redeem for cash the Series P First Preferred Shares in whole or in part, at
the Corporation’s option, at $25.00 per share plus all declared and unpaid dividends to the date fixed for
redemption, or the Series P First Preferred Shares are convertible to Non‐Cumulative Floating Rate First
Preferred Shares, Series Q, at the option of the holders on January 31, 2016 or on January 31 every five years
thereafter.
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NOTE 17 STATED CAPITAL (CONTINUED)
(xii) In 2012, the Corporation issued 10,000,000 5.50% Non‐Cumulative First Preferred Shares, Series R for cash
proceeds of $250 million. The 5.50% Non‐Cumulative First Preferred Shares, Series R are entitled to fixed non‐
cumulative preferential cash dividends at a rate equal to $1.375 per share per annum. The Corporation may
redeem for cash the Series R First Preferred Shares in whole or in part, at the Corporation’s option, at $26.00 per
share if redeemed prior to April 30, 2018, $25.75 per share if redeemed thereafter and prior to April 30, 2019,
$25.50 per share if redeemed thereafter and prior to April 30, 2020, $25.25 per share if redeemed thereafter and
prior to April 30, 2021 and $25.00 per share if redeemed thereafter, in each case together with all declared and
unpaid dividends to, but excluding, the date of redemption. Share issue costs of $7 million in connection with the
Series R First Preferred Shares were charged to retained earnings.
(xiii) During the year, 930,400 common shares (160,000 in 2011) were issued under the Corporation’s
Employee Stock Option Plan for a consideration of $20 million ($3 million in 2011).
For the year ended December 31, 2012, dividends declared on the Corporation’s common shares amounted to
$1.40 per share ($1.40 per share in 2011).

NOTE 18 SHARE‐BASED COMPENSATION

DEFERRED SHARE UNIT PLAN
On October 1, 2000, the Corporation established a Deferred Share Unit Plan for the Directors of the Corporation
to promote a greater alignment of interests between Directors and shareholders of the Corporation. Under this
plan, each Director may elect to receive his or her annual retainer and attendance fees entirely in the form of
deferred share units, entirely in cash, or equally in cash and deferred share units. The number of deferred share
units granted is determined by dividing the amount of remuneration payable by the five‐day‐average closing
price on the Toronto Stock Exchange of the Common Shares of the Corporation on the last five days of the fiscal
quarter (the value of a deferred share unit). A Director who has elected to receive deferred share units will
receive additional deferred share units in respect of dividends payable on the Common Shares, based on the
value of a deferred share unit at that time. A deferred share unit is payable, at the time a Director’s membership
on the Board is terminated or in the event of the death of a Director, by a lump sum cash payment, based on the
value of a deferred share unit at that time. At December 31, 2012, the value of the deferred share units
outstanding was $13 million ($10 million in 2011). Alternatively, Directors may participate in the Directors Share
Purchase Plan.

EMPLOYEE SHARE PURCHASE PROGRAM
Effective May 1, 2000, an Employee Share Purchase Program was implemented, giving employees the
opportunity to subscribe for up to 6% of their gross salary to purchase Subordinate Voting Shares of Power
Corporation of Canada on the open market and to have the Corporation invest, on the employee’s behalf, up to an
equal amount. The amount paid on behalf of employees was $0.1 million in 2012 ($0.1 million in 2011).

STOCK OPTION PLAN
Compensation expense is recorded for options granted under the Corporation’s and its subsidiaries’ stock option
plans based on the fair value of the options at the grant date, amortized over the vesting period.
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NOTE 18 SHARE‐BASED COMPENSATION (CONTINUED)
During the year ended December 31, 2012, 668,579 options (777,503 options in 2011) were granted under the
Corporation’s Employee Stock Option Plan. The fair value of these options was estimated using the Black‐Scholes
option‐pricing model with the following weighted‐average assumptions:
2012

2011

4.8%
18.7%
1.7%
9
$2.08
$25.31

4.9%
19.2%
2.3%
9
$2.47
$26.54

Expected volatility has been estimated based on the historical volatility of the Corporation’s share price over nine
years which is reflective of the expected option life.
For the year ended December 31, 2012, compensation expense relating to the stock options granted by the
Corporation and its subsidiaries amounted to $13 million ($10 million in 2011).
Under the Corporation’s Employee Stock Option Plan, 16,491,200 additional shares are reserved for issuance.
The plan requires that the exercise price under the option must not be less than the market value of a share on
the date of the grant of the option. Generally, options granted vest on a delayed basis over periods beginning no
earlier than one year from date of grant and no later than five years from date of grant. Options recently granted,
which are not fully vested, have the following vesting conditions: grants of 830,980 options in 2008 which vest
equally over a period of five years beginning in 2009; grants of 19,039 options in 2010 which vest as follows: the
first 50% three years from the date of grant, and the remaining 50% four years from the date of grant; a grant of
679,525 options in 2010 which vest equally over a period of five years beginning in 2011; grants of 743,080
options in 2011 which vest equally over a period of five years beginning in 2012; grants of 21,537 in 2011
options which vest as follows: the first 50% three years from the date of grant, and the remaining 50% four years
from the date of grant; grants of 598,325 in 2012 options which vest equally over a period of five years beginning
in 2013; grants of 70,254 in 2012 options which vest as follows: the first 50% three years from the date of grant,
and the remaining 50% four years from the date of grant.

POWER FINANCIAL CORPORATION

Dividend yield
Expected volatility
Risk‐free interest rate
Expected life (years)
Fair value per stock option ($/option)
Weighted‐average exercise price ($/option)

A summary of the status of the Corporation’s Employee Stock Option Plan as at December 31, 2012 and 2011, and
changes during the years ended on those dates is as follows:

Options

2012

2011

Weighted‐average
exercise price

Weighted‐average
exercise price

Options

$

$

Outstanding at beginning of year
Granted
Exercised

9,097,618
668,579
(930,400)

27.85
25.31
21.65

8,480,115
777,503
(160,000)

27.77
26.54
16.87

Outstanding at end of year

8,835,797

28.32

9,097,618

27.85

Options exercisable at end of year

6,958,267

28.73

7,267,535

27.82
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NOTE 18 SHARE‐BASED COMPENSATION (CONTINUED)
The following table summarizes information about stock options outstanding at December 31, 2012:
Options outstanding
Range of exercise prices

Options

Weighted‐average
remaining life

POWER FINANCIAL CORPORATION

$

21.65
25.07 – 28.13
29.05 – 30.18
31.59 – 32.46
34.46 – 37.13

Weighted‐average
exercise price

Options exercisable
Options

Weighted‐average
exercise price

(yrs)

$

2,069,600
2,254,992
887,777
2,567,777
1,055,651

0.6
8.3
5.7
3.1
5.2

21.65
26.55
29.63
32.11
34.81

2,069,600
606,608
677,670
2,548,738
1,055,651

21.65
27.17
29.61
32.11
34.81

$

8,835,797

4.4

28.32

6,958,267

28.73

EQUITY INCENTIVE PLAN OF PUTNAM
Effective September 25, 2007, Putnam sponsored the Putnam Investments, LLC Equity Incentive Plan (the EIP).
Under the terms of the EIP, Putnam is authorized to grant or sell Class B Shares of Putnam (the Putnam Class B
Shares), subject to certain restrictions and to grant options to purchase Putnam Class B Shares (collectively, the
Awards) to certain senior management and key employees of Putnam at fair value at the time of the award. Fair
value is determined under the valuation methodology outlined in the EIP. Awards vest over a period of up to five
years and are specified in the individual’s award letter. Holders of Putnam Class B Shares are not entitled to vote
other than in respect of certain matters in regards to the EIP and have no rights to convert their shares into any
other securities. The number of Putnam Class B Shares that may be subject to Awards under the EIP is limited to
10,000,000. The share‐based payments awarded under the EIP are cash‐settled and included within other
liabilities on the balance sheets.
Lifeco uses the fair‐value based method to account for restricted Class B Shares and options on Class B Shares
granted to employees under the EIP. The fair value of restricted Class B Shares and options on Class B Shares is
determined on each grant date. During 2012, Putnam granted 1,789,000 (1,189,169 in 2011) restricted Class B
common shares and no options in 2012 or 2011 to certain members of senior management and key employees.
Compensation expense recorded for the year ended December 31, 2012 related to restricted Class B common
shares and Class B stock options earned was $22 million ($3 million in 2011) and is recorded in operating and
administrative expenses in the statements of earnings. At December 31, 2012, the carrying value and intrinsic
value of the restricted Class B Share and stock option liability is $99 million ($101 million in 2011).

NOTE 19 NON‐CONTROLLING INTERESTS

Non‐controlling interests include
Participating account surplus in subsidiaries
Preferred shareholders of subsidiaries
Common shareholders of subsidiaries

December 31,
2012

December 31,
2011

2,505
2,694
5,144

2,227
2,044
5,023

10,343

9,294

Years ended December 31

Earnings attributable to non‐controlling interests include
Earnings attributable to common shareholders of subsidiaries
Dividends to preferred shareholders of subsidiaries
Earnings attributable to participating account surplus in subsidiaries
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2012

2011

797
124
276

916
105
120

1,197

1,141
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NOTE 20 CAPITAL MANAGEMENT
As a holding company, Power Financial’s objectives in managing its capital are to:
 provide sufficient financial flexibility to pursue its growth strategy and support its group companies and other
investments.
 maintain an appropriate credit rating to achieve access to the capital markets at the lowest overall cost of
capital.
 provide attractive long‐term returns to shareholders of the Corporation.

The capital structure of the Corporation consists of preferred shares, debentures and equity composed of stated
capital, retained earnings and non‐controlling interests in the equity of subsidiaries of the Corporation.
The Corporation utilizes perpetual preferred shares as a permanent and cost‐effective source of capital.
The Corporation considers itself to be a long‐term investor and as such holds positions in long‐term investments
as well as cash and short‐term investments for liquidity purposes.
The Corporation is not subject to externally imposed regulatory capital requirements.

POWER FINANCIAL CORPORATION

The Corporation manages its capital taking into consideration the risk characteristics and liquidity of its holdings.
In order to maintain or adjust its capital structure, the Corporation may adjust the amount of dividends paid to
shareholders, return capital to shareholders or issue new forms of capital.

The Corporation’s major operating subsidiaries are subject to regulatory capital requirements along with capital
standards set by rating agencies.
Lifeco’s subsidiaries Great‐West Life and Great‐West Life & Annuity are subject to minimum regulatory capital
requirements. Lifeco’s practice is to maintain the capitalization of its regulated operating subsidiaries at a level
that will exceed the relevant minimum regulatory capital requirements in the jurisdictions in which they operate:
 In Canada, the Office of the Superintendent of Financial Institutions has established a capital adequacy
measurement for life insurance companies incorporated under the Insurance Companies Act (Canada) and
their subsidiaries, known as the Minimum Continuing Capital and Surplus Requirements (MCCSR). As at
December 31, 2012, the MCCSR ratio for Great‐West Life was 207%.
 At December 31, 2012, the Risk‐Based Capital ratio (RBC) of Great‐West Life & Annuity, Lifeco’s regulated U.S.
operating company, was estimated to be 440% of the Company Action Level set by the National Association of
Insurance Commissioners. Great‐West Life & Annuity reports its RBC ratio annually to U.S. insurance
regulators.
 In the United Kingdom, Canada Life UK is required to satisfy the capital resources requirements set out in the
Integrated Prudential Sourcebook, part of the Financial Services Authority Handbook. The capital
requirements are prescribed by a formulaic capital requirement (Pillar 1) and an individual capital adequacy
framework which requires an entity to self‐assess an appropriate amount of capital it should hold, based on
the risks encountered from its business activities. At the end of 2012, Canada Life UK complied with the
capital resource requirements in the United Kingdom.
 Other foreign operations and foreign subsidiaries of Lifeco are required to comply with local capital or
solvency requirements in their respective jurisdictions. At December 31, 2012 and 2011 Lifeco maintained
capital levels above the minimum local regulatory requirements in each of its other foreign operations. One of
the foreign operations is in discussions with its regulator regarding the admissibility of certain assets for the
purpose of calculating such local regulatory requirements.
IGM subsidiaries subject to regulatory capital requirements include investment dealers, mutual fund dealers,
exempt market dealers, portfolio managers, investment fund managers and a trust company. IGM subsidiaries are
required to maintain minimum levels of capital based on either working capital, liquidity or shareholders’ equity.
IGM subsidiaries have complied with all regulatory capital requirements.
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NOTE 21 RISK MANAGEMENT
Power Financial and its subsidiaries have policies relating to the identification, measurement, monitoring,
mitigating and controlling of risks associated with financial instruments. The key risks related to financial
instruments are liquidity risk, credit risk and market risk (currency, interest rate and equity price).

POWER FINANCIAL CORPORATION

The Corporation and its subsidiaries have also established policies, guidelines or procedures designed to identify,
measure and report all material risks. Management is responsible for establishing capital management
procedures for implementing and monitoring the capital plan. The Board of Directors of the Corporation and the
boards of directors of its subsidiaries review and approve all capital transactions undertaken by management.

LIQUIDITY RISK
Liquidity risk is the risk that the Corporation and its subsidiaries will not be able to meet all cash outflow
obligations as they come due.
Power Financial is a holding company. As such, corporate cash flows from operations, before payment of
dividends to its common and preferred shareholders, are principally made up of dividends received from its
subsidiaries and jointly controlled corporation, and income from investments, less operating expenses, financing
charges and income taxes. The ability of Lifeco and IGM, which are also holding companies, to meet their
obligations and pay dividends depends in particular upon receipt of sufficient funds from their own subsidiaries.
Power Financial seeks to maintain a sufficient level of liquidity to meet all its cash flow requirements. In addition,
Power Financial and its parent, Power Corporation of Canada, jointly have a $100 million uncommitted line of
credit with a Canadian chartered bank. Power Corporation and Power Financial never accessed the uncommitted
line of credit in the past; however, any advances made by the bank under the uncommitted line would be at the
bank’s sole discretion.
Principal payments on debentures (other than those of Lifeco and IGM discussed below) of $250 million due after
five years, represent the only significant contractual liquidity requirement of Power Financial.
Power Financial’s liquidity position and its management of liquidity risk have not changed materially since
December 31, 2011.
For Lifeco, the following policies and procedures are in place to manage liquidity risk:
 Lifeco closely manages operating liquidity through cash flow matching of assets and liabilities and forecasting
earned and required yields, to ensure consistency between policyholder requirements and the yield of assets.
Approximately 70% (72% in 2011) of insurance and investment contract liabilities are non‐cashable prior to
maturity or subject to market value adjustments.
 Management of Lifeco monitors the use of lines of credit on a regular basis, and assesses the ongoing
availability of these and alternative forms of operating credit.
 Management of Lifeco closely monitors the solvency and capital positions of its principal subsidiaries
opposite liquidity requirements at the holding company. Additional liquidity is available through established
lines of credit or the capital markets. Lifeco maintains a $200 million committed line of credit with a Canadian
chartered bank. As well, Putnam maintains a US$500 million revolving credit agreement with a consortium of
banks and on October 18, 2012, Lifeco renewed a US$304 million Putnam non‐revolving term loan facility,
guaranteed by Lifeco, for three years.
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NOTE 21 RISK MANAGEMENT (CONTINUED)
In the normal course of business, Lifeco enters into contracts that give rise to commitments of future minimum
payments that impact short‐term and long‐term liquidity. The following table summarizes the principal
repayment schedule of certain of Lifeco’s financial liabilities.
Payments due by period
December 31, 2012

(1)

2 years

3 years

4 years

5 years

After
5 years

Total

296
–
58
133

1
–
13
–

301
–
10
–

–
–
2
–

–
–
–
–

3,714
150
–
–

4,312
150
83
133

487

14

311

2

–

3,864

4,678

Payments due have not been reduced to reflect that Lifeco held capital trust securities of $37 million principal amount ($45 million
carrying value).

IGM’s liquidity management practices include: controls over liquidity management processes; stress testing of
various operating scenarios; and oversight over liquidity management by committees of the board of directors of
IGM.

POWER FINANCIAL CORPORATION

Debentures and debt
instruments
Capital trust securities(1)
Purchase obligations
Pension contributions

1 year

A key liquidity requirement for IGM is the funding of commissions paid on the sale of mutual funds. Commissions
on the sale of mutual funds continue to be paid from operating cash flows.
IGM also maintains sufficient liquidity to fund and temporarily hold mortgages. Through its mortgage banking
operations, residential mortgages are sold or securitized to:
 Investors Mortgage and Short Term Income Fund and Investors Canadian Corporate Bond Fund;
 third parties, including Canada Mortgage and Housing Corporation (CMHC) or Canadian bank‐sponsored
securitization trusts;
 institutional investors through private placements.
Certain subsidiaries of IGM are approved issuers of National Housing Act Mortgage‐Backed Securities (NHA MBS)
and approved sellers into the Canada Mortgage Bond Program (CMB Program). This issuer and seller status
provides IGM with additional funding sources for residential mortgages. IGM’s continued ability to fund
residential mortgages through Canadian bank‐sponsored securitization trusts and NHA MBS is dependent on
securitization market conditions that are subject to change. A condition of the NHA MBS and CMB Programs is
that securitized loans be insured by an insurer that is approved by CMHC. The availability of mortgage insurance
is dependent upon market conditions that are subject to change.
IGM’s contractual obligations were as follows:
December 31, 2012

Demand

Less than 1 year

1–5 years

After 5 years

Total

Repurchase agreements
Derivative financial instruments
Deposits and certificates
Obligations to securitization entities
Long‐term debt
Operation leases

–
–
136
–
–
–

225
23
9
789
–
53

–
45
13
3,877
–
152

–
3
5
35
1,325
79

225
71
163
4,701
1,325
284

Total contractual obligations

136

1,099

4,087

1,447

6,769
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NOTE 21 RISK MANAGEMENT (CONTINUED)
In addition to IGM’s current balance of cash and cash equivalents, liquidity is available through IGM’s operating
lines of credit. IGM’s operating lines of credit with various Schedule I Canadian chartered banks totalled
$525 million as at December 31, 2012, compared to $325 million as at December 31, 2011. On October 26, 2012,
IGM entered into an additional $200 million committed line of credit to provide financing for IGM’s mortgage
operations. The operating lines of credit as at December 31, 2012 consisted of committed lines of $350 million
($150 million in 2011) and uncommitted lines of $175 million ($175 million in 2011). IGM has accessed its
uncommitted operating lines of credit in the past; however, any advances made by the banks under the
uncommitted operating lines are at the banks’ sole discretion. As at December 31, 2012 and 2011, IGM was not
utilizing its committed lines of credit or its uncommitted operating lines of credit.
IGM accessed capital markets most recently in December 2010; IGM’s ability to access capital markets to raise
funds in future is dependent on market conditions.
IGM’s liquidity position and its management of liquidity risk have not changed materially since December 31,
2011.

CREDIT RISK
Credit risk is the potential for financial loss to the Corporation and its subsidiaries if a counterparty in a
transaction fails to meet its obligations.
For Power Financial, cash and cash equivalents, fixed income securities, and derivatives are subject to credit risk.
The Corporation continuously monitors its credit risk.
Cash and cash equivalents amounting to $359 million and fixed income securities amounting to $625 million
consist primarily of highly liquid temporary deposits with Canadian chartered banks as well as bankers’
acceptances and short‐term securities guaranteed by the Canadian government. The Corporation regularly
reviews the credit ratings of its counterparties. The maximum exposure to credit risk on these financial
instruments is their carrying value. The Corporation mitigates credit risk on these financial instruments by
adhering to its Investment Policy which outlines credit risk parameters and concentration limits.
Derivatives or derivatives not designated as hedges continue to be utilized on a basis consistent with the risk
management policies of the Corporation and are monitored by the Corporation for effectiveness as economic
hedges even if specific hedge accounting requirements are not met. The Corporation regularly reviews the credit
ratings of derivative financial instrument counterparties. Derivative contracts are over‐the‐counter traded with
counterparties that are highly rated financial institutions. The exposure to credit risk of these derivatives is
limited to their fair values which were nil at December 31, 2012.
For Lifeco, the following policies and procedures are in place to manage credit risk:
 Investment guidelines are in place that require only the purchase of investment‐grade assets and minimize
undue concentration of assets in any single geographic area, industry and company.
 Investment guidelines specify minimum and maximum limits for each asset class. Credit ratings are
determined by recognized external credit rating agencies and/or internal credit review.
 Investment guidelines also specify collateral requirements.
 Portfolios are monitored continuously, and reviewed regularly with the board of directors of Lifeco or the
investment committee of the board of directors of Lifeco.
 Credit risk associated with derivative instruments is evaluated quarterly based on conditions that existed at
the balance sheet date, using practices that are at least as conservative as those recommended by regulators.
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NOTE 21 RISK MANAGEMENT (CONTINUED)
 Lifeco is exposed to credit risk relating to premiums due from policyholders during the grace period specified
by the insurance policy or until the policy is paid up or terminated. Commissions paid to agents and brokers
are netted against amounts receivable, if any.
 Reinsurance is placed with counterparties that have a good credit rating and concentration of credit risk is
managed by following policy guidelines set each year by the board of directors of Lifeco. Management of
Lifeco continuously monitors and performs an assessment of creditworthiness of reinsurers.

Cash and cash equivalents
Bonds
Fair value through profit or loss
Available for sale
Loans and receivables
Mortgage loans
Loans to policyholders
Funds held by ceding insurers(1)
Reinsurance assets
Interest due and accrued
Accounts receivable
Premiums in course of collection
Trading account assets
Other financial assets(2)
Derivative assets
Total balance sheet maximum credit exposure

December 31,
2012

December 31,
2011

1,895

2,056

64,850
6,752
10,934
17,875
7,082
10,537
2,064
1,098
977
484
313
973
997

61,709
6,620
9,744
17,432
7,162
9,923
2,061
1,108
813
422
207
685
968

126,831

120,910

(1)

Includes $9,951 million ($9,411 million at December 31, 2011) of funds held by ceding insurers where Lifeco retains the credit risk of
the assets supporting the liabilities ceded (see note 5).

(2)

Includes items such as current income taxes receivable and miscellaneous other assets of Lifeco.

POWER FINANCIAL CORPORATION

Maximum Exposure to Credit Risk for Lifeco The following table summarizes Lifeco’s maximum exposure to
credit risk related to financial instruments. The maximum credit exposure is the carrying value of the asset net of
any allowances for losses.

Credit risk is also mitigated by entering into collateral agreements. The amount and type of collateral required
depends on an assessment of the credit risk of the counterparty. Guidelines are implemented regarding the
acceptability of types of collateral and the valuation parameters. Management of Lifeco monitors the value of the
collateral, requests additional collateral when needed and performs an impairment valuation when applicable.
Lifeco has $25 million of collateral received in 2012 ($21 million at December 31, 2011) relating to derivative
assets.
Concentration of Credit Risk for Lifeco Concentrations of credit risk arise from exposures to a single debtor, a
group of related debtors or groups of debtors that have similar credit risk characteristics in that they operate in
the same geographic region or in similar industries. The characteristics are similar in that changes in economic or
political environments may impact their ability to meet obligations as they come due.
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NOTE 21 RISK MANAGEMENT (CONTINUED)

POWER FINANCIAL CORPORATION

The following table provides details of the carrying value of bonds of Lifeco by industry sector and geographic
distribution:
December 31, 2012

Canada

United States

Europe

Total

Bonds issued or guaranteed by:
Canadian federal government
Provincial, state and municipal governments
U.S. Treasury and other U.S. agencies
Other foreign governments
Government‐related
Supranationals
Asset‐backed securities
Residential mortgage‐backed securities
Banks
Other financial institutions
Basic materials
Communications
Consumer products
Industrial products/services
Natural resources
Real estate
Transportation
Utilities
Miscellaneous

4,873
6,454
305
151
1,584
453
2,587
16
2,140
801
252
499
1,903
873
1,100
850
1,747
4,257
2,317

3
1,881
3,421
29
–
11
3,117
452
359
1,578
724
181
1,975
984
665
–
696
3,317
856

43
61
976
8,044
1,205
289
830
165
2,317
1,964
231
553
1,867
323
565
1,739
598
3,342
312

4,919
8,396
4,702
8,224
2,789
753
6,534
633
4,816
4,343
1,207
1,233
5,745
2,180
2,330
2,589
3,041
10,916
3,485

33,162
2,388

20,249
358

25,424
955

78,835
3,701

35,550

20,607

26,379

82,536

December 31, 2011

Canada

United States

Europe

Total

Bonds issued or guaranteed by:
Canadian federal government
Provincial, state and municipal governments
U.S. Treasury and other U.S. agencies
Other foreign governments
Government‐related
Supranationals
Asset‐backed securities
Residential mortgage‐backed securities
Banks
Other financial institutions
Basic materials
Communications
Consumer products
Industrial products/services
Natural resources
Real estate
Transportation
Utilities
Miscellaneous

4,328
6,430
271
185
1,293
443
2,696
26
2,168
855
233
508
1,848
695
1,127
608
1,721
3,792
2,024

2
1,980
2,857
25
–
12
3,401
638
416
1,449
748
221
1,813
825
560
–
672
2,689
814

42
53
1,006
8,216
955
211
803
146
1,858
1,615
214
501
1,771
212
554
1,610
624
3,158
277

4,372
8,463
4,134
8,426
2,248
666
6,900
810
4,442
3,919
1,195
1,230
5,432
1,732
2,241
2,218
3,017
9,639
3,115

31,251
2,980

19,122
323

23,826
571

74,199
3,874

34,231

19,445

24,397

78,073

Total long‐term bonds
Short‐term bonds

Total long‐term bonds
Short‐term bonds
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NOTE 21 RISK MANAGEMENT (CONTINUED)
The following table provides details of the carrying value of mortgage loans of Lifeco by geographic location:
Multi‐family
residential

Commercial

Total

1,676
–
–

3,250
921
187

6,982
2,139
2,720

11,908
3,060
2,907

1,676

4,358

11,841

17,875

Single‐family
residential

Multi‐family
residential

Commercial

Total

1,591
–
79

3,407
811
108

7,022
1,999
2,415

12,020
2,810
2,602

1,670

4,326

11,436

17,432

December 31,
2012

December 31,
2011

AAA
AA
A
BBB
BB and lower

29,302
13,463
23,767
14,662
1,342

29,612
12,525
22,435
12,399
1,102

Total bonds

82,536

78,073

December 31,
2012

December 31,
2011

Over‐the‐counter contracts (counterparty ratings):
AAA
AA
A

9
106
882

12
361
595

Total

997

968

Canada
United States
Europe

December 31, 2011

Canada
United States
Europe

Asset Quality
Bond Portfolio Quality

Derivative Portfolio Quality

POWER FINANCIAL CORPORATION

Single‐family
residential

December 31, 2012

Loans of Lifeco Past Due, but not Impaired Loans that are past due but not considered impaired are loans for
which scheduled payments have not been received, but management of Lifeco has reasonable assurance of
collection of the full amount of principal and interest due. The following table provides carrying values of the
loans past due, but not impaired:
December 31,
2012

December 31,
2011

Less than 30 days
30–90 days
Greater than 90 days

12
–
4

3
1
1

Total

16

5
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NOTE 21 RISK MANAGEMENT (CONTINUED)
The following outlines the future asset credit losses provided for in insurance and investment contract liabilities.
These amounts are in addition to the allowance for asset losses included with assets:

POWER FINANCIAL CORPORATION

Participating
Non‐participating

December 31,
2012

December 31,
2011

892
1,667

852
1,648

2,559

2,500

For IGM, cash and cash equivalents, securities holdings, mortgage and investment loan portfolios, and derivatives
are subject to credit risk. IGM monitors its credit risk management practices continuously to evaluate their
effectiveness.
With respect to IGM, at December 31, 2012, cash and cash equivalents of $1,059 million ($1,052 million in 2011)
consisted of cash balances of $101 million ($97 million in 2011) on deposit with Canadian chartered banks and
cash equivalents of $958 million ($955 million in 2011). Cash equivalents are composed of Government of
Canada treasury bills totalling $233 million ($521 million in 2011), provincial government and government‐
guaranteed commercial paper of $473 million ($340 million in 2011) and bankers’ acceptances issued by
Canadian chartered banks of $253 million ($94 million in 2011). IGM regularly reviews the credit ratings of its
counterparties. The maximum exposure to credit risk on these financial instruments is their carrying value. IGM
manages credit risk related to cash and cash equivalents by adhering to its Investment Policy that outlines credit
risk parameters and concentration limits.
Fair value through profit or loss securities include Canada Mortgage Bonds with a fair value of $226 million
($227 million in 2011). The fair value represents the maximum exposure to credit risk of IGM at
December 31, 2012.
IGM regularly reviews the credit quality of the mortgage portfolios related to IGM’s mortgage banking operations
and its intermediary operations, as well as the adequacy of the collective allowance. As at December 31, 2012,
mortgages totalled $4.9 billion ($4.1 billion in 2011) and consisted of residential mortgages:
 Sold to securitization programs which are classified as loans and receivables and totalled $4.6 billion
compared to $3.8 billion at December 31, 2011. An offsetting liability, obligations to securitization entities,
has been recorded and totalled $4.7 billion at December 31, 2012, compared to $3.8 billion at
December 31, 2011.
 Related to IGM’s mortgage banking operations which are classified as held for trading and totalled
$249 million, compared to $292 million at December 31, 2011. These loans are held by IGM pending sale or
securitization.
 Related to IGM’s intermediary operations which are classified as loans and receivables and totalled
$35 million at December 31, 2012, compared to $31 million at December 31, 2011.
As at December 31, 2012, the mortgage portfolios related to IGM’s intermediary operations were geographically
diverse, 100% residential (100% in 2011) and 86.2% insured (99.4% in 2011). As at December 31, 2012,
impaired mortgages over 90 days were nil, unchanged from December 31, 2011. Uninsured non‐performing
mortgages over 90 days were nil, unchanged from December 31, 2011. The characteristics of the mortgage
portfolios have not changed significantly during 2012.
IGM purchases portfolio insurance from CMHC on newly funded qualifying conventional mortgages. Under the
NHA MBS and CMB Programs, it is a requirement that securitized mortgages be insured against default by an
approved insurer, and IGM has also insured substantially all loans securitized through ABCP programs. At
December 31, 2012, 88.3% of the securitized portfolio and the residential mortgages classified as held for trading
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NOTE 21 RISK MANAGEMENT (CONTINUED)
were insured, compared to 93.0% at December 31, 2011. As at December 31, 2012, impaired mortgages on these
portfolios were $1 million, unchanged from December 31, 2011. Uninsured non‐performing mortgages over 90
days on these portfolios were $1 million at December 31, 2012, compared to nil at December 31, 2011.

 Cash reserve accounts and rights to future net interest income ‐ which were $24 million and $102 million,
respectively, at December 31, 2012. Cash reserve accounts are reflected on the balance sheet, whereas rights
to future net interest income are not reflected on the balance sheet and will be recorded over the life of the
mortgages.
The portion of this amount pertaining to Canadian bank‐sponsored securitization trusts of $55 million
($45 million in 2011) is subordinated to the interests of the trust and represents the maximum exposure to
credit risk for any failure of the borrowers to pay when due. Credit risk on these mortgages is mitigated by
any insurance on these mortgages, as previously discussed, and IGM’s credit risk on insured loans is to the
insurer.

POWER FINANCIAL CORPORATION

IGM retains certain elements of credit risk on securitized loans. At December 31, 2012, 90.2% of securitized
loans were insured against credit losses compared to 96.2% at December 31, 2011. IGM’s credit risk on its
securitization activities is limited to retained interest. The fair value of IGM’s retained interests in securitized
mortgages was $69 million at December 31, 2012, compared to $24 million at December 31, 2011. Retained
interests include: 

Rights to future net interest income under the NHA MBS and CMB Programs totalled $70 million
($56 million in 2011). Under the NHA MBS and CMB Programs, IGM has an obligation to make timely
payments to security holders regardless of whether amounts are received from mortgagors. All mortgages
securitized under the NHA MBS and CMB Programs are insured by CMHC or another approved insurer under
the programs. Outstanding mortgages securitized under these programs are $3.3 billion ($2.7 billion in 2011).
 Fair value of principal reinvestment account swaps ‐ had a negative fair value of $56 million at
December 31, 2012 ($77 million in 2011) and is reflected on the balance sheet. These swaps represent the
component of a swap entered into under the CMB Program whereby IGM pays coupons on Canada Mortgage
Bonds and receives investment returns on the reinvestment of repaid mortgage principal. The notional
amount of these swaps was $932 million ($556 million in 2011) at December 31, 2012.
IGM’s exposure to and management of credit risk related to cash and cash equivalents, fixed income securities
and mortgage portfolios have not changed materially since December 31, 2011.
IGM utilizes over‐the‐counter derivatives to hedge interest rate risk and reinvestment risk associated with its
mortgage banking and securitization activities, as well as market risk related to certain stock‐based
compensation arrangements. To the extent that the fair value of the derivatives is in a gain position, IGM is
exposed to the credit risk that its counterparties fail to fulfill their obligations under these arrangements.
IGM participates in the CMB Program by entering into back‐to‐back swaps whereby Canadian Schedule I
chartered banks designated by IGM are between IGM and the Canadian Housing Trust. IGM receives coupons on
NHA MBS and eligible principal reinvestments and pays coupons on the Canada Mortgage Bonds. IGM also enters
into offsetting interest rate swaps with the same bank counterparties to hedge interest rate and reinvestment
risk associated with the CMB Program. The negative fair value of these swaps totalled $27 million at
December 31, 2012 ($26 million in 2011) and the outstanding notional amount was $5.7 billion ($4.4 billion
in 2011). Certain of these swaps relate to securitized mortgages that have been recorded on IGM’s balance sheet
with an associated obligation. Accordingly, these swaps, with an outstanding notional amount of $3.3 billion
($2.7 billion in 2011) and having a negative fair value of $29 million ($33 million in 2011), are not reflected on
the balance sheet. Principal reinvestment account swaps and hedges of reinvestment and interest rate risk, with
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NOTE 21 RISK MANAGEMENT (CONTINUED)

POWER FINANCIAL CORPORATION

an outstanding notional amount of $2.4 billion ($1.7 billion in 2011) and having a fair value of $3 million
($7 million in 2011), are reflected on the balance sheet. The exposure to credit risk, which is limited to the fair
value of swaps in a gain position, totalled $63 million at December 31, 2012, compared to $87 million at
December 31, 2011.
IGM utilizes interest rate swaps to hedge interest rate risk associated with mortgages securitized through
Canadian bank‐sponsored ABCP programs. The negative fair value of these interest rate swaps totalled $5 million
($23 million in 2011) on an outstanding notional amount of $435 million at December 31, 2012 ($1.0 billion
in 2011). The exposure to credit risk, which is limited to the fair value of swaps in a gain position, totalled
$0.2 million at December 31, 2012, compared to $0.6 million at December 31, 2011.
IGM also utilizes interest rate swaps to hedge interest rate risk associated with its investments in Canada
Mortgage Bonds. The negative fair value of these interest rate swaps totalled $5 million ($7 million in 2011) on
an outstanding notional amount of $200 million at December 31, 2012 ($200 million in 2011). The exposure to
credit risk, which is limited to the fair value of the interest rate swaps which are in a gain position, was nil at
December 31, 2012, unchanged from December 31, 2011.
IGM enters into other derivative contracts which consist primarily of interest rate swaps utilized to hedge
interest rate risk related to mortgages held pending sale, or committed to, by IGM as well as total return swaps
and forward agreements on IGM’s common shares utilized to hedge deferred compensation arrangements. The
fair value of interest rate swaps, total return swaps and forward agreements was $0.1 million on an outstanding
notional amount of $125 million at December 31, 2012, compared to a fair value of nil on an outstanding notional
amount of $76 million at December 31, 2011. The exposure to credit risk, which is limited to the fair value of
those instruments which are in a gain position, was $2 million at December 31, 2012, compared to $1 million as
at December 31, 2011.
The aggregate credit risk exposure related to derivatives that are in a gain position of $65 million ($89 million
in 2011) does not give effect to any netting agreements or collateral arrangements. The exposure to credit risk,
considering netting agreements and collateral arrangements, was nil at December 31, 2012 ($0.3 million
in 2011). Counterparties are all Canadian Schedule I chartered banks and, as a result, management of IGM has
determined that IGM’s overall credit risk related to derivatives was not significant at December 31, 2012.
Management of credit risk has not changed materially since December 31, 2011.

MARKET RISK
Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate as a result of
changes in market factors. Market factors include three types of risks: currency risk, interest rate risk and equity
price risk.
Caution related to risk sensitivities
The consolidated financial statements of the Corporation include
estimates of sensitivities and risk exposure measures for certain risks, such as the sensitivity due to specific
changes in interest rate levels projected and market prices at the valuation date. Actual results can differ
significantly from these estimates for a variety of reasons, including:
 assessment of the circumstances that led to the scenario may lead to changes in (re)investment approaches
and interest rate scenarios considered;
 changes in actuarial, investment return and future investment activity assumptions;
 actual experience differing from the assumptions;
 changes in business mix, effective tax rates and other market factors;
 interactions among these factors and assumptions when more than one changes; and
 the general limitations of internal models.
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NOTE 21 RISK MANAGEMENT (CONTINUED)
For these reasons, the sensitivities should only be viewed as directional estimates of the underlying sensitivities
for the respective factors based on the assumptions outlined below. Given the nature of these calculations, the
Corporation cannot provide assurance that the actual impact on net earnings attributed to shareholders will be
as indicated.
Currency risk Currency risk relates to the Corporation, its subsidiaries and its jointly controlled corporation
operating in different currencies and converting non‐Canadian earnings at different points in time at different
foreign exchange levels when adverse changes in foreign currency exchange rates occur.

Power Financial’s financial assets are essentially cash and cash equivalents and fixed income securities. In
managing its own cash and cash equivalents, Power Financial may hold cash balances denominated in foreign
currencies and thus be exposed to fluctuations in exchange rates. In order to protect against such fluctuations,
Power Financial may from time to time enter into currency‐hedging transactions with highly rated financial
institutions. As at December 31, 2012, essentially all of Power Financial’s cash and cash equivalents were
denominated in Canadian dollars or in foreign currencies with currency hedges in place.

POWER FINANCIAL CORPORATION

Power Financial is exposed through Parjointco to foreign exchange risk as a result of Parjointco’s investment in
Pargesa, a company whose functional currency is the Swiss franc.

For Lifeco, if the assets backing insurance and investment contract liabilities are not matched by currency,
changes in foreign exchange rates can expose Lifeco to the risk of foreign exchange losses not offset by liability
decreases. Lifeco has net investments in foreign operations. In addition, Lifeco’s debt obligations are mainly
denominated in Canadian dollars. In accordance with IFRS, foreign currency translation gains and losses from net
investments in foreign operations, net of related hedging activities and tax effects, are recorded in other
comprehensive income. Strengthening or weakening of the Canadian dollar spot rate compared to the U.S. dollar,
British pound and euro spot rates impacts Lifeco’s total share capital and surplus. Correspondingly, Lifeco’s book
value per share and capital ratios monitored by rating agencies are also impacted. The following policies and
procedures are in place to mitigate Lifeco’s exposure to currency risk:
 Lifeco uses financial measures such as constant currency calculations to monitor the effect of currency
translation fluctuations.
 Investments are normally made in the same currency as the liabilities supported by those investments.
Segmented investment guidelines include maximum tolerances for unhedged currency mismatch exposures.
 Foreign currency assets acquired to back liabilities are normally converted back to the currency of the liability
using foreign exchange contracts.
 A 10% weakening of the Canadian dollar against foreign currencies would be expected to increase non‐
participating insurance and investment contract liabilities and their supporting assets by approximately the
same amount, resulting in an immaterial change to net earnings. A 10% strengthening of the Canadian dollar
against foreign currencies would be expected to decrease non‐participating insurance and investment
contract liabilities and their supporting assets by approximately the same amount, resulting in an immaterial
change in net earnings.
IGM’s financial instruments are generally denominated in Canadian dollars, and do not have significant exposure
to changes in foreign exchange rates.
Interest rate risk Interest rate risk is the risk that the fair value of future cash flows of a financial instrument
will fluctuate because of changes in the market interest rates.
Power Financial’s financial instruments are essentially cash and cash equivalents, fixed income securities, and
long‐term debt that do not have significant exposure to interest rate risk.
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NOTE 21 RISK MANAGEMENT (CONTINUED)
For Lifeco, the following policies and procedures are in place to mitigate exposure to interest rate risk:
 Lifeco utilizes a formal process for managing the matching of assets and liabilities. This involves grouping
general fund assets and liabilities into segments. Assets in each segment are managed in relation to the
liabilities in the segment.

POWER FINANCIAL CORPORATION

 Interest rate risk is managed by investing in assets that are suitable for the products sold.
 Where these products have benefit or expense payments that are dependent on inflation (inflation‐indexed
annuities, pensions and disability claims), Lifeco generally invests in real return instruments to hedge its real
dollar liability cash flows. Some protection against changes in the inflation index is achieved as any related
change in the fair value of the assets will be largely offset by a similar change in the fair value of the liabilities.
 For products with fixed and highly predictable benefit payments, investments are made in fixed income assets
or real estate whose cash flows closely match the liability product cash flows. Where assets are not available
to match certain cash flows, such as long‐tail cash flows, a portion of these are invested in equities and the rest
are duration matched. Hedging instruments are employed where necessary when there is a lack of suitable
permanent investments to minimize loss exposure to interest rate changes. To the extent these cash flows are
matched, protection against interest rate change is achieved and any change in the fair value of the assets will
be offset by a similar change in the fair value of the liabilities.
 For products with less predictable timing of benefit payments, investments are made in fixed income assets
with cash flows of a shorter duration than the anticipated timing of benefit payments or equities, as described
below.
 The risks associated with the mismatch in portfolio duration and cash flow, asset prepayment exposure and
the pace of asset acquisition are quantified and reviewed regularly.
Projected cash flows from the current assets and liabilities are used in the Canadian Asset Liability Method to
determine insurance contract liabilities. Valuation assumptions have been made regarding rates of returns on
supporting assets, fixed income, equity and inflation. The valuation assumptions use best estimates of future
reinvestment rates and inflation assumptions with an assumed correlation together with margins for adverse
deviation set in accordance with professional standards. These margins are necessary to provide for possibilities
of misestimation and/or future deterioration in the best estimate assumptions and provide reasonable assurance
that insurance contract liabilities cover a range of possible outcomes. Margins are reviewed periodically for
continued appropriateness.
Projected cash flows from fixed income assets used in actuarial calculations are reduced to provide for potential
asset default losses. The net effective yield rate reduction averaged 0.18% (0.19% in 2011). The calculation for
future credit losses on assets is based on the credit quality of the underlying asset portfolio.
Testing under several interest rate scenarios (including increasing and decreasing rates) is done to assess
reinvestment risk.
One way of measuring the interest rate risk associated with this assumption is to determine the effect on the
insurance and investment contract liabilities impacting the shareholder earnings of Lifeco of a 1% immediate
parallel shift in the yield curve. These interest rate changes will impact the projected cash flows.
 The effect of an immediate 1% parallel increase in the yield curve would be to decrease these insurance and
investment contract liabilities by approximately $181 million, causing an increase in net earnings of Lifeco of
approximately $121 million (Power Financial’s share – $85 million).
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NOTE 21 RISK MANAGEMENT (CONTINUED)
 The effect of an immediate 1% parallel decrease in the yield curve would be to increase these insurance and
investment contract liabilities by approximately $715 million, causing a decrease in net earnings of Lifeco of
approximately $504 million (Power Financial’s share – $356 million).
In addition to the above, if this change in the yield curve persisted for an extended period the range of the tested
scenarios might change. The effect of an immediate 1% parallel decrease or increase in the yield curve persisting
for a year would have immaterial additional effects on the reported insurance and investment contract liabilities.

The objective of IGM’s asset and liability management is to control interest rate risk related to its intermediary
operations by actively managing its interest rate exposure. As at December 31, 2012, the total gap between
deposit assets and liabilities was within IGM’s trust subsidiaries’ stated guidelines.
IGM utilizes interest rate swaps with Canadian Schedule I chartered bank counterparties in order to reduce the
impact of fluctuating interest rates on its mortgage banking operations, as follows:
 IGM has funded fixed rate mortgages with ABCP as part of the securitization transactions with bank‐
sponsored securitization trusts. IGM enters into interest rate swaps with Canadian Schedule I chartered banks
to hedge the risk that ABCP rates rise. However, IGM remains exposed to the basis risk that ABCP rates are
greater than the bankers’ acceptance rates that it receives on its hedges.

POWER FINANCIAL CORPORATION

IGM is exposed to interest rate risk on its loan portfolio, fixed income securities, Canada Mortgage Bonds and on
certain of the derivative financial instruments used in IGM’s mortgage banking and intermediary operations.

 IGM has in certain instances funded floating rate mortgages with fixed rate Canada Mortgage Bonds as part of
the securitization transactions under the CMB Program. IGM enters into interest rate swaps with Canadian
Schedule I chartered banks to hedge the risk that the interest rates earned on floating rate mortgages decline.
As previously discussed, as part of the CMB Program, IGM also is entitled to investment returns on
reinvestment of principal repayments of securitized mortgages and is obligated to pay Canada Mortgage Bond
coupons that are generally fixed rate. IGM hedges the risk that reinvestment returns decline by entering into
interest rate swaps with Canadian Schedule I chartered bank counterparties.
 IGM is exposed to the impact that changes in interest rates may have on the value of its investments in Canada
Mortgage Bonds. IGM enters into interest rate swaps with Canadian Schedule I chartered bank counterparties
to hedge interest rate risk on these bonds.
 IGM is also exposed to the impact that changes in interest rates may have on the value of mortgages held, or
committed to, by IGM. IGM may enter into interest rate swaps to hedge this risk.
As at December 31, 2012, the impact to annual net earnings of IGM of a 100‐basis‐point change in interest rates
would have been approximately $5 million (Power Financial’s share – $3 million). IGM’s exposure to and
management of interest rate risk has not changed materially since December 31, 2011.
Equity price risk Equity price risk is the uncertainty associated with the valuation of assets arising from
changes in equity markets. To mitigate equity price risk, the Corporation and its subsidiaries have investment
policy guidelines in place that provide for prudent investment in equity markets within clearly defined limits.
Power Financial’s financial instruments are essentially cash and cash equivalents, fixed income securities, and
long‐term debt that do not have exposure to equity price risk.
Pargesa indirectly holds substantial investments classified as available for sale, therefore unrealized gains and
losses on these investments are recorded in other comprehensive income until realized. These investments are
reviewed periodically to determine whether there is objective evidence of an impairment in value.
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For Lifeco, the risks associated with segregated fund guarantees have been mitigated through a hedging program
for lifetime Guaranteed Minimum Withdrawal Benefit guarantees using equity futures, currency forwards, and
interest rate derivatives. For policies with segregated fund guarantees, Lifeco generally determines insurance
contract liabilities at a conditional tail expectation of 75 (CTE75) level.
Some insurance and investment contract liabilities are supported by investment properties, common stocks and
private equities, for example, segregated fund products and products with long‐tail cash flows. Generally these
liabilities will fluctuate in line with equity market values. There will be additional impacts on these liabilities as
equity market values fluctuate. A 10% increase in equity markets would be expected to additionally decrease
non‐participating insurance and investment contract liabilities by approximately $22 million, causing an increase
in net earnings of Lifeco of approximately $18 million (Power Financial’s share – $13 million). A 10% decrease in
equity markets would be expected to additionally increase non‐participating insurance and investment contract
liabilities by approximately $128 million, causing a decrease in net earnings of Lifeco of approximately
$96 million (Power Financial’s share – $68 million).
The best estimate return assumptions for equities are primarily based on long‐term historical averages. Changes
in the current market could result in changes to these assumptions and will impact both asset and liability cash
flows. A 1% increase in the best estimate assumption would be expected to decrease non‐participating insurance
contract liabilities by approximately $443 million, causing an increase in net earnings of Lifeco of approximately
$342 million (Power Financial’s share – $242 million). A 1% decrease in the best estimate assumption would be
expected to increase non‐participating insurance contract liabilities by approximately $492 million, causing a
decrease in net earnings of Lifeco of approximately $376 million (Power Financial’s share – $266 million).
Lifeco offers retail segregated fund products, unitized with profits products and variable annuity products that
provide for certain guarantees that are tied to the fair values of the investment funds. A significant decline in the
fair value of these funds could increase Lifeco’s liability exposure for providing these guarantees. Lifeco’s
exposure to these guarantees at the balance sheet date was:
Investment deficiency by benefit type
Fair value

Income

Maturity

Death

Total(1)

Canada
United States
Europe

24,192
7,272
3,665

–
–
552

29
–
40

181
59
71

181
59
624

Total

35,129

552

69

311

864

Fair value

Income

Maturity

Death

Total(1)

Canada
United States
Europe

22,837
7,041
3,232

–
1
641

39
–
124

301
79
174

301
80
817

Total

33,110

642

163

554

1,198

December 31, 2012

Investment deficiency by benefit type
December 31, 2011

(1)

A policy can only receive a payout from one of the three trigger events (income election, maturity or death). Total deficiency measures
the point‐in‐time exposure assuming the most costly trigger event for each policy occurred on December 31, 2012 and
December 31, 2011.

IGM is exposed to equity price risk on its proprietary investment funds which are classified as available‐for‐sale
securities and its equity securities which are classified as fair value through profit or loss. Unrealized gains and
losses on available‐for‐sale securities are recorded in other comprehensive income until they are realized or until
management of IGM determines there is objective evidence of impairment in value, at which time they are
recorded in the statements of earnings.
IGM sponsors a number of deferred compensation arrangements where payments to participants are linked to
the performance of the common shares of IGM Financial Inc. IGM hedges this risk through the use of forward
agreements and total return swaps.
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NOTE 22 OPERATING AND ADMINISTRATIVE EXPENSES
Years ended December 31

Salaries and other employee benefits
Amortization, depreciation and impairment
Premium taxes
Other(1)
(1)

2012

2011

2,178
178
293
1,047

2,019
171
264
552

3,696

3,006

NOTE 23 FINANCING CHARGES
Years ended December 31

Interest on debentures and debt instruments
Net interest on capital trust securities
Other

2012

2011

341
27
27

351
33
25

395

409

POWER FINANCIAL CORPORATION

Other reflects adjustment from Lifeco for the court decision on November 3, 2011 that any monies to be reallocated to the participating
accounts will be dealt with in accordance with the participating policyholder dividend policies in the ordinary course of business. No
awards are to be paid out to individual class members (refer to Note 29).

NOTE 24 PENSION PLANS AND OTHER POST‐EMPLOYMENT BENEFITS
The Corporation and its subsidiaries maintain funded defined benefit pension plans for certain employees and
advisors as well as unfunded supplementary employee retirement plans (SERP) for certain employees. The
Corporation’s subsidiaries also maintain defined contribution pension plans for eligible employees and advisors.
The Corporation and its subsidiaries provide post‐employment health, dental and life insurance benefits to
eligible retirees and advisors.
Effective July 1, 2012, the defined benefit pension plan of IGM was closed and will only accept members hired
prior to July 1, 2012. For all eligible employees hired after July 1, 2012, IGM introduced a registered defined
contribution pension plan.
Effective January 1, 2013, the Great‐West Life Assurance Company Canadian Employees’ Pension Plan and the
London Life Staff Pension Plan added a defined contribution provision to their plans. All new hires after this date
are eligible only for defined contribution benefits. This change will reduce Lifeco’s defined benefit plan exposure
in future years.
Subsidiaries of Lifeco have declared partial windups in respect of certain defined pension plans, the impact of
which has not been reflected in the pension plan accounts.
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NOTE 24 PENSION PLANS AND OTHER POST‐EMPLOYMENT BENEFITS (CONTINUED)

PLAN ASSETS, BENEFIT OBLIGATIONS AND FUNDED STATUS

POWER FINANCIAL CORPORATION

Pension
plans

2012

2011

Other post‐
employment
benefits

Other post‐
employment
benefits

Pension
plans

Change in fair value of plan assets
Fair value of plan assets, beginning of year
Expected return on plan assets
Employee contributions
Employer contributions
Actuarial gains (losses)
Benefits paid
Foreign exchange and other

3,359
191
20
102
82
(185)
(22)

–
–
–
19
–
(19)
–

3,363
208
20
101
(153)
(193)
13

–
–
–
18
–
(18)
–

Fair value of plan assets, end of year

3,547

–

3,359

–

Change in defined benefit obligations
Defined benefit obligation, beginning of year
Employer current service cost
Employee contributions
Interest on defined obligations
Actuarial (gains) losses
Benefits paid
Past service cost
Foreign exchange and other

3,868
89
20
194
428
(185)
1
(26)

449
3
–
22
15
(19)
–
–

3,548
77
20
194
197
(193)
6
19

442
3
–
24
(2)
(18)
–
–

Defined benefit obligation, end of year

4,389

470

3,868

449

(842)
5
890
(41)

(470)
(25)
58
–

(509)
5
599
(71)

(449)
(33)
47
–

12

(437)

24

(435)

Funded status
Fund surplus (deficit)
Unamortized past service costs
Unamortized net actuarial losses
Unrecognized amount due to limit on asset
Accrued benefit asset (liability)

The aggregate accrued benefit obligations of plan assets are as follows:
Year ended December 31

Wholly or partly funded plans
Wholly unfunded plans

2012

2011

3,975
414

3,491
377

The Corporation and its subsidiaries expect to contribute $137 million to their funded and unfunded defined
benefit pension and other post‐employment benefit plans in 2013.
The net accrued benefit asset (liability) shown above is presented in these financial statements as follows:
December 31, 2012
Pension
plans

Accrued benefit asset [Note 8]
Accrued benefit liability [Note 15]
Accrued benefit asset (liability)
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Other post‐
employment
benefits

Total

December 31, 2011
Pension
plans

Other post‐
employment
benefits

Total

495
(483)

–
(437)

495
(920)

456
(432)

–
(435)

456
(867)

12

(437)

(425)

24

(435)

(411)
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NOTE 24 PENSION PLANS AND OTHER POST‐EMPLOYMENT BENEFITS (CONTINUED)

PENSION AND OTHER POST‐EMPLOYMENT BENEFIT EXPENSE
Pension
plans

Amounts arising from events in the period
Defined benefit current service cost
Employee contribution

2011
Other post‐
employment
benefits

Pension
plans

109
(20)
89
2
194
54
(191)
(30)
27

3
–
3
(8)
22
4
–
–
–

97
(20)
77
3
194
–
(208)
8
29

3
–
3
(8)
24
1
–
–
–

145

21

103

20

ASSET ALLOCATION BY MAJOR CATEGORY WEIGHTED BY PLAN ASSETS

POWER FINANCIAL CORPORATION

Past service cost recognized
Interest on defined benefit obligations
Actuarial (gain) loss recognized
Expected return on plan assets
Amount recognized due to limit on asset
Defined contribution current service cost

2012
Other post‐
employment
benefits

Defined benefit pension plans
2012

Equity securities
Debt securities
All other assets

2011

%

%

52
38
10

47
41
12

100

100

No plan assets are directly invested in the Corporation’s or subsidiaries’ securities. With respect to Lifeco, plan
assets include investments in segregated funds managed by subsidiaries of Lifeco of $1,523 million
($1,430 million in 2011). Plan assets do not include any property occupied or other assets used by Lifeco.

SIGNIFICANT ASSUMPTIONS
Defined benefit pension plans
2012

2011

Other post‐employment benefits
2012

2011

%

%

Weighted average assumptions used to determine
benefit cost
Discount rate
Expected long‐term rate of return on plan assets
Rate of compensation increase

5.1
5.8
3.6

5.5
6.2
3.7

5.1
–
–

5.5
–
–

Weighted average assumptions used to determine accrued
benefit obligation
Discount rate
Rate of compensation increase

4.4
3.2

5.1
3.6

4.2
–

5.1
–

6.5
4.5
2024

6.7
4.5
2024

Weighted average healthcare trend rates
Initial healthcare trend rate
Ultimate healthcare trend rate
Year ultimate trend rate is reached
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NOTE 24 PENSION PLANS AND OTHER POST‐EMPLOYMENT BENEFITS (CONTINUED)

POWER FINANCIAL CORPORATION

The overall expected rate of return on plan assets for the year is determined based on long‐term market
expectations prevailing at the beginning of the year for each asset class, weighted by portfolio allocation, less an
allowance in respect to all expenses expected to be charged to the fund. Anticipated future long‐term
performance of individual asset categories is considered, reflecting management’s best estimates of expected
future inflation and expected real yields on fixed income securities and equities. Since the prior year‐end there
have been no changes in the method used to determine the overall expected rate of return. In 2012, the actual
return on plan assets was $273 million ($55 million in 2011).
The period of time over which benefits are assumed to be paid is based on best estimates of future mortality,
including allowances for mortality improvements. Mortality assumptions are significant in measuring the defined
benefit obligation for defined benefit plans. The mortality assumptions applied by the Corporation and its
subsidiaries take into consideration average life expectancy, including allowances for future mortality
improvement as appropriate, and reflect variations in such factors as age, gender and geographic location. The
assumptions also take into consideration an estimation of future improvements in longevity. This estimate is
subject to considerable uncertainty and judgment is required in establishing this assumption.
The mortality tables are reviewed at least annually, and assumptions are in accordance with accepted actuarial
practice in Canada. Emerging plan experience is reviewed and considered in establishing the best estimate for
future mortality.

IMPACT OF CHANGES TO ASSUMED HEALTHCARE RATES – OTHER POST‐EMPLOYMENT BENEFITS
Impact on end‐of‐year accrued
post‐employment benefit obligation
2012

1% increase in assumed healthcare cost trend rate
1% decrease in assumed healthcare cost trend rate

44
(37)

2011

46
(38)

Impact on post‐employment benefit
service and interest cost
2012

2
(2)

2011

2
(2)

SUMMARIZED PLAN INFORMATION
Defined benefit pension plans
2012

Other post‐employment benefits
2012

2011

(4,389)
3,547

(3,868)
3,359

(470)
–

(449)
–

Funded status of plan (deficit)

(842)

(509)

(470)

(449)

Experience adjustment on plan liabilities
Experience adjustment on plan assets

(428)
82

(197)
(153)

(15)
–

Defined benefit obligation
Fair value of plan assets
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2011

2
–
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NOTE 25 DERIVATIVE FINANCIAL INSTRUMENTS
In the normal course of managing exposure to fluctuations in interest rates, foreign exchange rates, and to market
risks, the Corporation and its subsidiaries are end‐users of various derivative financial instruments. Contracts are
either exchange traded or over‐the‐counter traded with counterparties that are credit‐worthy financial
intermediaries.
The following table summarizes the portfolio of derivative financial instruments of the Corporation and its
subsidiaries at December 31:

2012

1–5
years

Over
5 years

Total

Maximum
credit risk

Total estimated
fair value

Derivatives not designated as
accounting hedges
Interest rate contracts
Futures – long
Futures – short
Swaps
Options purchased

9
71
1,844
257

–
–
2,613
513

–
–
1,348
87

9
71
5,805
857

–
–
410
46

–
–
318
46

2,181

3,126

1,435

6,742

456

364

300
205

–
2,001

–
4,772

300
6,978

1
565

–
290

505

2,001

4,772

7,278

566

290

900
7
224

4
–
–

–
–
–

904
7
224

8
–
–

(5)
–
(4)

Foreign exchange contracts
Forward contracts
Cross‐currency swaps
Other derivative contracts
Equity contracts
Futures – long
Futures – short

Cash flow hedges
Interest rate contracts
Swaps
Foreign exchange contracts
Cross‐currency swaps
Fair value hedges
Interest rate contracts
Swaps

1,131

4

–

1,135

8

(9)

3,817

5,131

6,207

15,155

1,030

645

–

–

30

30

14

13

3

1,018

500

1,521

16

(10)

3

1,018

530

1,551

30

3

–

58

124

182

–

(1)

–

58

124

182

–

(1)

3,820

6,207

6,861

16,888

1,060

647
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NOTE 25 DERIVATIVE FINANCIAL INSTRUMENTS (CONTINUED)

POWER FINANCIAL CORPORATION

Notional amount
2011

1 year
or less

1–5
years

Over
5 years

Total

Maximum
credit risk

Total estimated
fair value

Derivatives not designated as
accounting hedges
Interest rate contracts
Futures – long
Futures – short
Swaps
Options purchased

55
5
1,021
233

–
–
2,940
760

–
–
1,495
114

55
5
5,456
1,107

–
–
434
54

–
–
294
53

1,314

3,700

1,609

6,623

488

347

224
43

–
1,540

–
4,662

224
6,245

–
551

(1)
314

267

1,540

4,662

6,469

551

313

40
7
146

18
–
2

–
–
–

58
7
148

–
–
–

(16)
–
(1)

Foreign exchange contracts
Forward contracts
Cross‐currency swaps
Other derivative contracts
Equity contracts
Futures – long
Futures – short

Cash flow hedges
Interest rate contracts
Swaps
Foreign exchange contracts
Cross‐currency swaps
Fair value hedges
Interest rate contracts
Swaps

193

20

–

213

–

(17)

1,774

5,260

6,271

13,305

1,039

643

–

–

31

31

11

11

–

10

1,500

1,510

6

(23)

–

10

1,531

1,541

17

(12)

–

10

92

102

–

(2)

–

10

92

102

–

(2)

1,774

5,280

7,894

14,948

1,056

629

The amount subject to credit risk is limited to the current fair value of the instruments which are in a gain
position. The credit risk is presented without giving effect to any netting agreements or collateral arrangements
and does not reflect actual or expected losses. The total estimated fair value represents the total amount that the
Corporation and its subsidiaries would receive (or pay) to terminate all agreements at year‐end. However, this
would not result in a gain or loss to the Corporation and its subsidiaries as the derivative instruments which
correlate to certain assets and liabilities provide offsetting gains or losses.

INTEREST RATE CONTRACTS
Interest rate swaps, futures and options are used as part of a portfolio of assets to manage interest rate risk
associated with investment activities and insurance and investment contract liabilities and to reduce the impact
of fluctuating interest rates on the mortgage banking operations and intermediary operations. Interest rate swap
agreements require the periodic exchange of payments without the exchange of the notional principal amount on
which payments are based. Changes in fair value are recorded in net investment income in the statements of
earnings.
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NOTE 25 DERIVATIVE FINANCIAL INSTRUMENTS (CONTINUED)
Call options grant the Corporation and its subsidiaries the right to enter into a swap with predetermined
fixed‐rate payments over a predetermined time period on the exercise date. Call options are used to manage the
variability in future interest payments due to a change in credited interest rates and the related potential change
in cash flows due to surrenders. Call options are also used to hedge minimum rate guarantees.

FOREIGN EXCHANGE CONTRACTS

OTHER DERIVATIVE CONTRACTS
Equity index swaps, futures and options are used to hedge certain product liabilities. Equity index swaps are also
used as substitutes for cash instruments and are used to periodically hedge the market risk associated with
certain fee income. Equity put options are used to manage potential credit risk impact of significant declines in
certain equity markets.

POWER FINANCIAL CORPORATION

Cross‐currency swaps are used in combination with other investments to manage foreign currency risk
associated with investment activities and insurance and investment contract liabilities. Under these swaps,
principal amounts and fixed and floating interest payments may be exchanged in different currencies. The
Corporation and its subsidiaries may also enter into certain foreign exchange forward contracts to hedge certain
product liabilities, certain cash and cash equivalents and certain cash flows.

IGM also enters into total return swaps and forward agreements to manage its exposure to fluctuations in the
total return of its common shares related to deferred compensation arrangements. Total return swap and
forward agreements require the exchange of net contractual payments periodically or at maturity without the
exchange of the notional principal amounts on which the payments are based. Certain of these instruments are
not designated as hedges. Changes in fair value are recorded in operating expenses in the statements of earnings
for those instruments not designated as hedges.

NOTE 26 FAIR VALUE OF FINANCIAL INSTRUMENTS
The following table presents the fair value of the Corporation’s financial instruments using the valuation methods
and assumptions described below. Fair values are management’s estimates and are generally calculated using
market conditions at a specific point in time and may not reflect future fair values. The calculations are subjective
in nature, involve uncertainties and matters of significant judgment.
December 31, 2012

December 31, 2011

Carrying value

Fair value

Carrying value

Fair value

Assets
Cash and cash equivalents
Investments (excluding investment properties)
Funds held by ceding insurers
Derivative financial instruments
Other financial assets

3,313
120,062
10,537
1,060
4,212

3,313
122,805
10,537
1,060
4,212

3,385
113,841
9,923
1,056
3,539

3,385
116,170
9,923
1,056
3,539

Total financial assets

139,184

141,927

131,744

134,073

4,701
5,858
119
413
4,923

4,787
6,830
171
413
4,925

3,827
5,888
533
427
4,509

3,930
6,502
577
427
4,510

16,014

17,126

15,184

15,946

Liabilities
Obligation to securitization entities
Debentures and debt instruments
Capital trust securities
Derivative financial instruments
Other financial liabilities
Total financial liabilities
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NOTE 26 FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)
Fair value is determined using the following methods and assumptions:

POWER FINANCIAL CORPORATION

 The fair value of short‐term financial instruments approximates carrying value due to their short‐term
maturities. These include cash and cash equivalents, dividends, interest and accounts receivables, income tax
receivable, premiums in course of collection, accounts payable, repurchase agreements, dividends payable,
interest payable and income tax payable.
 Shares and bonds are valued at quoted market prices, when available. When a quoted market price is not
readily available, alternative valuation methods may be used. For mortgage and other loans, bonds, loans and
other receivables, the fair value is determined by discounting the expected future cash flows at market
interest rates for loans with similar credit risks and maturities (refer to Note 2).
 Deposits and certificates (included in other financial liabilities) are valued by discounting the contractual cash
flows using market interest rates currently offered for deposits with similar terms and credit risks.
 Obligations to securitization entities are valued by discounting the expected future cash flows by prevailing
market yields for securities issued by these securitization entities having like maturities and characteristics.
 Debentures and debt instruments are determined by reference to current market prices for debt with similar
terms, risks and maturities.
 Derivative financial instruments’ fair values are based on quoted market prices, where available, prevailing
market rates for instruments with similar characteristics and maturities, or discounted cash flow analysis.
In accordance with IFRS 7, Financial Instruments – Disclosures, the Corporation’s assets and liabilities recorded at
fair value have been categorized based upon the following fair value hierarchy:
 Level 1 inputs utilize observable, quoted prices (unadjusted) in active markets for identical assets or liabilities
that the Corporation has the ability to access. Financial assets and liabilities utilizing Level 1 inputs include
actively exchange‐traded equity securities, exchange‐traded futures, and mutual and segregated funds which
have available prices in an active market with no redemption restrictions. Level 1 assets also include liquid,
exchange‐traded equity securities, liquid open‐end investment fund units, and investments in Government of
Canada Bonds and Canada Mortgage Bonds in instances where there are quoted prices available from active
markets.
 Level 2 inputs utilize other‐than‐quoted prices included in Level 1 that are observable for the asset or liability,
either directly or indirectly. Level 2 inputs include quoted prices for similar assets and liabilities in active
markets, and inputs other‐than‐quoted prices that are observable for the asset or liability, such as interest
rate and yield curves that are observable at commonly quoted intervals. The fair values for some Level 2
securities were obtained from a pricing service. The pricing service inputs include, but are not limited to,
benchmark yields, reported trades, broker/dealer quotes, issuer spreads, two‐sided markets, benchmark
securities, offers and reference data. Level 2 securities include those priced using a matrix which is based on
credit quality and average life, government and agency securities, restricted stock, some private bonds and
equities, most investment‐grade and high‐yield corporate bonds, most asset‐backed securities and most over‐
the‐counter derivatives.
 Level 3 inputs utilize one or more significant inputs that are not based on observable market inputs and
include situations where there is little, if any, market activity for the asset or liability. The values of the
majority of Level 3 securities were obtained from single‐broker quotes and internal pricing models. Financial
assets and liabilities utilizing Level 3 inputs include certain bonds, certain asset‐backed securities, some
private equities and investments in mutual and segregated funds where there are redemption restrictions,
certain over‐the‐counter derivatives and restructured notes of the master asset vehicle.
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NOTE 26 FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)
The following table presents information about the Corporation’s financial assets and liabilities measured at fair
value on a recurring basis as of December 31, 2012 and December 31, 2011:
December 31, 2012

Liabilities
Derivatives
Other liabilities

December 31, 2011

Assets
Shares
Available for sale
Fair value through profit or loss
Bonds
Available for sale
Fair value through profit or loss
Mortgage and other loans
Fair value through profit or loss
Derivatives
Liabilities
Derivatives
Other liabilities
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Level 1

Level 2

Level 3

Total

145
5,952

5
7

1
12

151
5,971

–
225

7,350
64,577

27
274

7,377
65,076

–
–

249
1,060

–
–

249
1,060

6,322

73,248

314

79,884

4
–

353
–

56
21

413
21

4

353

77

434

Level 1

Level 2

Level 3

Total

132
5,485

7
3

1
14

140
5,502

–
227

7,010
61,406

40
332

7,050
61,965

–
–

292
1,056

–
–

292
1,056

5,844

69,774

387

76,005

–
–

350
–

77
26

427
26

–

350

103

453

POWER FINANCIAL CORPORATION

Assets
Shares
Available for sale
Fair value through profit or loss
Bonds
Available for sale
Fair value through profit or loss
Mortgage and other loans
Fair value through profit or loss
Derivatives
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NOTE 26 FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)
The following table presents additional information about assets and liabilities measured at fair value on a
recurring basis for which the Corporation has utilized Level 3 inputs to determine fair value for the years ended
December 31, 2012 and 2011.
Shares

Bonds

Available
for sale

Fair value
through
profit or loss

Available
for sale

Fair value
through
profit or loss

Derivatives,
net

Other
assets
(liabilities)

Total

Balance, beginning of year
Total gains (losses)
In net earnings
In other comprehensive
income
Purchases
Sales
Settlements
Transfers out of Level 3

1

14

40

332

(77)

(26)

284

–

(2)

–

48

10

(4)

52

–
–
–
–
–

–
3
–
–
(3)

3
–
(4)
(5)
(7)

–
–
(1)
(97)
(8)

–
(3)
–
14
–

–
(1)
–
10
–

3
(1)
(5)
(78)
(18)

Balance, end of year

1

12

27

274

(56)

(21)

237

Shares

Bonds

Available
for sale

Fair value
through
profit or loss

Available
for sale

Fair value
through
profit or loss

Derivatives,
net

Other
assets
(liabilities)

Total

Balance, beginning of year
Total gains (losses)
In net earnings
In other comprehensive
income
Purchases
Sales
Settlements
Transfers out of Level 3

1

417

42

340

(26)

(18)

756

–

35

1

54

(62)

(5)

23

–
–
–
–
–

–
65
(6)
–
(497)

2
–
–
(5)
–

–
–
(4)
(58)
–

–
–
–
11
–

–
(3)
–
–
–

2
62
(10)
(52)
(497)

Balance, end of year

1

14

40

332

(77)

(26)

284

POWER FINANCIAL CORPORATION

December 31, 2012

December 31, 2011

NOTE 27 OTHER COMPREHENSIVE INCOME
For the year ended December 31, 2012

Balance, beginning of year
Other comprehensive income (loss)
Balance, end of year

For the year ended December 31, 2011

Investment
revaluation and
cash flow hedges

Foreign
currency
translation

Share of jointly
controlled
corporation

Total

96
(18)

(249)
(53)

176
(100)

23
(171)

78

(302)

76

(148)

Investment
revaluation and
cash flow hedges

Foreign
currency
translation

Share of jointly
controlled
corporation

Total

Balance, beginning of year
Other comprehensive income (loss)

81
15

(399)
150

398
(222)

80
(57)

Balance, end of year

96

(249)

176

23
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NOTE 28 EARNINGS PER SHARE
The following is a reconciliation of the numerators and the denominators used in the computations of earnings
per share:
Years ended December 31
2011

Net earnings attributable to shareholders
Dividends on perpetual preferred shares

1,743
(117)

1,826
(104)

Net earnings attributable to common shareholders
Dilutive effect of subsidiaries

1,626
(8)

1,722
(12)

Diluted net earnings attributable to common shareholders

1,618

1,710

Weighted average number of common shares outstanding (millions)
– Basic
Exercise of stock options
Shares assumed to be repurchased with proceeds
from exercise of stock options

708.3
3.6

708.1
3.0

(3.2)

(2.3)

708.7

708.8

Weighted average number of common shares outstanding (millions)
– Diluted

For 2012, 5,190,730 stock options (6,097,618 in 2011) have been excluded from the computation of diluted
earnings per share as the exercise price was higher than the market price.

POWER FINANCIAL CORPORATION

2012

Years ended December 31

Basic earnings per common share ($)
From continuing operations
From discontinued operations

Diluted earnings per common share ($)
From continuing operations
From discontinued operations

2012

2011

2.30
–

2.38
0.05

2.30

2.43

2.28
–

2.36
0.05

2.28

2.41

NOTE 29 CONTINGENT LIABILITIES
The Corporation and its subsidiaries are from time to time subject to legal actions, including arbitrations and
class actions, arising in the normal course of business. It is inherently difficult to predict the outcome of any of
these proceedings with certainty, and it is possible that an adverse resolution could have a material adverse
effect on the consolidated financial position of the Corporation. However, based on information presently known,
it is not expected that any of the existing legal actions, either individually or in the aggregate, will have a material
adverse effect on the consolidated financial position of the Corporation.
A subsidiary of Lifeco has declared a partial windup in respect of an Ontario defined benefit pension plan which
will not likely be completed for some time. The partial windup could involve the distribution of the amount of
actuarial surplus, if any, attributable to the wound‐up portion of the plan. In addition to the regulatory
proceedings involving this partial windup, a related class action proceeding has been commenced in Ontario
related to the partial windup and three potential partial windups under the plan. The class action also challenges
the validity of charging expenses to the plan. The provisions for certain Canadian retirement plans in the amounts
of $97 million after tax established by Lifeco’s subsidiaries in the third quarter of 2007 have been reduced to
$34 million. Actual results could differ from these estimates.
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NOTE 29 CONTINGENT LIABILITIES (CONTINUED)

POWER FINANCIAL CORPORATION

The Court of Appeal for Ontario released a decision on November 3, 2011 in regard to the involvement of the
participating accounts of Lifeco subsidiaries London Life and Great‐West Life in the financing of the acquisition
of London Insurance Group Inc. in 1997 (the “Appeal Decision”).
The Appeal Decision ruled Lifeco subsidiaries achieved substantial success and required that there be
adjustments to the original trial judgment regarding amounts which were to be reallocated to the participating
accounts going forward. Any monies to be reallocated to the participating accounts will be dealt with in
accordance with Lifeco subsidiaries participating policyholder dividend policies in the ordinary course of
business. No awards are to be paid out to individual class members. On May 24, 2012, the Supreme Court of
Canada dismissed the plaintiff’s application for leave to appeal the Appeal Decision. The Appeal Decision directed
the parties back to the trial judge to work out the remaining issues. On January 24, 2013 the Ontario Superior
Court of Justice released a decision ordering that $285 million be reallocated to the participating account surplus.
Lifeco will be appealing that decision.
During the fourth quarter of 2011, in response to the Appeal Decision, Lifeco re‐evaluated and reduced the
litigation provision established in the third quarter of 2010, which positively impacted common shareholder net
earnings of Lifeco in 2011 by $223 million after tax (Power Financial’s share – $158 million).
During the subsequent event period, in response to the Ontario Superior Court of Justice decision on
January 24, 2013, Lifeco established an incremental provision of $140 million after tax. (Power Financial’s share
– $99 million). Lifeco now holds $290 million in after‐tax provisions for these proceedings.
Regardless of the ultimate outcome of this case, there will not be any impact on the capital position of Lifeco or on
participating policy contract terms and conditions. Based on information presently known, this matter is not
expected to have a material adverse effect on the consolidated financial position of the Corporation.
In connection with the acquisition of its subsidiary Putnam, Lifeco has an indemnity from a third party against
liabilities arising from certain litigation and regulatory actions involving Putnam. Putnam continues to have
potential liability for these matters in the event the indemnity is not honoured. Lifeco expects the indemnity will
continue to be honoured and that any liability of Putnam would not have a material adverse effect on its
consolidated financial position.
On October 17, 2012, a subsidiary of Lifeco received an administrative complaint from the Massachusetts
Securities Division in relation to that subsidiary’s role as collateral manager of two collateralized debt
obligations. The complaint is seeking certain remedies including the disgorgement of fees, a civil administrative
fine and a cease and desist order. In addition, that same subsidiary is a defendant in two civil litigation matters
brought by institutions involved in those collateralized debt obligations. Based on information presently known,
Lifeco believes these matters are without merit. The potential outcome of these matters is not yet determined.
Subsidiaries of Lifeco have an investment in a U.S.‐based private equity partnership wherein a dispute arose over
the terms of the partnership agreement. Lifeco established a provision in the fourth quarter of 2011 for
$99 million after tax. The dispute was resolved on January 10, 2012, and as a result, Lifeco no longer holds the
provision.
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NOTE 30 COMMITMENTS AND GUARANTEES

GUARANTEES

LETTERS OF CREDIT
Letters of credit are written commitments provided by a bank. For Lifeco, the total amount of letter of credit
facilities is US$3.0 billion, of which US$2.7 billion is currently issued.
The Reinsurance operation from time to time uses letters of credit provided mainly as collateral under certain
reinsurance contracts for on‐balance sheet policy liabilities.

POWER FINANCIAL CORPORATION

In the normal course of operations, the Corporation and its subsidiaries execute agreements that provide for
indemnifications to third parties in transactions such as business dispositions, business acquisitions, loans and
securitization transactions. The Corporation and its subsidiaries have also agreed to indemnify their directors
and certain of their officers. The nature of these agreements precludes the possibility of making a reasonable
estimate of the maximum potential amount the Corporation and its subsidiaries could be required to pay third
parties as the agreements often do not specify a maximum amount and the amounts are dependent on the
outcome of future contingent events, the nature and likelihood of which cannot be determined. Historically, the
Corporation has not made any payments under such indemnification agreements. No amounts have been accrued
related to these agreements.

INVESTMENT COMMITMENTS
With respect to Lifeco, commitments to investment transactions made in the normal course of operations in
accordance with policies and guidelines and that are to be disbursed upon fulfilment of certain contract
conditions were $516 million as at December 31, 2012 ($675 million as at December 31, 2011). At
December 31, 2012, $470 million will mature within one year ($555 million at December 31, 2011), $46 million
will mature in one to two years ($79 million at December 31, 2011) and no commitments will mature in a period
over two years ($41 million in two to three years at December 31, 2011).

INVESTED ASSETS ON DEPOSIT FOR REINSURANCE AGREEMENTS
Lifeco has $606 million ($577 million in 2011) of invested assets maintained on deposit in respect of certain
reinsurance agreements. Lifeco retains all rights to the cash flows on these assets, however, the investment
policies for these assets are governed by the terms of the reinsurance agreements.

COMMITMENTS
The Corporation and its subsidiaries enter into operating leases for office space and certain equipment used in
the normal course of operations. Lease payments are charged to operations over the period of use. The future
minimum lease payments in aggregate and by year are as follows:

Future lease payments

2013

2014

2015

2016

2017

2018 and
thereafter

Total

153

135

115

95

77

158

733
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NOTE 31 RELATED PARTY TRANSACTIONS

PRINCIPAL SUBSIDIARIES

POWER FINANCIAL CORPORATION

The financial statements of the Corporation include the operations of the following subsidiaries:
Corporation

Incorporated in

Primary business operation

% held

Great‐West Lifeco Inc.
The Great‐West Life Assurance Company
London Life Insurance Company
The Canada Life Assurance Company
Great‐West Life & Annuity Insurance Company
Putnam Investments, LLC
IGM Financial Inc.
Investors Group Inc.
Mackenzie Financial Corporation
Parjointco N.V.
Pargesa Holding SA

Canada
Canada
Canada
Canada
United States
United States
Canada
Canada
Canada
Netherlands
Switzerland

Financial services holding company
Insurance and wealth management
Insurance and wealth management
Insurance and wealth management
Insurance and wealth management
Financial services
Financial services
Financial services
Financial services
Holding company
Holding company

68.2%
100%
100%
100%
100%
95.6%
58.7%
100%
100%
50%
55.6%

Balances and transactions between the Corporation and its subsidiaries, which are related parties of the
Corporation, have been eliminated on consolidation and are not disclosed in this note. Details of transactions
between the Corporation and other related parties are disclosed below.

TRANSACTIONS WITH RELATED PARTIES
In the normal course of business, Great‐West Life enters into various transactions with related companies which
include providing insurance benefits to other companies within the Power Financial Corporation group of
companies. In all cases, transactions are at market terms and conditions.
During 2012, IGM sold residential mortgage loans to Great‐West Life and London Life for $232 million
($202 million in 2011).

KEY MANAGEMENT COMPENSATION
Key management personnel are those persons having authority and responsibility for planning, directing and
controlling the activities of the Corporation, directly or indirectly. The persons included in the key management
personnel are the members of the Board of Directors of the Corporation, as well as certain management
executives of the Corporation and subsidiaries.
The following table describes all compensation paid to, awarded to, or earned by each of the key management
personnel for services rendered in all capacities to the Corporation and its subsidiaries:
Years ended December 31

Compensation and employee benefits
Post‐employment benefits
Share‐based payment
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2012

2011

16
7
9

15
4
9

32

28
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NOTE 32 SUBSEQUENT EVENTS

ACQUISITION OF IRISH LIFE GROUP LIMITED
On February 19, 2013, Lifeco announced that it had reached an agreement with the Government of Ireland to
acquire, through its subsidiary Canada Life Limited, all of the shares of Irish Life Group Limited (Irish Life) for
$1.75 billion (€1.3 billion). Established in 1939, Irish Life is the largest life and pensions group and investment
manager in Ireland.

On March 12, 2013, Power Financial purchased $550 million of Lifeco subscription receipts. On that date, IGM
also purchased $50 million of Lifeco subscription receipts. Each subscription receipt entitles the holder to receive
one common share of Lifeco upon closing of the acquisition of Irish Life, without any action on the part of the
holder and without payment of additional consideration. Power Financial and IGM completed the purchase of
subscription receipts by private placements concurrently with the closing of the bought deal public offering of
Lifeco’s subscription receipts. The public offering and private placements of subscription receipts are at the same
price of $25.70 per subscription receipt.

POWER FINANCIAL CORPORATION

Lifeco also announced a $1.25 billion offering of subscription receipts exchangeable into Lifeco common shares
by way of a $650 million bought deal public offering as well as concurrent private placements of subscription
receipts to Power Financial and IGM for an aggregate amount of $600 million.

Should the subscription receipts be converted into common shares of Lifeco, Power Financial will hold, directly
and indirectly, a 69.4% economic interest in Lifeco.
The acquisition is expected to close in July of 2013, and is subject to customary regulatory approvals, including
approvals from the European Commission under the EU Merger Regulation, and certain closing conditions.

PREFERRED SHARE ISSUE
On February 28, 2013, the Corporation issued 12,000,000 4.80% Non‐Cumulative First Preferred Shares, Series S
for gross proceeds of $300 million.
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NOTE 33 SEGMENTED INFORMATION
The following strategic business units constitute the Corporation’s reportable operating segments:

POWER FINANCIAL CORPORATION

 Lifeco offers, in Canada, the United States and Europe, a wide range of life insurance, retirement and
investment products, as well as reinsurance and specialty general insurance products, to individuals,
businesses and other private and public organizations.
 IGM offers a comprehensive package of financial planning services and investment products to its client base.
IGM derives its revenues from a range of sources, but primarily from management fees, which are charged to
its mutual funds for investment advisory and management services. IGM also earns revenue from fees charged
to its mutual funds for administrative services.
 Parjointco holds the Corporation’s interest in Pargesa, a holding company which holds diversified interests in
companies based in Europe active in various sectors, including specialty minerals, cement and building
materials, water, waste services, energy, and wines and spirits.
 The segment entitled Other is made up of corporate activities of the Corporation and also includes
consolidation elimination entries.
The accounting policies of the operating segments are those described in Note 2 – Basis of Presentation and
Summary of Significant Accounting Policies of the financial statements. The Corporation evaluates the
performance based on the operating segment’s contribution to consolidated net earnings. Revenues and assets
are attributed to geographic areas based on the point of origin of revenues and the location of assets. The
contribution to consolidated net earnings of each segment is calculated after taking into account the investment
Lifeco and IGM have in each other.
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NOTE 33 SEGMENTED INFORMATION (CONTINUED)

INFORMATION ON PROFIT MEASURE
For the year ended December 31, 2012

Revenues
Premium income, net
Investment income, net
Fee income

IGM

Parjointco

18,820
8,296
2,945

–
153
2,425

–
–
–

–
(88)
(139)

18,820
8,361
5,231

30,061

2,578

–

(227)

32,412

22,451
1,781
2,968
285

–
858
671
92

–
–
–
–

–
(138)
57
18

22,451
2,501
3,696
395

27,485

1,621

–

(63)

29,043

2,576

957

–

(164)

3,369

Share of earnings (losses) of investment in
jointly controlled corporation

Other

Total

–

–

134

Earnings before income taxes – continuing operations
Income taxes

2,576
368

957
190

134
–

(164)
5

–

3,503
563

134

Contribution to net earnings – continuing operations
Contribution to net earnings – discontinued operations

2,208
–

767
–

134
–

(169)
–

2,940
–

Contribution to net earnings

2,208

767

134

(169)

2,940

Attributable to
Non‐controlling interests
Perpetual preferred shareholders
Common shareholders

969
–
1,239

327
–
440

–
–
134

(99)
117
(187)

1,197
117
1,626

2,208

767

134

(169)

2,940

Lifeco

IGM

Parjointco

Other

Total

5,857
253,833
236,132

2,816
11,609
7,503

–
2,149
–

–
1,002
586

8,673
268,593
244,221

POWER FINANCIAL CORPORATION

Expenses
Total paid or credited to policyholders
Commissions
Operating and administrative expenses
Financing charges

Lifeco

INFORMATION ON ASSETS AND LIABILITIES MEASURE
December 31, 2012

Goodwill
Total assets
Total liabilities

GEOGRAPHIC INFORMATION
December 31, 2012

Invested assets (including cash and cash equivalents)
Investment in jointly controlled corporation
Investments on account of segregated fund policyholders
Other assets
Goodwill and intangible assets
Total assets
Total revenues
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Canada

United States

Europe

Total

65,068
–
54,341
4,176
10,129

28,722
–
23,809
3,311
1,721

33,110
2,149
26,798
13,503
1,756

126,900
2,149
104,948
20,990
13,606

133,714

57,563

77,316

268,593

16,221

6,401

9,790

32,412
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NOTE 33 SEGMENTED INFORMATION (CONTINUED)

INFORMATION ON PROFIT MEASURE
For the year ended December 31, 2011

POWER FINANCIAL CORPORATION

Revenues
Premium income, net
Investment income, net
Fee income
Expenses
Total paid or credited to policyholders
Commissions
Operating and administrative expenses
Financing charges

Share of earnings (losses) of investment in
jointly controlled corporation

Lifeco

IGM

Parjointco

Other

17,293
9,702
2,903

–
161
2,571

–
–
–

–
(99)
(131)

17,293
9,764
5,343

29,898

2,732

–

(230)

32,400

23,043
1,548
2,314
289

–
895
638
103

–
–
–
–

–
(131)
54
17

23,043
2,312
3,006
409

27,194

1,636

–

(60)

28,770

2,704

1,096

–

(170)

3,630

–

Total

–

–

(20)

Earnings before income taxes – continuing operations
Income taxes

2,704
465

1,096
250

(20)
–

(170)
(9)

3,610
706

(20)

Contribution to net earnings – continuing operations
Contribution to net earnings – discontinued operations

2,239
–

846
63

(20)
–

(161)
–

2,904
63

Contribution to net earnings

2,239

909

(20)

(161)

2,967

Attributable to
Non‐controlling interests
Perpetual preferred shareholders
Common shareholders

855
–
1,384

392
–
517

–
–
(20)

(106)
104
(159)

1,141
104
1,722

2,239

909

(20)

(161)

2,967

INFORMATION ON ASSETS AND LIABILITIES MEASURE
December 31, 2011

Goodwill
Total assets
Total liabilities

Lifeco

IGM

Parjointco

Other

Total

5,861
238,552
222,664

2,925
10,839
6,625

–
2,222
–

–
1,065
574

8,786
252,678
229,863

GEOGRAPHIC INFORMATION
December 31, 2011

Invested assets (including cash and cash equivalents)
Investment in jointly controlled corporation
Investments on account of segregated fund policyholders
Other assets
Goodwill and intangible assets
Total assets
Total revenues
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Canada

United States

Europe

Total

61,960
–
49,622
4,087
10,280

27,403
–
22,359
3,050
1,769

31,064
2,222
24,601
12,501
1,760

120,427
2,222
96,582
19,638
13,809

125,949

54,581

72,148

252,678

17,064

6,123

9,213

32,400
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INDEPENDENT AUDITOR’S REPORT
To the Shareholders of Power Financial Corporation

Management's Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial statements
in accordance with International Financial Reporting Standards, and for such internal control as management
determines is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.
Auditor's Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We
conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards
require that we comply with ethical requirements and plan and perform the audits to obtain reasonable
assurance about whether the consolidated financial statements are free from material misstatement.

POWER FINANCIAL CORPORATION

We have audited the accompanying consolidated financial statements of Power Financial Corporation, which
comprise the consolidated balance sheets as at December 31, 2012 and December 31, 2011, and the consolidated
statements of earnings, statements of comprehensive income, statements of changes in equity and statements of
cash flows for the years then ended and a summary of significant accounting policies and other explanatory
information.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud
or error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the consolidated financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis
for our audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position
of Power Financial Corporation as at December 31, 2012 and December 31, 2011, and its financial performance
and its cash flows for the years then ended in accordance with International Financial Reporting Standards.

Signed,
Deloitte LLP 1
March 13, 2013
Montréal, Québec
____________________
1 CPA auditor, CA, public accountancy permit No. A104630
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POWER FINANCIAL CORPORATION
FIVE‐YEAR FINANCIAL SUMMARY

POWER FINANCIAL CORPORATION

December 31
[in millions of Canadian dollars, except per share amounts] (unaudited)

Consolidated Balance Sheets
Cash and cash equivalents
Total assets
Shareholders’ equity
Consolidated assets and assets under management
Consolidated Statements of Earnings
Revenues
Premium income, net
Investment income, net
Fee income
Expenses
Total paid or credited to policyholders
Commissions
Operating and administrative expenses
Intangible and goodwill impairment
Financing charges

Share of earnings (losses) of investment in
jointly controlled corporation
Income taxes
Net earnings – continuing operations
Net earnings – discontinued operations
Net earnings
Attributable to
Non‐controlling interests
Perpetual preferred shareholders
Common shareholders
Per share
Operating earnings before other items
Net earnings from discontinued operations
Net earnings
Dividends
Book value at year‐end
Market price (Common Shares)
High
Low
Year‐end

Previous Canadian GAAP
2009
2008

2012

2011

2010

3,313
268,593
14,029
523,885

3,385
252,678
13,521
496,781

3,656
244,644
12,811
500,181

4,855
140,231
13,207
471,775

4,689
141,546
13,419
452,158

18,820
8,361
5,231
32,412

17,293
9,764
5,343
32,400

17,748
9,600
5,174
32,522

18,033
9,678
4,998
32,709

30,007
1,163
5,540
36,710

22,451
2,501
3,696
–
395
29,043
3,369

23,043
2,312
3,006
–
409
28,770
3,630

23,225
2,216
3,837
–
432
29,710
2,812

23,809
2,088
3,607
–
494
29,998
2,711

26,774
2,172
3,675
2,178
438
35,237
1,473

134
563
2,940
–
2,940

(20)
706
2,904
63
2,967

121
523
2,410
2
2,412

71
565
2,217
–
2,217

(181)
16
1,276
692
1,968

1,197
117
1,626
2,940

1,141
104
1,722
2,967

845
99
1,468
2,412

778
88
1,351
2,217

631
74
1,263
1,968

2.38
–
2.30
1.4000
16.60

2.44
0.05
2.43
1.4000
16.26

2.30
–
2.08
1.4000
15.26

2.05
–
1.92
1.4000
16.27

1.98
0.71
1.79
1.3325
16.80

30.15
24.06
27.24

31.98
23.62
25.54

34.23
27.00
30.73

31.99
14.66
31.08

40.94
20.33
23.90

QUARTERLY FINANCIAL INFORMATION
[in millions of Canadian dollars, except per share amounts]
(unaudited)

2012
First quarter
Second quarter
Third quarter
Fourth quarter
2011
First quarter
Second quarter
Third quarter
Fourth quarter
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Total
revenues

Net
earnings

Earnings per share
– basic

Earnings per share
– diluted

7,110
8,374
9,217
7,711

712
695
813
720

0.64
0.61
0.65
0.39

0.64
0.60
0.65
0.38

6,919
7,784
9,126
8,571

616
803
593
955

0.52
0.72
0.44
0.75

0.52
0.71
0.44
0.75
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Great-West Lifeco Inc.
PART C

Management’s Discussion and Analysis
PAGE C 2

Financial Statements and Notes
PAGE C 67

GREAT-WEST LIFECO INC.

Please note that the bottom of each page in Part C contains two different page
numbers. A page number with the preﬁx “C” refers to the number of such page
in this document and the page number without any preﬁx refers to the number
of such page in the original document issued by Great-West Lifeco Inc.

The attached documents concerning Great-West Lifeco Inc. are documents
prepared and publicly disclosed by such subsidiary. Certain statements in the
attached documents, other than statements of historical fact, are forwardlooking statements based on certain assumptions and reﬂect the current
expectations of the subsidiary as set forth therein. Forward-looking statements
are provided for the purposes of assisting the reader in understanding the
subsidiary’s ﬁnancial performance, ﬁnancial position and cash ﬂows as at and
for the periods ended on certain dates and to present information about the
subsidiary’s management’s current expectations and plans relating to the future
and the reader is cautioned that such statements may not be appropriate for
other purposes.
By its nature, forward-looking information is subject to inherent risks and
uncertainties that may be general or specific and which give rise to the
possibility that expectations, forecasts, predictions, projections or conclusions
will not prove to be accurate, that assumptions may not be correct and that
objectives, strategic goals and priorities will not be achieved.
For further information provided by the subsidiary as to the material factors
that could cause actual results to differ materially from the content of forwardlooking statements, the material factors and assumptions that were applied
in making the forward-looking statements, and the subsidiary’s policy for
updating the content of forward-looking statements, please see the attached
documents, including the section entitled Cautionary Note Regarding ForwardLooking Information. The reader is cautioned to consider these factors and
assumptions carefully and not to put undue reliance on forward-looking
statements.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
This Management’s Discussion and Analysis (MD&A) presents
management’s view of the ﬁnancial condition, results of operations
and cash ﬂows of Great-West Lifeco Inc. (Lifeco or the Company)
for the three months and twelve months ended December 31,
2012 compared to the same periods in 2011, and with the three
months ended September 30, 2012. The MD&A provides an overall
discussion, followed by analysis of the performance of Lifeco’s
three major reportable segments: Canada, United States (U.S.)
and Europe.

BUSINESSES OF LIFECO
Lifeco has operations in Canada, the United States, Europe and
Asia through The Great-West Life Assurance Company (GreatWest Life), London Life Insurance Company (London Life), The
Canada Life Assurance Company (Canada Life), Great-West Life &
Annuity Insurance Company (Great-West Financial), and Putnam
Investments, LLC (Putnam).

GREAT-WEST LIFECO INC.

In Canada, Great-West Life and its operating subsidiaries, London
Life and Canada Life (owned through holding companies London
Insurance Group Inc. (LIG) and Canada Life Financial Corporation
(CLFC) respectively), offer a broad portfolio of ﬁnancial and
beneﬁt plan solutions for individuals, families, businesses and
organizations, through a network of Freedom 55 FinancialTM and
Great-West Life ﬁnancial security advisors, and through a multichannel network of brokers, advisors, managing general agencies
and ﬁnancial institutions.
In the U.S., Great-West Financial is a leading provider of
employer-sponsored retirement savings plans in the public/
non-proﬁt and corporate sectors. It also provides annuity and
life insurance products for individuals and businesses, as well as
fund management, investment and advisory services. Its products
and services are marketed nationwide through its sales force,
brokers, consultants, advisors, third-party administrators and
ﬁnancial institutions. Putnam provides investment management,
certain administrative functions, distribution, and related services

through a broad range of investment products, including the
Putnam Funds, its own family of mutual funds which are offered
to individual and institutional investors.
In Europe, Canada Life is broadly organized along geographically
deﬁned market segments and offers protection and wealth
management products, including payout annuity products, and
reinsurance. The Europe segment comprises two distinct business
units: Insurance & Annuities, which consists of operations in
the United Kingdom, Isle of Man, Ireland and Germany; and
Reinsurance, which operates primarily in the United States,
Barbados and Ireland. Reinsurance products are provided through
Canada Life, London Life and their subsidiaries.
In Asia, Putnam has a 10% interest in Nissay Asset Management
(NAM), a partnership with Nippon Life Insurance Company.
Putnam predominantly acts as a sub-advisor for certain retail
mutual funds distributed by NAM and also manages pension fund
assets for NAM clients.
Lifeco currently has no other holdings and currently carries on no
business or activities unrelated to its holdings in Great-West Life,
London Life, Canada Life, Great-West Financial, Putnam and their
subsidiaries. However, Lifeco is not restricted to investing in those
companies and may make other investments in the future.

BASIS OF PRESENTATION AND SUMMARY OF
ACCOUNTING POLICIES
The consolidated ﬁnancial statements of Lifeco, which are the
basis for data presented in this report, have been prepared in
accordance with International Financial Reporting Standards
(IFRS) unless otherwise noted and are presented in millions of
Canadian dollars unless otherwise indicated. This MD&A should
be read in conjunction with the Company’s consolidated ﬁnancial
statements for the period ended December 31, 2012.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING INFORMATION
This MD&A contains some forward-looking statements about the Company, including its business operations, strategy and expected ﬁnancial performance and condition.
Forward-looking statements include statements that are predictive in nature, depend upon or refer to future events or conditions, or include words such as “expects”,
“anticipates”, “intends”, “plans”, “believes”, “estimates” and similar expressions or negative versions thereof. In addition, any statement that may be made concerning
future ﬁnancial performance (including revenues, earnings or growth rates), ongoing business strategies or prospects, and possible future actions by the Company, including
statements made with respect to the expected beneﬁts of acquisitions and divestitures, are also forward-looking statements. Forward-looking statements are based on
expectations and projections about future events that were current at the time of the statements and are inherently subject to, among other things, risks, uncertainties and
assumptions about the Company, economic factors and the ﬁnancial services industry generally, including the insurance and mutual fund industries. They are not guarantees
of future performance, and actual events and results could differ materially from those expressed or implied by forward-looking statements due to, but not limited to,
important factors such as sales levels, premium income, fee income, expense levels, mortality experience, morbidity experience, policy lapse rates, taxes, general economic,
political and market factors in North America and internationally, interest and foreign exchange rates, global equity and capital markets, business competition, technological
change, changes in government regulations, changes in accounting policies and the effect of applying future accounting policy changes, unexpected judicial or regulatory
proceedings, catastrophic events, and the Company’s ability to complete strategic transactions and integrate acquisitions. The reader is cautioned that the foregoing list of
important factors is not exhaustive, and there may be other factors, including factors set out in this MD&A under “Risk Management and Control Practices” and “Summary
of Critical Accounting Estimates” and any listed in other ﬁlings with securities regulators, which are available for review at www.sedar.com. The reader is also cautioned to
consider these and other factors carefully and not to place undue reliance on forward-looking statements. Other than as speciﬁcally required by applicable law, the Company
does not intend to update any forward-looking statements whether as a result of new information, future events or otherwise.

CAUTIONARY NOTE REGARDING NON-IFRS FINANCIAL MEASURES
This MD&A contains some non-IFRS ﬁnancial measures. Terms by which non-IFRS ﬁnancial measures are identiﬁed include, but are not limited to, “operating earnings”,
“constant currency basis”, “premiums and deposits”, “sales”, and other similar expressions. Non-IFRS ﬁnancial measures are used to provide management and investors
with additional measures of performance. However, non-IFRS ﬁnancial measures do not have standard meanings prescribed by IFRS and are not directly comparable to similar
measures used by other companies. Please refer to the appropriate reconciliations of these non-IFRS ﬁnancial measures to measures prescribed by IFRS.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

C O N S O L I DATED O P E R AT I N G R E S U LT S
Selected consolidated financial information
As at or for the three months ended
Dec. 31
2012

(in Canadian $ millions, except for per share amounts)

Premiums and deposits:
Life insurance, guaranteed annuities
and insured health products
Self-funded premium equivalents
(ASO contracts)
Segregated funds deposits:
Individual products
Group products
Proprietary mutual funds & institutional deposits

$

Total premiums and deposits
Fee and other income
Paid or credited to policyholders
Operating earnings – common shareholders
Net earnings – common shareholders

4,827

Sept. 30
2012

$

4,940

For the twelve months ended

Dec. 31
2011

$

Dec. 31
2012

4,334

$ 18,820

Dec. 31
2011

$

17,293

677

631

651

2,666

2,645

2,072
2,216
6,880

1,490
1,681
6,779

1,829
1,777
5,624

6,557
7,262
24,496

7,345
6,117
28,888

16,672

15,521

14,215

59,801

62,288

767
5,122
493
353

720
6,607
520
520

740
6,340
500
624

2,945
22,451
1,955
1,815

2,903
23,043
1,898
2,022

Per common share
$

0.520
0.373
0.3075
13.18

$

0.547
0.547
0.3075
13.01

$

0.528
0.657
0.3075
12.61

$

2.059
1.912
1.2300

$

2.000
2.129
1.2300

Return on common shareholders’ equity (trailing four quarters*)
Net operating earnings
Net earnings

15.9%
14.7%

16.1%
17.1%

16.6%
17.6%

$ 253,718
134,598

$ 249,043
131,604

$ 238,768
125,390

388,316
157,455

380,647
151,604

364,158
137,807

Total assets under administration

$ 545,771

$ 532,251

$ 501,965

Total equity

$ 17,586

$

$

Total assets
Proprietary mutual funds and institutional net assets
Total assets under management
Other assets under administration

17,004

GREAT-WEST LIFECO INC.

Operating earnings
Basic earnings
Dividends paid
Book value

16,104

The Company uses operating earnings, a non-IFRS ﬁnancial measure, which excludes the impact of certain litigation provisions
described in note 30 to the Company’s December 31, 2012 consolidated ﬁnancial statements.
* Return on common shareholders’ equity is the trailing four quarter calculation of net earnings divided by common shareholders’ equity.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

LIFECO 2012 HIGHLIGHTS

NET EARNINGS

s 4OTAL ASSETS UNDER ADMINISTRATION !5! GREW TO NEARLY
$546 billion, up 8.7% from December 31, 2011.

Consolidated net earnings of Lifeco include the net earnings of
The Great-West Life Assurance Company (Great-West) and its
operating subsidiaries London Life Insurance Company (London
Life) and The Canada Life Assurance Company (Canada Life);
Great-West Life & Annuity Insurance Company (Great-West
Financial) and Putnam Investments, LLC (Putnam), together with
Lifeco’s Corporate operating results.

s /PERATING EARNINGS GREW TO   MILLION AN INCREASE OF 
from the previous year despite continued low interest rates and
other challenging market conditions.
s 4HE #OMPANY ACHIEVED A RETURN ON COMMON SHAREHOLDERS
EQUITY OF  BASED ON OPERATING EARNINGS WHICH CONTINUES
to rank among the strongest in the ﬁnancial services sector.
s $URING  THE CREDIT RATINGS FOR ,IFECO AND ITS MAJOR
operating subsidiaries were maintained by Fitch Ratings, AM
Best Company, DBRS Limited, Moody’s Investor Service and
Standard & Poor’s Rating Services. The Company continues to
receive strong ratings relative to its North American peer group
resulting from its conservative risk proﬁle, stable net earnings
and consistent dividend track record.
s 1UARTERLY DIVIDENDS ON ,IFECOS COMMON SHARES REMAINED
unchanged during 2012, with payout ratios based on operating
EARNINGS STEADILY DECLINING SINCE  TO THE CURRENT LEVEL
OF 

GREAT-WEST LIFECO INC.

s 4HE #OMPANY REMAINED WELL CAPITALIZED DESPITE THE CONTINUING
low interest rate environment and volatility in equity markets.
Lifeco’s major Canadian operating subsidiary, the Great-West
Life Assurance Company, reported a Minimum Continuing
Capital and Surplus Requirements (MCCSR) of 207% at
December 31, 2012. This measure of capital strength remains at
the upper end of Lifeco’s target operating range.
s !T $ECEMBER   ,IFECO HELD CASH AND CASH EQUIVALENTS
of approximately $0.5 billion at the holding company level
which includes an intercompany loan repaid on January 15,
2013. As this cash is held at the holding company level, it is not
reﬂected in the regulatory capital ratios of Lifeco’s operating
subsidiaries. It augments Lifeco’s capital and liquidity position,
thereby enhancing Lifeco’s capability to take advantage of
market opportunities.

Subsequent Event – Contingent Liability
4HE /NTARIO 3UPERIOR #OURT OF *USTICE RELEASED A DECISION ON
January 24, 2013, in regard to the involvement of the participating
accounts of Great-West Lifeco subsidiaries London Life Insurance
Company and The Great-West Life Assurance Company in the
lNANCING OF THE ACQUISITION OF ,ONDON )NSURANCE 'ROUP IN 
This matter is more fully described in note 30 to the Company’s
consolidated ﬁnancial statements. During the subsequent event
period, the Company established an incremental provision of
$140 million after-tax in the common shareholders account. The
#OMPANY NOW HOLDS  MILLION IN AFTER TAX PROVISIONS FOR THESE
legal proceedings.

8

Lifeco’s net earnings attributable to common shareholders for the
three-month period ended December 31, 2012 were $353 million
COMPARED TO  MILLION REPORTED A YEAR AGO /N A PER SHARE BASIS
this represents $0.373 per common share ($0.372 diluted) for the
fourth quarter of 2012 compared to $0.657 per common share
($0.651 diluted) a year ago. Fourth quarter 2012 results include the
above litigation provision adjustment, which negatively impacted
net earnings by $140 million. Fourth quarter 2011 results include
the impact of litigation provisions which increased net earnings
by $124 million.
For the twelve months ended December 31, 2012, Lifeco’s net
earnings attributable to common shareholders were $1,815 million
COMPARED TO   MILLION REPORTED A YEAR AGO /N A PER SHARE
BASIS THIS REPRESENTS  PER COMMON SHARE  DILUTED
FOR  COMPARED TO  PER COMMON SHARE  DILUTED
a year ago.

OPERATING EARNINGS
/PERATING EARNINGS ATTRIBUTABLE TO THE COMMON SHAREHOLDERS FOR
THE THREE MONTHS ENDED $ECEMBER   WERE  MILLION
COMPARED TO  MILLION REPORTED A YEAR AGO /N A PER SHARE
basis, this represents $0.520 per common share ($0.518 diluted)
for the fourth quarter of 2012 compared to $0.528 per common
share ($0.523 diluted) a year ago.
/PERATING EARNINGS ATTRIBUTABLE TO THE COMMON SHAREHOLDERS FOR
THE TWELVE MONTHS ENDED $ECEMBER   WERE   MILLION
COMPARED TO   MILLION REPORTED A YEAR AGO AN INCREASE OF 
/N A PER SHARE BASIS THIS REPRESENTS  PER COMMON SHARE
($2.046 diluted) for 2012 compared to $2.000 per common share
 DILUTED A YEAR AGO
/PERATING EARNINGS A NON )&23 MEASURE EXCLUDE THE IMPACT OF
the litigation provision adjustment of $140 million after-tax or
$0.147 per common share in the fourth quarter of 2012 as well as
the impact of litigation provisions which increased net earnings in
THE FOURTH QUARTER OF  BY  MILLION AFTER TAX OR  PER
common share.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Net earnings – common shareholders
For the three months ended
Dec. 31
2012

Canada
Individual Insurance
Wealth Management
Group Insurance
Canada Corporate

$

Sept. 30
2012

11
69
136
47

$

263
United States
Financial Services
Asset Management
U.S. Corporate
Europe
Insurance & Annuities
Reinsurance
Europe Corporate

Lifeco Corporate
Certain litigation provisions (1)

41
80
101
22

$

187
299
439
115

$

293
267
375
51

96
(19)
–

91
(4)
–

87
(8)
–

365
(40)
–

355
15
–

77

87

79

325

370

92
64
(4)

104
61
–

117
73
(9)

410
215
(7)

445
130
(13)

165

181

618

562

1

(13)

(4)

493

520

500

–

124

353

$

520

$

624

1,040

986

(28)

(20)

1,955

1,898

(140)
$

1,815

124
$

2,022

(1) Certain litigation provisions as noted in the Lifeco Corporate Operating Results section of the document.
* During 2012, the Company reallocated certain income tax and expense items initially recorded in Corporate sections to the business units of the respective segment to improve the alignment with revenues.
The comparative ﬁgures reﬂect the revised allocations where applicable.

The information in the table is a summary of results for net earnings of the Company. Additional commentary regarding net earnings is
INCLUDED IN THE 3EGMENTED /PERATING 2ESULTS

MARKET IMPACTS
Interest Rate Environment
The interest rate environment in countries where the company
operates remained challenging as rates were largely unchanged
in the fourth quarter, having generally declined over the ﬁrst nine
months of 2012 through a tightening of credit spreads and modest
reductions in government yields. During the fourth quarter,
small increases in mid to longer dated government yields were
generally offset by a further tightening of credit spreads. There
were no material changes to margins for reinvestment risk in the
FOURTH QUARTER /VER THE FULL YEAR INCREASED MARGINS FOR FUTURE
reinvestment risk caused a decrease in net earnings of $78 million,
INCLUDING  MILLION IN #ANADA IN RESPONSE TO THE DECLINING LONG
TERM YIELDS AND  MILLION IN %UROPE

Equity Markets
Equity markets started strongly in 2012, experienced weakness in
the second quarter and had a good second half of the year. The
major equity indices ﬁnished the year up 4.0% in Canada, up
13.4% in the United States, and up 5.8% in the United Kingdom.
Comparing 2012 to 2011, the average equity market levels were
higher in the United States and the United Kingdom and lower
in Canada.

As equity markets strengthened in 2012, the Company
experienced slightly better than expected asset-based fee income
and decreased cost of guarantees of death, maturity, or income
beneﬁts on certain wealth management products offered by the
Company. In the fourth quarter, the impact was immaterial relative
to the Company’s expectations. The fair value of the common
stocks backing products with long-tail liabilities were generally
consistent with the Company’s expectations.

Foreign Currency
During 2012, foreign currency translation did not materially
impact the Company’s net earnings.

Credit Markets
During 2012, the Company’s credit experience remained
relatively stable even though credit ratings of many European
and non-European ﬁnancial institutions continued to experience
downgrades and the global economic recovery continued to
be slow.
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$

$

Dec. 31
2011*

244

(140)

Net earnings

83
82
119
(3)

Dec. 31
2012

281

152

Operating earnings

For the twelve months ended
Dec. 31
2011*
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Credit markets impact on common shareholders’ net earnings (after-tax)
For the three months ended December 31, 2012

For the twelve months ended December 31, 2012

Charges for
future credit losses
in insurance
contract
liabilities

Charges for
future credit losses
in insurance
contract
liabilities

Impairment
(charges)/
recoveries

Total

Total

Canada
United States
Europe

$

4
(2)
(7)

$

(5)
(5)
(22)

$

(1)
(7)
(29)

$

3
17
7

$

(8)
(5)
(34)

$

(5)
12
(27)

Total

$

(5)

$

(32)

$

(37)

$

27

$

(47)

$

(20)

In the fourth quarter of 2012, impairment activity negatively
impacted common shareholders’ net earnings by $5 million.
Changes in credit ratings in the Company’s bond portfolio
resulted in a net increase in actuarial provisions for future credit
losses in insurance contract liabilities, which negatively impacted
common shareholders’ net earnings by $32 million. In-quarter
downgrade activity reﬂects rating agency downgrades of a number
of ﬁnancial institutions as well as certain holdings related to the
U.K. hospitality industry.

GREAT-WEST LIFECO INC.

Impairment
(charges)/
recoveries

For the twelve months ended December 31, 2012, the Company
experienced net recoveries on impaired assets which positively
impacted common shareholders’ net earnings by $27 million.
New impairments in-year were minimal with releases of actuarial
provisions for future credit losses exceeding the actual impaired
amount, thereby positively impacting common shareholders’ net
earnings by $5 million.

in actuarial provisions for future credit losses in insurance contract
liabilities, which negatively impacted common shareholders’ net
earnings by $47 million. Year-to-date downgrade activity reﬂects
rating agency downgrades as discussed for the fourth quarter.

PREMIUMS AND DEPOSITS AND SALES
Premiums and deposits include premiums on risk-based insurance
and annuity products, premium equivalents on self-funded group
INSURANCE ADMINISTRATIVE SERVICES ONLY !3/ CONTRACTS DEPOSITS
on individual and group segregated fund products and deposits
on proprietary mutual funds and institutional accounts.
Sales include 100% of single premium and annualized recurring
premium on risk-based and annuity products, deposits on
individual and group segregated fund products, deposits on
proprietary mutual funds and institutional accounts and deposits
on non-proprietary mutual funds.

For the twelve months ended December 31, 2012 changes in credit
ratings in the Company’s bond portfolio resulted in a net increase
Premiums and deposits
For the three months ended
Dec. 31
2012

Canada
Individual Insurance
Wealth Management
Group Insurance

$

United States
Financial Services
Asset Management
Europe
Insurance & Annuities
Reinsurance

1,037
2,869
1,880

Sept. 30
2012

$

$

985
2,134
1,812

Dec. 31
2012

$

3,926
9,382
7,453

Dec. 31
2011

$

3,673
8,542
7,166

5,786

4,852

4,931

20,761

19,381

1,712
6,683

1,659
6,630

1,761
5,455

6,234
23,784

5,827
28,164

8,395

8,289

7,216

30,018

33,991

1,567
924

1,180
1,200

1,181
887

5,021
4,001

5,407
3,509

2,491
Total

971
2,021
1,860

For the twelve months ended
Dec. 31
2011

$ 16,672

2,380
$

15,521

$

2,068

9,022

14,215

$ 59,801

8,916
$

62,288

Sales
For the three months ended
Dec. 31
2012

Canada
United States
Europe
Total

$

Sept. 30
2012

For the twelve months ended
Dec. 31
2011

2,678
9,533
1,289

$

2,022
9,071
866

$

2,301
8,890
881

$ 13,500

$

11,959

$

12,072

Dec. 31
2012

$

Dec. 31
2011

9,298
33,512
3,738

$

8,944
36,834
4,144

$ 46,548

$

49,922

The information in the table is a summary of results for the Company’s premiums and deposits and sales. Additional commentary
REGARDING PREMIUMS AND DEPOSITS AND SALES IS INCLUDED IN THE 3EGMENTED /PERATING 2ESULTS
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NET INVESTMENT INCOME
Net investment income
For the three months ended
Dec. 31
2012

Investment income earned (net of investment properties expenses)
Recovery (provision) of credit losses on loans and receivables
Net realized gains

$

Regular investment income

1,357
(6)
29

Sept. 30
2012

$

1,380

Investment expenses
Changes in fair value through proﬁt or loss

$

1,444

(19)

Regular net investment income

1,402
15
27

For the twelve months ended
Dec. 31
2011

1,348
2
32

Dec. 31
2012

$

1,382

5,556
9
163

Dec. 31
2011

$

5,443
13
151

5,728

5,607

(19)

(17)

1,361

1,425

1,365

5,653

5,538

182

1,551

1,564

2,643

4,164

2,976

$

2,929

$

8,296

$

9,702

Net investment income in the fourth quarter of 2012, which
includes changes in fair value through proﬁt or loss, decreased
by $1,386 million compared to the same period last year. The
change in fair values in the fourth quarter of 2012 was an increase
of $182 million compared to an increase of $1,564 million for
the fourth quarter of 2011 reﬂecting a smaller decline in interest
rates than the prior period. Investment properties fair values
increased by $13 million in the fourth quarter of 2012 compared
to $16 million in the fourth quarter of 2011. Continued strong
real estate fundamentals resulted in increases in fair values in the
Company’s Canadian portfolio of $10 million and fair values on
investment properties in its European portfolio were relatively
stable increasing by $3 million.

an increase in fair values of $4,164 million in 2011. Interest rates
declined at a slower pace in 2012 as compared to 2011 resulting
in a smaller increase in bond investment fair values in 2012.
This was somewhat offset by increasing stock fair values as
equity markets rose in 2012. Investment properties fair values in
the Canadian portfolio increased by $134 million and decreased
by $30 million in the European portfolio in 2012 compared to
increases of $102 million and $41 million, respectively, in 2011.
The net increase represents 3% return on the total investment
property portfolio in 2012 compared to 4% in 2011.
Regular net investment income increased by $115 million
compared to the same period last year. Higher income from
asset growth and the non-recurrence of the litigation provision
previously mentioned above was partly offset by lower ﬁxed
income yields. Realized gains on available-for-sale securities were
$126 million in 2012 compared to $124 million in 2011.
Net investment income in the fourth quarter of 2012 was lower
by $1,433 million than the third quarter of 2012, primarily due to
net increases in fair values of $182 million in the fourth quarter of
2012 compared to a net increase of $1,551 million in the previous
quarter. The fair value of the Company’s bond investments
increased less in the fourth quarter of 2012 as the tightening of
corporate spreads was mostly offset by increasing government
bond rates in the period. This compares to the third quarter
of 2012 where both corporate spreads and government bond
rates declined.
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$

For the twelve months ended December 31, 2012 net investment
income decreased by $1,406 million compared to the same
period last year. The change in fair values for the twelve month
period was an increase of $2,643 million in 2012 compared to

$

(69)

Net investment income

Regular net investment income in the fourth quarter of 2012,
which excludes changes in fair value through proﬁt or loss,
was consistent with the same period last year decreasing by
$4 million. The impact of currency movement due to a
strengthening Canadian dollar and lower ﬁxed income yields
driven by the continuing low interest rate environment resulted in
a decrease to regular net investment income in 2012. Regular net
investment income in the fourth quarter of 2011 was reduced by a
provision for the settlement of litigation relating to the Company’s
investment in a USA based private equity ﬁrm.

1,543

(75)

11

C 7

08/03/13 3:50 PM
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FEE AND OTHER INCOME

PAID OR CREDITED TO POLICYHOLDERS

In addition to providing traditional risk-based insurance products,
the Company also provides certain products on a fee-for-service
basis. The most signiﬁcant of these products are segregated funds
and mutual funds, for which the Company earns investment
management fees on assets managed and other fees, as well as
!3/ CONTRACTS UNDER WHICH THE #OMPANY PROVIDES GROUP BENElT
plan administration on a cost-plus basis.
Fee and other Income
For the three
months ended

For the twelve
months ended

Dec. 31

Sept. 30

Dec. 31

Dec. 31

Dec. 31

2012

2012

2011

2012

2011

Canada
Segregated funds,
mutual funds
and other
$
ASO contracts

246

$

235

$

231

$

952

$

941

37

36

35

149

147

283

271

266

1,101

1,088

314

304

304

1,226

1,232

170

145

170

618

583

740

$ 2,945

$ 2,903

United States

GREAT-WEST LIFECO INC.

Segregated funds,
mutual funds
and other
Europe
Segregated funds,
mutual funds
and other
Total fee and
other income

$

767

$

720

$

The information in the table is a summary of results of gross
fee and other income for the Company. Additional commentary
regarding fee and other income is included in the Segmented
/PERATING 2ESULTS

Paid or credited to policyholders
For the three
months ended

Canada

For the twelve
months ended

Dec. 31

Sept. 30

Dec. 31

Dec. 31

Dec. 31

2012

2012

2011

2012

2011

$ 2,171

$ 2,733

$ 3,255

$ 9,770

$ 10,971

United States

1,163

1,246

956

4,437

4,229

Europe

1,788

2,628

2,129

8,244

7,843

$ 5,122

$ 6,607

$ 6,340

$ 22,451

$ 23,043

Total

Amounts paid or credited to policyholders include life and health
claims, policy surrenders, annuity and maturity payments,
segregated funds guarantee payments, policyholder dividend
and experience refund payments and changes in insurance and
investment contract liabilities. The change in contract liabilities
includes the impact of changes in fair value of certain invested
assets, excluding impairments, backing those liabilities as well
as changes in the provision for future credit losses. The amounts
DO NOT INCLUDE BENElT PAYMENTS FOR !3/ CONTRACTS OR SEGREGATED
funds and mutual funds.
For the three months ended December 31, 2012, consolidated
amounts paid or credited to policyholders were $5.1 billion,
including $4.3 billion of policyholder beneﬁt payments and
an $852 million increase in contract liabilities. The decrease of
$1.2 billion from the same period in 2011 consisted of a
$1.3 billion contract liability decrease, largely driven by fair value
adjustments to insurance contract liabilities as a result of changes
in interest rates in Canada, the U.S. and Europe partially offset by a
$71 million increase in beneﬁt payments.
For the twelve months ended December 31, 2012 consolidated
amounts paid or credited to policyholders were $22.5 billion,
including $17.4 billion of policyholder beneﬁt payments and
a $5.1 billion increase in contract liabilities. The decrease of
 MILLION FROM THE SAME PERIOD IN  CONSISTED OF A
$1.2 billion contract liability decrease, largely driven by fair value
adjustments to insurance contract liabilities as a result of changes
in interest rates in Canada, the U.S. and Europe partially offset by
a $613 million increase in beneﬁt payments.
Compared to the previous quarter, consolidated amounts paid or
credited to policyholders decreased by $1.5 billion. The decrease
consisted of a $1.5 billion of contract liability decrease, largely
driven by fair value adjustments to insurance contract liabilities as
a result of changes in interest rates in Canada, the U.S. and Europe
partially offset by a $23 million increase in beneﬁt payments.
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OTHER BENEFITS AND EXPENSES

INCOME TAXES

Other benefits and expenses
For the three
months ended
Dec. 31
2012

Commissions

$

515

$

Dec. 31
2011

653

640

2,572

2,448

75

74

76

293

264

71

70

73

285

289

Financing charges

441

Dec. 31
2012

$ 1,548

Premium taxes

$

Dec. 31
2011

$ 1,781

642

Total

Sept. 30
2012

409

Operating and
administrative
expenses*

Amortization of ﬁnite
life intangible assets

For the twelve
months ended

24

25

28

103

100

$ 1,327

$ 1,263

$ 1,226

$ 5,034

$ 4,649

* Operating and administrative expenses for the period ended December 31, 2011 exclude the impact
of the participating account litigation.

/THER BENElTS AND EXPENSES FOR THE FOURTH QUARTER OF 
increased by $101 million compared to the fourth quarter of 2011
primarily as a result of commissions related to increased sales
and premiums in Canada and new life retrocession agreements
in Europe.

For the twelve months ended December 31, 2012, other beneﬁts
and expenses increased by $385 million compared to the full
year 2011. The increase is mainly attributable to an increase
in commissions as a result of increased sales and premiums in
Canada and new life retrocession agreements in Europe. Higher
operating expenses in Putnam also contributed to the increase.
The Putnam operating expense increase primarily relates to the
year-over-year changes in fair value adjustments to share-based
COMPENSATION OF  MILLION

The effective income tax rate for the fourth quarter of 2012 is lower
than the same period last year due to a reduction in the statutory
corporate income tax rates in Canada from 28% to 26.5%. The
Company recorded $18 million of deferred income tax assets
related to temporary differences and unused tax losses that were
recognized during the fourth quarter of 2012. As a result, the
Company’s effective income tax rate for the fourth quarter was
reduced by 3%.
The Company had an effective income tax rate of 14% for the twelve
months ended December 31, 2012 compared to 17% for the same
period in 2011. During the second quarter of 2012 the Company
entered into an audit agreement with the Canada Revenue Agency
(CRA). The audit agreement resolved several outstanding issues
including transfer pricing and other international taxation matters
for taxation years 2004 to 2011. The Company held uncertain tax
position reserves for these items which, upon release, resulted
in a positive earnings impact of $47 million and which reduced
the effective income tax rate for the twelve months ended
December 31, 2012 by 2%.
The fourth quarter effective income tax rate was lower than in the
third quarter of 2012 due to a higher percentage of the Company’s
income in the fourth quarter of 2012 consisting of non-taxable
investment income and income subject to lower rates of income
tax in foreign jurisdictions. In addition, the Company recorded
$18 million of deferred income tax assets related to temporary
differences and unused tax losses that were recognized during
the fourth quarter of 2012 which reduced the Company’s effective
income tax rate for the fourth quarter by 3%.
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Compared to the third quarter of 2012, other beneﬁts and expenses
increased by $64 million for the same reason as indicated in the
in-quarter results above.

The Company had an effective income tax rate of 14% for the
fourth quarter of 2012 compared to 18% in the previous quarter
AND  IN THE FOURTH QUARTER OF  4HE EFFECTIVE INCOME TAX
rates are generally lower than the Company’s statutory income tax
rate of 26.5% due to beneﬁts related to non-taxable investment
income and lower income tax in foreign jurisdictions.
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C O N S O L I D AT E D F I N A N C I A L P O S I T I O N
ASSETS
Assets under administration
December 31, 2012
Canada

United States

Europe

Total

$ 58,461
5,098
3,434
54,341

$ 28,722
1,721
3,311
23,809

$ 32,828
1,693
13,502
26,798

$ 120,011
8,512
20,247
104,948

Total assets
Proprietary mutual funds and institutional net assets

121,334
3,585

57,563
131,013

74,821
–

253,718
134,598

Total assets under management
Other assets under administration

124,919
13,184

188,576
144,164

74,821
107

388,316
157,455

$ 138,103

$ 332,740

$ 74,928

$ 545,771

Canada

United States

Assets
Invested assets
Goodwill and intangible assets
Other assets
Segregated funds net assets

Total assets under administration

December 31, 2011

GREAT-WEST LIFECO INC.

Assets
Invested assets
Goodwill and intangible assets
Other assets
Segregated funds net assets

$

56,374
5,089
3,453
49,622

$

27,403
1,769
3,050
22,359

Europe

$

Total

30,851
1,697
12,500
24,601

$ 114,628
8,555
19,003
96,582

Total assets
Proprietary mutual funds and institutional net assets

114,538
3,318

54,581
122,072

69,649
–

238,768
125,390

Total assets under management
Other assets under administration

117,856
11,458

176,653
126,247

69,649
102

364,158
137,807

$ 129,314

$ 302,900

69,751

$ 501,965

Total assets under administration

Total assets under administration at December 31, 2012 increased
by $43.8 billion from December 31, 2011. Segregated funds
increased by $8.4 billion and proprietary mutual funds and
INSTITUTIONAL NET ASSETS INCREASED BY  BILLION PRIMARILY AS
a result of lower government bond rates and, to a lesser extent,
HIGHER 53 EQUITY MARKET LEVELS /THER ASSETS UNDER ADMINISTRATION
INCREASED BY  BILLION PRIMARILY AS A RESULT OF NEW PLAN SALES
and improved U.S. equity market levels. Invested assets increased
by $5.4 billion primarily due to asset growth and an increase in
bond fair values as a result of lower government bond rates.
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INVESTED ASSETS
The Company manages its general fund assets to support the cash
ﬂow, liquidity and proﬁtability requirements of the Company’s
insurance and investment products. The Company follows
prudent and conservative investment policies, so that assets are
not unduly exposed to concentration, credit or market risks. The
Company implements strategies within the overall framework
of the Company’s policies, reviewing and adjusting them on an
ongoing basis in light of liability cash ﬂows and capital market
conditions. The majority of investments of the general fund
are in medium-term and long-term ﬁxed income investments,
primarily bonds and mortgages, reﬂecting the characteristics of
the Company’s liabilities.
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Invested asset distribution
December 31, 2012
Canada

Bonds
Government & related
Corporate & other

$ 16,028
19,522

United States

$

Europe

Total

5,655
14,952

$ 11,235
15,144

$ 32,918
49,618

27 %
41

Sub-total bonds

35,550

20,607

26,379

82,536

68

Mortgages
Stocks
Investment properties

11,908
6,529
1,315

3,060
279
8

2,907
290
2,202

17,875
7,098
3,525

15
6
3

55,302

23,954

31,778

111,034

92

671
2,488

250
4,518

974
76

1,895
7,082

2
6

$ 58,461

$ 28,722

$ 32,828

$ 120,011

Canada

United States

Sub-total portfolio investments
Cash and cash equivalents
Loans to policyholders
Total invested assets

100 %

December 31, 2011

Bonds
Government & related
Corporate & other

$

15,821
18,410

$

5,170
14,275

Europe

$

10,797
13,600

Total

$

31,788
46,285

28 %
40

34,231

19,445

24,397

78,073

68

Mortgages
Stocks
Investment properties

12,020
6,089
1,067

2,810
318
8

2,602
297
2,126

17,432
6,704
3,201

15
6
3

53,407

22,581

29,422

105,410

92

498
2,470

206
4,615

1,352
77

2,056
7,162

2
6

30,851

$ 114,628

Sub-total portfolio investments
Cash and cash equivalents
Loans to policyholders
Total invested assets

$

56,375

$

27,402

$

100 %

At December 31, 2012 total invested assets were $120.0 billion,
an increase of $5.4 billion from December 31, 2011 primarily
due to asset growth and increases in bond fair values as a result

of lower government bond rates. The distribution of assets has
not changed signiﬁcantly and remains heavily weighted to bonds
and mortgages.

GREAT-WEST LIFECO INC.

Sub-total bonds

Bond portfolio quality
December 31, 2012

AAA
AA
A
BBB
BB or lower
Total

Bond portfolio – It is the Company’s policy to acquire only
investment grade bonds subject to prudent and well deﬁned
investment policies. The total bond portfolio, including shortterm investments, was $82.5 billion or 68% of invested assets at
December 31, 2012 and $78.1 billion or 68% at December 31, 2011.
Federal, provincial and other government securities represented
40% of the bond portfolio compared to 41% in 2011. The overall
QUALITY OF THE BOND PORTFOLIO REMAINED HIGH WITH  OF THE
portfolio rated investment grade and 80% rated A or higher.

December 31, 2011

$ 29,302
13,463
23,767
14,662
1,342

35 %
16
29
18
2

$

29,612
12,894
22,066
12,399
1,102

38 %
17
28
16
1

$ 82,536

100 %

$

78,073

100 %

Non-investment grade bonds in the portfolio are a result of
downgrades subsequent to acquisition. At December 31, 2012
non-investment grade bonds were $1.3 billion or 1.6% of the bond
portfolio compared to $1.1 billion or 1.4% of the bond portfolio
at December 31, 2011. The net increase in non-investment
grade bonds resulted from higher market values and net rating
downgrades partly offset by repayments and dispositions.
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HOLDINGS OF DEBT SECURITIES OF GOVERNMENTS
Carrying Value by Rating – December 31, 2012
AAA

Canada
U.K.
U.S.

$

9,017
9,082
5,865

$

3,423
903
1,146

GREAT-WEST LIFECO INC.

$

BB &
Lower

BBB

2,445
147
134

$

–
498
10

$

Total*

–
–
–

$

14,885
10,630
7,155

Amortized
Cost*

$

13,408
9,572
6,723

5,472

2,726

508

–

32,670

29,703

–
–
–
–
–

–
–
–
–
–

–
–
17
–
–

–
68
–
–
19

9
–
–
–
–

9
68
17
–
19

10
66
20
–
22

–

–

17

87

9

113

118

827
413
524
107
79
960
410

5
30
–
–
–
–
64

–
–
–
–
–
–
–

–
–
–
–
–
–
20

–
–
–
–
–
–
–

832
443
524
107
79
960
494

802
420
489
107
79
866
474

3,320
Total

A

23,964
Portugal
Ireland
Italy
Greece
Spain
Germany
France
Netherlands
Austria
Australia
Supranationals
All other (9 countries)

AA

$ 27,284

99
$

5,571

–
$

2,743

20
$

615

$

–

3,439

3,237

9

$ 36,222

$ 33,058

* Includes certain funds held by ceding insurers with a carrying value of $3,304 million and an amortized cost of $3,010 million.

At December 31, 2012, the Company held government and
government related debt securities (including certain assets
reported as funds held by ceding insurers) with an aggregate
carrying value of $36.2 billion compared to $35.4 billion at
December 31, 2011. Included in this portfolio are debt securities

issued by Portugal, Ireland, Italy and Spain, with an aggregate
carrying value of $113 million, down from $264 million at
December 31, 2011 primarily as a result of dispositions. The
Company does not hold any debt securities of the government
of Greece.

HOLDINGS OF DEBT SECURITIES OF BANKS AND OTHER FINANCIAL INSTITUTIONS
Carrying Value by Rating – December 31, 2012
AAA

Canada
U.K.
U.S.

$

Portugal
Ireland
Italy
Greece
Spain
Germany
France
Netherlands
Australia
All other (12 institutions)

59
220
–

AA

$

16

$

287
406
1,530

$

BB &
Lower

BBB

1,015
1,772
1,943

$

316
797
708

$

Total*

–
547
10

$

1,677
3,742
4,191

Amortized
Cost*

$

1,573
3,562
3,816

279

2,223

4,730

1,821

557

9,610

8,951

–
–
–
–
69

–
–
–
–
–

–
–
60
–
46

–
64
79
–
88

–
4
–
–
–

–
68
139
–
203

–
96
153
–
219

69

–

106

231

4

410

468

1
74
–
114
17

62
96
198
263
86

59
232
178
122
287

1
175
–
76
129

–
–
52
–
13

123
577
428
575
532

116
563
410
552
502

206
Total

A

554

705
$

2,928

878
$

5,714

381
$

2,433

$

65

2,235

2,143

626

$ 12,255

$ 11,562

Great-West Lifeco Inc. Annual Report 2012

C 12

PCC_2012Com_ENG03_GWL_2013-03-01_v2.indd C12

P O W E R C O R P O R AT I O N O F C A N A DA

08/03/13 3:50 PM

MANAGEMENT’S DISCUSSION AND ANALYSIS

Carrying Value by Seniority – December 31, 2012
Senior
Debt

Covered

Canada
U.K.
U.S.

$

Portugal
Ireland
Italy
Greece
Spain
Germany
France
Netherlands
Australia
All other (12 institutions)
Total

$

65
275
351

$

966
1,562
2,751

Subordinated
Debt

$

276
887
896

Upper Tier
Two

$

Capital
Securities

81
463
–

$

289
349
193

$

Contingent
Capital

$

–
206
–

Total*

$

1,677
3,742
4,191

Amortized
Cost*

$

1,573
3,562
3,816

691

5,279

2,059

544

831

206

9,610

8,951

–
64
31
–
74

–
–
29
–
–

–
–
17
–
56

–
–
–
–
35

–
4
62
–
38

–
–
–
–
–

–
68
139
–
203

–
96
153
–
219

169

29

73

35

104

–

410

468

63
171
–
125
32

3
130
333
301
202

57
131
27
107
153

–
38
28
–
97

–
107
40
42
48

–
–
–
–
–

123
577
428
575
532

116
563
410
552
502

391

969

475

163

237

–

2,235

2,143

1,251

$ 6,277

206

$ 12,255

$ 11,562

$

2,607

$

742

$

1,172

$

* Includes certain funds held by ceding insurers with a carrying value of $3,077 million and an amortized cost of $2,753 million.

$184 million are Sterling-denominated bonds issued by
U.K. domiciled Financial Services Authority (FSA) regulated
subsidiaries of Spanish ﬁnancial institutions. The Company does
not have any holdings of banks and other ﬁnancial institutions
domiciled in Greece or Portugal.
!T $ECEMBER    OF THE  BILLION CARRYING VALUE OF
debt securities invested in banks and other ﬁnancial institutions
was rated investment grade.

GREAT-WEST LIFECO INC.

At December 31, 2012, the Company held debt securities issued
by banks and other ﬁnancial institutions (including certain assets
reported as funds held by ceding insurers) with an aggregate
CARRYING VALUE OF  BILLION COMPARED TO  BILLION AT
December 31, 2011. Included in this portfolio is $410 million of
debt securities issued by banks and other ﬁnancial institutions
domiciled in Ireland, Italy and Spain, up from $408 million at
December 31, 2011 as a result of increasing fair values mostly
OFFSET BY DISPOSITIONS /F THE 3PANISH HOLDINGS OF  MILLION
Mortgage portfolio

December 31, 2012
Mortgage loans by type

Insured

Single family residential
Multi-family residential
Commercial
Total

Non-insured

$

1,044
2,389
226

$

$

3,659

632
1,969
11,615

December 31, 2011

Total

$

Total

1,676
4,358
11,841

9%
25
66

$

1,670
4,326
11,436

9%
25
66

$ 14,216

$ 17,875

100%

$

17,432

100%

Total

Canada

Commercial mortgages
December 31, 2012
Canada

U.S.

December 31, 2011

Europe

U.S.

Europe

Total

Retail & shopping centres
Ofﬁce buildings
Industrial
Other

$

3,239
1,431
1,848
464

$

403
272
1,301
163

$

1,247
639
444
390

$

4,889
2,342
3,593
1,017

$

3,204
1,519
1,907
392

$

393
255
1,243
107

$

1,103
656
265
392

$

4,700
2,430
3,415
891

Total

$

6,982

$ 2,139

$

2,720

$ 11,841

$

7,022

$

1,998

$

2,416

$

11,436
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Mortgage portfolio – It is the Company’s practice to acquire only
high quality commercial mortgages meeting strict underwriting
standards and diversiﬁcation criteria. The Company has a welldeﬁned risk rating system, which it uses in its underwriting
and credit monitoring processes for commercial mortgages.
Residential loans are originated by the Company’s mortgage

specialists in accordance with well-established underwriting
standards and are well diversiﬁed across each geographic region.
4HE TOTAL MORTGAGE PORTFOLIO WAS  BILLION OR  OF INVESTED
assets at December 31, 2012 compared to $17.4 billion or 15% of
invested assets at December 31, 2011. Total insured loans were
$3.7 billion or 20% of the mortgage portfolio.

Equity portfolio
Equity portfolio by type

December 31, 2012

Publicly traded stocks
Privately held equities (at cost)

$

60%
7

7,098
3,525

67%
33

$ 10,623

100%

Sub-total
Investment properties
Total

December 31, 2011

6,398
700

$

$

5,928
776

60%
8

6,704
3,201

68%
32

9,905

100%

Investment Properties
December 31, 2012

GREAT-WEST LIFECO INC.

Canada

U.S.

December 31, 2011

Europe

Total

Canada

U.S.

Europe

Total

Ofﬁce buildings
Industrial
Retail
Other

$

730
137
199
249

$

1
–
2
5

$

484
480
961
277

$

1,215
617
1,162
531

$

660
127
82
198

$

–
–
–
8

$

454
465
933
274

$

1,114
592
1,015
480

Total

$

1,315

$

8

$

2,202

$

3,525

$

1,067

$

8

$

2,126

$

3,201

Equity portfolio – The total equity portfolio was $10.6 billion
OR  OF INVESTED ASSETS AT $ECEMBER   COMPARED TO
 BILLION OR  OF INVESTED ASSETS AT $ECEMBER  
The equity portfolio consists of public stocks, private equity
and investment properties. Publicly traded stocks increased
approximately $0.5 billion in 2012 due to stock purchases and net
market value increases while privately held equities carried at cost
declined as a result of dispositions. The increase in investment
properties includes market value gains of $104 million in 2012
as well as net acquisitions.
Impaired investments

Impaired investments – Impaired investments include bonds in
default, bonds with deferred non-cumulative coupons, mortgages
in default or in the process of foreclosure, investment properties
acquired by foreclosure, and other assets where management no
longer has reasonable assurance that all contractual cash ﬂows
will be received.

December 31, 2012
Gross
amount

Impaired investments by type (1)
Fair value through proﬁt or loss
Available-for-sale
Loans and receivables
Total

December 31, 2011

Impaired
amount

Carrying
amount

Gross
amount

Impaired
amount

Carrying
amount

$

411
33
62

$

(46)
(6)
(21)

$

365
27
41

$

462
80
71

$

(172)
(29)
(36)

$

290
51
35

$

506

$

(73)

$

433

$

613

$

(237)

$

376

(1) Includes impaired amounts on certain funds held by ceding insurers.

The gross amount of impaired investments totaled $506 million or
0.4% of portfolio investments (including certain assets reported
as funds held by ceding insurers) at December 31, 2012 compared
with $613 million or 0.5% at December 31, 2011, a net decrease of
$107 million. Impaired investments decreased mostly as a result
of dispositions and repayments of $208 million which were partly
offset by in year impairments of $114 million.

18

The impaired amount at December 31, 2012 was $73 million
compared to $237 million at December 31, 2011, a decrease of
$164 million. The main contributors to the decrease were disposals
of previously impaired investments and increases in the fair
values of the remaining impaired investments.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Provision for future credit losses
As a component of insurance contract liabilities the total provision
for future credit losses is determined consistent with Canadian
Actuarial Standards of Practice and includes provisions for
adverse deviation.
At December 31, 2012, the total provision for future credit losses
IN INSURANCE CONTRACT LIABILITIES WAS   MILLION COMPARED TO
  MILLION AT $ECEMBER   AN INCREASE OF  MILLION
which primarily reﬂects a combination of credit rating activity and
normal business activity.
The aggregate of impairment provisions of $73 million
 MILLION AT $ECEMBER   AND   MILLION
($2,500 million at December 31, 2011) for future credit losses in
insurance contract liabilities represents 2.4% of bond and mortgage
assets at December 31, 2012 (2.6% at December 31, 2011).
Derivative Financial Instruments
There were no major changes to the Company’s policies and
procedures with respect to the use of derivative ﬁnancial
instruments in 2012. During the twelve month period ended
December 31, 2012 the outstanding notional amount of derivative
contracts increased by $1,724 million.
During the third quarter, the Company purchased equity put
OPTIONS WITH A $ECEMBER   NOTIONAL AMOUNT OF  MILLION
as a macro balance sheet credit hedge.

Goodwill and intangible assets

Other general fund assets
Other general fund assets
December 31
2012

2011

Funds held by ceding insurers
Other assets
Reinsurance assets
Deferred tax assets
Derivative ﬁnancial instruments
Owner occupied properties
Fixed assets

$ 10,537
4,893
2,064
1,088
997
514
154

$ 9,923
4,283
2,061
1,140
968
491
137

Total

$ 20,247

$ 19,003

Total other general fund assets at December 31, 2012 were
$20.2 billion, an increase of $1.2 billion from December 31, 2011.
The increase is primarily due to a $614 million increase in funds
held by ceding insurers and a $610 million increase in other assets.
The increase in funds held by ceding insurers is primarily as a
result of increases in fair values of the underlying assets and
currency movement.
/THER ASSETS COMPRISE SEVERAL ITEMS INCLUDING PREMIUMS IN THE
course of collection, prepaid amounts and accounts receivable.
Refer to note 12 to the Company’s annual consolidated ﬁnancial
statements for a breakdown of other assets.

Goodwill and intangible assets
December 31

Goodwill
Indeﬁnite life intangible assets
Finite life intangible assets
Total

2012

2011

$ 5,397
2,442
673

$ 5,401
2,482
672

$ 8,512

$ 8,555

Goodwill and intangible assets have decreased by $43 million
from December 31, 2011 due to changes in foreign exchange rates
and the amortization of ﬁnite life intangibles, partially offset by
additions of computer software.
The Company’s goodwill and intangible assets relate primarily
to its acquisitions of London Life, Canada Life and Putnam. IFRS
principles require the Company to assess at the end of each
reporting period whether there is any indication that an asset may
be impaired and to perform an impairment test on goodwill and
intangibles at least annually. There were no impairment charges in
2012 related to goodwill and intangible assets.

Investments on account of segregated fund policyholders
Segregated funds
December 31
2012

2011

2010

Stocks
Bonds
Mortgage loans
Investment properties
Cash and other

$ 69,254
24,070
2,303
6,149
3,172

$ 63,885 $ 64,468
21,594
19,270
2,303
2,058
5,457
5,598
3,343
3,433

Total

$104,948

$ 96,582 $ 94,827

Year-over-year growth

9%

2%

Investments on account of segregated fund policyholders which
are measured at market values, increased by $8.4 billion to
 BILLION AT $ECEMBER   4HE CHANGE RESULTED FROM NET
deposits of $2.0 billion, market value gains of $5.2 billion and net
investment income reinvested of $1.2 billion.
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The Company’s exposure to credit risk, which reﬂects the current
fair value of those instruments in a gain position, increased
TO  MILLION AT $ECEMBER   FROM  MILLION AT
December 31, 2011.

Refer to note 10 to the Company’s annual consolidated ﬁnancial
statements for further detail of the Company’s goodwill and
intangible assets. Also refer to the “Summary of Critical Accounting
Estimates” section of this document for details on impairment
testing of these assets.
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LIABILITIES

Proprietary mutual funds
Proprietary mutual funds and institutional net assets

Total liabilities

December 31
2012

Mutual funds
Blend equity
Growth equity
Equity value
Fixed income
Money market
Great-West Financial Funds*
Sub-total
Institutional accounts
Equity
Fixed income
Sub-total
Total proprietary mutual funds and
institutional accounts

$ 16,827
9,380
13,518
25,658
129
3,967
69,479

$ 15,072
9,765
13,067
25,795
146
3,087
66,932

36,831
28,288
65,119

29,828
28,630
58,458

$134,598

$ 125,390

* Excludes $569 million of assets wherein Putnam is the sub-advisor.

GREAT-WEST LIFECO INC.

Dec. 31
2012

2011

At December 31, 2012, total proprietary mutual funds and
institutional accounts includes $131.0 billion at Putnam and
'REAT 7EST &INANCIAL AND  BILLION AT 1UADRUS 0ROPRIETARY
mutual funds and institutional accounts under management
INCREASED BY  BILLION PRIMARILY AS A RESULT OF A INCREASE IN
equity markets of $14 billion, offset by the impact of negative
currency movement of $3.7 billion and net outﬂows of
$500 million.

Dec. 31
2011

Insurance and investment contract liabilities
Other general fund liabilities
Investment and insurance contracts
on account of segregated fund policyholders

$ 120,658
10,526

$ 115,512
10,570

104,948

96,582

Total

$ 236,132

$ 222,664

Total liabilities increased by $13.5 billion to $236.1 billion
at December 31, 2012, driven by increases in insurance and
investment contract liabilities and investment and insurance
contracts on account of segregated fund policyholders of
$5.1 billion and $8.4 billion, respectively.
Insurance and investment contract liabilities represent the
amounts which, together with estimated future premiums and
investment income, will be sufﬁcient to pay estimated future
beneﬁts, dividends, and expenses on policies in-force. Insurance
and investment contract liabilities are determined using generally
accepted actuarial practices, according to standards established
by the Canadian Institute of Actuaries. Also refer to the “Summary
of Critical Accounting Estimates” section of this document for
further details.
Insurance and investment contract liabilities increased by
approximately $5.1 billion primarily due to the impact of new
business and the decline in interest rates. Invested assets backing
these liabilities are impacted in the same direction by changes in
interest rates.

Assets supporting insurance and investment contract liabilities
Non-Participating
Participating
Account

Canada

United States

Europe

Total

$ 17,999
7,131
4,383
951
7,570

$ 17,519
4,428
1,565
3
3,768

$ 14,280
2,464
–
–
612

$ 22,420
2,827
127
2,173
10,438

$ 72,218
16,850
6,075
3,127
22,388

Total assets

$ 38,034

$ 27,283

$ 17,356

$ 37,985

$ 120,658

Total insurance and investment contract liabilities

$ 38,034

$ 27,283

$ 17,356

$ 37,985

$ 120,658

$

16,776
6,894
4,040
529
8,100

$

16,674
4,738
1,329
20
4,338

$

13,523
2,369
–
–
765

$

20,449
2,506
119
2,092
10,251

$

Total assets

$

36,339

$

27,099

$

16,657

$

35,417

$ 115,512

Total insurance and investment contract liabilities

$

36,339

$

27,099

$

16,657

$

35,417

$ 115,512

December 31, 2012
Bonds
Mortgage loans
Stocks
Investment properties
Other assets

December 31, 2011
Bonds
Mortgage loans
Stocks
Investment properties
Other assets

67,422
16,507
5,488
2,641
23,454

Other assets include: premiums in the course of collection, interest due and accrued, other investment receivable, current income taxes, prepaid expenses, accounts receivable and deferred acquisition costs.

Asset and liability cash ﬂows are carefully matched within reasonable limits to minimize the ﬁnancial effects of a shift in interest rates.
This practice has been in effect for many years and has helped shield the Company’s ﬁnancial position from interest rate volatility.
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on death with the guarantee expiring at age 70. A GMWB product
offered through Great-West Financial was introduced in the U.S.
in the second quarter of 2010.

Other general fund liabilities
Other general fund liabilities
December 31
2012

2011

Debentures and other debt instruments
Other liabilities
Deferred income tax liabilities
Capital trust securities
Derivative ﬁnancial instruments
Funds held under reinsurance contracts
Repurchase agreements

$ 4,283
4,579
868
119
342
335
–

$ 4,313
4,287
929
533
316
169
23

Total

$10,526

$ 10,570

Total other general fund liabilities at December 31, 2012 include
a decrease of $414 million in capital trust securities, partially
OFFSET BY AN INCREASE OF  MILLION IN OTHER LIABILITIES
The decrease in capital trust securities consists of the redemption
of $650 million of Canada Life Capital Securities – Series A
(CLiCS – Series A) and Great-West Life Capital Trust Securities –
Series A (GREATs) during the year, which included $238 million
previously held by the Company as a long-term investment, and
a $2 million increase in fair value during the year.

Investment Guarantees Associated with Wealth
Management Products
The Company offers retail segregated fund products, unitized
with proﬁts (UWP) products and variable annuity products that
provide for certain guarantees that are tied to the market values
of the investment funds.
The Company utilizes internal reinsurance treaties to aggregate
the business as a risk-mitigating tool. Aggregation enables the
Company to beneﬁt from diversiﬁcation of segregated fund
risks within one legal entity, a more efﬁcient and cost effective
hedging process, and better management of the liquidity risk
associated with hedging. It also results in the Company holding
lower required capital and actuarial liabilities, as aggregation of
different risk proﬁles allows the Company to reﬂect offsets at a
consolidated level.
In Canada, the Company offers retail segregated fund products
through Great-West Life, London Life and Canada Life. These
products provide guaranteed minimum death beneﬁts (GMDB)
and guaranteed minimum accumulation on maturity beneﬁts
'-!"  )N  'REAT 7EST ,IFE ,ONDON ,IFE AND #ANADA ,IFE
launched new retail segregated fund products which offer three
levels of death and maturity guarantees, guarantee reset riders
and lifetime guaranteed minimum withdrawal beneﬁts (GMWB).
In Europe, the Company offers UWP products, which are similar
to segregated fund products, but with pooling of policyholders’
funds and minimum credited interest rates. A GMWB product
WAS INTRODUCED IN 'ERMANY IN THE lRST QUARTER OF  AND IN
Ireland in the fourth quarter of 2011.
In the U.S., the Company offers variable annuities with GMDB
through Great-West Financial and Great-West Life & Annuity
Insurance Company of New York. Most are a return of premium

For policies with these guarantees, the Company generally
determines policy liabilities at a CTE75 (conditional tail
expectation of 75) level. The CTE75 level determines the amount
of policy liabilities as the amount required in excess of the
policyholder funds in the average of the 25% worst scenarios
tested, using scenario generating processes consistent with the
Canadian Institute of Actuaries Standards of Practice. Generally,
if this amount is less than zero, then no policy liability is held for
the guarantees.
For purposes of determining the required capital for these
guarantees a Total Gross Calculated Requirement (TGCR)
is determined and the required capital is equal to the TGCR
less the policy liabilities held. The TGCR was $30 million at
December 31, 2012 ($43 million at December 31, 2011). The
/FlCE OF THE 3UPERINTENDENT OF &INANCIAL )NSTITUTIONS /3&)
RULES FOR THE 4'#2 PROVIDE FOR A #4% LEVEL FOR CASH mOWS
WITHIN ONE YEAR #4% LEVEL FOR CASH mOWS BETWEEN ONE AND lVE
YEARS AND BETWEEN #4% LEVEL AND #4% LEVEL FOR CASH mOWS
greater than ﬁve years. The TGCR is determined separately for
business written on or after January 1, 2011, as this business is
subject to more stringent rules and cannot be offset by business
WRITTEN PRIOR TO  !LL #ANADIAN BUSINESS IS VALUED USING /3&)
APPROVED INTERNAL MODELS OR APPROVED /3&) FACTORS
The GMWB products offered by the Company in Canada, the U.S.,
Ireland and Germany provide the policyholder with a guaranteed
minimum level of annual income for life. The minimum level of
income may increase depending upon the level of growth in the
market value of the policyholder’s funds. Where the market value
of the policyholder’s funds is ultimately insufﬁcient to meet the
level of guarantee purchased by the policyholder, the Company
is obligated to make up the shortfall.
These products involve cash ﬂows of which the magnitude
and timing are uncertain and are dependent on the level of
equity and ﬁxed income market returns, interest rates, currency
markets, market volatility, policyholder behaviour and
policyholder longevity.
The Company has a hedging program in place to manage certain
risks associated with options embedded in its GMWB products.
The program methodology quantiﬁes both the embedded
option value and its sensitivity to movements in equity
markets, currency markets and interest rates. Equity derivative
instruments, currency derivative instruments and interest
rate derivative instruments are used to mitigate changes in the
embedded option value attributable to movements in equity
markets, currency markets and interest rates respectively. The
hedging program, by its nature, requires continuous monitoring
and rebalancing to avoid over or under hedged positions. Periods
of heightened market volatility will increase the frequency of
hedge rebalancing.
Great-West Lifeco Inc. Annual Report 2012
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/THER LIABILITIES INCLUDE CURRENT INCOME TAXES ACCOUNTS PAYABLE
pension and other post-retirement beneﬁts, deferred income
reserve, bank overdraft and other liability balances. Refer to
note 17 to the Company’s annual consolidated ﬁnancial statements
for a breakdown of the balances and to note 16 for details of the
debentures and other debt instruments.

The guarantees in connection with the Canadian retail segregated
fund businesses of Great-West Life, London Life and Canada Life
have been reinsured to London Reinsurance Group Inc. (LRG),
NOT INCLUDING THE NEW PRODUCTS LAUNCHED IN  WHICH HAVE
been reinsured to London Life. In addition to the guarantees
reinsured from Great-West Life, London Life and Canada Life, LRG
also has a portfolio of GMDB, GMAB, and guaranteed minimum
income beneﬁts (GMIB) that it has reinsured from other U.S. and
Canadian life insurance and reinsurance companies.
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By their nature, certain risks associated with the GMWB product
either cannot be hedged, or cannot be hedged on a cost effective
basis. These risks include policyholder behaviour, policyholder
longevity, basis risk and market volatility. Consequently, the
hedging program will not mitigate all risks to the Company
associated with the GMWB products, and may expose the Company
to additional risks including the operational risk associated with
the reliance upon sophisticated models, and counterparty credit
risk associated with the use of derivative instruments.

hedging or are otherwise inherent in this GMWB hedging program.
In particular, the GMWB product has been designed with speciﬁc
regard to limiting policyholder anti-selection, and the array of
investment funds available to policyholders has been determined
with a view to minimizing underlying basis risk.
The GMWB products offered by the Company offer levels of death
and maturity guarantees. At December 31, 2012, the amount of
GMWB product in-force in Canada, the U.S., Ireland and Germany
was $2,110 million ($1,256 million at December 31, 2011).

/THER RISK MANAGEMENT PROCESSES ARE IN PLACE AIMED AT
appropriately limiting the Company’s exposure to the risks it is not

Segregated funds guarantee exposure
Segregated funds guarantee exposure
December 31, 2012
Investment deﬁciency by beneﬁt type
Market Value

Canada
United States
Europe
Insurance & Annuities
Reinsurance**

$

24,192
7,272

Total

$ 35,129

Income

$

2,709
956

$

–
552

3,665

GREAT-WEST LIFECO INC.

Maturity

–
–

552

Death

$

39
1

552
$

29
–

69

$

40
31

40
$

Total*

181
59

40
584

71
$

311

181
59

624
$

864

* A policy can only receive a payout from one of the three trigger events (income election, maturity or death). Total deﬁciency measures the point-in-time exposure assuming the most costly trigger event for each
policy occurred on December 31, 2012.
** Reinsurance exposure is to markets in Canada and the United States.

The investment deﬁciency measures the point-in-time exposure to
a trigger event (i.e. income election, maturity, or death) assuming
it occurred on December 31, 2012. The actual cost to the Company
will depend on the trigger event having occurred and the market
values at that time. The actual claims before tax associated
with these guarantees was approximately $8 million in-quarter
and $40 million year-to-date, with the majority arising in the
Europe segment.

LIFECO CAPITAL STRUCTURE
DEBENTURES AND OTHER DEBT INSTRUMENTS
Debentures and other debt instruments decreased by $30 million
compared to 2011 primarily due to the amortization of ﬁnancing
costs during the year. Refer to note 16 to the Company’s annual
consolidated ﬁnancial statements for further details of the
Company’s debentures and other debt instruments.
At December 31, 2012, a Putnam subsidiary had a revolving
credit facility agreement with a syndicate of banks for US$500
million. At December 31, 2012, it had drawn US$200 million
(US$200 million at December 31, 2011) on this credit facility
which expires June 17, 2013.

CAPITAL TRUST SECURITIES
Great-West Life Capital Trust Securities (GREATs) – During the
year, Great-West Life Capital Trust (GWLCT) redeemed all of
its outstanding $350 million principal amount GREATs at par.
The Company previously held $116 million of these GREATs as
long-term investments.
Canada Life Capital Trust Securities (CLiCS) – During the year,
Canada Life Capital Trust (CLCT), redeemed all of its outstanding
$300 million principal amount CLiCS – Series A. Prior to the
redemption, the Company held $122 million of these CLiCS –
Series A as long-term investments. At December 31, 2012, the
Company has outstanding $150 million principal amount Canada
Life Capital Trust Securities – Series B (CLiCS – Series B) of which
the Company holds $45 million of these securities as an investment
($44 million at December 31, 2011).
Each holder of the CLiCS – Series B is entitled to receive a semiannual non-cumulative ﬁxed cash distribution of $37.645 per
#,I#3 n 3ERIES " REPRESENTING AN ANNUAL YIELD OF  PAYABLE
out of CLCT’s distributable funds. Subject to regulatory approval,
CLCT may redeem the CLiCS, in whole or in part, at any time and
are callable at par on June 30, 2032.

/N /CTOBER   THE #OMPANY RENEWED A 53 MILLION 0UTNAM
non-revolving term loan facility guaranteed by Lifeco for three years.
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EQUITY
In establishing the appropriate mix of capital required to support
the operations of the Company and its subsidiaries, management
utilizes a variety of debt, equity and other hybrid instruments
giving consideration to both the short and long-term capital needs
of the Company.
3HARE CAPITAL OUTSTANDING AT $ECEMBER   WAS   MILLION
which comprises $5,848 million of common shares, $2,064 million
of ﬁxed rate First Preferred Shares, and $480 million of rate reset
First Preferred Shares.

Common shares

During the twelve months ended December 31, 2012, no common
shares were purchased for cancellation pursuant to the Company’s
.ORMAL #OURSE )SSUER "ID 5NDER THE #OMPANYS 3TOCK /PTION
0LAN   SHARES WERE ISSUED FOR TOTAL PROCEEDS OF  MILLION
OR AN AVERAGE OF  PER SHARE

Preferred shares
At December 31, 2012, the Company had nine series of ﬁxed
perpetual preferred shares and two series of rate reset perpetual
preferred shares outstanding with aggregate stated values of
$2,064 million and $480 million respectively. The terms and
conditions of the preferred shares are set out in the table below:

!T $ECEMBER   THE #OMPANY HAD    COMMON
shares outstanding with a stated value of $5,848 million
COMPARED TO    COMMON SHARES WITH A STATED VALUE OF
$5,828 million at December 31, 2011.

General Type
Cumulative/Non-Cumulative
Date Issued
Shares Outstanding
Amount Outstanding (Par)
Yield
Earliest Issuer Redemption Date

Series G

Fixed rate perpetual
Non-Cumulative
Jul 10, 2003
7,740,032
$193,500,800
5.90%
Sep 30, 2008

Fixed rate perpetual
Non-Cumulative
Sep 14, 2004
12,000,000
$300,000,000
5.20%
Dec 31, 2009

Series M

Series N(2)

Fixed rate perpetual
Non-Cumulative
Mar 4, 2010
6,000,000
$150,000,000
5.80%
Mar 31, 2015

5-Year rate reset
Non-Cumulative
Nov 23, 2010
10,000,000
$250,000,000
3.65%
Dec 31, 2015

Great-West Lifeco Inc.
Series H
Series I
Fixed rate perpetual
Non-Cumulative
Aug 12, 2005
12,000,000
$300,000,000
4.85%
Sep 30, 2010

Series J(1)

Fixed rate perpetual
Non-Cumulative
Apr 12, 2006
12,000,000
$300,000,000
4.50%
Jun 30, 2011

Great-West Lifeco Inc.
Series P
Fixed rate perpetual
Non-Cumulative
Feb 22, 2012
10,000,000
$250,000,000
5.40%
Mar 31, 2017

5-Year rate reset
Non-Cumulative
Nov 27, 2008
9,200,000
$230,000,000
6.00%
Dec 31, 2013

Series Q
Fixed rate perpetual
Non-Cumulative
Jul 6, 2012
8,000,000
$200,000,000
5.15%
Sep 30, 2017

Series L
Fixed rate perpetual
Non-Cumulative
Oct 2, 2009
6,800,000
$170,000,000
5.65%
Dec 31, 2014

Series R
Fixed rate perpetual
Non-Cumulative
Oct 11, 2012
8,000,000
$200,000,000
4.80%
Dec 31, 2017

GREAT-WEST LIFECO INC.

General Type
Cumulative/Non-Cumulative
Date Issued
Shares Outstanding
Amount Outstanding (Par)
Yield
Earliest Issuer Redemption Date

Series F

(1) On December 31, 2013 and on December 31 every ﬁve years thereafter, the Lifeco Series J First Preferred Shares dividend rate will reset so as to equal the then current ﬁve-year Government of Canada bond
yield plus 3.07%. Lifeco has the right to redeem the Lifeco Series J First Preferred Shares, in whole or in part, on December 31, 2013 and on December 31 every ﬁve years thereafter for $25.00 cash per share
plus declared and unpaid dividends. Subject to Lifeco’s right of redemption and certain other restrictions on conversion described in Lifeco’s articles, each Lifeco Series J First Preferred Share is convertible at
the option of the holder on December 31, 2013 and on December 31 every ﬁve years thereafter into one Lifeco Series K First Preferred Share, which will carry a ﬂoating rate non-cumulative preferential cash
dividend, as and when declared by the Board of Directors.
(2) On December 31, 2015 and on December 31 every ﬁve years thereafter, the Lifeco Series N First Preferred Shares dividend rate will reset so as to equal the then current ﬁve-year Government of Canada bond
yield plus 1.30%. Lifeco has the right to redeem the Lifeco Series N First Preferred Shares, in whole or in part, on December 31, 2015 and on December 31 every ﬁve years thereafter for $25.00 cash per share
plus declared and unpaid dividends. Subject to Lifeco’s right of redemption and certain other restrictions on conversion described in Lifeco’s articles, each Lifeco Series N First Preferred Share is convertible at
the option of the holder on December 31, 2015 and on December 31 every ﬁve years thereafter into one Lifeco Series O First Preferred Share, which will carry a ﬂoating rate non-cumulative preferential cash
dividend, as and when declared by the Board of Directors.

4HE TERMS AND CONDITIONS OF THE 3ERIES & ' ( ) * , - . 0 1 AND 2 DO NOT ALLOW THE HOLDER TO CONVERT TO COMMON SHARES OF THE
Company or otherwise cause the Company to redeem the shares. Preferred shares of this type are commonly referred to as perpetual
and represent a form of ﬁnancing that does not have a ﬁxed term.

2012 ACTIVITY

CUMULATIVE lXED RATE PERPETUAL &IRST 0REFERRED 3HARES 3ERIES 1
for gross proceeds of $200 million, which closed on July 6, 2012.

Unrealized foreign exchange losses on translation of the net
investment in foreign operations for 2012 totaled $78 million
and are recorded within accumulated other comprehensive loss
included within equity.

/N /CTOBER   THE #OMPANY ISSUED     NON
cumulative ﬁxed rate perpetual First Preferred Shares, Series R, for
GROSS PROCEEDS OF  MILLION WHICH CLOSED ON /CTOBER  

/N &EBRUARY   THE #OMPANY ISSUED     NON
cumulative ﬁxed rate perpetual First Preferred Shares, Series P, for
gross proceeds of $250 million, which closed on February 22, 2012.

/N $ECEMBER   THE #OMPANY ANNOUNCED A NORMAL COURSE
ISSUER BID COMMENCING $ECEMBER   AND TERMINATING
December 8, 2013 to purchase for cancellation up to but not more
than 6,000,000 common shares.

/N *ULY   THE #OMPANY ISSUED     NON

Great-West Lifeco Inc. Annual Report 2012
P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG03_GWL_2013-03-01_v2.indd C19

23

C 19

08/03/13 3:50 PM

MANAGEMENT’S DISCUSSION AND ANALYSIS

CAPITAL PERMANENCE – RATING AGENCY CONSIDERATIONS

NON-CONTROLLING INTERESTS

4HE #OMPANY REGARDS THE 3ERIES & ' ( ) , - 0 1 AND 2 PREFERRED
shares as part of its core or permanent capital. The Series F, G, H,
I, L and M preferred shares have a replacement capital covenant,
the Company only intends to redeem these shares with proceeds
raised from new capital instruments representing equal or greater
BENElT THAN THE SHARES CURRENTLY OUTSTANDING 4HE 3ERIES 0 1 AND
R preferred shares do not have a replacement capital covenant.

The Company’s non-controlling interests include participating
account surplus in subsidiaries and non-controlling interests
IN SUBSIDIARIES 2EFER TO NOTE  TO THE #OMPANYS ANNUAL
consolidated ﬁnancial statements for further details.

The Company regards the two series of subordinated debentures
totaling $1,500 million issued by two subsidiary companies,
Great-West Lifeco Finance (Delaware) LP and LPII, as comprising
part of its core or permanent capital. As such the Company only
intends to redeem the subordinated debentures prior to maturity
with new capital instruments with a similar or more junior
ranking security. The terms and conditions of the $1,000 million
subordinated debentures due June 21, 2067 bear interest at a rate
OF  UNTIL  AND THEREAFTER AT A RATE EQUAL TO THE #ANADIAN
 DAY "ANKERS !CCEPTANCE RATE PLUS  UNSECURED 4HE
terms of the $500 million subordinated debentures due June 26,
2068 bear interest at a rate of 7.127% until 2018 and, thereafter, at
A RATE EQUAL TO THE #ANADIAN  DAY "ANKERS !CCEPTANCE RATE PLUS
3.78%, unsecured.

Non-controlling interests
December 31
2012

Participating account surplus in subsidiaries:
Great-West Life
London Life
Canada Life
Great-West Financial
Non-controlling interests in subsidiaries

$

2011

559
1,866
69
11

$

510
1,651
55
11

$ 2,505

$ 2,227

$

$

5

3
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LIQUIDITY AND CAPITAL MANAGEMENT AND ADEQUACY
LIQUIDITY
The Company’s liquidity requirements are largely self-funded,
with short-term obligations being met by generating internal
funds and maintaining adequate levels of liquid investments. At
December 31, 2012, Lifeco held cash and government short-term
investments of $5.0 billion ($5.5 billion at December 31, 2011)
and government bonds of $25.8 billion ($25.1 billion at December
31, 2011). The Company holds cash and cash equivalents at the
Lifeco holding company level and Lifeco consolidated subsidiary
companies. At December 31, 2012, the Company held cash
and cash equivalents of approximately $0.5 billion at the Lifeco
holding company level, which includes an intercompany loan
repaid on January 15, 2013. In addition, the Company maintains
sizable committed lines of credit with Canadian chartered banks
for unanticipated liquidity needs if required.
The Company does not have a formal common shareholder
dividend policy. Dividends on outstanding common shares of the
Company are declared and paid at the sole discretion of the Board
of Directors of the Company. The decision to declare a dividend
on the common shares of the Company takes into account a
variety of factors including the level of earnings, adequacy of
capital and availability of cash resources. As a holding company,
the Company’s ability to pay dividends is dependent upon the
Company receiving dividends from its operating subsidiaries.
The Company’s operating subsidiaries are subject to regulation
in a number of jurisdictions, each of which maintains its own
regime for determining the amount of capital that must be
held in connection with the different businesses carried on by
the operating subsidiaries. The requirements imposed by the
regulators in any jurisdiction may change from time to time, and
thereby impact the ability of the operating subsidiaries to pay
dividends to the Company.
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Liquid assets and other marketable securities
December 31
2012

2011

$ 4,992
25,792

$ 5,468
25,051

Total liquid assets

30,784

30,519

Other marketable securities
Corporate bonds
Common/Preferred shares (public)
Residential mortgages – insured

32,548
6,395
3,433

32,738
5,921
3,667

$ 73,160

$ 72,845

Liquid assets
Cash, treasury bills and certiﬁcates of deposits
Government bonds

Total

Cashable liability characteristics
December 31

Surrenderable insurance and
investment contract liabilities
At market value
At book value
Total

2012

2011

$ 14,483
35,721

$ 14,101
33,867

$ 50,204

$ 47,968
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The majority of the liquid assets and other marketable securities
comprise ﬁxed income securities whose value is inversely related
to interest rates. Consequently, a signiﬁcant rise in prevailing
interest rates would result in a decrease in the value of this pool of
liquid assets. As well, a high interest rate environment may prompt
holders of certain types of policies to terminate their policies,
thereby placing demands on the Company’s liquidity position.

The carrying value of the Company’s liquid assets and other
marketable securities is approximately $73.2 billion or 1.5 times
the Company’s expected total surrenderable insurance and
investment contract liabilities. The Company believes that it holds
a sufﬁcient amount of liquid assets to meet unanticipated cash
ﬂow requirements prior to their maturity.

CASH FLOWS
Cash flows
For the three months ended
December 31
2012

Cash ﬂows relating to the following activities:
Operations
Financing
Investment

$

Effects of changes in exchange rates on cash and cash equivalents
Increase (decrease) in cash and cash equivalents in the period
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

In the fourth quarter, cash and cash equivalents increased by
$24 million from September 30, 2012. Cash ﬂows provided by
operations during the fourth quarter of 2012 were $1,347 million,
AN INCREASE OF  MILLION COMPARED TO THE FOURTH QUARTER OF 
For the three months ended December 31, 2012, cash ﬂows were
used by the Company to acquire an additional $1,001 million
of investment assets; $324 million of cash was utilized to pay
dividends to the preferred and common shareholders and
 MILLION WAS USED FOR OTHER lNANCING ACTIVITIES /THER lNANCING
activities primarily include cash for the redemption of the capital
trust securities of $231 million, partially offset by cash received
from the issuance of preferred shares of $200 million.

2011

1,347
(345)
(1,001)

$

1,268
(291)
(827)

2012

$

4,722
(1,037)
(3,838)

2011

$

4,844
(1,245)
(3,407)

1
23

150
(48)

(153)
(8)

192
24

24
1,871

102
1,954

(161)
2,056

216
1,840

1,895

$

2,056

$

1,895

$

2,056

For the twelve months ended December 31, 2012, cash and cash
equivalents decreased by $161 million from December 31, 2011.
Cash ﬂows provided from operations were $4,722 million, a
decrease of $122 million compared to 2011. In 2012, cash ﬂows
were used by the Company to acquire an additional $3,838 million
of investment assets; $1,283 million of cash was utilized to
pay dividends to the preferred and common shareholders and
 MILLION WAS RECEIVED FROM OTHER lNANCING ACTIVITIES /THER
ﬁnancing activities primarily include cash received from the
issuance of preferred shares of $650 million, partially offset by cash
USED FOR THE REDEMPTION OF CAPITAL TRUST SECURITIES OF  MILLION
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The principal source of funds for the Company, on a consolidated
basis, is cash provided by operating activities, including
premium income, net investment income and fee income. In
general, these funds are used primarily to pay policy beneﬁts,
policyholder dividends and claims, as well as operating expenses
and commissions. Cash ﬂows generated by operations are
mainly invested to support future liability cash requirements.
Financing activities include the issuance and repayment of capital
instruments, and associated dividends and interest payments.

$

For the twelve months ended
December 31
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COMMITMENTS/CONTRACTUAL OBLIGATIONS
Commitments/contractual obligations
Payments due by period
At December 31, 2012

1)
2)

Debentures and other debt instruments
$ 4,312
Operating leases
– ofﬁce
430
– equipment
15
Purchase obligations
83
Credit-related arrangements
(a) Contractual commitments
516
(b) Letters of credit
see note 4(b) below
Pension contributions
133

3)
4)

5)

Total contractual obligations

GREAT-WEST LIFECO INC.

1)
2)
3)
4)

Total

$

5,489

1 year

$

$

296

2 years

$

3 years

1

$

4 years

301

$

Over
5 years

5 years

–

$

–

$

3,714

91
8
58

82
5
13

70
2
10

60
–
2

48
–
–

79
–
–

470

46

–

–

–

–

133

–

–

–

–

–

1,056

$

147

$

383

$

62

$

48

$

3,793

Refer to note 7 of the Lifeco annual consolidated ﬁnancial statements.
Operating leases include ofﬁce space and certain equipment used in the normal course of business. Lease payments are charged to operations over the period of use.
Purchase obligations are commitments to acquire goods and services, essentially related to information services.
(a) Contractual commitments are essentially commitments of investment transactions made in the normal course of operations in accordance with policies and guidelines that are to
be disbursed upon fulﬁllment of certain contract conditions.
(b) Letters of credit (LOCs) are written commitments provided by a bank. The total amount of LOC facilities are US$3.0 billion of which US$2.7 billion are issued.
The Reinsurance operation from time to time uses letters of credit provided mainly as collateral under certain reinsurance contracts for on balance sheet policy liabilities. The Company
through certain of its subsidiaries has provided LOCs as follows:
To external parties
Clients residing in the United States are required pursuant to their insurance laws to obtain letters of credit issued on the Company’s behalf from approved banks in order to further
secure the Company’s obligations under certain reinsurance contracts. On November 7, 2012, Great-West Life entered into an assumption and novation agreement with LRG to
terminate a bank syndicated letter of credit facility providing U.S. $650 million in letters of credit capacity. Great-West Life subsequently entered into an amended and restated
letter of credit and reimbursement agreement with the bank syndicate to obtain a letter of credit facility with U.S. $650 million in letters of credit capacity. Great-West Life and
certain subsidiaries of the Company subsequently entered into reimbursement agreements whereby these certain subsidiaries can use Great-West Life’s letter of credit facility. As at
December 31, 2012, these subsidiaries used U.S. $525 million in letters of credit issued to Great-West Life under the facility including US$364 million issued by LRG subsidiaries to
Canada Life, London Life or other LRG subsidiaries. The Company had issued under the previous LOC facility U.S. $479 million in letters of credit under the syndicated LOC facility as
at December 31, 2011 including $259 million issued by LRG subsidiaries to London Life or other LRG subsidiaries. As part of the $325 million facility noted below, Canada Life has
issued US$72 million to external parties to support reinsurance contracts.
As well, certain LRG subsidiaries as applicants have provided LOCs totaling US$9 million to external parties.

To internal parties
GWL&A Financial Inc. as applicant has provided LOCs in respect of the following:
s 53  MILLION ISSUED TO THE 53 BRANCH OF #ANADA ,IFE AS BENElCIARY TO ALLOW IT TO RECEIVE STATUTORY CAPITAL CREDIT FOR RESERVES CEDED TO 'REAT 7EST ,IFE  !NNUITY )NSURANCE
Company of South Carolina. These are provided under a US$1.2 billion agreement with a third-party ﬁnancial institution maturing in 2027.
s 53 MILLION ISSUED TO 'REAT 7EST ,IFE  !NNUITY )NSURANCE #OMPANY OF 3OUTH #AROLINA AS BENElCIARY TO ALLOW IT TO RECEIVE STATUTORY CAPITAL CREDIT IN RESPECT THEREOF
On December 31, 2012, the Company entered into an assumption and novation agreement with Canada Life to terminate a bank letter of credit facility providing U.S. $325 million in
letters of credit capacity. Great-West Life subsequently entered into an amended and restated letter of credit and reimbursement agreement with the bank to obtain a letter of credit
facility with U.S. $325 million in letters of credit capacity. Great-West Life and certain subsidiaries of the Company subsequently entered into reimbursement agreements whereby
these certain subsidiaries can use Great-West Life’s letter of credit facility.
Great-West Life and Canada Life as applicants have provided LOCs relating to business activities conducted within the Canada Life group of companies in respect of the following:
s 53 MILLION ISSUED TO ITS 53 BRANCH AS BENElCIARY TO ALLOW #ANADA ,IFE TO RECEIVE STATUTORY CAPITAL CREDIT FOR LIFE REINSURANCE LIABILITIES CEDED TO #ANADA ,IFE )NTERNATIONAL
Re Limited.
s a MILLION ISSUED TO #ANADA ,IFE )RELAND (OLDINGS ,IMITED #,)(, A SUBSIDIARY OF #ANADA ,IFE ,IMITED #,, AS BENElCIARY TO ALLOW #,, TO RECEIVE STATUTORY CAPITAL CREDIT IN
the United Kingdom for a loan made to The Canada Life Group (U.K.) Limited.
As well, certain LRG subsidiaries as applicants have provided LOCs totaling US$3 million to London Life or other LRG subsidiaries, as beneﬁciaries to allow them to receive statutory
capital credit for reserves ceded to the other subsidiaries.
5) Pension contributions are subject to change, as contribution decisions are affected by many factors including market performance, regulatory requirements and management’s ability
to change funding policy. Funding estimates beyond one year are excluded due to the signiﬁcant variability in the assumptions required to project the timing of future contributions.
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CAPITAL MANAGEMENT AND ADEQUACY
At the holding company level, the Company monitors the amount
of consolidated capital available, and the amounts deployed
in its various operating subsidiaries. The amount of capital
deployed in any particular company or country is dependent
upon local regulatory requirements as well as the Company’s
internal assessment of capital requirements in the context of its
operational risks and requirements, and strategic plans.
The Company’s practice is to maintain the capitalization of
its regulated operating subsidiaries at a level that will exceed
the relevant minimum regulatory capital requirements in the
jurisdictions in which they operate.
)N #ANADA THE /FlCE OF THE 3UPERINTENDENT OF &INANCIAL
)NSTITUTIONS /3&)
HAS ESTABLISHED A CAPITAL ADEQUACY
measurement for life insurance companies incorporated under the
Insurance Companies Act (Canada) and their subsidiaries, known
as the Minimum Continuing Capital and Surplus Requirements
(MCCSR) ratio. The internal target range of the MCCSR ratio for
Lifeco’s major Canadian operating subsidiaries is 175% to 200%
(on a consolidated basis).

At December 31, 2012, the Risk-Based Capital (RBC) ratio
of Great-West Financial, Lifeco’s regulated U.S. operating
company, is estimated to be 440% of the Company Action Level
set by the National Association of Insurance Commissions.
Great-West Financial reports its RBC ratio annually to U.S.
insurance regulators.
5NDER /3&)S !DVISORY ON #ONVERSION TO )NTERNATIONAL &INANCIAL
Reporting Standards by Federally Regulated Entities, the
Company’s federally regulated subsidiaries elected to phase in
the impact of $636 million for the conversion to IFRS on capital
for MCCSR regulatory reporting purposes over eight quarters
which commenced January 1, 2011. As at December 31, 2012,
the phase-in period has been completed. As a result of proposed
future changes to the IFRS for measurement of insurance contract
liabilities and the evolving nature of IFRS, there will likely be
further regulatory capital and accounting changes, some of which
may be signiﬁcant.
/3&)  -##32 'UIDELINE CHANGES TO LAPSE RISK ARE EXPECTED
to favourably impact the Great-West ratio by 3 to 4 percentage
points in the ﬁrst quarter of 2013. The impact of the transition to
)!32 n Employee Beneﬁts is to be phased in over eight quarters
for MCCSR regulatory reporting purposes beginning in the ﬁrst
quarter of 2013 and is expected to negatively impact the ratio by
1 to 1.5 percentage points per quarter.

The capitalization of the Company and its operating subsidiaries
will also take into account the views expressed by various credit
rating agencies that provide ﬁnancial strength and other ratings
to the Company.
The Company is both a user and a provider of reinsurance,
including both traditional reinsurance, which is undertaken
primarily to mitigate against assumed insurance risks, and
ﬁnancial reinsurance, under which the amount of insurance risk
passed to the reinsurer or its reinsureds may be more limited.
The Company has also established policies and procedures
designed to identify, measure and report all material risks.
Management is responsible for establishing capital management
procedures for implementing and monitoring the capital plan. The
Board of Directors reviews and approves all capital transactions
undertaken by management pursuant to the annual capital plan.
The capital plan is designed to ensure that the Company maintains
adequate capital, taking into account the Company’s strategy and
business plans.

OSFI REGULATORY CAPITAL INITIATIVES
/3&) HAS COMMENCED WORK ON A NUMBER OF INITIATIVES THAT EITHER
will have or may have application to the calculation and reporting
of the MCCSR of the Company or certain of its subsidiaries.
4HESE INITIATIVES ARE DISCUSSED IN THE  /3&) ,IFE )NSURANCE
Regulatory Framework. Within the Framework, there are three
broad categories speciﬁc to regulatory capital amounts: the
review of methodology used to determine capital requirements
in connection with segregated fund guarantees; the review of the
qualifying criteria and capital components of Available Capital
and the new regime for calculating capital requirements relating
TO #REDIT -ARKET )NSURANCE AND /PERATION RISK )N TANDEM WITH
THESE REVIEWS /3&) WILL CONSIDER THE EXTENT OF DIVERSIlCATION
beneﬁts and hedging credits to reﬂect in its new framework.
4HE #OMPANY IS PRESENTLY REVIEWING THE /3&) PROPOSALS THAT HAVE
been released to the industry to date, and is in ongoing dialogue
WITH /3&) THE #ANADIAN )NSTITUTE OF !CTUARIES THE #ANADIAN ,IFE
and Health Insurance Association and other industry participants.
4HE #OMPANY IS ALSO ACTIVELY PARTICIPATING IN /3&) 1UANTITATIVE
Impact Studies relating to the work on Credit, Market and
Insurance risk. At this point, the Company cannot determine what
the ﬁnal outcome of these initiatives will be.
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Great-West Life’s MCCSR ratio at December 31, 2012 was 207%
(204% at December 31, 2011). London Life’s MCCSR ratio at
$ECEMBER   WAS   AT $ECEMBER   
Canada Life’s MCCSR ratio at December 31, 2012 was 203% (204%
at December 31, 2011). The MCCSR ratio does not take into
account any impact from $0.5 billion of liquidity at the Lifeco
holding company level.

The MCCSR position of Great-West Life is negatively affected by
the existence of a signiﬁcant amount of goodwill and intangible
assets, which, subject to a prescribed inclusion for a portion
of intangible assets in Canada for MCCSR, are deducted in the
calculation of available regulatory capital.
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CAPITAL ALLOCATION METHODOLOGY
The Company has a capital allocation methodology which
allocates ﬁnancing costs in proportion to allocated capital. For the
Canadian and European segments (essentially The Great-West Life
Assurance Company), this allocation method tracks the regulatory
capital requirements, while for U.S. Financial Services and U.S.
Asset Management (Putnam), it tracks the ﬁnancial statement
carrying value of the business units. Total leverage capital is

consistently allocated across all business units in proportion to
total capital resulting in debt-to-equity ratio in each business unit
mirroring the consolidated Company.
The capital allocation methodology allows the Company to
CALCULATE COMPARABLE 2/%S FOR EACH BUSINESS UNIT 4HESE 2/%S ARE
therefore based on the capital the business unit has been allocated
and the ﬁnancing charges associated with that capital.

Return on Equity
Dec. 31
2012

Sept. 30
2012

Dec. 31
2011

Canada
U.S. Financial Services (1)
U.S. Asset Management (Putnam)
Europe
Lifeco Corporate (2)

21.7%
20.3%
(2.4)%
17.3%
(5.8)%

21.6%
19.4%
(1.7)%
18.7%
(8.2)%

21.7%
20.7%
0.9%
17.5%
(5.5)%

Total Lifeco Net Earnings
Total Lifeco Operating Earnings (2)

14.7%
15.9%

17.1%
16.1%

17.6%
16.6%

GREAT-WEST LIFECO INC.

(1) Includes U.S. Corporate.
(2) The Company uses operating earnings, a non-IFRS ﬁnancial measure, which excludes the impact of certain provisions described in note 30 to the Company’s December 31, 2012 consolidated ﬁnancial statements.

2/% IS THE TRAILING FOUR QUARTER CALCULATION OF NET EARNINGS DIVIDED
by common shareholders’ equity.
4HE #OMPANY REPORTED 2/% BASED ON NET EARNINGS OF 
compared to 17.6% at December 31, 2011. While the Company
continues to maintain positive net earnings, the Company’s
capital growth outpaced net earnings which resulted in a decrease
IN 2/% FROM $ECEMBER   4HE #OMPANY ACHIEVED A 
2/% ON OPERATING EARNINGS WHICH COMPARES FAVOURABLY WITH ITS
long-term objective of 15.0%.

RATINGS
Lifeco and its major operating subsidiaries receive strong ratings
from the ﬁve rating agencies that rate the Company as set out
below. The operating companies below have the same ﬁnancial
strength ratings from each rating agency, commonly known as a
“ﬂeet” rating which is predominantly supported by the Company’s
leading position in the Canadian insurance market and competitive
positions in the U.S. and Europe. Great-West Life, London Life
and Canada Life have common management, governance and
strategy, as well as an integrated business platform. Each operating
company beneﬁts from the strong implicit ﬁnancial support and
collective ownership by Lifeco. There were no rating changes to
the Company’s credit ratings during 2012.

Rating agency

Measurement

A.M. Best Company

Financial Strength

A+

DBRS Limited

Claims Paying Ability
Senior Debt
Subordinated Debt

IC-1

Fitch Ratings

Insurer Financial Strength
Senior Debt

Lifeco

Great-West

Canada Life

Great-West
Financial

A+

A+

A+

IC-1

IC-1

NR

London Life

AA (low)
AA (low)
AA

AA

AA

AA

A

Moody’s Investors Service

Insurance Financial Strength

Aa3

Aa3

Aa3

Aa3

Standard & Poor’s Ratings Services

Insurer Financial Strength
Senior Debt
Subordinated Debt

AA

AA

AA

AA
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A+
AA–
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RISK MANAGEMENT AND CONTROL PRACTICES
Insurance companies are in the business of assessing, structuring,
pricing and assuming, and managing risk. The types of risks are
many and varied, and will be inﬂuenced by factors both internal
and external to the businesses operated by the insurer. These risks,
and the control practices used to manage the risks, may be broadly
grouped into four categories:
1. Insurance Risks
2. Investment or Market Risks
 /PERATIONAL 2ISKS
 /THER 2ISKS
The risk categories above have been ranked in accordance with
the extent to which they would be expected to impact the business
on an ongoing basis and, accordingly, would require more active
management. The risks speciﬁcally associated with the Asset
-ANAGEMENT BUSINESS ARE DISCUSSED IN /PERATIONAL 2ISKS )T
must be noted, however, that items included in the third or
fourth categories, such as legal, rating, regulatory or reputational
risks, may still represent signiﬁcant risks notwithstanding the
expectation that they may be less likely to be realized or may be of
a lesser magnitude.

INSURANCE RISKS
By their nature, insurance products involve commitments by the
insurer to undertake ﬁnancial obligations and provide insurance
coverage for extended periods of time. In order to provide
insurance protection proﬁtably, the insurer must design and
price products so that the premiums received, and the investment
income earned on those premiums, will be sufﬁcient to pay future
claims and expenses associated with the product. This requires
the insurer, in pricing products and establishing insurance
contract liabilities, to make assumptions regarding expected levels
of income and expense. Although pricing on some products is
guaranteed throughout the life of the contract, insurance contract
liability valuation requires regular updating of assumptions to
reﬂect emerging experience. Ultimate proﬁtability will depend
upon the relationship between actual experience and pricing
assumptions over the contract period.
The Company maintains Corporate Product Design and Pricing
Risk Management Policies and Corporate Reinsurance Ceded

The Company also maintains a Corporate Actuarial Valuation
Policy, also reviewed and approved by the Boards of Directors
of the principal operating subsidiaries, which sets out the
documentation and control standards that are designed to ensure
that valuation standards of the Canadian Institute of Actuaries and
of the Company are applied uniformly across all lines of business
and jurisdictions. Certifying Actuaries conﬁrm their compliance
with this policy quarterly.
The Company issues both participating and non-participating life
insurance policies. The Company maintains accounts in respect of
participating policies separately from those maintained in respect
of other policies, as required by the Insurance Companies Act
(Canada). Participating policies are those that entitle the holder
of the policy to participate in the proﬁts of the Company pursuant
to a policy for determining dividends to be paid to participating
policyholders. The Company maintains Participating Policyholder
Dividend Policies, approved by the Boards of Directors of
the principal operating subsidiaries, which provide for the
distribution of a portion of the net earnings in the participating
account as participating policyholder dividends. The Company
also maintains methods for allocating to the participating account
expenses of the Company and its investment income, losses, and
expenses. These methods have also been approved by the Boards
of Directors of the principal operating subsidiaries, and the
Appointed Actuaries report annually to the Boards of Directors
of the principal operating subsidiaries, opining on the fairness
and equitableness of the methods and that any participating
policyholder dividends are in accordance with the Participating
Policyholder Dividend Policy.
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GENERAL

Risk Management Policies which are reviewed and approved by
the Boards of Directors of the principal operating subsidiaries.
These policies are intended to ensure that consistent guidelines
and standards for the product design and pricing risk
management processes and reinsurance ceded risk management
practices associated with insurance business are followed
across the Company. These policies outline the requirements of
corresponding policies (including approval practices) that each
line of business is required to develop, maintain and follow.
Annually the Appointed Actuaries report to the Audit Committees
conﬁrming compliance with the policies.
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The following identiﬁes the key overarching insurance risks, and risk management techniques used by the Company.
Risk

Management of Risk

Claims Mortality and Morbidity
Mortality relates to the occurrence of death and
morbidity relates to the incidence and duration of
disability insurance claims, the incidence of critical
conditions for critical illness insurance, and the
utilization of health care beneﬁts. There is a risk that
the Company mis-estimates the level of mortality or
morbidity, or accepts customers who generate worse
mortality and morbidity experience than expected.

Research and analysis is done regularly to provide the basis for pricing and valuation assumptions
to properly reﬂect the insurance and reinsurance risks in markets where the Company is active.
Underwriting limits control the amount of risk exposure.
Underwriting practices control the selection of risks insured for consistency with claims expectations.
Underwriting policies have been developed to support the long-term sustainability of the business.
The insurance contract liabilities established to fund future claims include a provision for adverse
deviation, set in accordance with professional standards. This margin is required to make provision
for the possibilities of mis-estimation of the best estimate and/or future deterioration in the best
estimate assumptions.
In general, the Company sets and adheres to retention limits for mortality and morbidity risks. Aggregate
risk is managed through a combination of reinsurance and capital market solutions to transfer the risk.
The Company manages large blocks of business which, in aggregate, are expected to result in relatively
low statistical ﬂuctuations in any given period.
For some policies, cost of insurance charges could be increased if necessary to contractual maximums,
if applicable.
Morbidity risk is mitigated through effective plan design and claims adjudication practices.

Concentration
For Group life products, exposure to a multiple
death scenario, due to concentration of risk in
employment locations for example, could have an
impact on ﬁnancial results.

Risk concentrations are monitored for new business and renewals. Plan design features and medical
underwriting limit the amount of insurance on any one life. The Company imposes single-event
limits on some group plans and declines to quote in localized areas where the aggregate risk is
deemed excessive.

GREAT-WEST LIFECO INC.

Healthcare Cost Inﬂation
For Group healthcare products, inﬂation and
utilization will inﬂuence the level of claim costs. While
inﬂationary trends are relatively easy to predict, claims
utilization is less predictable. The impact of aging,
which plays a role in utilization, is well documented.
However, the introduction of new services, such as
breakthrough drug therapies, has the potential to
substantially escalate beneﬁt plan costs.

The Company manages the impact of these and similar factors through plan designs that limit new
costs and long-term price guarantees, and through pricing that takes demographic and other trend
factors into account.

Longevity
Annuitants could live longer than was estimated by
the Company.

Business is priced using prudent mortality assumptions which take into account recent Company
and industry experience and the latest research on expected future trends in annuitant mortality.
In general, the Company sets and adheres to retention limits for longevity risk. Aggregate risk is
managed through a combination of reinsurance and capital market solutions to transfer the risk.
The Company has processes in place to verify annuitants’ eligibility for continued income beneﬁts.
These processes are designed to limit annuity payments to those contractually entitled to receive
them and helps ensure mortality data used to develop pricing assumptions is as complete as possible.

Policy Termination
Many products are priced and valued to reﬂect the
expected duration of contracts. There is a risk that
the contract may be terminated before expenses
can be recovered, to the extent that higher costs are
incurred in early contract years. Risk also exists where
the contract is terminated later than assumed, on
certain long-term level premium products where costs
increase by age. The risk also includes the potential
cost of cash ﬂow mismatch on book value products.

30

Business is priced using prudent policy termination assumptions which take into account recent
Company and industry experience and the latest research on expected future trends. Assumptions are
reviewed regularly and are updated for future new issues as necessary.
In general, the Company sets and adheres to retention limits for policy termination risk. Aggregate risk is
managed through a combination of reinsurance and capital market solutions to transfer the risk.
The Company also incorporates early surrender charges into contracts and incorporates commission
claw backs in its distribution agreements to reduce unrecovered expenses.
Policyholder taxation rules in most jurisdictions encourage the retention of insurance coverage.
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Expense Management
Increases in operating expenses could reduce
proﬁt margins.

Expense management programs are regularly monitored to control unit costs and form a component
of management incentive compensation plans.

Interest Rate Pricing and Repricing
Products are priced and valued based on the
investment returns available on the assets that
support the insurance and investment contract
liabilities. If actual investment returns are different
from those implicit in the pricing assumptions,
actual returns in a given period may be insufﬁcient
to cover contractual guarantees and commitments
or insurance and investment contract liability
requirements. Products with long-term cash ﬂows
and pricing guarantees carry more risk.

There is regular and ongoing communication between pricing, valuation and investment management.
Both pricing and valuation manage this risk by requiring higher margins where there is less
yield certainty.
To measure the risk, the pricing and valuation of death beneﬁt, maturity value and income guarantees
associated with variable contracts employ stochastic modelling of future investment returns. Risk
exposures are monitored against deﬁned thresholds with escalating actions required if outside
the thresholds.

Cash Flow Matching
Mismatches between asset and liability cash ﬂows
could reduce proﬁt margins in unfavourable interest
rate environments.

Margins on non-adjustable products are protected through matching of assets and liabilities within
reasonable limits. Margins on adjustable products are protected through frequent monitoring
of asset and liability positions. The valuation of both of these product types employs modelling
using multiple scenarios of future interest rates, and prudent reserving including provisions for
adverse deviations.

Reinsurance Assumed
The reinsurance business in particular has exposure
to natural catastrophic events that result in
property damage. As retrocessionaire for property
catastrophe risk, the Company generally participates
at signiﬁcantly higher event-loss exposures than
primary carriers and reinsurers. Generally, an event
of signiﬁcant size must occur prior to the Company
incurring a claim. If a claim occurs, it is likely to be
very large.

The Company limits the total maximum claim amount under all contracts.
The Company monitors cedant companies’ claims experience on an ongoing basis and
incorporates their experience in pricing models to ensure that the compensation is adequate for
the risk undertaken.

GREAT-WEST LIFECO INC.

The Company utilizes a formal process for managing the matching of assets and liabilities. This
involves grouping general fund assets and liabilities into segments. Assets in each segment are
selected and managed in relation to the liabilities in the segment. Changes in the fair value of
these assets are essentially offset by changes in the fair value of insurance and investment contract
liabilities. Changes in the fair value of assets backing capital and surplus, less related income taxes,
would result in a corresponding change in surplus over time, in accordance with investment policies.

Investment Guarantees
A signiﬁcant decline in market values could increase
the cost to the Company associated with segregated
fund death, maturity, income and withdrawal
guarantees. In addition, lower interest rates and
increased policyholder utilization could increase
the cost to the Company associated with general
fund account guarantees, segregated fund income
and withdrawal guarantees.

Prudent product design, effective marketing, asset allocation within client portfolios and our broad
distribution within Canada and the U.S., all contribute to a signiﬁcantly diverse proﬁle of in-force
segregated funds, issued steadily over many years, which helps to mitigate exposure in Canada and
the U.S. to guarantees related to segregated funds.
The Company has implemented a hedging program for segregated funds with withdrawal guarantees.
This program consists of entering into equity futures, currency forwards, interest rate futures and
swaps to mitigate exposure to the movement in the cost of withdrawal guarantees due to changes in
capital markets.
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INVESTMENT OR MARKET RISKS
The Company acquires and manages asset portfolios to produce
risk adjusted returns in support of policyholder obligations and
corporate proﬁtability. Portfolio investments consist of bonds,
stocks, mortgage loans and investment properties. Derivatives
include Interest Rate Contracts (futures, swaps, written options,
purchased options), Foreign Exchange Contracts (forward
contracts, cross currency swaps) and other derivative contracts
(equity contracts, credit default swaps). The Boards of Directors
or the Executive Committees and the Investment Committees of
the Boards of Directors of certain principal subsidiaries of Lifeco
Risk

annually approve Investment and Lending Policies, as well as
Investment Procedures and Guidelines. Investments are made
in accordance with these investment policies which provide
guidance on the mix of assets allowable for each product segment.
A comprehensive report on compliance with these policies and
guidelines is presented to the Boards of Directors or Investment
Committees annually, and the Internal Audit department conducts
an independent review of compliance with investment policies,
procedures and guidelines on a periodic basis.
The signiﬁcant investment or market risks associated with the
business are outlined below.

Management of Risk

Interest Rate Risk
Interest rate risk exists if the cash ﬂows of the liabilities and
those of the assets supporting these liabilities are not closely
matched and interest rates change causing a difference in value
between the assets and liabilities.

Interest rate risk is managed by investing in assets that are suitable for the products sold.
Where these products have beneﬁt or expense payments that are dependent on inﬂation
(inﬂation-indexed annuities, pensions and disability claims), the Company generally invests
in real return instruments to hedge its real dollar liability cash ﬂows. Some protection
against changes in the inﬂation index is achieved as any related change in the fair value of
the assets will be largely offset by a similar change in the fair value of the liabilities.

GREAT-WEST LIFECO INC.

For products with ﬁxed and highly predictable beneﬁt payments, investments are made in
ﬁxed income assets that closely match the liability product cash ﬂows. Hedging instruments
are employed where necessary when there is a lack of suitable permanent investments to
minimize loss exposure to interest rate changes. Protection against interest rate change is
achieved as any change in the fair market value of the liabilities will be offset by a similar
change in the fair value of the assets.
For products with less predictable timing of beneﬁt payments, investments are made
in ﬁxed income assets with cash ﬂows of shorter duration than the anticipated timing of
the beneﬁt payments. In the U.S., the Company regularly monitors market and liability
developments and may execute from time-to-time risk reduction programs, such as
hedging. For example, in the U.S. during 2012, the Company has implemented a hedging
program to mitigate exposure to rapidly rising interest rates on certain life insurance and
deferred annuity liabilities that could be reinitiated when prevailing low interest rates
conditions change.
Equity Market Risk
Given the volatility in equity markets, income in any year
may be adversely affected by decreases in market values,
notwithstanding the Company’s long-term expectation of
investment returns appropriate for this asset class.

The Company’s investment policy guidelines provide for prudent investment in equity
markets within clearly deﬁned limits. Exposure to common stocks and investment
properties is managed to provide returns that are consistent with the requirements of
the underlying segment.

Returns from equities backing a portion of the non-adjustable
life and living beneﬁts insurance contract liabilities may
be insufﬁcient.

The Investment Policy sets out limits for equity investments. For those used to support
non-adjustable policies, the time horizon for such investments is very long-term and the
policy elements backed by these equities pose little or no liquidity risk. The allowable
level of equities has been determined after carefully evaluating the tolerance for
short-term income statement volatility and the balance between this volatility and
long-term economic value.

Credit Risk
The risk of loss if debtors, counterparties or intermediaries are
unable or unwilling to fulﬁll their ﬁnancial obligations.

It is Company policy to acquire only investment grade assets and minimize undue
concentration of assets in any single geographic area, industry and company.
Guidelines specify minimum and maximum limits for each asset class. Credit ratings for
bonds are determined by an internal credit assessment, taking into consideration the
ratings assigned by recognized rating agencies.
These portfolios are monitored continuously and reviewed regularly with the Boards of
Directors or the Investment Committees of the Boards of Directors.
Derivative products are traded with counterparties approved by the Boards of Directors
or the Investment Committees of the Boards of Directors. Derivative counterparty credit
risk is evaluated quarterly on a current exposure method, using practices that are at least
as conservative as those recommended by regulators.
Companies providing reinsurance to the Company are reviewed for ﬁnancial soundness
as part of the ongoing monitoring process.
The Company regularly monitors investment markets and economic conditions and
may execute from time-to-time risk reduction programs, such as hedging. For example,
in Europe during 2012, the Company has implemented a hedging program to mitigate
exposure to the potential severe deterioration of credit experience related to potential
adverse developments in the Eurozone.
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Liquidity Risk
The risk of loss if insufﬁcient funds are available to meet
anticipated operating and ﬁnancing commitments and unexpected
cash demands.

The Company closely manages operating liquidity through cash ﬂow matching of
assets and liabilities and maintaining adequate liquidity sources to cover unexpected
payments. The Company forecasts earned and required yields to ensure consistency
between policyholder requirements and the yield of assets.

There is a risk of default if the Company is unable to post adequate
collateral with derivative counterparties.

The Company carefully considers whether or not to enter into derivative arrangements
on a collaterized or uncollaterized basis. Where the Company or its subsidiaries enter
into collaterized arrangements, the Company periodically tests the availability of
suitable collateral under stress scenarios.

In the normal course of its Reinsurance business, the Company
PROVIDES ,/#S TO OTHER PARTIES OR BENElCIARIES ! BENElCIARY
WILL TYPICALLY HOLD A ,/# AS COLLATERAL IN ORDER TO SECURE STATUTORY
credit for insurance and investment contract liabilities ceded to or
amounts due from the Company. The Company may be required
to seek collateral alternatives it if was unable to renew existing
,/#S AT MATURITY

-ANAGEMENT MONITORS ITS USE OF ,/#S ON A REGULAR BASIS AND ASSESSES THE ONGOING
availability of these and alternative forms of operating credit. The Company has
CONTRACTUAL RIGHTS TO REDUCE THE AMOUNT OF ,/#S ISSUED TO THE ,/# BENElCIARIES FOR
certain reinsurance treaties.

Foreign Exchange Risk
The Company’s revenue, expenses and income denominated
in currencies other than the Canadian dollar are subject to
ﬂuctuations due to the movement of the Canadian dollar against
these currencies. Such ﬂuctuations affect ﬁnancial results. The
Company has signiﬁcant exposures to the U.S. dollar resulting
from the operations of Great-West Financial and Putnam in the
United States segment and Reinsurance and to the British pound
and the euro resulting from operations in the U.K., Isle of Man,
Ireland and Germany in the Europe segment.

The Company uses non-IFRS ﬁnancial measures such as constant currency
calculations to assist in communicating the effect of currency translation ﬂuctuation on
ﬁnancial results.
Investments are normally denominated in the same currency as the liabilities
they support.
Foreign currency assets acquired to back liabilities are generally converted back to the
currency of the liabilities using foreign exchange contracts.

GREAT-WEST LIFECO INC.

The Company has net investments in foreign operations.
In addition, the Company’s debt obligations are mainly
denominated in Canadian dollars.
In accordance with
IFRS, foreign currency translation gains and losses from net
investments in foreign operations, net of related hedging
activities and tax effects, are recorded in accumulated other
comprehensive income (loss). Strengthening or weakening of
the Canadian dollar spot rate compared to the U.S. dollar, British
pound and euro spot rates impacts the Company’s total share
capital and surplus. Correspondingly, the Company’s book
value per share and capital ratios monitored by rating agencies
are also impacted.

Management, from time-to-time, utilizes forward foreign currency contracts to mitigate
the volatility arising from the movement of rates as they impact the translation of
operating results denominated in foreign currency.

A 1% appreciation (depreciation) of the average exchange rate
of the Canadian dollar to the U.S. dollar, British pound and euro
together would decrease (increase) operating earnings in 2012
by $10 million.
A 1% appreciation (depreciation) of the Canadian dollar
compared to the average U.S. dollar, British pound and euro
together would decrease (increase) the unrealized foreign
currency translation losses in accumulated other comprehensive
income (loss) of shareholders’ equity by $80 million as at
December 31, 2012.
Derivative Instruments
There is a risk of loss
inappropriate purposes.

if

derivatives

are

used

for

Approved policies only allow derivatives to be used to hedge imbalances in asset
and liability positions or as substitutes for cash instruments; they are not used for
speculative purposes.
The Company’s risk management process governing the use of derivative instruments
requires that the Company act only as an end-user of derivative products, not as a
market maker.
The use of derivatives may include interest rate, foreign exchange and equity swaps,
options, futures and forward contracts, as well as interest rate caps, ﬂoors and collars.
There were no major changes to the Company’s and its subsidiaries’ policies and
procedures with respect to the use of derivative ﬁnancial instruments in 2012.
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OPERATIONAL RISKS
Following are the signiﬁcant operational risks associated with the business.
Risk

Management of Risk

Operational Risk
There is a risk of direct or indirect loss resulting from inadequate
or failed internal processes, people and systems or from
external events.

The Company manages and mitigates internal operational risks through integrated and
complementary policies, procedures, processes and practices. Human Resources hiring,
performance evaluation, promotion and compensation practices are designed to attract,
retain and develop the skilled personnel required. A comprehensive job evaluation process
is in place and training and development programs are supported. Each business area
provides training designed for their speciﬁc needs and has developed appropriate internal
controls. Processes and controls are monitored and reﬁned by the business areas and
periodically reviewed by the Company’s Internal Audit department. Financial reporting
processes and controls are further examined by external auditors. The Company applies a
robust project management discipline to all signiﬁcant initiatives.
Appropriate security measures protect premises and information. The Company has
emergency procedures in place for short-term incidents or outages and is committed to
maintaining business continuity and disaster recovery plans in every business location for
the recovery of critical functions in the event of a disaster, which include offsite backup data
storage and alternative work area facilities.

GREAT-WEST LIFECO INC.

Changes in Managed Asset Values
The Company’s investment fund businesses are fee-based, with
revenue and proﬁtability based primarily on the market value
of investment fund assets under management. Accordingly,
fee income derived in connection with the management of
investment funds generally increases or decreases in direct
relationship with changes of assets under management which
is affected by prevailing market conditions, and the inﬂow and
outﬂow of client assets (including purchases and redemptions).
Factors that could cause assets under management and
revenues to decrease include declines in equity markets,
changes in ﬁxed income markets, changes in interest rates and
defaults, redemptions and other withdrawals, political and
other economic risks, changing investment trends and relative
investment performance. The risk is that fees may vary but
expenses and recovery of initial expenses are relatively ﬁxed,
and market conditions may cause a shift in asset mix potentially
resulting in a change in revenue and income.

Through its wide range of funds, the Company seeks to limit its risk exposure to any
particular market. In its Canadian segregated fund business, the Company encourages
its clients to follow a diversiﬁed long-term asset allocation approach to reduce the
variability of returns and the frequency of fund switching. As a result of this approach,
a signiﬁcant proportion of individual segregated fund assets are in holdings of either a
diversiﬁed group of funds or “fund of funds” investment proﬁles, which are designed to
improve the likelihood of achieving optimal returns within a given level of risk.
The investment process for assets under management is primarily based upon
fundamental research with quantitative research and risk management support.
Fundamental research includes valuation analysis, economic, political, industry and
company research, company visits, and the utilization of such sources as company
public records and activities, management interviews, company prepared information,
and other publicly available information, as well as analyses of suppliers, customers
AND COMPETITORS 1UANTITATIVE ANALYSIS INCLUDES THE ANALYSIS OF PAST TRENDS AND THE USE
of sophisticated ﬁnancial modelling to gauge how particular securities may perform.
Putnam’s risk management capability analyzes securities across all the Putnam Funds
and other portfolios to identify areas of over concentration and other potential risks.
In some cases the Company charges fees that are not related to assets but are based on
premiums or other metrics.

Staff Recruitment/Retention
The Company is highly dependent on its ability to attract, retain
and motivate highly skilled, and often highly specialized, personnel
including portfolio managers, research analysts, ﬁnancial advisors,
traders, sales and management personnel and executive ofﬁcers.
The market for these professionals is extremely competitive and is
increasingly characterized by the frequent movement of portfolio
managers, analysts and salespersons among different ﬁrms. The
loss of the services of key personnel or failure to attract replacement
or additional qualiﬁed personnel could negatively affect
ﬁnancial performance. Failure to offer or maintain competitive
compensation packages may result in increased levels of turnover
among these professionals. Any increase in compensation to
attract or retain key personnel could result in a decrease in net
earnings. Departures of key personnel could lead to the loss of
clients, which could have an adverse effect on results of operations
and ﬁnancial condition.

34

The Company uses external consultants to obtain benchmark compensation data
and works closely with the Board of Directors to develop competitive compensation
packages for key personnel.
The Company also uses incentive based compensation instruments such as share grants
of Putnam and Lifeco share options to retain and attract key personnel. Compensation
of this type generally links the performance of the Company and an employee’s
ultimate compensation.
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Contract Termination
The retirement and investment services and asset and wealth
management businesses derive substantially all of their revenue
and net earnings from investment advisory agreements and
service agreements with mutual funds and from other investment
products. The contracts are terminable on relatively short notice
without cause and management and distribution fees must be
approved annually. The termination of, or failure to renew, one
or more of these agreements or the reduction of the fee rates
applicable to such agreements, could have a material effect on the
Company’s revenues and proﬁts.

The Company devotes substantial resources to the investment management process
and seeks to achieve consistent, dependable and superior performance results over time
for all client portfolios. Assets under management are spread across a wide range of
investment objectives, which creates diversity in the product lines.
The Company’s exposure to the segregated and mutual funds is spread across many
individual funds. Considerable resources are devoted to maintaining a strong
relationship with the Plan trustees or other applicable ﬁduciaries of the funds under
the relevant agreements. Company representatives meet frequently with the various
committees, Plan trustees and other ﬁduciaries (for Putnam, at least eight times
each year) to fulﬁll legal reporting requirements, keep them apprised of business
developments, renegotiate contracts and/or address any issues they may have.

Access to Distribution
The Company has a broad network of distribution relationships. Products are
distributed through numerous broker dealers, Managing General Agencies,
ﬁnancial planners and other ﬁnancial institutions. In addition, Putnam has certain
strategic alliances with investment management ﬁrms internationally. Putnam
relies on its extensive global distribution group to market the Putnam Funds and
other investment products across all major retail, institutional and retirement plan
distribution channels.

Holding Company Structure
As a holding company, the Company’s ability to pay interest,
dividends and other operating expenses and to meet its
obligations generally depends upon receipt of sufﬁcient
funds from its principal subsidiaries and its ability to raise
additional capital. In the event of the bankruptcy, liquidation
or reorganization of any of these subsidiaries, insurance and
investment contract liabilities of these subsidiaries will be
completely provided for before any assets of such subsidiaries
are made available for distribution to the Company; in addition,
the other creditors of these subsidiaries will generally be entitled
to the payment of their claims before any assets are made
available for distribution to the Company except to the extent
that the Company is recognized as a creditor of the relevant
subsidiaries.

Management closely monitors the solvency and capital positions of its principal
subsidiaries opposite liquidity requirements at the holding company. Additional
liquidity is available through established lines of credit and the Company’s demonstrated
ability to access capital markets for funds. Management actively monitors the regulatory
laws and regulations at both the holding company and operating company levels.

GREAT-WEST LIFECO INC.

The Company’s ability to market its products is signiﬁcantly
dependent on its access to a client base of individual, corporate
and public employee pension funds, deﬁned contribution
plan administrators, endowment funds, domestic and foreign
institutions and governments, insurance companies, securities
ﬁrms, brokers, banks, and other intermediaries. These
intermediaries generally offer their clients products in addition
to, and in competition with, the Company’s products, and
are not obligated to continue working with the Company. In
addition, certain investors rely on consultants to advise them on
the choice of advisor and consultants may not always consider
or recommend the Company. The loss of access to a distribution
channel, the failure to maintain effective relationships
with intermediaries, or the failure to respond to changes in
distribution channels could have a signiﬁcant impact on the
Company’s ability to generate sales.

Any payment (including payment of interest and dividends)
by the principal subsidiaries is subject to restrictions set forth
in relevant insurance, securities, corporate and other laws and
REGULATIONS INCLUDING THE STAGED INTERVENTION POWERS OF /3&)
which require that solvency and capital standards be maintained
by Great-West Life, London Life, CLFC, Canada Life, Great-West
Financial, and their subsidiaries and certain subsidiaries of
Putnam. There are considerable risks and beneﬁts related to
this structure.
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OTHER RISKS
/THER RISKS NOT SPECIlCALLY IDENTIlED ELSEWHERE INCLUDE
Risk

Management of Risk

Ratings
Financial strength, claims paying ability ratings and ratings
related to the issuance of ﬁnancial instruments represent the
opinions of rating agencies regarding the ﬁnancial ability of
Lifeco and its principal subsidiaries to meet its obligations, and
are an important factor in establishing the competitive position
of life insurance companies and affect ﬁnancing costs. Rating
organizations regularly analyze the ﬁnancial performance and
condition of insurers, including the Company’s subsidiaries. Any
ratings downgrades, or the potential for such downgrades, of the
Company’s subsidiaries could increase surrender levels of their
insurance and annuity products and constrain the Company’s
ability to market and distribute products and services, and
damage the Company’s relationships with creditors, which
may adversely impact future business prospects. These ratings
represent an important consideration in maintaining customer
conﬁdence in the Company’s subsidiaries and in their ability to
market insurance and annuity products.

The Company strives to manage to a target credit rating by diligently monitoring the
evolution of the rating criteria and processes of the various rating agencies.

GREAT-WEST LIFECO INC.

Future Acquisitions
From time-to-time, Lifeco and its subsidiaries evaluate existing
companies, businesses, products and services, and such
review could result in Lifeco or its subsidiaries disposing of or
acquiring businesses or offering new, or discontinuing existing
products and services. In the ordinary course of their operations
the Company and its subsidiaries consider and discuss with
third parties the purchase or sale of companies, businesses
or business segments. If effected, such transactions could be
material to the Company in size or scope, and could result in
changes in the value of the securities of Lifeco, including the
common shares of Lifeco.

Lifeco undergoes extensive due diligence upon any consideration of acquiring or
disposing of businesses or companies or offering new, or discontinuing existing
products and services.
In its consideration of strategic acquisitions, the Company may determine it to
be prudent to hold additional capital for contingencies that may arise during the
integration period.

Regulatory Control Functions
/3&) DElNES THE #ONTROL &UNCTIONS TO INCLUDE 2ISK -ANAGEMENT
Compliance, Actuarial, Finance and Internal Audit. The Company
operates a decentralized business and governance model. While
this has the beneﬁt of a streamlined decision making model based
on local market conditions, it may under certain circumstances,
create challenges with regard to aggregation, reporting, consistency
and independence in Control Functions.
The Company recognizes the beneﬁt of aggregating risk on a
consistent basis across all of its business segments. The Company
also acknowledges the importance of independent control
functions and a consistent approach to these functions across all
lines of business.

During 2012, the Company transitioned oversight of the Risk Function from the
Executive Committee to a newly established Risk Committee of the Board of Directors.
The Company engaged outside advisors to assist in the recommendation and
implementation of a plan for the Risk Function which the Company will be instituting
over a three year period.
The Company also engaged a third party to review and assess the independence of the
/3&) #ONTROL &UNCTIONS AND WILL IMPLEMENT THE RECOMMENDATIONS IN 

Legal and Regulatory Risk
The Company and certain of its principal subsidiaries are
subject to various legal and regulatory requirements imposed
by common and civil law, legislation and regulation in Canada,
the U.S., the U.K. and other jurisdictions applicable to reporting
issuers and to insurance companies and companies providing
investment management and other ﬁnancial services (including
supervision by governmental authorities in the jurisdictions
in which they carry on business). These requirements, which
include capital adequacy, liquidity and solvency requirements,
investment restrictions, restrictions on the sale and marketing of
insurance and annuity products and on the business conduct of
insurers, asset managers and investment advisors, are primarily
intended to protect policyholders, beneﬁciaries and investment
advisory clients, not shareholders. Material changes in the legal
or regulatory framework or the failure to comply with legal and
regulatory requirements, which in turn could lead to ﬁnancial
sanctions or penalties and damage to the Company’s reputation,
could have a material adverse effect on the Company. Regulators
may reassess capital requirements from time-to-time and require
additional capital to be held in various regulated subsidiaries.

36

The Company monitors compliance with the legal, regulatory, accounting and other
standards and requirements in all jurisdictions where it conducts business and assesses
trends in legal and regulatory change to keep business areas current and responsive.
The risk of legal actions is managed through the various risk management and control
practices described in this “Risk Management and Control Practices” section of this
MD&A.

Great-West Lifeco Inc. Annual Report 2012

C 32

PCC_2012Com_ENG03_GWL_2013-03-01_v2.indd C32

P O W E R C O R P O R AT I O N O F C A N A DA

08/03/13 3:50 PM

MANAGEMENT’S DISCUSSION AND ANALYSIS

Legal and Regulatory Risk (cont’d)
As well, regulatory capital requirements inﬂuence liquidity and
the amount of capital that must be held by various regulated
subsidiaries of the Company in particular jurisdictions and
constrain the movement of capital from jurisdiction to jurisdiction,
and accordingly such requirements may restrict the ability of such
subsidiaries to declare and pay dividends to the Company.

/NE OF THE FOREIGN OPERATIONS IS IN DISCUSSION WITH ITS REGULATOR REGARDING THE ADMISSIBILITY
of certain assets for the purpose of calculating such local regulatory requirements.

Potential regulatory changes in Canada include new guidance
ON CAPITAL REQUIREMENTS FOR SEGREGATED FUNDS AND OTHER /3&)
initiatives, as well as new capital requirements for European entities
being reviewed by the European Commission (Solvency II).
The Company adopted International Financial Reporting Standards
(IFRS) on January 1, 2011 which impacted the opening surplus and
net earnings of the Company. As well, new IFRS guidance including
a revised standard on Insurance Contracts is being developed that
may increase insurance contract liabilities when introduced.
While there are signiﬁcant uncertainties, as drafted, these
accounting and regulatory developments may impact the ﬁnancial
position of the Company by subjecting the Company to widely
ﬂuctuating levels of reserve and capital requirements which would
increase earnings volatility and increase the risk of technical
insolvency, therefore impacting the Company’s ﬂexibility to
distribute cash to its providers of capital in the future.

Reputational Risk
In the course of its business activities, the Company may be
exposed to the risk that some actions may lead to damage
to the Company’s reputation and hence damage to its future
business prospects.
These actions may include unauthorized activities of employees
or other people associated with the Company, inadvertent
actions of the Company that become publicized and damage the
Company’s reputation, regular or past business activities of the
Company that become the subject of regulator or media scrutiny
and, due to a change of public perception, cause damage to
the Company, or any other action or activity that gives rise to
damage to the Company’s general reputation.

The Company has ongoing controls to limit the unauthorized activities of people
associated with the Company. The Company has adopted a Code of Business Conduct
and Ethics which sets out the standards of business conduct to be followed by all
directors, ofﬁcers and employees of the Company. Further, the directors, ofﬁcers and
employees are required to sign off annually on their compliance with the Code of
Business Conduct and Ethics. The Company also reacts to address situations that may
escalate to a level that might give rise to damage to its reputation.

GREAT-WEST LIFECO INC.

The Company and its subsidiaries operate in an increasingly
regulated and litigious environment and as such are from
time-to-time subject to legal actions, including arbitrations
and class actions, arising in the normal course of business.
It is inherently difﬁcult to predict the outcome of any of
these proceedings with certainty, and it is possible that
an adverse resolution could be material to the Company,
or could result in signiﬁcant damage to the reputation of
the Company, which could in turn adversely impact future
business prospects.

Reinsurance
Through its subsidiaries, the Company is both a user and a
provider of reinsurance, including both traditional reinsurance
ceded, which is undertaken primarily to mitigate against
assumed insurance risks, and ﬁnancial reinsurance, under
which the amount of insurance risk passed to the reinsurer or its
reinsureds may be more limited.
The Company is required to pledge amounts of collateral or
deposit amounts with counterparties in certain reinsurance
transactions according to contractual terms.
These
arrangements could require additional requirements in the
future depending on regulatory and market developments.
While there are signiﬁcant uncertainties in these developments
and the associated impact on the ﬁnancial position of the
Company, these may impact the Company’s ﬁnancial ﬂexibility.

The Company accounts for all reinsurance transactions in accordance with IFRS. In some
cases, IFRS may differ from the accounting treatment utilized by the Company’s reinsurers
or its reinsureds based upon the rules applicable to them in their reporting jurisdictions.
The Company believes that reinsurance transactions that it has entered into are appropriate
and properly accounted for by the Company. Notwithstanding, the Company may, in
connection with this type of reinsurance, be exposed to reputation or other risks depending
on future events.
The Company maintains a Corporate Reinsurance Ceded Risk Management policy which
is reviewed and approved by the operating subsidiaries. Annually, the Appointed Actuaries
report to the Audit Committees, conﬁrming compliance with the policy.
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Support Systems and Customer Service Functions
The ability to consistently and reliably obtain securities pricing
information, accurately process client transactions and provide
reports and other customer services is essential to the Company’s
operations. A failure of any of these systems could have an
adverse effect on the Company’s results of operations and
ﬁnancial condition. In addition, any delays or inaccuracies in
obtaining pricing information, processing client transactions
or providing reports, in addition to any inadequacies in other
customer service could lead to loss of client conﬁdence, harm to
the Company’s reputation, exposure to disciplinary action, and
liability to the Company’s clients. As part of normal operations,
the Company maintains and transmits conﬁdential information
about its clients and proprietary information relating to its
business operations. The Company could be subject to losses if it
fails to properly safeguard sensitive and conﬁdential information.

The Company’s operations work with its systems and service providers to obtain
reliability and efﬁciency of information systems. The Company utilizes high quality
external systems and maintains controls relating to information security and also works
with service providers to verify and assess the sufﬁciency of their controls.

GREAT-WEST LIFECO INC.

Pension Risk
The Company’s subsidiaries maintain contributory and noncontributory deﬁned beneﬁt pension plans; the costs of these
deﬁned beneﬁt plans are dependent on a host of factors including
discount rates, returns on plans assets, compensation costs,
inﬂation risk, employee service life, government regulations, and
variances between expected and actual actuarial results. In the
event that the pension plan assets do not achieve sustained growth
over time and potential negative impact of the cost factors above,
the Company could have a signiﬁcant increase in pension funding
obligations and costs that could reduce cash ﬂows and proﬁt
margins. In certain jurisdictions, recent changes and proposed
reform to government regulations could have a signiﬁcant impact
on the plans.

Pension risk is managed by regular monitoring of the plans, pension regulations and
other factors that could impact the expenses and cash ﬂows of the Company.
The Company has a Pension Committee that provides oversight for the pension plans of
the Company. Pension plan regulations are monitored on an ongoing basis to assess the
impact of changes to government regulations on the status, funding requirements and
ﬁnancial results of the Company.
Plan assumptions are reviewed regularly both internally and by external advisors and
updated as necessary to reﬂect the latest research on expected future trends. The
pension plans and assumptions are subject to external audit on an annual basis.

Environmental Risk
Environmental risk is the risk of direct or indirect loss to the
Company’s ﬁnancial results or operations or reputation resulting
from the impact of environmental issues or costs associated
with changes in environmental laws and regulations.

The Company endeavours to respect the environment and to take a balanced and
environmentally sustainable approach to conducting business.
The Company will not knowingly acquire investments with signiﬁcant environmental
risks. The Company has established environmental policies and guidelines pertaining to
the acquisition and ongoing management of investment properties, loans secured by real
property and investments in equity and ﬁxed income securities. These policies are approved
by its Board of Directors and are reviewed annually.
/NE OF THE #OMPANYS SUBSIDIARIES '7, 2EALTY !DVISORS )NC '7,2! HAS AN %NVIRONMENTAL
Management Plan (EMP) created to ensure compliance with applicable environmental
legislation and outline best practice guidelines and procedures in responsible management
practices designed to protect and preserve the environment and provide oversight on
environmental matters on properties owned by the Company (Great-West Life, London
Life and Canada Life) and third party clients. The properties for which GWLRA provides
property management services are also administered under the EMP to ensure compliance
with applicable federal, provincial and municipal environmental legislation, by-laws, codes,
policies and undertaking a leadership position with their clients and within the real estate
industry. GWLRA carries out ongoing reviews of environmental objectives, programs,
policies and procedures to ensure consistency, effectiveness, quality and application, and
establishes and maintains best practices through corporate programs and initiatives and
emphasizes environmental awareness among staff, service providers and clients.
To quantify efforts in sustainability GWLRA has developed a Corporate Social Responsibility
Scorecard that reports on greenhouse gas emissions for their corporate and regional
ofﬁces across Canada. Commercial assets under management are monitored nationally
and measured for environmental performance, which includes GHG emissions, waste
diversion and water; monitoring is carried out by a third party environmental consultant.
GWLRA’s property management and leasing functions are conducted in accordance with
environmental laws and prudent industry practices. The Company strives to reduce its
environmental footprint through energy conservation and waste reduction that entails
recycling programs, periodic waste diversion audits and performance benchmarking.
For more information on the Company’s environmental policies and initiatives, refer to the
Public Accountability Statement available on the Canadian operating subsidiaries websites.
The Company monitors relevant emerging issues, regulations and requirements through
collaboration with its environmental and legal consultants. The Environmental Committee
of GWLRA reviews policies and procedures on an annual basis and revises established
policies and guidelines as required.
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ACCOUNTING POLICIES
SUMMARY OF CRITICAL ACCOUNTING ESTIMATES
The preparation of ﬁnancial statements in accordance with
IFRS requires management to make estimates, judgments and
assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilities at the
reporting date and the reported amounts of revenue and expenses
during the reporting period. The results of the Company reﬂect
management’s judgments regarding the impact of prevailing
global credit, equity and foreign exchange market conditions. The
estimation of insurance and investment contract liabilities relies
upon investment credit ratings. The Company’s practice is to use
third-party independent credit ratings where available.
The signiﬁcant accounting estimates include the following:

Fair Value Measurement
Financial and other instruments held by the Company include
portfolio investments, various derivative ﬁnancial instruments,
debentures and other debt instruments.
Financial instrument carrying values reﬂect the liquidity of the
markets and the liquidity premiums embedded in the market
pricing methods the Company relies upon.
In accordance with IFRS 7, Financial Instruments: Disclosure, the
Company’s assets and liabilities recorded at fair value have been
categorized based upon the following fair value hierarchy:

Level 2 inputs utilize other than quoted prices included in
Level 1 that are observable for the asset or liability, either
directly or indirectly.
Level 3 inputs are unobservable and include situations where
there is little, if any, market activity for the asset or liability.
In certain cases, the inputs used to measure fair value may fall
into different levels of the fair value hierarchy. In such cases,
the level in the fair value hierarchy within which the fair value
measurement in its entirety falls has been determined based
on the lowest level input that is signiﬁcant to the fair value
measurement in its entirety. The Company’s assessment of the
signiﬁcance of a particular input to the fair value measurement
in its entirety requires judgment and considers factors speciﬁc to
the asset or liability.
Refer to note 8 to the Company’s annual consolidated ﬁnancial
statements for disclosure of the Company’s ﬁnancial instruments
fair value measurement at December 31, 2012.
Fair values for bonds classiﬁed as fair value through proﬁt or
loss or available-for-sale are determined using quoted market
prices. Where prices are not quoted in a normally active market,
fair values are determined by valuation models primarily using
observable market data inputs. Market values for bonds and
mortgages classiﬁed as loans and receivables are determined by
discounting expected future cash ﬂows using current market rates.
Fair values for public stocks are generally determined by the
last bid price for the security from the exchange where it is
principally traded. Fair values for stocks for which there is no
active market are determined by discounting expected future
cash ﬂows based on expected dividends and where market value

Investment impairment
Investments are reviewed regularly on an individual basis to
determine impairment status. The Company considers various
factors in the impairment evaluation process, including but not
limited to, the ﬁnancial condition of the issuer, speciﬁc adverse
conditions affecting an industry or region, decline in fair value not
related to interest rates, bankruptcy or defaults and delinquency
in payments of interest or principal. Investments are deemed to be
impaired when there is no longer reasonable assurance of timely
collection of the full amount of the principal and interest due. The
market value of an investment is not by itself a deﬁnitive indicator
of impairment, as it may be signiﬁcantly inﬂuenced by other
factors including the remaining term to maturity and liquidity of
the asset. However, market price must be taken into consideration
when evaluating impairment.
For impaired mortgages and bonds classiﬁed as loans and
receivables, provisions are established or write-offs are recorded
to adjust the carrying value to the estimated realizable amount.
Wherever possible, the fair value of collateral underlying the loans or
observable market price is used to establish the estimated realizable
value. For impaired available-for-sale loans, recorded at fair value,
the accumulated loss recorded in accumulated other comprehensive
income (loss) is reclassiﬁed to net investment income. Impairments
on available-for-sale debt instruments are reversed if there is
objective evidence that a permanent recovery has occurred.
All gains and losses on bonds classiﬁed or designated as fair value
through proﬁt or loss are already recorded in income, therefore a
reduction due to impairment of assets will be recorded in income.
As well, when determined to be impaired, interest is no longer
accrued and previous interest accruals are reversed.

Goodwill and intangibles impairment testing
Goodwill and intangible assets are tested for impairment annually
or more frequently if events indicate that impairment may have
occurred. Intangible assets that were previously impaired are
reviewed at each reporting date for evidence of reversal. In the
event that certain conditions have been met, the Company would
be required to reverse the impairment charge or a portion thereof.
Goodwill has been allocated to cash generating units (CGU),
representing the lowest level in which goodwill is monitored for
internal reporting purposes. Goodwill is tested for impairment by
comparing carrying value of the CGU groups to the recoverable
amount to which the goodwill has been allocated. Intangible
assets are tested for impairment by comparing the asset’s
carrying amount to its recoverable amount. An impairment loss
is recognized for the amount by which the asset’s carrying amount
exceeds its recoverable amount.
The recoverable amount is the higher of the asset’s fair value
less costs to sell and value-in-use, which is generally calculated
using the present value of estimated future cash ﬂows expected to
be generated.
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Level 1 inputs utilize observable, quoted prices (unadjusted)
in active markets for identical assets or liabilities that the
Company has the ability to access.

cannot be measured reliably, fair value is estimated to be equal
to cost. Market values for investment properties are determined
using independent appraisal services and include management
adjustments for material changes in property cash ﬂows, capital
expenditures or general market conditions in the interim period
between appraisals.
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Insurance and investment contract liabilities

GREAT-WEST LIFECO INC.

Insurance and investment contract liabilities represent the
amounts required, in addition to future premiums and investment
income, to provide for future beneﬁt payments, policyholder
dividends, commission and policy administrative expenses for
all insurance and annuity policies in-force with the Company.
The Appointed Actuaries of the Company’s subsidiary companies
are responsible for determining the amount of the liabilities to
make appropriate provisions for the Company’s obligations to
policyholders. The Appointed Actuaries determine the insurance
and investment contract liabilities using generally accepted
actuarial practices, according to the standards established by
the Canadian Institute of Actuaries. The valuation of insurance
contracts uses the Canadian Asset Liability Method (CALM).
This method involves the projection of future events in order to
determine the amount of assets that must be set aside currently to
provide for all future obligations and involves a signiﬁcant amount
of judgment.
In the computation of insurance contract liabilities, valuation
assumptions have been made regarding rates of mortality/
morbidity, investment returns, levels of operating expenses,
rates of policy termination and rates of utilization of elective
policy options or provisions. The valuation assumptions use best
estimates of future experience together with a margin for adverse
deviation. These margins are necessary to provide for possibilities
of mis-estimation and/or future deterioration in the best estimate
assumptions and provide reasonable assurance that insurance
contract liabilities cover a range of possible outcomes. Margins are
reviewed periodically for continued appropriateness.
The methods for arriving at these valuation assumptions are
outlined below:
Mortality – A life insurance mortality study is carried out annually
for each major block of insurance business. The results of each
study are used to update the Company’s experience valuation
mortality tables for that business. When there is insufﬁcient
data, use is made of the latest industry experience to derive
an appropriate valuation mortality assumption. Mortality
improvement has been projected to occur for the next 25 years.
In addition, appropriate provisions have been made for future
mortality deterioration on term insurance. A 2% increase in the
best estimate assumption would cause a decrease in net earnings
of approximately $208 million.
Annuitant mortality is also studied regularly and the results used
to modify established industry experience annuitant mortality
tables. Mortality improvement has been projected to occur
throughout future years for annuitants. A 2% decrease in the best
estimate assumption would cause a decrease in net earnings of
approximately $274 million.
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Morbidity – The Company uses industry developed experience
tables modiﬁed to reﬂect emerging company experience. Both
claim incidence and termination are monitored regularly and
emerging experience is factored into the current valuation.
For products for which morbidity is a signiﬁcant assumption,
a 5% decrease in best estimate termination assumptions for
claim liabilities and a 5% increase in best estimate incidence
assumptions for active life liabilities would cause a decrease in net
earnings of approximately $188 million.
Property and casualty reinsurance – Insurance contract liabilities
for property and casualty reinsurance written by LRG, a subsidiary
of London Life, are determined using accepted actuarial practices
for property and casualty insurers in Canada. The insurance
contract liabilities are based on cession statements provided by
ceding companies. In certain instances, LRG management adjusts
cession statement amounts to reﬂect management’s interpretation
of the treaty. Differences will be resolved via audits and other loss
mitigation activities. In addition, insurance contract liabilities also
include an amount for incurred but not reported losses (IBNR)
which may differ signiﬁcantly from the ultimate loss development.
The estimates and underlying methodology are continually
reviewed and updated and adjustments to estimates are reﬂected
in net earnings. LRG analyzes the emergence of claims experience
against expected assumptions for each reinsurance contract
separately and at the portfolio level. If necessary, a more in depth
analysis is undertaken of the cedant experience.
Investment returns – The assets which correspond to the different
liability categories are segmented. For each segment, projected
cash ﬂows from the current assets and liabilities are used in
CALM to determine insurance and investment contract liabilities.
Cash ﬂows from assets are reduced to provide for asset default
losses. Testing under several interest rate and equity scenarios
(including increasing and decreasing rates) is done to provide for
reinvestment risk.
/NE WAY OF MEASURING THE INTEREST RATE RISK ASSOCIATED WITH THIS
assumption is to determine the effect on the insurance and
investment contract liabilities impacting the shareholder net
earnings of the Company of a 1% immediate parallel shift in the
yield curve. These interest rate changes will impact the projected
cash ﬂows.
s 4HE EFFECT OF AN IMMEDIATE  PARALLEL INCREASE IN THE YIELD CURVE
would be to decrease these insurance and investment contract
liabilities by approximately $181 million, causing an increase in
net earnings of approximately $121 million.
s 4HE EFFECT OF AN IMMEDIATE  PARALLEL DECREASE IN THE YIELD CURVE
would be to increase these insurance and investment contract
liabilities by approximately $715 million, causing a decrease in
net earnings of approximately $504 million.
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In addition to the above, if this change in the yield curve
persisted for an extended period the range of the tested scenarios
might change. The effect of an immediate 1% parallel decrease
or increase in the yield curve persisting for a year would have
immaterial additional effects on the reported insurance and
investment contract liability.
In addition to interest rates, the Company is also exposed to
movements in equity markets.
Some insurance and investment contract liabilities are supported
by investment properties, common stocks and private equities;
for example segregated fund products and products with longtail cash ﬂows. Generally these liabilities will ﬂuctuate in line
with equity market values. There will be additional impacts on
these liabilities as equity market values ﬂuctuate.
s !  INCREASE IN EQUITY MARKETS WOULD BE EXPECTED TO
additionally decrease non-participating insurance and
investment contract liabilities by approximately $22 million,
causing an increase in net earnings of approximately
$18 million.
s !  DECREASE IN EQUITY MARKETS WOULD BE EXPECTED TO
additionally increase non-participating insurance and
investment contract liabilities by approximately $128 million,
CAUSING A DECREASE IN NET EARNINGS OF APPROXIMATELY  MILLION

s !  INCREASE IN THE BEST ESTIMATE ASSUMPTION WOULD BE
expected to decrease non-participating insurance contract
liabilities by approximately $443 million causing an increase in
net earnings of approximately $342 million.
s !  DECREASE IN THE BEST ESTIMATE ASSUMPTION WOULD BE
expected to increase non-participating insurance contract
LIABILITIES BY APPROXIMATELY  MILLION CAUSING A DECREASE IN
net earnings of approximately $376 million.
Expenses – Contractual policy expenses (e.g. sales commissions)
and tax expenses are reﬂected on a best estimate basis. Expense
studies for indirect operating expenses are updated regularly to
determine an appropriate estimate of future operating expenses
for the liability type being valued. Improvements in unit
operating expenses are not projected. An inﬂation assumption
is incorporated in the estimate of future operating expenses
consistent with the interest rate scenarios projected under
CALM as inﬂation is assumed to be correlated with new money
interest rates. A 5% increase in the best estimate maintenance
unit expense assumption would cause a decrease in net earnings
of approximately $56 million.

Utilization of elective policy options – There are a wide range
of elective options embedded in the policies issued by the
Company. Examples include term renewals, conversion to whole
life insurance (term insurance), settlement annuity purchase
at guaranteed rates (deposit annuities) and guarantee resets
(segregated fund maturity guarantees). The assumed rates of
utilization are based on company or industry experience when it
exists and when not on judgment considering incentives to utilize
the option. Generally speaking, we assume that an informed
policyholder will utilize an option whenever it is clearly in their
best interests to do so.
Policyholder dividends and adjustable policy features – Future
policyholder dividends and other adjustable policy features are
included in the determination of insurance contract liabilities
with the assumption that policyholder dividends or adjustable
beneﬁts will change in the future in response to the relevant
experience. The dividend and policy adjustments are determined
consistent with policyholders’ reasonable expectations, such
expectations being inﬂuenced by the participating policyholder
dividend policies and/or policyholder communications,
marketing material and past practice. It is our expectation that
changes will occur in policyholder dividend scales or adjustable
beneﬁts for participating or adjustable business respectively,
corresponding to changes in the best estimate assumptions,
resulting in an immaterial net change in insurance contract
liabilities. Where underlying guarantees may limit the ability
to pass all of this experience back to the policyholder, the
impact of this non-adjustability impacting shareholders’ net
earnings is reﬂected in the impacts of changes in best estimate
assumptions above.
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The best estimate return assumptions for equities are primarily
based on long-term historical averages. Changes in the current
market could result in changes to these assumptions and will
impact both asset and liability cash ﬂows.

Policy termination – Studies to determine rates of policy
termination are updated regularly to form the basis of this
estimate. Industry data is also available and is useful where the
Company has no experience with speciﬁc types of policies or
its exposure is limited. The Company has signiﬁcant exposures
in respect of the T-100 and Level Cost of Insurance Universal
Life products in Canada and policy termination rates at the
renewal period for renewable term policies in Canada and
Reinsurance. Industry experience has guided our persistency
assumption for these products as our own experience is very
limited. A 10% adverse change in the best estimate policy
termination assumption would cause a decrease in net earnings
of approximately $473 million.
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Employee future beneﬁts – The Company’s subsidiaries maintain
contributory and non-contributory deﬁned beneﬁt and deﬁned
contribution pension plans for certain employees and advisors.
The deﬁned beneﬁt pension plans provide pensions based on
length of service and ﬁnal average pay. For most plans, active
plan participants share in the cost of beneﬁts through employee
contributions. Certain pension payments are indexed either
on an ad hoc basis or a guaranteed basis. Effective January 1,
2013, both the Great-West Life Assurance Company Canadian
Employees’ Pension Plan and the London Life Staff Pension Plan
added a deﬁned contribution provision to their plans. All new
hires after this date are eligible only for deﬁned contribution
beneﬁts. This change will reduce the Company’s deﬁned beneﬁt
plan exposure in future years. The deﬁned contribution pension
plans provide pension beneﬁts based on accumulated employee
and Company contributions. The Company’s subsidiaries also
provide post-employment health, dental and life insurance
beneﬁts to eligible employees, advisors and their dependents. For
further information on the Company’s pension plans and other
post-employment beneﬁts refer to note 23 to the Company’s 2012
annual consolidated ﬁnancial statements.

Income taxes – The Company is subject to income tax laws in
various jurisdictions. The Company’s operations are complex and
related income tax interpretations, regulations and legislation
that pertain to its activities are subject to continual change. As
multinational life insurance companies, the Company’s primary
Canadian operating subsidiaries are subject to a regime of
specialized rules prescribed under the Income Tax Act (Canada)
for purposes of determining the amount of the companies’ income
that will be subject to tax in Canada.

GREAT-WEST LIFECO INC.

The Company utilizes tax planning strategies involving multiple
jurisdictions to obtain tax efﬁciencies. The Company continually
assesses the uncertainty associated with these strategies and
holds an appropriate level of provisions for uncertain income tax
positions. Accordingly, the provision for income taxes represents
management’s interpretation of the relevant income tax laws and
its estimate of current and deferred income tax implications of the
transactions and events during the period. Deferred income tax
assets and liabilities are recorded based on expected future income
tax rates and management’s assumptions regarding the expected
timing of the reversal of temporary differences. The Company has
substantial deferred income tax assets. The recognition of deferred
income tax assets depends on management’s assumption that
future earnings will be sufﬁcient to realize the deferred beneﬁt.
The amount of the asset recorded is based on management’s best
estimate of the timing of the reversal of the asset.

Accounting for pension and other post-employment beneﬁts
requires estimates of future returns on plan assets, expected
increases in compensation levels, trends in health care costs,
the period of time over which beneﬁts will be paid, as well as the
appropriate discount rate for deﬁned beneﬁt obligations. These
assumptions are determined by management using actuarial
methods and are reviewed and approved annually. Emerging
experience that differs from the assumptions will be revealed in
future valuations and will affect the future ﬁnancial position of the
plans and net periodic beneﬁt costs.

The audit and review activities of the Canada Revenue Agency
and other jurisdictions’ tax authorities affect the ultimate
determination of the amounts of income taxes payable or
receivable, deferred income tax assets or liabilities and income tax
expense. Therefore, there can be no assurance that income taxes
will be payable as anticipated and/or the amount and timing of
receipt or use of the income tax related assets will be as currently
expected. Management’s experience indicates the taxation
authorities are more aggressively pursuing perceived income tax
issues and have increased the resources they put to these efforts.
Significant assumptions – employee future benefits

Deﬁned beneﬁt
pension plans
At December 31

2012

Other post-employment
beneﬁts

2011

2012

2011

Weighted average assumptions used to determine beneﬁt cost
Discount rate
Expected long-term rate of return on plan assets
Rate of compensation increase

5.1%
5.7%
3.5%

5.5%
6.1%
3.6%

5.1%
–%
–%

5.5%
–%
–%

Weighted average assumptions used to determine deﬁned beneﬁt obligation
Discount rate
Rate of compensation increase

4.4%
3.1%

5.1%
3.5%

4.2%
–%

5.1%
–%

Weighted average health care trend rates – In determining
the expected cost of healthcare beneﬁts, health care costs were
assumed to increase by 6.5% in 2012 and gradually decrease to a
level of 4.5% over 12 years. For 2012, the impact of a 1 percentage
point change to assumed healthcare rates on the deﬁned post
employment beneﬁt obligation is an approximate $40 million ($41
million in 2011) increase for a 1 percentage point increase to rates
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and an approximate $33 million ($34 million in 2011) decrease for
a 1 percentage point decrease to rates. Similarly, the impact on
the post-employment current service cost and interest cost of a
1 percentage point increase to rates is an approximate $2 million
($2 million in 2011) increase and a 1 percentage point decrease to
rates is an approximate $2 million ($2 million in 2011) decrease.
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Signiﬁcant assumptions – The discount rate assumption used in
determining pension and post-employment beneﬁt obligations
and net beneﬁt expense reﬂects the market yields, as of the
measurement date, on high quality debt instruments with cash
ﬂows that match expected beneﬁt payments.
The overall expected rate of return on plan assets for the year is
determined based on long term market expectations prevailing
at the beginning of the year for each asset class, weighted by
portfolio allocation, less an allowance in respect of all expenses
expected to be charged to the fund. Anticipated future longterm performance of individual asset categories is considered,
reﬂecting management’s best estimates of expected future
inﬂation and expected real yields on ﬁxed income securities and
EQUITIES /THER ASSUMPTIONS ARE BASED ON ACTUAL PLAN EXPERIENCE
and best estimates.
The period of time over which beneﬁts are assumed to be paid is
based on best estimates of future mortality, including allowances
for mortality improvements. Mortality assumptions are signiﬁcant
in measuring the deﬁned beneﬁt obligation for deﬁned beneﬁt
plans. The mortality assumptions applied by the Company take
into consideration average life expectancy, including allowances

for future mortality improvement as appropriate, and reﬂect
variations in such factors as age, gender and geographic location.
The assumptions also take into consideration an estimation of
future improvements in longevity. This estimate is subject to
considerable uncertainty and judgment is required in establishing
this assumption.
The mortality tables are reviewed at least annually, and
assumptions are in accordance with accepted actuarial practice in
Canada. Emerging plan experience is reviewed and considered in
establishing the best estimate for future mortality.
As these assumptions relate to factors that are long-term in nature,
they are subject to a degree of uncertainty. Differences between
actual experience and the assumptions, as well as changes in the
assumptions resulting from changes in future expectations, result
in increases or decreases in the pension and post-employment
beneﬁts expense and deﬁned beneﬁt obligation in future years.
There is no assurance that the plans will be able to earn assumed
rates of return, and market driven changes to assumptions could
impact future contributions and expenses.
The following table indicates the impact of changes to certain key
assumptions related to pension and post-employment beneﬁts.

Impact of a change of 1.0% in significant assumptions
Deﬁned beneﬁt
pension plans

Expected long-term rate of return on plan assets
Increase
Decrease
Rate of compensation increase
Increase
Decrease
Health care trend rate
Increase
Decrease

Funding – The Company’s subsidiaries have both funded and
unfunded pension plans as well as other post-employment beneﬁt
plans which are unfunded. The Company’s funded pension plans
are funded to or above the amounts required by relevant legislation.
During the year, the Company contributed $121 million ($123
million in 2011) to the pension plans and made beneﬁt payments
of $17 million ($17 million in 2011) for post-employment beneﬁts.
The Company expects to decrease contributions to its deﬁned
beneﬁt pension plans by approximately $8 million in 2013.
International Financial Reporting Standards – The Company
issued its ﬁrst annual consolidated ﬁnancial statements in

Expense

Obligation

Expense

(551)
705

(12)
16

(48)
59

1
(1)

n/a
n/a

(31)
31

n/a
n/a

n/a
n/a

124
(109)

14
(12)

–
–

–
–

n/a
n/a

n/a
n/a

40
(33)

2
(2)

compliance with International Financial Reporting Standards
(IFRS) for the year ended December 31, 2011.
Due to the evolving nature of IFRS, there are a number of IFRS
changes that could impact the Company in the future. The
Company actively monitors future IFRS changes proposed by the
International Accounting Standards Board (IASB) to assess if the
changes to the standards may have an impact on the Company’s
results or operations. In addition, the Company considers
potential changes to ﬁnancial reporting, disclosure controls and
procedures, or information systems of the Company as a result of
these IFRS changes.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

IFRS that will change in the future and could impact the Company are set out in the following tables:

Effective in 2013

REVISED STANDARD

SUMMARY OF FUTURE CHANGES

IAS 19 – Employee Beneﬁts

The IASB published an amended version of this standard in June 2011 that eliminates the corridor approach
for actuarial gains and losses resulting in those gains and losses being recognized immediately through other
COMPREHENSIVE INCOME /#)  !S A RESULT THE NET PENSION ASSET OR LIABILITY WILL REmECT THE FULL FUNDED STATUS OF THE
PENSION PLAN ON THE #ONSOLIDATED "ALANCE 3HEETS 5NDER THE REVISED )!3  Employee Beneﬁts the expected return
ON PLAN ASSETS IS NO LONGER APPLIED TO THE FAIR VALUE OF THE ASSETS TO CALCULATE THE BENElT COST 4HE REVISED )!3 
requires the same discount rate be applied to measure the beneﬁt obligation and to the plan assets to determine
the net interest expense (income). This discount rate is determined by reference to market yields at the end of
the reporting period on high quality corporate bonds. Further, the revised standard includes changes to how the
deﬁned beneﬁt obligation and the fair value of the plan assets and the components of the pension expense would
be presented and disclosed within the ﬁnancial statements of an entity.
The Company will continue to use the corridor method until January 1, 2013 when the revised standard for
EMPLOYEE BENElTS BECOMES EFFECTIVE )N ACCORDANCE WITH THE TRANSITIONAL PROVISIONS IN )!3  THIS CHANGE IN )&23
will be applied retroactively which is anticipated to decrease opening equity by approximately $400 million at
January 1, 2012, with an additional decrease to opening equity of approximately $200 million at January 1, 2013.
For further information on the Company’s employee beneﬁt plans, please refer to note 23 to the December 31, 2012
consolidated ﬁnancial statements.

IFRS 10 – Consolidated
Financial Statements;
IFRS 11 – Joint Arrangements;
IFRS 12 – Disclosure of Interests

GREAT-WEST LIFECO INC.

in Other Entities

Effective January 1, 2013, the Company plans to adopt IFRS 10, Consolidated Financial Statements, IFRS 11, Joint
Arrangements, and IFRS 12, Disclosure of Interest in Other Entities for the presentation and preparation of its
consolidated ﬁnancial statements.
IFRS 10, Consolidated Financial Statements uses consolidation principles based on a revised deﬁnition of control.
The deﬁnition of control is dependent on the power of the investor to direct the activities of the investee, the ability
of the investor to derive variable beneﬁts from its holdings in the investee, and a direct link between the power to
direct activities and receive beneﬁts.
IFRS 11, Joint Arrangements separates jointly controlled entities between joint operations and joint ventures. The
standard has eliminated the option of using proportionate consolidation for accounting for the interests in joint
ventures, now requiring an entity to use the equity method of accounting for interests in joint ventures.
IFRS 12, Disclosure of Interests in Other Entities proposes new disclosure requirements for the interest an entity has
in subsidiaries, joint arrangements, associates, and structured entities. The standard requires enhanced disclosure
including how control was determined and any restrictions that might exist on consolidated assets and liabilities
presented within the ﬁnancial statements.
In June 2012, the IASB released amendments clarifying the transitional guidance offered in IFRS 10 as well as
providing additional transitional relief in IFRS 10, IFRS 11, and IFRS 12 limiting the requirement to provide adjusted
comparative information to only the preceding comparative period. The Company continues to evaluate the impact
of the above standards on its consolidation procedures and disclosure in preparation of the January 1, 2013 effective
date and does not anticipate it will have a material impact.
4HE )!3" ISSUED AMENDMENTS TO )&23  AND )&23  IN /CTOBER  THAT INTRODUCED AN EXCEPTION FROM
consolidation for the controlled entities of investment entities. The Company continues to review the ﬁnancial
reporting of the segregated funds for the risk of policyholders presented within the Company’s ﬁnancial statements
to determine whether it would be different than the current reporting under IFRS.

IFRS 13 – Fair Value
Measurement

Effective January 1, 2013, the Company will adopt the guidance of IFRS 13, Fair Value Measurement which seeks to
increase consistency and comparability in fair value measurements and related disclosures through a ’fair value
hierarchy’. The hierarchy categorizes the inputs used in valuation techniques into three levels. The hierarchy gives
the highest priority to (unadjusted) quoted prices in active markets for identical assets or liabilities and the lowest
priority to unobservable inputs.
The standard relates primarily to disclosure and will not impact the ﬁnancial results of the Company.

IAS 1 – Presentation of
Financial Statements

Effective January 1, 2013, the Company will adopt the guidance in the amended IAS 1, Presentation of Financial
Statements 4HE AMENDED STANDARD INCLUDES REQUIREMENTS THAT /#) BE CLASSIlED BY NATURE AND GROUPED BETWEEN
those items that will be reclassiﬁed subsequently to proﬁt or loss (when speciﬁc conditions are met) and those that
will not be reclassiﬁed.
This revised standard relates only to presentation and will not impact the ﬁnancial results of the Company.

IFRS 7 – Financial Instruments:
Disclosure

Effective January 1, 2013, the Company will adopt the guidance in the amendments to IFRS 7, Financial
Instruments. The amended standard introduces ﬁnancial instrument disclosures related to rights of offset and
related arrangements under master netting agreements.
This revised standard relates only to disclosure and will not impact the ﬁnancial results of the Company.
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Proposed to be effective subsequent to 2013

REVISED STANDARD

SUMMARY OF FUTURE CHANGES

IFRS 4 – Insurance Contracts

The IASB issued an exposure draft proposing changes to the accounting standard for insurance contracts in July
2010. The proposal would require an insurer to measure insurance liabilities using a model focusing on the amount,
timing, and uncertainty of future cash ﬂows associated with fulﬁlling its insurance contracts. This is vastly different
from the connection between insurance assets and liabilities considered under the Canadian Asset Liability
Method (CALM) and may cause signiﬁcant volatility in the results of the Company. The exposure draft also proposes
changes to the presentation and disclosure within the ﬁnancial statements.
Since the release of the exposure draft, there have been discussions within the insurance industry and between
accounting standard setters globally recommending signiﬁcant proposed changes to the 2010 exposure draft. At
this time no new standard has been either re-exposed or released.
The Company will continue to measure insurance contract liabilities using CALM until such time when a new IFRS
for insurance contract measurement is issued. A ﬁnal standard is not expected to be implemented for several years;
the Company continues to actively monitor developments in this area.

IFRS 9 – Financial Instruments

The new standard requires all ﬁnancial assets to be classiﬁed on initial recognition at amortized cost or fair value
while eliminating the existing categories of available for sale, held to maturity, and loans and receivables.
The new standard also requires:
s EMBEDDED DERIVATIVES TO BE ASSESSED FOR CLASSIlCATION TOGETHER WITH THEIR lNANCIAL ASSET HOST
s AN EXPECTED LOSS IMPAIRMENT METHOD BE USED FOR lNANCIAL ASSETS AND
s AMENDMENTS TO THE CRITERIA FOR HEDGE ACCOUNTING AND MEASURING EFFECTIVENESS
4HE FULL IMPACT OF )&23  Financial Instruments on the Company will be evaluated after the remaining stages of the
)!3"S PROJECT TO REPLACE )!3  Financial Instruments impairment methodology, hedge accounting, and asset and
liability offsetting are ﬁnalized. The Company continues to actively monitor developments in this area.

IAS 17 – Leases

The IASB issued an exposure draft proposing a new accounting model for leases where both lessees and lessors
would record the assets and liabilities on the balance sheet at the present value of the lease payments arising from
all lease contracts. The new classiﬁcation would be the right-of-use model, replacing the operating and ﬁnance
lease accounting models that currently exist.
The full impact of adoption of the proposed changes will be determined once the ﬁnal lease standard is issued.

IAS 18 – Revenue Recognition

The IASB issued a second exposure draft in November 2011 which proposed a single revenue recognition standard
to align the ﬁnancial reporting of revenue from contracts with customers and related costs. A company would
recognize revenue when it transfers goods or services to a customer in the amount of consideration the company
expects to receive from the customer.

GREAT-WEST LIFECO INC.

4HE CURRENT TIMETABLE FOR ADOPTION OF )&23  IS FOR THE ANNUAL PERIOD BEGINNING *ANUARY   HOWEVER THE
Company continues to monitor this standard in conjunction with the developments to IFRS 4.

The full impact of adoption of the proposed changes will be determined once the ﬁnal revenue recognition standard
is issued, which is targeted for release in 2013.
IAS 32 – Financial Instruments:
Presentation

Effective January 1, 2014, the Company will adopt the guidance in the amendments to IAS 32, Financial Instruments:
Presentation. The amended standard clariﬁes the requirements for offsetting ﬁnancial assets and ﬁnancial liabilities.
The Company is evaluating the impact this standard will have on the presentation of its ﬁnancial statements.
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S EGMENTED O PERATI N G R E S U LT S
The consolidated operating results of Lifeco including the
comparative ﬁgures are presented on an IFRS basis after capital
allocation. The operating results include Great-West Life,
London Life, Canada Life, Great-West Financial and Putnam.

For reporting purposes, the consolidated operating results are
grouped into four reportable segments, Canada, United States,
Europe and Lifeco Corporate, reﬂecting geographic lines as well as
the management and corporate structure of the companies.

CANADA
The Canada segment of Lifeco includes the operating results of
the Canadian businesses operated by Great-West Life, London Life
and Canada Life. There are three primary business units included
in this segment. Through its Individual Insurance business unit,
the Company provides life, disability and critical illness insurance
products to individual clients. Through its Wealth Management
business unit, the Company provides accumulation products and
annuity products for both group and individual clients in Canada.
Through its Group Insurance business unit, the Company provides
life, health, critical illness, disability and creditor insurance
products to group clients in Canada.

BUSINESS PROFILE

GREAT-WEST LIFECO INC.

INDIVIDUAL INSURANCE
In Canada, Individual Insurance consists of Individual Life
Insurance and Living Beneﬁts. Products and services are
distributed through diverse, complementary channels: ﬁnancial
security advisors and brokers associated with Great-West Life;
ﬁnancial security advisors associated with London Life’s Freedom
55 FinancialTM division and the Wealth & Estate Planning Group;
and the distribution channels Canada Life supports, including
independent advisors associated with managing general agencies,
as well as national accounts, including Investors Group.
The various distribution channels are accessed through distinct
product labels offered by Great-West Life, London Life, and Canada
Life. Unique products and services are offered to meet the needs
of each distribution channel to allow the Company to maximize
opportunities while minimizing channel conﬂict.

WEALTH MANAGEMENT
The Wealth Management business unit consists of Individual
Retirement & Investment Services (IRIS), and Group Retirement
Services (GRS) product lines. The Company utilizes diverse,
complementary distribution channels and is a leader in Canada
in all Wealth Management product lines. Products are distributed
through the same channels as described above for Individual
Insurance as well as independent brokers, consultants and direct
business for our GRS business.
The individual lines of business access the various distribution
channels through distinct product labels offered by Great-West
,IFE ,ONDON ,IFE #ANADA ,IFE AND 1UADRUS )NVESTMENT 3ERVICES
,TD 1UADRUS  5NIQUE PRODUCTS AND SERVICES ARE OFFERED TO MEET
the needs of each distribution channel to allow the Company to
maximize opportunities while minimizing channel conﬂict.

GROUP INSURANCE
In Canada, the Company offers effective beneﬁt solutions for
large and small employee groups. Through the Company’s
extensive network of Group sales ofﬁces and Sales and Marketing
Centres located across the country, it distributes its products
through ﬁnancial security advisors, brokers, and consultants. The
Company offers a wide range of products and services including
Group Life, Accidental Death and Dismemberment, Disability,
Health and Dental protection.
Through its Canada Life subsidiary, the Company writes creditor
and direct marketing business, offering effective beneﬁt solutions
for large ﬁnancial institutions, credit card companies, auto dealers,
alumni and association groups. Canada Life is a recognized leader
IN THE CREDITOR INSURANCE BUSINESS WITH  BILLION IN ANNUAL
direct premium.

MARKET OVERVIEW
PRODUCTS AND SERVICES
Individual Insurance
The Company provides an array of individual insurance products that
are distributed through multiple sales channels. Products are marketed
under the Great-West Life, London Life and Canada Life brands.
MARKET POSITION
s Manages largest portfolio of life insurance in Canada as measured
by premium
s Pre-eminent provider of individual disability and critical illness insurance
with 30% market share of in-force premium

PRODUCTS AND SERVICES
Individual Life Insurance
s Term life
s Universal life
s Participating Life
Living Beneﬁts
s Disability
s Critical Illness

DISTRIBUTION
Associated with:
Great-West Life Distribution
s 1,758 Great-West Life ﬁnancial security advisors
s   ADVISORS ASSOCIATED WITH A NUMBER OF INTERCORPORATE ARRANGEMENTS
s 6,375 independent brokers
London Life Distribution
s 3,476 Freedom 55 Financial and Wealth & Estate Planning Group
ﬁnancial security advisors
Canada Life Distribution
s   INDEPENDENT BROKERS ASSOCIATED WITH
56 Managing General Agencies (MGAs)
s   ADVISORS ASSOCIATED WITH  NATIONAL ACCOUNTS
s 3,465 Investors Group consultants who actively sell Canada Life products
s  DIRECT BROKERS AND PRODUCER GROUPS
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WEALTH MANAGEMENT
The Company provides an array of savings and income products
that are distributed through multiple sales channels. Products are
marketed under the Great-West Life, London Life, Canada Life and
1UADRUS BRANDS

DISTRIBUTION
Associated with:
Great-West Life Distribution
s 1,758 Great-West Life ﬁnancial security advisors
s   ADVISORS ASSOCIATED WITH A NUMBER OF INTERCORPORATE ARRANGEMENTS
s 6,375 independent brokers

The Company offers a wide range of segregated funds through
its multiple distribution channels including 85 London Life
Segregated funds to individual Freedom 55 FinancialTM clients, 73
Canada Life segregated funds to individual Canada Life clients,
78 Great-West Life segregated funds to individual Great-West
Life clients and 224 segregated funds to Envision Group Capital
Accumulation Fund clients.

London Life Distribution
s 3,476 Freedom 55 Financial and Wealth & Estate Planning Group
ﬁnancial security advisors
Canada Life Distribution
s   INDEPENDENT BROKERS ASSOCIATED WITH
56 Managing General Agencies (MGAs)
s   ADVISORS ASSOCIATED WITH  NATIONAL ACCOUNTS
s 3,465 Investors Group consultants who actively sell Canada Life products
s  DIRECT BROKERS AND PRODUCER GROUPS

1UADRUS OFFERS  MUTUAL FUNDS UNDER THE 1UADRUS 'ROUP
of FundsTM brand and over 3,500 third-party mutual funds.
Mackenzie Financial Corporation, a member of the Power
Financial Corporation group of companies, administers the
1UADRUS 'ROUP OF &UNDS

Quadrus Investment Services Ltd.
(also included in Great-West Life and London Life advisor counts):
s 3,813 investment representatives
Group Retirement Services
s Beneﬁts Consultants, Brokers and Afﬁliated advisors (as above)

MARKET POSITION
s 26% market share of individual segregated funds
s 18% market share of group capital accumulation plans

GROUP INSURANCE

Group Retirement Services
s Group Capital Accumulation Plans
s Non-registered savings programs
s Deferred proﬁt sharing plans
s Deﬁned contribution pension plans
s Group RRSPs & TFSAs

The Company provides an array of life, health and creditor
insurance products that are distributed primarily through Group
sales ofﬁces across the country.

Invested in:
s Segregated funds
s Guaranteed investment options
s Single company stock

MARKET POSITION
s Employee beneﬁts to over 30,000 plan sponsors
s 22% market share for employee/employer plans
s Leading market share for creditor plans

PRODUCTS AND SERVICES

s Retirement Income Plans
s Payout annuities
s Deferred annuities
s Retirement income funds
s Life income funds
s Investment management services only plans
Invested in:
s Segregated funds
s Guaranteed investment options
s Securities
Individual Retirement & Investment Services
s Savings plans
s Registered retirement savings plans
s Non-registered savings programs
s TFSAs
Invested in:
s Segregated funds
s Mutual funds
s Guaranteed investment options

Life and Health
s Life
s Disability
s Critical Illness
s Accidental death & dismemberment
s Dental
s Expatriate coverage
s Extended health care

GREAT-WEST LIFECO INC.

PRODUCTS AND SERVICES

Creditor
s Creditor life
s Creditor disability
s Creditor job loss
s Creditor critical illness

DISTRIBUTION
s

 ACCOUNT MANAGERS AND SALES STAFF LOCATED IN  'ROUP /FlCES

s

101 Regional Employee Beneﬁts Managers and Selectpac Specialists
located in Sales and Marketing Centres

s Retirement Income Plans
s Segregated funds with GMWB rider
s Retirement income funds
s Life income funds
s Payout annuities
s Deferred annuities
s Residential mortgages
s Banking products
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COMPETITIVE CONDITIONS

GROUP INSURANCE

INDIVIDUAL INSURANCE

There are three large group insurance carriers in Canada with
signiﬁcant market positions. The company has a 22% market
share. There are a number of other smaller companies operating
nationally and several regional and niche competitors. The group
insurance market is highly competitive. A strong market share
position is a distinct advantage for competing successfully in the
Canadian group insurance market.

The individual insurance marketplace is highly competitive.
Competition focuses on service, technology, product features,
price, and ﬁnancial strength, as indicated by ratings issued by
nationally recognized agencies.

WEALTH MANAGEMENT
The wealth management marketplace is very competitive.
The Company’s competitors include mutual fund companies,
insurance companies, banks and investment advisors, as well
as other service and professional organizations. Competition
focuses on service, variety of investment options, investment
performance, product features, price, and ﬁnancial strength, as
indicated by ratings issued by nationally recognized agencies.

Within the small and mid-sized case markets, there are signiﬁcant
pricing pressures as employers seek to ﬁnd ways to counter
the inﬂationary costs of health care. A company with low cost
operations, extensive distribution networks, strong service
capability and cost containment product offerings will have a
competitive advantage in these markets. In the larger case market,
while low cost is a factor, service excellence and cost containment
product innovations are equally important. In this market, a
company that can effectively develop and implement innovative
products and efﬁcient administrative processes through the use
of new technologies to meet emerging client requirements will
differentiate itself and achieve competitive advantage.

Selected consolidated financial information – Canada
For the three months ended

GREAT-WEST LIFECO INC.

Dec. 31
2012

Sept. 30
2012

Premiums and deposits
Sales
Fee and other income
Net earnings – common shareholders

$

Total assets
Proprietary mutual funds net assets

$ 121,334
3,585

$ 119,485
3,523

$ 114,538
3,318

124,919
13,184

123,008
12,907

117,856
11,458

$ 138,103

$ 135,915

$ 129,314

Total assets under management
Other assets under administration
Total assets under administration

5,786
2,678
283
263

$

4,852
2,022
271
281

For the twelve months ended
Dec. 31
2011

$

4,931
2,301
266
244

Dec. 31
2012

$ 20,761
9,298
1,101
1,040

Dec. 31
2011

$

19,381
8,944
1,088
986

Net earnings – common shareholders
For the three months ended
Dec. 31
2012

Sept. 30
2012

For the twelve months ended
Dec. 31
2011

Dec. 31
2012

Dec. 31
2011*

Individual Insurance
Wealth Management
Group Insurance
Corporate

$

11
69
136
47

$

83
82
119
(3)

$

41
80
101
22

$

187
299
439
115

$

293
267
375
51

Net earnings

$

263

$

281

$

244

$

1,040

$

986

* During the year, the Company reallocated certain income tax items initially recorded in Canada Corporate to the various Canadian business units to improve the alignment with revenues. The comparative ﬁgures
reﬂect the revised allocations where applicable.
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2012 DEVELOPMENTS
s .ET EARNINGS FOR THE TWELVE MONTHS ENDED WERE   MILLION
up 5% over the same period last year. Net earnings attributable
to common shareholders for the fourth quarter of 2012 were
$263 million compared to $244 million for the fourth quarter
of 2011.
s &OR THE TWELVE MONTHS ENDED SALES WERE   MILLION UP
4% over the same period last year. Sales in the fourth quarter
of $2,678 million were up 16% compared to the fourth quarter
of 2011.
s 0REMIUMS AND DEPOSITS OF   MILLION FOR THE TWELVE
months ended, were 7% higher than the same period last year.
Premiums and deposits of $5,786 million were 17% higher than
the fourth quarter of 2011.
s 4HE 1UADRUS 53 AND )NTERNATIONAL 3PECIALTY #ORPORATE #LASS
Fund won a Lipper Award for its ﬁve-year performance. The fund
was judged best in the global small/mid cap equity category for
its strong and consistent performance over the past ﬁve years.
In 2011, the same fund won the award for both its ﬁve-year and
three-year performance.

s ,OW INTEREST RATES HAVE REDUCED )NDIVIDUAL )NSURANCE PROlT
margins putting upward pressure on prices. The prices of the
Company’s Individual Insurance non-participating product
shelf are being actively managed and some of these prices were
increased in 2012 to maintain adequate proﬁt margins. The
potential for future mortality gains on new life insurance sales
has also been increased by retaining more mortality risk.

s )NNOVATIVE NEW APPROACHES TO PRESCRIPTION DRUG MANAGEMENT
were introduced to the market throughout 2012. These
included enhanced handling of generic drugs, introduction
of Health Case Management services for high cost drugs
and a unique partnership with Costco for the delivery of cost
effective prescriptions.
s 0ROVIDER E#LAIMS THE ELECTRONIC PAYMENT SYSTEM FOR SERVICE
providers to Group plan members, was expanded signiﬁcantly
with the introduction of services to Massage Therapists and
Naturopaths. Together with Chiropractors, Physiotherapists
AND /PTICIANS THIS NETWORK OF REGISTERED PROVIDERS NOW EXCEED
13,000.
s -OBILE SERVICES WERE INTRODUCED TO PLAN MEMBERS IN THE SPRING
of 2012 with the introduction of an iPhone app providing mobile
access to our GroupNet for Plan Member web portal. Blackberry
and Android apps were introduced later on in the year and to
date, we have had over 40,000 downloads of these apps by our
plan members.
s 4HE #OMPANY CONTINUED ITS STRONG SUPPORT IN THE IMPORTANT
area of mental health in Canada through the Great-West Life
Centre for Mental Health in the Workplace. In 2012, the Centre
commissioned Ipsos Reid to conduct a survey of mental
health in the workplace. This survey of over 6,000 Canadians
is providing employers, mental health organizations and
public health authorities valuable data and perspectives in this
critical area. The Company was also an active supporter of the
Mental Health Commission of Canada in its development of
the National Standard of Canada on Psychological Health and
Safety in the Workplace.

GREAT-WEST LIFECO INC.

s )N -AY 7EALTH -ANAGEMENT LAUNCHED A NEW HIGH NET WORTH
retail segregated fund product for clients with a balance
of $500,000 or more in retail savings accounts managed by
Great-West Life. This product has lower and more ﬂexible
fees as well as enhanced reporting. It generated nearly $200
million in deposits in the ﬁrst seven months, well above
pre-launch targets.

s 7EALTH -ANAGEMENT INTRODUCED A NEW DISCLOSURE PROCESS AND
package for employees retiring or terminating from their group
plans which will enable improved retention of assets into the
NextStepTM plan.

BUSINESS UNITS – CANADA

INDIVIDUAL INSURANCE
Operating Results
For the three months ended
Dec. 31
2012

Premiums and deposits
Sales
Net earnings

$

1,037
138
11

Sept. 30
2012

$

971
115
83

For the twelve months ended
Dec. 31
2011

$

985
117
41

Dec. 31
2012

$

3,926
489
187

Dec. 31
2011*

$

3,673
425
293

* During the year, the Company reallocated certain income tax items initially recorded in Canada Corporate to Individual Insurance to improve the alignment with revenues. The comparative ﬁgures reﬂect the
revised allocations where applicable.

Premiums and deposits
Individual Insurance premiums increased by $52 million to $1,037
million compared to the same quarter last year. Individual Life
PREMIUMS FOR THE QUARTER INCREASED BY  MILLION TO  MILLION
compared to the same quarter last year, primarily due to a 6%
increase in participating life premiums. Living Beneﬁts premiums
for the quarter increased by $3 million to $80 million compared to
the same period last year.

For the twelve months ended December 31, 2012 Individual
)NSURANCE PREMIUMS INCREASED BY  TO   MILLION COMPARED
to the same period last year. Individual Life premiums increased
BY  MILLION TO   MILLION COMPARED TO THE SAME PERIOD LAST
year. Living Beneﬁts premiums increased by $14 million to $318
million compared to the same period last year.
Individual Insurance premiums increased by $66 million to
$1,037 million compared to the previous quarter, primarily due
to an 11% increase in participating life premiums due to the
normal seasonality of life insurance sales.
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Sales
For the quarter, Individual Life sales increased by $18 million to
$124 million compared to the same quarter last year. The increase
was driven by a 67% increase in universal life sales. Sales of Living
Beneﬁts of $14 million were $3 million higher than in the same
quarter last year.
For the twelve months ended December 31, 2012, Individual
Life sales increased by $61 million to $442 million compared
to the same period last year, primarily due to a 25% increase in
participating life sales. Sales of Living Beneﬁts of $47 million were
$3 million higher than in the same period last year.
Individual Life sales increased by $20 million to $124 million
compared to the previous quarter. Living Beneﬁts sales of
$14 million were $3 million higher than in the previous quarter.

Net earnings

GREAT-WEST LIFECO INC.

Net earnings for the quarter decreased by $30 million compared
to the fourth quarter of 2011. This decrease was driven by a
$14 million increase in new business strain on sales made prior
to repricing earlier in the year to address low interest rates and a
$25 million unfavourable decrease in investment and morbidity
experience, partially offset by $15 million higher insurance
contract liability basis changes.
For the twelve months ended December 31, 2012, net earnings
decreased by $106 million compared to the same period last
year. Year-over-year, the impact of insurance contract liability
basis changes is $78 million lower compared to 2011, principally
because in 2011 the Company adopted the revised Actuarial
Standards of Practice for mortality improvements which resulted
in a signiﬁcant release for individual non-participating life
insurance last year. The 2012 results also include a $40 million
increase in new business strain and a $23 million reduction in
mortality and morbidity experience gains, partially offset by a
$32 million increase in investment and policyholder behaviour
experience gains.
Net earnings decreased by $72 million compared to the previous
quarter. This decrease is primarily due to a $40 million decrease
in insurance contract liability basis changes and a $25 million
reduction in investment and morbidity experience gains.
The net earnings attributable to the participating account was
$206 million in the fourth quarter of 2012 compared to net earnings
OF  MILLION IN THE FOURTH QUARTER OF  4HE FOURTH QUARTER NET
earnings include the impact of the revised litigation provision.
For the twelve months ended December 31, 2012, the net earnings
ATTRIBUTABLE TO THE PARTICIPATING ACCOUNT WAS  MILLION
compared to net earnings of $108 million for the same period in
2011. For both periods, the results include the impact of insurance
contract liability basis changes, and the results include the impact
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of the participating account litigation. Excluding these two items,
2012 net earnings also include lower new business strain compared
to 2011, even with higher sales.
The net earnings attributable to the participating account
increased by $133 million from the third quarter of 2012.

OUTLOOK – INDIVIDUAL INSURANCE
Refer to Cautionary Note regarding Forward-looking Information
and Cautionary Note regarding non-IFRS Financial Measures at
the beginning of this document.
The Individual Insurance division delivered solid results in
2012 considering the challenging low interest environment. The
Company’s reputation for strength and stability, combined with
prudent business practices as well as depth and breadth of our
distribution channels positions the organization well for 2013 and
beyond. We have reviewed our strategies and re-aligned aspects
of our organization with the goal of achieving superior organic
growth from proﬁtable revenues.
In 2013, the Company will continue to provide advisors with
strategies and tools for helping clients focus on achieving longterm ﬁnancial security regardless of market ﬂuctuations. This
approach is beneﬁcial to the maintenance and improvement of
the persistency of existing business as well as helping advisors
attract new clients to the organization. A key distribution strategy
is to maximize use of common tools, processes and support,
while providing unique support to speciﬁc segments of advisors
where appropriate.
The Company’s broad spectrum of distribution associates,
including exclusive and independent channels, and multiple
brands provides important strategic advantages within the
Canadian market. The Company will continue to competitively
develop, price and market its comprehensive range of Individual
Insurance products while maintaining its focus on sales and
service support for large cases in all channels.
The Company’s diversiﬁed offering of Individual Insurance
products including participating whole life, term, universal
life, disability, and critical illness insurance, combined with a
commitment to new business service will position it to continue to
achieve market leading sales in 2013. The Company will continue
to enhance its suite of product solutions and services, of which
it is a leading provider and it will continue to focus on growing
its business organically by constantly improving service to clients.
/PERATIONAL EXPENSE MANAGEMENT CONTINUES TO BE CRITICALLY
important to delivering strong ﬁnancial results. This will be
achieved through disciplined expense controls and effective
development and implementation of strategic investments.
Management has identiﬁed a number of areas of focus for these
investments to facilitate the objective of organic growth.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

W E A LT H M A N A G E M E N T
Operating Results
For the three months ended
Dec. 31
2012

Premiums and deposits
Sales
Fee and other income
Net earnings

$

2,869
2,386
233
69

Sept. 30
2012

$

2,021
1,825
223
82

For the twelve months ended
Dec. 31
2011

$

2,134
2,026
220
80

Dec. 31
2012

$

Dec. 31
2011*

9,382
8,286
906
299

$

8,542
7,983
905
267

* During the year, the Company reallocated certain income tax items initially recorded in Canada Corporate to Wealth Management to improve the alignment with revenues. The comparative ﬁgures reﬂect the
revised allocations where applicable.

Premiums and deposits

For the twelve months ended December 31, 2012, premiums
and deposits to proprietary retail investment funds increased by
$41 million to $3,877 million compared to the same period last
year driven by the strong fourth quarter. Premiums and deposits
to retail guaranteed interest rate and payout annuity products
were $230 million for the last twelve months of 2012, $173 million
lower than in the same period last year. The decline in deposits to
these products was primarily due to fewer clients electing for these
interest sensitive products in the current low interest environment.
Premiums and deposits to group retirement products increased by
 MILLION TO   MILLION COMPARED TO THE SAME PERIOD LAST
year, for the same reasons as noted for the in-quarter result above.

For the twelve months ended December 31, 2012, sales of
proprietary retail investment funds increased by $131 million
to $4,838 million compared to the same period last year. Sales
of retail guaranteed interest rate and payout annuity products
DECREASED BY  MILLION TO  MILLION COMPARED TO THE SAME
period last year for the same reason as noted for the quarterover-quarter sales comparison above. Sales of group retirement
PRODUCTS INCREASED BY  MILLION TO   MILLION COMPARED TO
the same period last year due to a signiﬁcant increase in group
capital accumulation plan sales.
Sales of proprietary retail investment funds increased by
$311 million and sales of retail guaranteed interest rate and
payout annuity products increased by $18 million compared to
the previous quarter due to strong GMWB sales and the normal
cyclical increase in the fourth quarter. Group retirement products
sales increased by $175 million, for the same reasons as noted for
the quarter-over-quarter premiums and deposits comparison.

FEE AND OTHER INCOME
Assets under administration
December 31

Assets under management
Individual Retirement & Investment Services
Risk-based products
Segregated funds
Proprietary mutual funds
Group Retirement Services
Risk-based products
Segregated funds

2012

2011

$ 6,983
24,061
3,585

$ 7,278
22,702
3,318

6,677
30,280

6,788
26,920

$ 71,586

$ 67,006

4,572
835

4,140
729

Premiums and deposits to proprietary retail investment funds
INCREASED BY  MILLION WITH RETAIL GUARANTEED INTEREST RATE AND
payout annuity products increasing by $18 million compared to
the previous quarter. Premiums to group retirement products
increased by $621 million compared to the previous quarter. All
of these increases are due to the same reasons as noted in the inquarter results above as well as the normal cyclical increase in the
fourth quarter.

Other assets under administration (1)
Individual Retirement & Investment Services
Group Retirement Services

Sales

Total

$ 5,407

$ 4,869

Summary by business/product
Individual Retirement & Investment Services
Group Retirement Services

$ 39,201
37,792

$ 37,438
34,437

Total assets under administration

$ 76,993

$ 71,875

Sales for the quarter increased by $360 million compared to the
same quarter last year. Sales of proprietary retail investment funds
INCREASED BY  MILLION TO   MILLION COMPARED TO THE SAME
quarter last year due to a $57 million increase in GMWB sales and
A  MILLION INCREASE IN HIGH NET WORTH PRODUCT SALES 3ALES OF
retail guaranteed interest rate and payout annuity products of
$166 million were $33 million lower than in the same quarter
last year for the same reasons as for premiums and deposits
noted above. Sales of group retirement products of $581 million
were $134 million higher than in the same quarter last year due
to signiﬁcant increases in group capital accumulation plan and
investment only sales.

(1) Includes mutual funds distributed by Quadrus Investment Services, stock purchase plans
administered by London Life and portfolio assets managed by GLC Asset Management Group.
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Premiums and deposits to proprietary retail investment funds
for the fourth quarter increased by $140 million to $1,074 million
compared to the same quarter last year. This increase is due
to signiﬁcant deposits to GMWB and high net worth products.
Premiums and deposits to retail guaranteed interest rate and
payout annuity products of $57 million were $16 million lower
than the fourth quarter of 2011. This decrease was in part due
to the lower long-term interest rates as investors moved to more
price sensitive, lower margin short-term guarantees. Premiums
and deposits to group retirement products of $1,738 million were
$611 million higher compared to the same quarter last year. This
result was driven by strong lump-sum transfers from new group
capital accumulation plan clients.
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Fee income for the fourth quarter increased by $13 million or
6% from the same quarter in 2011. Higher average TSX equity
index levels of 2.8% as well as higher real estate and ﬁxed income
values were partially offset by lower margins due to a shift of retail
investment fund asset mix towards ﬁxed income products and
pricing pressure on group capital accumulation plans.
For the twelve months ended December 31, 2012, fee and other
income increased by $1 million compared to the same period last
year as lower Canadian equity market levels and fee margins were
mostly offset by positive cash ﬂows and performance of real estate
and ﬁxed income funds. The average TSX equity index in 2012 was
6.7% lower than last year.
Fee and other income increased by $10 million compared to the
previous quarter due to the higher average equity market levels
than in the third quarter of 2012.

Net earnings

GREAT-WEST LIFECO INC.

Net earnings for the fourth quarter of 2012 decreased by $11 million
compared to the same quarter last year. The decrease is primarily
from lower insurance contract liability basis changes and higher
operating expenses, partially offset by higher fee income and more
favourable mortality experience.
For the twelve months ended December 31, 2012, net earnings
increased by $32 million compared to the same period last year.
This is primarily due to higher insurance contract liability basis
changes, principally because in 2011 the Company adopted the
revised Actuarial Standards of Practice for mortality improvements
which resulted in a signiﬁcant strengthening for payout annuities
last year, partially offset by higher operating expenses and lower
investment experience gains.
Net earnings decreased by $13 million compared to the previous
quarter. The decrease reﬂects lower insurance contract liability
basis changes.

OUTLOOK – WEALTH MANAGEMENT
Refer to Cautionary Note regarding Forward-looking Information
and Cautionary Note regarding non-IFRS Financial Measures at the
beginning of this document.
The Company’s reputation for strength and stability, combined
with prudent business practices as well as the depth and breadth
of Wealth Management’s distribution channels positions the
organization well for 2013 and beyond. Wealth Management’s
strategy and organization are focused on achieving superior
organic growth in proﬁtable revenues.
In 2013, the Company will continue to provide advisors with
strategies and tools for helping clients focus on achieving longterm investment success. This approach beneﬁts the Company by
improving existing asset retention and by helping advisors attract
new client deposits to the organization. A key distribution strategy
is to maximize use of common tools, processes and support,
while providing unique support to speciﬁc segments of advisors
where appropriate.
Wealth Management’s multiple brands and broad spectrum of
distribution associates, including exclusive and independent
channels, provide important strategic advantages within the
Canadian market. The Company will continue to develop,
price and market its comprehensive and competitive range of
Wealth Management products to both retail and group clients.
An important focus will be to provide unique sales and service
support for larger, more complex accounts.
In the coming year, Wealth Management will focus on development
of the next generation of retirement income products to serve the
needs of the aging demographic. The company expects this focus
to generate higher net cash ﬂow and associated fee income from
segregated funds and mutual funds as well as from guaranteed
payout annuities in future years. The Company will use its diverse
distribution network to leverage its growth in market share.
Wealth Management will focus on strategic investment in the
business, operational efﬁciency improvements and strong expense
management to deliver strong ﬁnancial results.

GROUP INSURANCE
Operating Results
For the three months ended
Dec. 31
2012

Premiums and deposits
Sales
Fee and other income
Net earnings

$

1,880
154
37
136

Sept. 30
2012

$

1,860
82
36
119

For the twelve months ended
Dec. 31
2011

$

1,812
158
35
101

Dec. 31
2012

$

7,453
523
149
439

Dec. 31
2011*

$

7,166
536
147
375

* During the year, the Company reallocated certain income tax items initially recorded in Canada Corporate to Group Insurance to improve the alignment with revenues. The comparative ﬁgures reﬂect the revised
allocations where applicable.

Premiums and deposits

Sales

Premiums and deposits for the fourth quarter of 2012 increased
by $68 million to $1,880 million compared to the same period
last year, primarily due to an increase in health and long-term
disability premiums.

For the fourth quarter of 2012, sales decreased by $4 million to
$154 million compared to the same quarter last year. The decrease
was due to lower sales in the small/mid-size case market and the
creditor/direct marketing products partly offset by the higher
sales in the large case market. Sales in the large case market can be
highly variable from quarter-to-quarter.

For the twelve months ended December 31, 2012, premiums and
deposits increased by $287 million to $7,453 million compared
to the same period in 2011. Large case premiums and deposits
increased by 6%.
Premiums and deposits increased by $20 million compared to the
previous quarter.
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For the twelve months ended December 31, 2012, sales decreased
by $13 million to $523 million compared to the same period last
year. The decrease was primarily due to lower sales in the small/
mid-size case market.
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Sales increased by $72 million to $154 million compared to the
previous quarter due to increased sales in the small/mid-size case
and large case markets partly offset by lower sales in creditor/
direct marketing products.

OUTLOOK – GROUP INSURANCE

Fee and other income

The Company is well positioned within the Canadian group
insurance business with leading market shares in most case size,
regional and beneﬁt market segments. The Company believes that
this market share position, together with its low cost position and
extensive distribution capability, will facilitate continued growth in
revenue premium. Through effective investment in technologies,
the Company expects to achieve continued reductions in
administration and claims adjudication costs, thereby enhancing
its competitive position.

&EE AND OTHER INCOME IS DERIVED PRIMARILY FROM !3/ CONTRACTS
whereby the Company provides group insurance beneﬁt plan
administration on a cost-plus basis.
Fee and other income for the quarter was $2 million higher when
compared to the fourth quarter of 2011 mainly due to an increase
IN !3/ PREMIUM EQUIVALENTS
For the twelve months ended December 31, 2012, fee and other
income increased by $2 million compared to the same period last
YEAR MAINLY DUE TO AN INCREASE IN !3/ PREMIUM EQUIVALENTS
Fee and other income for the quarter increased by $1 million
compared to the previous quarter mainly due to the seasonality of
!3/ PREMIUM EQUIVALENTS

Net earnings
Net earnings for the fourth quarter of 2012 increased by
$35 million compared to the same period last year, primarily due
to favourable morbidity results and higher gains from insurance
contract liability basis changes partly offset by lower investment
gains and unfavourable mortality results.

Net earnings increased by $17 million when compared to the
previous quarter primarily due to higher gains from insurance
contract liability basis changes and higher expense gains. The
increases were partly offset by unfavourable mortality and
morbidity results, lower investment gains and favourable income
tax adjustments recorded in the third quarter.

C A N A D A C O R P O R AT E
Canada Corporate consists of items not associated directly with
or allocated to the Canadian business units. During the year,
the Company reallocated certain income tax items initially
recorded in Canada Corporate to the business units to improve
the alignment with revenues. The comparative ﬁgures reﬂect the
revised allocations where applicable.
Canada Corporate reported net earnings for the quarter of
$47 million, compared to net earnings of $22 million in the fourth
quarter of 2011. The increase in net earnings is due primarily to
the release of provisions for certain Canadian retirement plans
of $38 million as disclosed in note 30 of the Company’s annual
consolidated ﬁnancial statements, partially offset by lower markto-market gains on investment properties of $11 million and
investment losses of $5 million.
For the twelve months ended December 31, 2012, Canada
Corporate reported net earnings of $115 million compared to
$51 million for the same period in 2011. The increase in net
earnings is primarily due to the release of provisions for certain
Canadian retirement plans of $38 million noted above and higher
income on surplus assets and lower operating costs.

GREAT-WEST LIFECO INC.

For the twelve months ended December 31, 2012, net earnings
OF  MILLION INCREASED BY  MILLION COMPARED TO THE SAME
period last year. The increase was primarily due to higher gains
from insurance contract liability basis changes, favourable
morbidity results and higher investment gains. The increases were
partly offset by lower expense gains.

Refer to Cautionary Note regarding Forward-looking Information
and Cautionary Note regarding non-IFRS Financial Measures at
the beginning of this document.

Compared to the previous quarter, net earnings increased by
$50 million primarily due to the release of provisions for certain
Canadian retirement plans of $38 million noted above and lower
income taxes.

U N I T E D S TAT E S
The United States operating results for Lifeco include the results
of Great-West Life & Annuity Insurance Company (Great-West
Financial), Putnam Investments, LLC (Putnam), and the results
of the insurance businesses in the United States branches of
Great-West Life and Canada Life, together with an allocation of a
portion of Lifeco’s corporate results.
Through its Financial Services business unit, the Company
provides an array of ﬁnancial security products, including
employer-sponsored deﬁned contribution plans, administrative
and record-keeping services, fund management, investment and
advisory services. It also provides individual retirement accounts,
life insurance and annuity products, and business-owned life
insurance and executive beneﬁts products. Through its Asset
Management business unit, the Company provides investment
management, certain administrative functions, distributions, and
related services through a broad range of investment products.

BUSINESS PROFILE
FINANCIAL SERVICES
Great-West Financial provides an array of ﬁnancial security
products, including employer-sponsored deﬁned contribution
retirement plans. Through relationships with government plan
sponsors, the Company is one of the largest providers of services
to state deﬁned contribution plans, with 17 record-keeping and
two investment only state clients as well as the government
of Guam. It also provides annuity and life insurance products
for individuals and businesses, as well as fund management,
investment and advisory services. Through its FASCore subsidiary,
it offers private label record-keeping and administrative services
for other providers of deﬁned contribution plans.
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ASSET MANAGEMENT
Putnam provides investment management, certain administrative
functions, distribution, and retirement plan services. Putnam
offers a broad range of investment products, including equity,
ﬁxed income, absolute return and alternative strategies, through
the Putnam Funds, Putnam World Trust Funds and institutional
portfolios. Revenue is derived from the value and composition
of assets under management, performance fees, and service

MARKET OVERVIEW
PRODUCTS AND SERVICES
The Company provides a focused product offering that is
distributed through a variety of channels.

FINANCIAL SERVICES

ASSET MANAGEMENT

MARKET POSITION

MARKET POSITION

s
s
s
s
s

Fourth largest deﬁned contribution record-keeper in the country,
providing services for 4,656,306 participant accounts and 27,343 plans
25% market share of state and local government deferred compensation
plans (as of September 30, 2012)
36% market share of individual life insurance sold through the retail bank
channel (as of September 30, 2012)
10% market share of business-owned life insurance purchased by
ﬁnancial institutions (as of September 30, 2012)
Great-West Lifetime Funds are the 14th largest target date fund offering
in the United States

PRODUCTS AND SERVICES
s

GREAT-WEST LIFECO INC.

and distribution fees. Accordingly, ﬂuctuations in the ﬁnancial
markets, and changes in the composition of assets or accounts
affect revenues and results of operations.

s

s
s
s

Employer-sponsored deﬁned contribution plans, enrollment
services, communication materials, investment options and education
services
Administrative and record-keeping services for ﬁnancial institutions
and employer-sponsored deﬁned contribution plans and associated
deﬁned beneﬁt plans
Fund management, investment and advisory services
Individual retirement accounts (IRAs), individual term and
single premium life insurance, and individual annuity products
Business-owned life insurance and executive beneﬁts products

s

A Global asset manager with assets under management of
US$128.3 billion as of December 31, 2012

s

International distribution includes sales teams that are focused on major
institutional markets in Europe, the Middle East, Asia and Australia and
through a strategic distribution relationship in Japan

PRODUCTS AND SERVICES
Investment Management Products & Services
s

Individual retail investors – a family of open-end and closed-end
mutual funds, college savings plans and variable annuity products

s

Institutional investors – deﬁned beneﬁt and deﬁned contribution
retirement plans sponsored by corporations, state, municipal and other
governmental authorities, university endowment funds, charitable
foundations, and collective investment vehicles (both U.S. and
non-U.S.)

s

Administrative and record-keeping services for deﬁned
contribution plans

s

Alternative investment products across the ﬁxed income, currency,
quantitative and equity groups

Administrative Services
s

DISTRIBUTION
s
s
s
s
s

Retirement services products distributed to plan sponsors through
brokers, consultants, advisors, third-party administrators and banks
FASCore record-keeping and administrative services distributed through
institutional clients
Individual life and annuity products distributed through wholesale and
retail sales force, banks, broker dealers and investment advisors
IRAs available to individuals through service staff and the IRA website
Business-owned life insurance and executive beneﬁts products
distributed through wholesalers and specialized consultants

Transfer agency, underwriting, distribution, shareholder services,
trustee and other ﬁduciary services

DISTRIBUTION
Individual Retail Investors
s

A broad network of distribution relationships with unafﬁliated broker
dealers, ﬁnancial planners, registered investment advisors and other
ﬁnancial institutions that distribute the Putnam Funds and deﬁned
contribution plan services to their customers, which, in total, includes
nearly 160,000 advisors

s

Sub-advisory relationships and Putnam-labeled funds as investment
options for insurance companies and non-U.S. residents

s

Retail distribution channels are supported by Putnam’s sales and
relationship management team

s

Retirement plan sponsors and participants are supported by Putnam’s
dedicated retirement plan professionals and through a relationship
with FASCore

Institutional Investors

54

s

Supported by Putnam’s dedicated account management,
product management, and client service professionals

s

Strategic relationships with several investment management ﬁrms
outside of the U.S.
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COMPETITIVE CONDITIONS

Asset Management

Financial Services

Putnam’s investment management business is highly competitive.
Putnam competes with other providers of investment products and
services primarily on the basis of the range of investment products
offered, investment performance, distribution, scope and quality
of shareholder and other services, and general reputation in the
marketplace. Putnam’s investment management business is also
inﬂuenced by general securities market conditions, government
regulations, global economic conditions and advertising and
sales promotional efforts. Putnam competes with other mutual
fund ﬁrms and institutional asset managers that offer investment
products similar to Putnam as well as products which Putnam does
not offer. Putnam also competes with a number of mutual fund
sponsors that offer their funds directly to the public conversely,
Putnam offers its funds only through intermediaries.

The life insurance, savings and investments marketplace is
competitive. The Company’s competitors include mutual fund
companies, insurance companies, banks, investment advisors, and
certain service and professional organizations. No one competitor
or small number of competitors is dominant. Competition
focuses on name recognition, service, technology, cost, variety of
investment options, investment performance, product features,
price, and ﬁnancial strength as indicated by ratings issued by
nationally recognized agencies.

Selected consolidated ﬁnancial information – United States
For the three months ended
Dec. 31
2012

Sept. 30
2012

For the twelve months ended
Dec. 31
2011

$

8,395
9,533
314
77
78

$

8,289
9,071
304
87
87

$

7,216
8,890
304
79
78

Total assets
Proprietary mutual funds and institutional net assets

$ 57,563
131,013

$

57,242
128,081

$

54,581
122,072

Total assets under management
Other assets under administration
Total assets under administration

188,576
144,164

185,323
138,595

176,653
126,247

$ 332,740

$ 323,918

$ 302,900

$ 30,018
33,512
1,226
325
325

Dec. 31
2011

$

33,991
36,834
1,232
370
375
GREAT-WEST LIFECO INC.

Premiums and deposits
Sales
Fee and other income
Net earnings – common shareholders
Net earnings – common shareholders (US$)

Dec. 31
2012

Net earnings – common shareholders
For the three months ended
Dec. 31
2012

Financial Services
Asset Management
Corporate

Sept. 30
2012

For the twelve months ended
Dec. 31
2011

Dec. 31
2012

Dec. 31
2011

$

96
(19)
–

$

91
(4)
–

$

87
(8)
–

$

365
(40)
–

$

355
15
–

$

77

$

87

$

79

$

325

$

370

Net earnings – common shareholders (US$ millions)
For the three months ended
Dec. 31
2012

Financial Services
Asset Management
Corporate

Sept. 30
2012

For the twelve months ended
Dec. 31
2011*

Dec. 31
2012

Dec. 31
2011*

$

97
(19)
–

$

91
(4)
–

$

86
(8)
–

$

365
(40)
–

$

359
16
–

$

78

$

87

$

78

$

325

$

375

* During 2012, the Company reallocated certain income tax and expense items initially recorded in United States Corporate to Great-West Financial to improve alignment with revenues. The comparative ﬁgures
reﬂect the revised allocations where applicable.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

BUSINESS UNITS – UNITED STATES
TRANSLATION OF FOREIGN CURRENCY
Foreign currency assets and liabilities are translated into Canadian
dollars at the market rate at the end of the ﬁnancial period. All
income and expense items are translated at an average rate for
the period.
Currency translation impact is a non-IFRS ﬁnancial measure which
attempts to remove the impact of changes in currency translation
rates on IFRS results. Refer to the Cautionary Note regarding nonIFRS Financial Measures at the beginning of this document.

FINANCIAL SERVICES

2012 DEVELOPMENTS
s &OR THE TWELVE MONTHS ENDED SALES WERE  BILLION UP  OVER
the same period last year. Sales in the fourth quarter of 2012 were
53 BILLION COMPARED TO 53 BILLION IN THE SAME PERIOD
of 2011.
s .ET EARNINGS FOR THE TWELVE MONTHS ENDED WERE 53 MILLION
up 2% from the same period last year. Net earnings for the
fourth quarter of 2012 increased by US$11 million from the
same period of 2011 primarily due to positive tax beneﬁts.

s 0REMIUMS AND DEPOSITS FOR THE TWELVE MONTHS ENDED WERE
US$6.2 billion, or 6% higher than in the same period last year.
Premiums and deposits were US$1.7 billion for the fourth
quarter of 2012, comparable with the same quarter last year.
s &OR THE TWELVE MONTHS ENDED FEE AND OTHER INCOME WAS 53
million, an increase of US$20 million from the same period last
year. Fee and other income in the fourth quarter of 2012 was
53 MILLION COMPARED TO 53 MILLION IN THE SAME PERIOD
of 2011.
s 'REAT 7EST &INANCIAL ASSETS UNDER MANAGEMENT IN ITS MANAGED
accounts now exceed US$6 billion.
s 'REAT 7EST ,IFETIME &UNDS INCREASED  FROM THE PREVIOUS
year end to US$3.7 billion increasing the ranking to 14th largest
for the target date fund offering in the United States.
s 'REAT 7EST &INANCIALS INITIATIVE TO INCREASE PARTICIPANT
balances through educating and assisting plan participants
with retirement account consolidation contributed to roll-ins to
EXISTING 2ETIREMENT 3ERVICES PLANS OF 53 MILLION TO !SSETS
Under Administration (AUA).

Operating Results
GREAT-WEST LIFECO INC.

For the three months ended
Dec. 31
2012

Sept. 30
2012

For the twelve months ended
Dec. 31
2011*

Dec. 31
2012

Dec. 31
2011*

Premiums and deposits
Sales
Fee and other income
Net earnings

$

1,712
2,850
128
96

$

1,659
2,441
122
91

$

1,761
3,435
122
87

$

6,234
9,728
495
365

$

5,827
8,670
470
355

Premiums and deposits (US$)
Sales (US$)
Fee and other income (US$)
Net earnings (US$)

$

1,730
2,878
129
97

$

1,659
2,441
122
91

$

1,726
3,368
119
86

$

6,238
9,736
495
365

$

5,874
8,702
475
359

* During 2012, the Company reallocated certain income tax and expense items initially recorded in United States Corporate to Great-West Financial to improve the alignment with revenues. The comparative ﬁgures
reﬂect the revised allocations where applicable.

Premiums and deposits

Sales

Premiums and deposits for the fourth quarter of 2012 increased by
US$4 million compared to the fourth quarter of 2011.

&OR THE FOURTH QUARTER SALES DECREASED BY 53 MILLION COMPARED
to the fourth quarter of 2011 due to a decrease of US$558 million
in Retirement Services offset by an increase of US$68 million in
Individual Markets. The fourth quarter of 2011 reﬂected two large
plan sales for the public/non-proﬁt market which did not repeat
in the fourth quarter of 2012. The Individual Retirement Account
(IRA) business of Individual Markets increased by US$48 million
OR  COMPARED TO THE SAME PERIOD LAST YEAR DUE TO THE STRATEGIC
initiative to increase awareness of the rollover product among
terminated plan participants.

For the twelve months ended December 31, 2012, premiums and
deposits increased by US$364 million compared to the same
period in 2011 due to an increase of US$213 million in Individual
Markets and US$151 million in Retirement Services. The increase
in Individual Markets was primarily related to higher sales in
the retail bank and business-owned life insurance markets. The
increase in Retirement Services was primarily related to a higher
volume large 401(k) plan activity offset by lower volume large-plan
sales in the public/non-proﬁt market.
Compared to the previous quarter, premiums and deposits
increased by US$71 million primarily due to increased transfers
of US$86 million from retail investment options to the general
account in 401(k).
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For the twelve months ended December 31, 2012, sales increased
by US$1.0 billion compared to the same period of 2011 due to an
increase of US$683 million in Retirement Services and US$351
million in Individual Markets. The 401(k) market experienced
an increase of US$1.1 billion primarily due to an increase in the
number and size of plan sales. The public/non-proﬁt market
experienced a decrease of US$462 million due to reduced large
plan sales in 2012 compared to 2011. The retail bank market of
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Individual Markets increased US$168 million or 56% compared to
the same period last year primarily due to the addition of several
wholesalers and increased penetration of newer bank distribution
relationships. The IRA business of Individual Markets increased
BY 53 MILLION OR  COMPARED TO THE SAME PERIOD LAST YEAR
due to the strategic initiative to increase awareness of the rollover
product among terminated plan participants. The business-owned

life insurance sales increased by US$64 million or 20% compared
to the same period last year.
Sales increased by US$437 million compared to the previous
QUARTER DUE TO HIGHER SALES IN THE K MARKET OF 53 MILLION
primarily due to a higher number of plan sales and higher sales
activity in the large 401(k) market in the fourth quarter of 2012.

Financial Services – Retirement Services customer account values
Change for the twelve months
ended December 31

(US$ millions)

2012

General account – ﬁxed options
Public/Non-proﬁt
401(k)

Segregated funds – variable options
Public/Non-proﬁt
401(k)
Institutional

Unafﬁliated retail investment options & administrative services only
Public/Non-proﬁt
401(k)
Institutional

The 2012 increase in the general account is primarily due to 401(k)
plan sales. The 2012 increase in segregated funds is primarily
related to growth in the equity markets. The increase in the
proprietary mutual funds is primarily due to 401(k) plan sales
and growth in the equity markets in 2012. The unafﬁliated retail
investment options and administrative services only increased
year-over-year primarily due to growth in the equity markets
and 401(k) and institutional plan sales offset by institutional
plan terminations.

Fee and other income
Fee and other income for the fourth quarter of 2012 increased by
US$10 million compared to the fourth quarter of 2011 primarily
due to increased average asset levels driven by higher average
equity market levels and positive cash ﬂows.
For the twelve months ended December 31, 2012, fee and other
income increased by US$20 million compared to the same period
last year, primarily due to increased average asset levels, driven by
higher average equity market levels and positive cash ﬂows.
Fee and other income increased by US$7 million compared to the
previous quarter primarily due to higher Individual Markets fees
due to business-owned life insurance sales and higher Retirement
Services fees resulting from new institutional business.

2011

2012

2011

% Change

$

201
645

$

68
606

$

3,825
5,561

$

3,624
4,916

6%
13%

$

846

$

674

$

9,386

$

8,540

10%

$

738
985
14

$

679
(250)
–

$ 10,226
7,783
14

$

9,488
6,798
–

8%
14%
–%

$

1,737

$

429

$ 18,023

$

16,286

11%

$

(31)
1,361
20

$

(369)
507
6

$

341
3,756
74

$

372
2,395
54

(8)%
57%
37%

$

1,350

$

144

$

4,171

$

2,821

48%

$

7,376
5,815
10,615

$

430
222
2,149

$ 66,175
28,374
52,627

$

58,799
22,559
42,012

13%
26%
25%

$ 23,806

$

2,801

$ 147,176

$ 123,370

19%

Net earnings
Net earnings for the fourth quarter of 2012 increased by US$11
million compared to the fourth quarter of 2011 primarily due to
increased income tax beneﬁts of US$12 million in 2012.
For the twelve months ended December 31, 2012, net earnings
increased by US$6 million compared to the same period in 2011
primarily due to an increase in the mortgage provision release
of US$8 million, a reduction of reinvestment risk margins in the
current year of US$7 million, and growth in the business partially
offset by unfavourable mortality experience in the closed block
related to an abnormally high number of claims.
Net earnings increased by US$6 million compared to the previous
quarter primarily due to a prior year Internal Revenue Service
(IRS) tax assessment of US$11 million in the third quarter of
2012 compared to positive income tax beneﬁts of US$14 million
in the fourth quarter of 2012. The third quarter also included
US$10 million for a mortgage provision release while the fourth
quarter reﬂects a lower increase in reinvestment risk margins of
US$3 million.
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Proprietary mutual funds
Public/Non-proﬁt
401(k)
Institutional

Total at December 31
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OUTLOOK – FINANCIAL SERVICES
Refer to Cautionary Note regarding Forward-looking Information
and Cautionary Note regarding non-IFRS Financial Measures at the
beginning of this document.
The launch of the Great-West FinancialSM brand and implementation
of the nine key initiatives of the ﬁve-year strategic plan contributed
to solid growth in 2012 and have laid the groundwork for
continued growth.
A strong, uniﬁed brand is building additional brand recognition
for all business segments and will make customer retention and
sales more efﬁcient and effective.

GREAT-WEST LIFECO INC.

New tools that improved sales, employees’ productivity and
a distribution agreement with Bank of America Merrill Lynch
helped increase 401(k) plan sales in 2012. They are expected to
further contribute to sales growth in the 401(k) segment. The
U.S. Conference of Mayors, representing 4,000 municipalities
with US$6 billion in retirement plan assets, selected Great-West
Financial as its preferred retirement plan provider, creating a
high-potential channel for new government market business. In
addition, Great-West Financial launched a new group variable
annuity product to be distributed by American Funds for the
institutional business.
Service initiatives are instrumental to 401(k) client retention. The
service model launched in 2012 will enhance service to advisors,
plan sponsors and participants, by providing consistency, timely
resolutions and proactive responses. More than 1,800 employees
are now using the new customer relationship management system,
which integrates information into a common view for all clientfacing departments to better serve plan sponsors and partners.
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In addition, Great-West Financial is rolling out a suite of services
that ﬁll retirement readiness needs for plan sponsors and
participants. The suite includes ﬁduciary services and a plan
report card for sponsors and the Retirement Income Control Panel
online calculator and estimates of monthly retirement income on
quarterly statements for participants.
Two retail retirement income products that were introduced in
2012 address the growing demand for guaranteed lifetime income
options. New selling agreements with ﬁve distribution partners
will expand the reach of these products to ﬁnancial institutions
market customers. The community bank market produced solid
2012 growth in business-owned life insurance thanks to expansion
of the distribution base. Gains in distributor market share are
anticipated to continue this momentum.
Full implementation of the systems architecture plan for
administering the retail bank and executive beneﬁts markets
brings ﬂexibility, enhanced reporting capabilities, streamlined
processes, and cost efﬁciencies, positioning Great-West Financial
for future success on strategic plan objectives.
The IRA initiative to increase asset retention through rollovers by
terminated group plan participants and the initiative to increase
participant balances through roll-ins to existing plans gained
momentum in 2012 and are expected to continue growth in AUA
in the future.
The Great-West Lifetime Funds rose to the 14th largest target
date fund offering in the U.S., with US$3.7 billion in assets at
December 31, 2012, and maintained their ranking of 10th in
net ﬂows among target date fund families in 2012. The GreatWest Lifetime Funds and the Great-West SecureFoundation
Funds, which offer guaranteed lifetime income within deﬁned
contribution plans, are expected to continue contributing to
growth of AUM.
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Trust, Putnam U.S. Government Income Trust, Putnam Income
Fund and Putnam Massachusetts Tax Exempt Income Fund
received 2012 Lipper Fund Awards for their consistent, strong
risk-adjusted performance relative to peers for periods of three
years or more. Additionally, in 2012, approximately 75% of
Putnam’s funds were above the Lipper median, and on a three
year basis 65% of funds were above the Lipper median.

ASSET MANAGEMENT

2012 DEVELOPMENTS
s 0UTNAMS ENDING ASSETS UNDER MANAGEMENT OF 53 BILLION
increased US$12 billion compared to the same period a year ago
primarily due to improved ﬁnancial markets.
s 0UTNAMS TOTAL NET ASSET mOWS FOR THE TWELVE MONTHS ENDED
December 31, 2012 decreased by US$2 billion compared to the
same period last year primarily from strong sales in the ﬁrst
half of 2011 and continued caution being exercised by equity
investors due to market volatility during 2012.
s &OR THE TWELVE MONTHS ENDED $ECEMBER   NET EARNINGS
decreased by US$56 million compared to the prior year. 2012
net earnings reﬂect a year-over-year US$31 million increase in
share-based compensation expense.
s 0UTNAM WAS RECOGNIZED FOR ITS STRONG INVESTMENT PERFORMANCE
in 2012 as four Putnam mutual funds: Putnam Global Income

s $URING  0UTNAM CONTINUED ITS INITIATIVE OF BUILDING
its presence in strategic markets within Asia by opening a
representative ofﬁce in Beijing, its ﬁrst ofﬁce in China. The ofﬁce
will represent Putnam’s capabilities in building and managing
relationships with governmental and private institutions across
China, and will assess intermediate and long-term business
opportunities in the quickly developing ﬁnancial sector in China.
s 0UTNAM RECEIVED A $!,"!2 3ERVICE !WARD FOR PROVIDING
outstanding service to shareholders of its mutual funds for the
23rd consecutive year.

OPERATING RESULTS
For the three months ended
Dec. 31
2012

$

6,683

$

For the twelve months ended
Dec. 31
2011

6,630

$

Dec. 31
2012

5,455

$ 23,784

Dec. 31
2011

$

28,164

136
4
35
11

132
1
36
13

128
1
38
15

528
13
142
48

530
22
149
61

Fee and other income

186

182

182

731

762

Net earnings (loss)

(19)

(4)

(8)

(40)

15

Premiums and deposits (US$)
Fee and other income (US$)
Investment management fees (US$)
Performance fees (US$)
Service fees (US$)
Underwriting & distribution fees (US$)

$

6,750

$

6,630

$

5,348

$ 23,804

$

28,514

137
4
36
11

132
1
36
13

126
1
37
14

529
13
142
47

536
22
150
62

Fee and other income (US$)

188

182

178

731

770

Net earnings (loss) (US$)

(19)

(4)

(8)

(40)

16

Premiums and deposits

Fee and other income

Premiums and deposits increased by US$1.4 billion compared to
the same period in 2011 as a result of stronger overall institutional
sales of US$1.1 billion and mutual fund sales of US$300 million in
the fourth quarter of 2012.

Revenue is derived primarily from investment management fees,
performance fees, transfer agency and other service fees and
underwriting and distribution fees. Generally, fees are earned
based on AUM and may depend on ﬁnancial markets, the relative
performance of Putnam’s investment products, the number of
retail accounts and sales.

For the twelve months ended December 31, 2012, premiums and
deposits decreased by US$4.7 billion compared to the same period
in 2011 primarily due to strong overall sales in the ﬁrst half of 2011
and continued caution exercised by equity investors in 2012 due
to market volatility.
Premiums and deposits increased by US$120 million compared to
the previous quarter largely due to an increase in mutual fund sales of
US$407 million in the current quarter, partially offset by a reduction
in institutional sales of US$287 million. The previous quarter
institutional sales included one large mandate of US$1.4 billion.

Putnam’s average AUM for the fourth quarter of 2012 increased
$10.0 billion compared to the same period in 2011, as a 16%
increase in the average S&P 500 was partially offset by net asset
outﬂows. As a result, fee and other income for the fourth quarter
of 2012 increased by US$10 million compared to the same period
in 2011, primarily due to an increase in investment management
fees from the higher average AUM and an increase in performance
fees, partially offset by lower distribution fees due to reduced sales
of certain deferred sales charge share classes.
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Premiums and deposits
Fee and other income
Investment management fees
Performance fees
Service fees
Underwriting & distribution fees

Sept. 30
2012
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For the twelve months ended December 31, 2012, fee and other
INCOME DECREASED BY 53 MILLION COMPARED TO THE SAME PERIOD
last year. This was primarily due to a decrease in distribution
fees from reduced sales, lower performance fees on institutional
accounts, and a decrease in service fees from fewer shareholder
accounts. Although average AUM improved slightly, investment
management fees decreased due to a change in asset mix.
Fee and other income increased by US$6 million compared
to the previous quarter, primarily due to an increase in
investment management fees from the higher average AUM and
higher performance fees due to the seasonality in which these
fees are earned, partially offset by a reduction in realized gains
on investments.

Net earnings
Net earnings for the fourth quarter decreased by US$11 million
compared with the same period last year due to an increase in
SHARE BASED COMPENSATION EXPENSE OF 53 MILLION /PERATING
expenses were US$13 million higher in quarter largely due to

timing of incentive compensation accruals related to investment
performance. These expense increases were partially offset by
US$10 million of higher fee income and higher income tax beneﬁts
of US$6 million.
For the twelve months ended December 31, 2012, net earnings
decreased by US$56 million compared to the prior year. 2012 net
earnings reﬂect a year-over-year US$31 million increase in shareBASED COMPENSATION EXPENSE &EE INCOME WAS DOWN BY 53
million compared to 2011 which was offset by lower expenses of
US$26 million, higher market gains on seed capital portfolios of
53 MILLION AND HIGHER INCOME TAX BENElTS OF 53 MILLION
Releases of legal provisions during 2012 were US$16 million
compared to US$57 million during 2011.
Net earnings decreased by US$15 million compared with the
previous quarter due to higher operating expenses of US$14
million and an increase in share-based compensation expense of
US$10 million. This was partially offset by higher fee revenue and
income tax beneﬁts in the current quarter.

ASSETS UNDER MANAGEMENT
Assets under management

GREAT-WEST LIFECO INC.

For the three months ended

(US$ millions)
Beginning assets
Sales (includes dividends reinvested)
Redemptions
Net asset ﬂows
Impact of market/performance

For the twelve months ended

Dec. 31

Sept. 30

Dec. 31

Dec. 31

2012

2012

2011

2012

Dec. 31
2011

$ 126,935

$ 119,708

$ 113,871

$ 116,652

$ 121,213

6,750

6,630

5,348

23,804

28,514

(6,901)

(6,028)

(7,160)

(25,593)

(28,331)

(151)

602

(1,812)

(1,789)

183

1,545

6,625

4,593

13,466

(4,744)

Ending assets

$ 128,329

$ 126,935

$ 116,652

$ 128,329

$ 116,652

Average assets under management

$ 127,125

$ 123,012

$ 117,077

$ 123,259

$ 123,005

Average AUM for the three months ended December 31, 2012 was
US$127 billion, comprising mutual funds of US$62 billion and
institutional accounts of US$65 billion. Average AUM increased by
US$10.0 billion compared to the three months ended December 31,
2011 primarily due to the impact of positive market performance
during the year, partially offset by cumulative net asset outﬂows.

In 2013, Putnam will continue to drive growth and market share
through new sales and asset retention in all markets it serves
including, Global Institutional, PanAgora (Putnam’s quantitative
institutional manager), Domestic Retail, Deﬁned Contribution,
and Registered Investment Advisors, while maintaining its
industry-recognized reputation for service excellence.

Average AUM for the twelve months ended December 31, 2012
increased by US$254 million compared to the twelve months
ended December 31, 2011 due to the same reasons as in the
quarter comparison. While average AUM was comparable for
these periods, ending AUM increased by US$11.7 billion compared
to the twelve months ended December 31, 2011 primarily due to
market performance.

Putnam has invigorated its investment organization over the
past few years, and the ﬁrm remains committed to delivering
superior performance.

Average AUM increased by US$4.1 billion compared to the
previous quarter primarily due to the impact of positive
market performance.

OUTLOOK – ASSET MANAGEMENT
Refer to Cautionary Note regarding Forward-looking Information
and Cautionary Note regarding Non-IFRS Financial Measures at
the beginning of this document.

60

The ﬁrm has revitalized its commitment to the Deﬁned Contribution
business and continues to see growth in new retirement plans on
its record-keeping platform and in investment-only sales.
Innovation will remain a powerful differentiator for Putnam in
2013, as the ﬁrm expects to introduce new product offerings,
service features, and operational functions, while strengthening
its corporate and business/product brand image with a wide
range of key constituents. Further, Putnam intends to continue
to invest in technology in order to scale its business model more
cost effectively.
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U N I T E D S TAT E S C O R P O R AT E
United States Corporate consists of items not associated directly
with or allocated to the United States business units. During the
period ended December 31, 2012, the Company reallocated certain
income tax and expense items initially recorded in United States

Corporate to Great-West Financial to improve the alignment with
revenues. The comparative ﬁgures reﬂect the revised allocations
where applicable.
United States Corporate net earnings were nil for the current and
comparative periods.

EUROPE
The Europe segment comprises two distinct business units:
Insurance & Annuities and Reinsurance. Insurance & Annuities
consists of operations in the U.K., Isle of Man, Ireland and
Germany which offer protection and wealth management
products including payout annuities, conducted through Canada
Life and its subsidiaries. Reinsurance operates primarily in the
U.S., Barbados and Ireland, and is conducted through Canada
Life, London Life and their subsidiaries.

TRANSLATION OF FOREIGN CURRENCY
Foreign currency assets and liabilities are translated into Canadian
dollars at the market rate at the end of the ﬁnancial period. All
income and expense items are translated at an average rate for
the period.

BUSINESS PROFILE
INSURANCE & ANNUITIES
The international operations of Canada Life and its subsidiaries
are located primarily in Europe, and offer a focused portfolio of
protection, wealth management, retirement products and related
services in the U.K., Isle of Man, Ireland and Germany.
The core products offered in the U.K. are payout annuities,
savings and group insurance. These products are distributed
through independent ﬁnancial advisors (IFAs) and employee
beneﬁt consultants. The Isle of Man operation provides savings
and individual protection products that are sold through IFAs and
private banks in the U.K. and in other selected territories.
The core products offered in Ireland are individual insurance,
savings, pension products and lifetime guaranteed minimum
withdrawal beneﬁt products. These products are distributed
through independent brokers and Ireland’s direct sales force.

The Company’s reinsurance business comprises operations in the
U.S., Barbados and Ireland.
In the U.S., the Company’s reinsurance business is carried on
through Canada Life and London Life and through an indirect
subsidiary of Great-West Financial. In Barbados, the Company’s
reinsurance business is carried on primarily through branches
of both London Life and Canada Life and subsidiaries of London
Life. In Ireland, the Company’s reinsurance business is carried on
through subsidiaries of Canada Life and London Life.
The Company’s business includes both reinsurance and
retrocession business transacted directly with clients or through
reinsurance brokers. As a retrocessionaire, the Company provides
reinsurance to other reinsurers to allow those companies to spread
their reinsurance risk.
The product portfolio offered by the Company includes life,
annuity and property and casualty reinsurance, provided on both
a proportional and non-proportional basis.
In addition to providing reinsurance products to third parties, the
Company also utilizes internal reinsurance transactions between
the Lifeco group of companies. These transactions are undertaken
in order to better manage insurance risks relating to retention,
volatility and concentration; and to facilitate capital management
for the Company, its subsidiaries and branch operations. These
internal reinsurance transactions may produce beneﬁts that are
reﬂected in one or more of the Company’s other business units.

MARKET OVERVIEW

GREAT-WEST LIFECO INC.

Currency translation impact is a non-IFRS ﬁnancial measure
which attempts to remove the impact of changes in currency
translation rates on IFRS results. Refer to the Cautionary Note
regarding non-IFRS Financial Measures at the beginning of
this document.

REINSURANCE

PRODUCTS AND SERVICES
The Company provides protection and wealth management
products that are distributed primarily through independent
sales channels.

INSURANCE & ANNUITIES
MARKET POSITION

The German operation focuses on pension, lifetime guaranteed
minimum withdrawal beneﬁt and individual protection products
that are distributed through independent brokers and multitied agents.

U.K. and Isle of Man
s Among the top 20 of life insurance companies operating in the U.K.

Canada Life continues to expand its presence in its deﬁned market
segments by focusing on the introduction of innovative products
and services, the quality of its service offering, enhancement of
distribution capabilities and intermediary relationships.

s

4HE MARKET LEADER OF THE GROUP LIFE MARKET WITH  SHARE

s

Second in the group income protection market with 21% share

s

Among the top offshore life companies selling into the U.K. market,
with 14% market share

s

Among the top insurers in payout annuities, with 6% market share

Among the top ten in the onshore unit-linked single premium bond
market with a 7% market share
Ireland
s 5% of Irish life assurance and pension market
s

s

Among the top seven insurers by new business market share

Germany
s /NE OF THE TOP TWO INSURERS IN THE INDEPENDENT INTERMEDIARY
unit-linked market
s

Among the top six in the overall unit-linked market
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INSURANCE & ANNUITIES (CONT’D)
PRODUCTS AND SERVICES
Wealth Management
s Payout annuities, including enhanced annuities
s Pensions, including guaranteed deferred annuity
s Savings
s Variable annuity GMWB products
Group Insurance
s Life insurance
s Income protection (disability)
s Critical illness
Individual Insurance
s Life insurance
s Disability
s Critical illness

DISTRIBUTION
U.K. and Isle of Man
s IFAs
s Private banks
s Employee beneﬁt consultants

GREAT-WEST LIFECO INC.

Ireland
s Independent brokers
s Direct sales force

COMPETITIVE CONDITIONS
United Kingdom and Isle of Man
In the United Kingdom, the Company holds strong positions in
several markets with particular strength in the payout annuity,
offshore savings, group life and income protection markets. The
Company has strong market positions in each of group risk (more
than 20% of market share), payout annuities (6% market share and
a top ﬁve provider in the IFAs market) and wealth management
where, both onshore and offshore, Canada Life is a top ﬁve unitlinked single premium bond provider in the U.K. The Company
remains competitive in the payout annuity market and continues
to sell the majority of its products through IFAs. In order to
compete with products of other companies also used by these
IFAs, the Company must maintain competitive product design,
pricing, and service levels.

Ireland
Canada Life is the seventh largest life insurance operation in
Ireland as measured by new business market share. The Company
operates in all segments of the market with a focus on higher
margin products. The Company continues to demonstrate
its focus on the development of innovative products and
distribution capability.

Germany
s Independent brokers
s Multi-tied agents

Due to ongoing challenging economic conditions the market
continued to see depressed new business levels, with aggressive
pricing for available business resulting in larger companies
maintaining a signiﬁcant share. In addition, with limited new
money being invested by consumers, much of the market’s new
business is funds being switched from one product provider
to another.

REINSURANCE

Germany

Market Position
Among the top ten life reinsurers in the U.S. by assumed business
Niche positions in property and casualty and annuity business

s
s

PRODUCTS AND SERVICES
Life
s
s
s
s

Yearly renewable term
Co-insurance
Modiﬁed co-insurance
Capital Relief Solutions

Property & Casualty
s

Catastrophe retrocession

Annuity
s
s

Payout annuity
Fixed annuity

DISTRIBUTION
s
s

62

Independent reinsurance brokers
Direct placements

Canada Life has established a leading position among providers
of unit-linked products to the German independent intermediary
market. This market remains competitive as more companies
move in due to the projected strong growth over the coming years.
Throughout this period of increased competition, the Company
has maintained a top two position in this market through
continuous product, technology and service improvements.
Despite positive economic growth in 2012 within the life and
pensions market, consumers continued their reluctance to invest
in long-term pension products, in particular, equity based and
unit-linked products due to market volatility.

Reinsurance
In the U.S. life reinsurance market, the demand for capital relief
solutions eased in 2012 from recent years because of the recovery
of the ﬁnancial markets and increased competition from the reentry of banks into that market. Lower life insurance sales since
the onset of the ﬁnancial crisis and higher retention by clients
have led to reduced volumes of traditional life reinsurance. The
Company’s ﬁnancial strength and ability to offer both capital
solutions and traditional mortality reinsurance continues to be a
competitive advantage.
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In Europe, although delayed, Solvency II still tops the regulatory
landscape and while interest in capital relief transactions remains
high, very few companies are willing to commit to long-term
transactions before the regulations are ﬁnalized. Demand for
longevity reinsurance remains strong in Europe, however there are
now more reinsurers participating in this market.

Property insurers/reinsurers saw fewer major catastrophes in
2012 in contrast to 2011. Although the 2012 Atlantic hurricane
season was tied for the third most active on record, there was only
one event, Hurricane Sandy that had a material impact on the
U.S. New competitors and non-traditional solutions continue to
present challenges in the sector.

Selected consolidated ﬁnancial information – Europe
For the three months ended

For the twelve months ended

Dec. 31

Sept. 30

Dec. 31

Dec. 31

Dec. 31

2012

2012

2011

2012

2011

Premiums and deposits
Sales
Fee and other income
Net earnings – common shareholders

$

2,491
1,289
170
152

$

2,380
866
145
165

$

2,068
881
170
181

Total assets
Other assets under administration

$ 74,821
107

$

72,316
102

$

69,649
102

Total assets under administration

$ 74,928

$

72,418

$

69,751

$

9,022
3,738
618
618

$

8,916
4,144
583
562

Net earnings – common shareholders
For the three months ended
Sept. 30

Dec. 31

Dec. 31

2012

2012

2011

2012

$

$

2012 DEVELOPMENTS
s .ET EARNINGS FOR THE TWELVE MONTH ENDED $ECEMBER  
increased by $56 million, up 10% from the same period last year.
The 2011 results included catastrophe provisions of $84 million
relating to the earthquake events in Japan and New Zealand.
For the twelve months ended December 31, 2012 fee and other
income of $618 million was 6% higher than the same period
last year.
s 3ALES FOR THE TWELVE MONTHS ENDED $ECEMBER   WERE 
billion, compared to $4.1 billion in 2011 reﬂecting the general
market slowdown, however, sales in Insurance & Annuities for
the fourth quarter of 2012 were $1.3 billion, up 46% compared to
the same period of 2011.
s 4HE )NVESTMENTS ,IFE AND 0ENSIONS -ONEYFACTS  AWARDS
in the U.K., named Canada Life “Best Tax and Estate Planning
Solutions Provider” for the second year in a row and “Best Group
protection Provider” for the fourth consecutive year.
s )N THE 5+ #ANADA ,IFE RETAINED ITS &INANCIAL !DVISER 3ERVICE
Award (5 stars) for the Investment category for the fourth year

92
64
(4)
152

Dec. 31
2011

$

104
61
–

$

117
73
(9)

$

410
215
(7)

$

445
130
(13)

$

165

$

181

$

618

$

562

running and Financial Adviser Service Award (4 stars) for Life
and Pensions for the third year running.
s !T THE )RISH 0ENSIONS !WARDS  #ANADA ,IFE RECEIVED THE
Innovation Award in recognition of the introduction of the
ﬁrst variable annuity product to the Irish market and its fund
management company, Setanta Asset Management, received
the Equities Manager of the Year Award for the strength
of its investment performance and associated dedicated
value process.

GREAT-WEST LIFECO INC.

Insurance & Annuities
Reinsurance
Europe Corporate

For the twelve months ended

Dec. 31

s $URING THE THIRD QUARTER #ANADA ,IFES 2EINSURANCE $IVISION
entered into retrocession agreements with a U.K. domiciled
insurance company covering closed blocks of approximately
1.2 million bank distributed protection policies in Spain and
approximately 575,000 bank distributed protection policies in
Portugal. The average sum assured of the retroceded policies is
approximately €27,000 per policy and the annualized premium
associated with the underlying policies is approximately
€185 million. The level of premiums will decline over time as the
underlying policies lapse.

BUSINESS UNITS – EUROPE
INSURANCE & ANNUITIES

OPERATING RESULTS
For the three months ended

Premiums and deposits
Sales
Fee and other income
Net earnings

$

For the twelve months ended

Dec. 31

Sept. 30

Dec. 31

Dec. 31

2012

2012

2011

2012

1,567
1,289
149
92

$

1,180
866
133
104

$

1,181
881
157
117

$

5,021
3,738
560
410

Dec. 31
2011

$

5,407
4,144
540
445
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Premiums and deposits

Net earnings

Premiums and deposits for the fourth quarter increased by $386
million compared to the same quarter last year, primarily due
to strong sales of U.K. payout annuities and from sales of single
premium savings products in the Isle of Man partially offset by
currency movement.

Net earnings for the fourth quarter of 2012 decreased by $25 million
compared to the same quarter last year. The decrease is due to net
beneﬁt of basis and other reserve changes of $60 million in 2011
compared to $8 million net reserve strengthening in 2012. Lower
morbidity gains in group insurance of $8 million and income tax
adjustments of $11 million also contributed to the decrease. Partly
offsetting these decreases were positive contributions from better
investment trading experience of $44 million, new business gains
of $11 million and surrender gains of $8 million.

For the twelve months ended December 31, 2012, premiums and
deposits decreased by 7% compared to the same period in 2011,
primarily due to the sales decline in single premium savings
products in the U.K. and Isle of Man. Lower sales of the guaranteed
variable annuity product in Germany and currency movement
also contributed to the decline. These reductions are partly
offset by the sales growth of payout annuities in the U.K. and the
guaranteed variable annuity product in Ireland.
Premiums and deposits increased by 33% compared to the
previous quarter mainly due to the sales increase in single
premium savings products in both the U.K. and Isle of Man, the
seasonal increase of pension sales in Ireland and Germany as well
as currency movement.

GREAT-WEST LIFECO INC.

Sales
Sales increased by $408 million compared to the same quarter last
year due to $245 million increased sales of U.K. payout annuities
and $132 million higher sales of single premium savings products
in the Isle of Man reﬂecting the normal ﬂuctuations in the number
of large cases.
For the twelve months ended December 31, 2012, sales decreased
by $406 million compared to the same period last year, due mainly
to a $835 million decline in single premium savings products
in both the U.K. and Isle of Man reﬂecting the general market
slowdown and ﬂuctuations in the number of large cases. In
addition, lower sales of the guaranteed variable annuity product
in Germany contributed to the decline. These reductions are
PARTLY OFFSET BY  MILLION INCREASED SALES OF PAYOUT ANNUITIES
in the U.K. and growth of the guaranteed variable annuity product
in Ireland.
Sales increased by $423 million from the previous quarter
primarily due to $352 million higher sales of single premium
savings products in both the U.K. and Isle of Man. Increased
pension sales in Ireland and Germany due to seasonal ﬂuctuations
also contributed to the growth.

Fee and other income
Fee and other income decreased by $8 million compared to
the same quarter last year due mainly to timing of fee income
recognition in Ireland during 2011 partly offset by higher surrender
fees in the U.K. The changes in the pattern of sales and surrenders
on certain shorter term single premium investment products can
cause the surrender fees to signiﬁcantly ﬂuctuate from quarterto-quarter.
For the twelve months ended December 31, 2012, fee and other
income increased by $20 million compared to the same period
last year due mainly to higher surrender charges and sales mix
variation in the U.K. In addition, higher average assets under
management in Germany contributed to the growth.

For the twelve months ended December 31, 2012, net earnings
decreased by $35 million compared to the same period last year.
The 2011 results included a $44 million positive impact arising from
changes in valuation methodology of insurance contract liability
reserves backed by investment properties and the net beneﬁt of
other reserve changes of $104 million. In 2012, the strengthening
of reinvestment risk margins and other reserve changes reduced
NET EARNINGS BY  MILLION (IGHER CORPORATE INCOME TAX CHARGES
also contributed to the decrease. Positive contributions to inperiod net earnings were a $104 million increase in investment
gains, improved U.K. group insurance mortality results and higher
new business gains of $26 million.
.ET EARNINGS WERE  MILLION IN THE FOURTH QUARTER A DECREASE
of $12 million from the third quarter. The net impact of reserve
strengthening was $8 million in the fourth quarter while third
quarter results included $24 million of interest margin reserve
reductions and a $6 million beneﬁt of other reserve changes.
Higher corporate income tax charges of $17 million also
contributed to the decrease. Partly offsetting these decreases
were positive contributions from better investment experience of
$45 million.

OUTLOOK – INSURANCE & ANNUITIES
Refer to Cautionary Note regarding Forward-looking Information
and Cautionary Note regarding non-IFRS Financial Measures at
the beginning of this document.
In the regulatory environment, the European Court of Justice has
prohibited the use of gender as a factor in the pricing of individual
protection products and annuities from December 2012; however,
the change is not expected to materially impact the size or
proﬁtability of annuities in 2013 and beyond.
United Kingdom/Isle of Man – The outlook for payout annuities
in 2013 anticipates that as markets stabilize it will provide
investment opportunities to support the Company’s annuity new
business sales strategy.
Canada Life continues to be a key player in the single premium
investment market place and has strengthened its market share
in onshore bonds. It will continue to develop a presence in both
the offshore and onshore segments, including the introduction of
a targeted range of new collective/mutual funds. The company’s
distribution strategy will remain focused on IFAs.

Fee and other income increased by $16 million compared to the
previous quarter due mainly to higher surrender fees in the U.K.
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The distribution regulatory environment will change following the
introduction of the FSAs new Retail Distribution Review regime on
December 31, 2012. It is expected that there will be some disruption
to the market over 2013 which could impact sales levels as IFA
ﬁrms adapt to the move from a commission-based compensation
model to charging their clients directly for the advice given. IFAs
will remain the key distribution focus and the Company will
concentrate its efforts in strengthening relationships with IFAs in
2013 in helping them to meet these changes. Canada Life is well
placed in transitioning effectively and, once investor conﬁdence
returns, to take full advantage of economic recovery.
The outlook for the group risk operation remains cautious as the
Company expects market conditions to remain weak. The group
risk operation, while well positioned, operates in a mature and
competitive market whose size and attractiveness is inﬂuenced by
the general economic climate for business in the U.K.
/VERALL THE PROGRESS MADE IN THE LAST FEW YEARS ESTABLISHING STRONG
niche market positions in our chosen sectors, using an efﬁcient
cost base and prudent ﬁnancial management, gives the Company
a sound base on which to grow. The Company is well positioned
for any difﬁculties.

Despite these positive indicators, unemployment remains high at
15%. Domestic consumer conﬁdence remains weak as consumers
adjust to higher taxes and personal debt restructuring. As a result,
new business demand is expected to remain weak; the shortterm outlook for demand in the life and pensions market remains
soft. Canada Life’s focus will be to promote areas of competitive
advantage and to continue to achieve efﬁciency improvements.
Germany – The outlook for the German operation is positive
and the Company expects continued growth in assets under
management growth in 2013. The fundamental economic
indicators for Germany are positive although higher levels of
sales growth may be delayed in the short-term. The delay stems
from the uncertainty surrounding the current European debt
crisis which, when resolved, should lead to a return of German
investor conﬁdence.
Unit-linked products are expected to grow their market share,
particularly as traditional guaranteed products fall out of favour
due to the increasing cost of the guarantees. The Company
is positioning itself to further strengthen its presence in this
unit-linked market through continued investments in product
development, distribution technology and service improvements.
The most recent analysis of the market indicates that
independent intermediaries are expected to maintain their share
of distribution. The Company will continue to focus mainly on
this distribution channel.

REINSURANCE

OPERATING RESULTS
For the three months ended

For the twelve months ended

Dec. 31

Sept. 30

Dec. 31

Dec. 31

2012

2012

2011

2012

$

Premiums and deposits

SAME QUARTER LAST YEAR AND BY  MILLION COMPARED TO THE PREVIOUS
quarter due to the recapture of a reinsurance contract and
higher volumes.

For the twelve months ended December 31, 2012, premiums and
DEPOSITS INCREASED BY  MILLION COMPARED TO THE SAME PERIOD
last year due to new life retrocession agreements in Europe, higher
volumes in the life businesses and currency movement.
Premiums and deposits decreased by $276 million compared to
the previous quarter primarily due to the new life retrocession
agreements in Europe and higher volumes in the life businesses
during the third quarter.

Fee and other income
The reinsurance business earns fee income primarily in the life
business with the fees driven by volume of coverage provided.
Fee and other income increased by $8 million compared to the

$

1,200
12
61

$

887
13
73

$

4,001
58
215

2011

Premiums and deposits
Fee and other income
Net earnings

Premiums and deposits for the fourth quarter of 2012 increased by
$37 million compared to last year primarily due to the favourable
impact of new life retrocession agreements in Europe partly offset
by currency movement.

924
21
64

Dec. 31

$

3,509
43
130

For the twelve months ended December 31, 2012, fee and other
income increased by $15 million compared to the same period last
year primarily due to the same reasons as the in-quarter change.

Net earnings
.ET EARNINGS FOR THE FOURTH QUARTER OF  DECREASED BY  MILLION
compared to the same period last year. Positive contributions to
in period earnings include the impact of new life retrocession
agreements in Europe of $14 million and favourable changes to
interest margin reserves of $13 million. Negative impacts in the
FOURTH QUARTER OF  WERE BASIS CHANGES OF  MILLION CLAIMS IN
the annuity business of $6 million and net other reserve changes
of $2 million. Included in the fourth quarter results are provisions
for claims resulting from Hurricane Sandy of $10 million
offset by releases driven by positive developments of 2011
catastrophe claims.
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Ireland – The economic situation in Ireland is improving, with a
return to positive GDP growth from 2011 led by a strong export
sector in the small and open Irish economy. The Irish Government
has achieved its ﬁscal correction and borrowing targets under
the European Union/European Central Bank/IMF programme.
In the December 2012 Irish Government budget, it was afﬁrmed
that Government support for income tax relief for pensions

contributions would continue therefore maintaining ﬁscal
support for this important product line.
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For the twelve months ended December 31, 2012, net earnings
increased by $85 million compared to the same period last year.
The 2011 results include catastrophe provisions of $84 million
relating to earthquake events in Japan and New Zealand while
the 2012 results include provisions for claims resulting from
Hurricane Sandy of $10 million offset by releases driven by
POSITIVE DEVELOPMENTS OF  CATASTROPHE CLAIMS /THER POSITIVE
contributions to period net earnings include the conclusion on
certain income tax matters positively impacting net earnings by
$25 million, favourable new business gains of $38 million and
favourable changes to interest margins of $11 million. Partly
offsetting these increases were other net reserve strengthening of
$12 million, basis change impacts of $42 million and other net tax
adjustments of $11 million.

In Europe, although delayed, Solvency II is still expected to be
a driver of the business in 2013 and beyond. The Reinsurance
operation is preparing to help European clients and other afﬁliated
companies meet the potential capital challenges and business
opportunities coming out of these regulatory changes.
Despite signiﬁcant catastrophe losses in New Zealand and Japan
in 2011, and Hurricane Sandy in 2012, the short-term increase in
pricing has started to ﬂatten out and will likely turn softer in the
worldwide property retrocession market in 2013.
Traditional retrocession sellers have become increasingly reluctant
to provide worldwide coverage to clients with a growing shift
towards named territories. Hedge fund capacity, side-car vehicles,
collateralized covers and catastrophe bond issuance continues
to grow and buyer demand is under downward pressure due to
increasing client retentions. The primary focus for 2013 will look
to move further away from the exposure risk, continue to utilize
the most recent U.S. modeling updates from Risk Management
Solutions (RMS) and control geographic exposures while limiting
the anticipated impact on margins.

Net earnings for the fourth quarter of 2012 increased by $3 million
compared to the previous quarter. Positive contributions to net
earnings growth include the favourable net basis changes of
$20 million and the impact of recaptured reinsurance treaties of
$5 million. Partly offsetting these increases were lower beneﬁt of
changes to interest margin reserves of $13 million and $10 million
lower gains from new life retrocession business.

E U R O P E C O R P O R AT E

Included in the fourth quarter results are provisions for claims
resulting from Hurricane Sandy of $10 million offset by releases
driven by positive developments of 2011 catastrophe claims.

The Europe Corporate account includes ﬁnancing charges, the
impact of certain non-continuing items as well as the results for
the legacy international businesses.

OUTLOOK – REINSURANCE

Europe Corporate had a net loss of $4 million for the three months
ENDED $ECEMBER   COMPARED TO A NET LOSS OF  MILLION FOR
the same period in 2011.

Refer to the Cautionary Note regarding Forward-looking
Information and the Cautionary Note regarding non-IFRS
Financial Measures at the beginning of this document.
The U.S. life reinsurance industry is expected to remain stable in
2013. There are new regulatory rules affecting the calculation of
statutory reserves (principle-based reserve rule), the establishment
of captives to fund redundant reserves and the collateral needed
for non-licensed entities which will affect the types of insurance
products sold and the reinsurance needs over the next few
years. Underlying insurance sales will continue to stay at their
current level if the U.S. economy does not demonstrate a
signiﬁcant recovery.

For the twelve months ended December 31, 2012, Europe
Corporate reported a net loss of $7 million compared to
a net loss of $13 million for the same period in 2011. The
improvement in the quarter and full year results was primarily
due to the smaller impact of reserve adjustments in the legacy
international operations.
Europe Corporate had a net loss of $4 million for the three months
ended December 31, 2012 compared to nil earnings in the third
quarter. The decrease is mainly due to $2 million lower results in
the legacy international operations due to reserve strengthening.

LIFECO CORPORATE OPERATING RESULTS
The Lifeco Corporate segment includes operating results for
activities of Lifeco that are not associated with the major business
units of the Company.
For the three months ended December 31, 2012, Lifeco Corporate
HAD A NET LOSS OF  MILLION COMPARED TO NET EARNINGS OF 
million in the fourth quarter of 2011. Included in Lifeco Corporate
net earnings were litigation provisions of $140 million in 2012 and
net litigation provision releases of $124 million in 2011. Fourth
quarter 2012 results include a decrease in reserves for uncertain
tax positions (UTP) which positively impacted net earnings by
$20 million, partly offset by the impact of mark-to-market losses
related to a macro balance sheet credit hedge of $8 million.
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For the twelve months ended December 31, 2012, Lifeco Corporate
had a net loss of $168 million compared to net earnings of $104
million for the same period in 2011. Excluding the provisions
noted above, the net loss decreased $8 million primarily due to the
impact of the UTP noted above of $20 million, offset by the markto-market losses recorded related to a macro balance sheet credit
hedge of $12 million.
The net loss in Lifeco Corporate increased by $126 million
compared to the previous quarter. Excluding the impact of
the above noted provision, net earnings were up $12 million,
primarily due to positive impact of the UTP noted above in the
fourth quarter.
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OTHER INFORMATION
SELECTED ANNUAL INFORMATION
Years ended December 31
(in $ millions, except per share amounts)

2012

2011

2010

Total revenue

$ 30,061

$

29,898

$

30,103

Net earnings – common shareholders
Operating earnings
Net earnings

$

1,955
1,815

$

1,898
2,022

$

1,819
1,615

$

2.059
1.912
1.900

$

2.000
2.129
2.112

$

1.920
1.704
1.695

Net earnings per common share
Operating
Basic
Diluted
Total assets
Total assets
Proprietary mutual funds and institutional net assets

$ 238,768
125,390

$ 229,421
126,053

Other assets under administration

388,316
157,455

364,158
137,807

355,474
131,528

Total assets under administration

$ 545,771

$ 501,965

$ 487,002

$ 236,132

$ 222,664

$ 214,605

$

$

$ 0.29375
1.4750
1.3000
1.21252
1.1250
1.50000
1.41250
1.19377
–
–
–
–
1.230

Total liabilities
Dividends paid per share
Series D First Preferre d (1)
Series F First Preferred
Series G First Preferred
Series H First Preferred
Series I First Preferred
Series J First Preferred
Series L First Preferred
Series M First Preferred (2)
Series N First Preferred (3)
Series P First Preferred (4)
Series Q First Preferred (5)
Series R First Preferred (6)
Common

–
1.4750
1.3000
1.21252
1.1250
1.50000
1.41250
1.450
0.91250
1.152120
0.625235
0.26630
1.230

–
1.4750
1.3000
1.21252
1.1250
1.50000
1.41250
1.450
1.004375
–
–
–
1.230

GREAT-WEST LIFECO INC.

$ 253,718
134,598

(1) The Series D First Preferred Shares were redeemed on March 31, 2010.
(2) The Series M First Preferred Shares were issued on March 4, 2010. The ﬁrst dividend payment was made on June 30, 2010 in the amount of $0.46877 per share. Regular quarterly dividends were $0.36250
per share.
(3) The Series N First Preferred Shares were issued on November 23, 2010. The ﬁrst dividend payment was made on March 31, 2011 in the amount of $0.32 per share. Regular quarterly dividends were $0.228125
per share.
(4) The Series P First Preferred Shares were issued on February 22, 2012. The ﬁrst dividend payment was made on June 30, 2012 in the amount of $0.477120 per share. Regular quarterly dividends were $0.337500
per share.
(5) The Series Q First Preferred Shares were issued on July 6, 2012. The ﬁrst dividend payment was made on September 30, 2012 in the amount of $0.303360 per share. Regular quarterly dividends were $0.321875
per share.
(6) The Series R First Preferred Shares were issued on October 11, 2012. The ﬁrst dividend payment was made on December 31, 2012 in the amount of $0.266300 per share. Regular quarterly dividends are
$0.30000 per share.

Great-West Lifeco Inc. Annual Report 2012
P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG03_GWL_2013-03-01_v2.indd C63

67

C 63

08/03/13 3:51 PM

MANAGEMENT’S DISCUSSION AND ANALYSIS

QUARTERLY FINANCIAL INFORMATION
Quarterly Financial Information
2012

Q4

(in $ millions, except per share amounts)

Total revenue

$

7,137

2011

Q3
$

8,636

Q2
$

7,792

Q1
$

6,496

Q4
$

8,003

Q3
$

8,506

Q2
$

7,134

Q1
$

6,255

Common Shareholders
Net earnings
Total
Basic – per share
Diluted – per share

353
0.373
0.372

520
0.547
0.543

491
0.517
0.513

451
0.475
0.472

624
0.657
0.651

457
0.481
0.478

526
0.553
0.550

415
0.438
0.436

Operating earnings (1)
Total
Basic – per share
Diluted – per share

493
0.520
0.518

520
0.547
0.543

491
0.517
0.513

451
0.475
0.472

500
0.528
0.523

457
0.481
0.478

526
0.553
0.550

415
0.438
0.436

GREAT-WEST LIFECO INC.

(1) Operating earnings are presented as a non-IFRS ﬁnancial measure of earnings performance before certain other items that management considers to be of a non-recurring nature. Refer to the “Cautionary Note
Regarding Non-IFRS Financial Measures” section of this document.

Lifeco’s consolidated net earnings attributable to common
shareholders were $353 million for the fourth quarter of 2012
COMPARED TO  MILLION REPORTED A YEAR AGO /N A PER SHARE
basis, this represents $0.373 per common share ($0.372 diluted)
for the fourth quarter of 2012 compared to $0.657 per common
share ($0.651 diluted) a year ago.
Total revenue for the fourth quarter of 2012 was $7,137 million
and comprises premium income of $4,827 million, regular net
investment income of $1,361 million, a positive change in fair
value through proﬁt or loss on investment assets of $182 million,
and fee and other income of $767 million. Total revenue for the
fourth quarter of 2011 was $8,003 million, including premium
income of $4,334 million, regular net investment income of $1,365
million, a positive change in fair value through proﬁt or loss on
investment assets of $1,564 million and fee and other income of
$740 million.

DISCLOSURE CONTROLS AND PROCEDURES
The Company’s disclosure controls and procedures are designed
to provide reasonable assurance that information relating to the
Company which is required to be disclosed in reports ﬁled under
provincial and territorial securities legislation is: (a) recorded,
processed, summarized and reported within the time periods
speciﬁed in the provincial and territorial securities legislation,
and (b) accumulated and communicated to the Company’s
senior management, including the President and Chief Executive
/FlCER AND THE %XECUTIVE 6ICE 0RESIDENT AND #HIEF &INANCIAL
/FlCER AS APPROPRIATE TO ALLOW TIMELY DECISIONS REGARDING
required disclosure. Management evaluated the effectiveness
of the Company’s disclosure controls and procedures as at
December 31, 2012 and, based on such evaluation, the President
AND #HIEF %XECUTIVE /FlCER AND THE %XECUTIVE 6ICE 0RESIDENT
AND #HIEF &INANCIAL /FlCER HAVE CONCLUDED THAT THE #OMPANYS
disclosure controls and procedures are effective.

for external purposes in accordance with IFRS. The Company’s
management is responsible for establishing and maintaining
effective internal control over ﬁnancial reporting. All internal
control systems have inherent limitations and may become
ineffective because of changes in conditions. Therefore, even those
systems determined to be effective can provide only reasonable
assurance with respect to ﬁnancial statement preparation
and presentation.
Management evaluated the effectiveness of the Company’s
internal control over ﬁnancial reporting as at December 31,
2012 and, based on such evaluation, the President and Chief
%XECUTIVE /FlCER AND THE %XECUTIVE 6ICE 0RESIDENT AND #HIEF
&INANCIAL /FlCER HAVE CONCLUDED THAT THE #OMPANYS INTERNAL
control over ﬁnancial reporting is effective and that there are
no material weaknesses in the Company’s internal control over
ﬁnancial reporting.
There have been no changes in the Company’s internal control
over ﬁnancial reporting during the twelve month period ended
December 31, 2012 that have materially affected, or are reasonably
likely to materially affect, the Company’s internal control over
ﬁnancial reporting.

TRANSACTIONS WITH RELATED PARTIES
In the normal course of business, Great-West Life provided
insurance beneﬁts to other companies within the Power Financial
Corporation, Lifeco’s parent, group of companies. In all cases,
transactions were at market terms and conditions.
During the year, Great-West Life provided to and received from IGM
Financial Inc. and its subsidiaries (IGM), a member of the Power
Financial Corporation group of companies, certain administrative
services. Great-West Life also provided life insurance, annuity and
disability insurance products under a distribution agreement with
IGM. London Life provided distribution services to IGM.

INTERNAL CONTROL OVER FINANCIAL REPORTING

!T $ECEMBER   THE #OMPANY HELD  MILLION  MILLION
in 2011) of debentures issued by IGM.

The Company’s internal control over ﬁnancial reporting is
designed to provide reasonable assurance regarding the reliability
of ﬁnancial reporting and the preparation of ﬁnancial statements

During 2012, Great-West Life, London Life, and segregated funds
maintained by London Life purchased residential mortgages of
$232 million from IGM ($202 million in 2011).
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The Company provides reinsurance, asset management and
administrative services for employee beneﬁt plans relating to
pension and other post-employment beneﬁts for employees of the
Company and its subsidiaries.
There were no signiﬁcant outstanding loans or guarantees at the
Balance Sheets date and no loans or guarantees issued during
2012 or 2011. There were no provisions for uncollectible amounts
from related parties during 2012 and 2011.

TRANSLATION OF FOREIGN CURRENCY
Through its operating subsidiaries, Lifeco conducts business in
multiple currencies. The four primary currencies are the Canadian
dollar, the U.S. dollar, the British pound and the euro. Throughout
this document, foreign currency assets and liabilities are translated
into Canadian dollars at the market rate at the end of the ﬁnancial
period. All income and expense items are translated at an average
rate for the period. The rates employed are:

Translation of foreign currency
Dec. 31
2012

Sept. 30
2012

June 30
2012

Mar. 31
2012

Dec. 31
2011

Sept. 30
2011

June 30
2011

Mar. 31
2011

United States dollar
Balance sheet
Income and expenses

$0.99
$0.99

$0.98
$1.00

$1.02
$1.01

$1.00
$1.00

$1.02
$1.02

$1.04
$0.98

$0.96
$0.97

$0.97
$0.99

British pound
Balance sheet
Income and expenses

$1.62
$1.59

$1.59
$1.57

$1.60
$1.60

$1.60
$1.57

$1.58
$1.61

$1.62
$1.58

$1.55
$1.58

$1.56
$1.58

Euro
Balance sheet
Income and expenses

$1.31
$1.29

$1.26
$1.24

$1.29
$1.30

$1.33
$1.31

$1.32
$1.38

$1.40
$1.38

$1.40
$1.39

$1.38
$1.35

Period ended

The ﬁnancial statements of a life insurance company do not
include the assets, liabilities, deposits and withdrawals of mutual
FUNDS OR THE CLAIMS PAYMENTS RELATED TO !3/ GROUP HEALTH
contracts. However, the Company does earn fee and other income

RELATED TO THESE CONTRACTS -UTUAL FUNDS AND !3/ CONTRACTS ARE
an important aspect of the overall business of the Company and
should be considered when comparing volumes, size and trends.
Additional information relating to Lifeco, including Lifeco’s most
RECENT CONSOLIDATED lNANCIAL STATEMENTS #%/#&/ CERTIlCATION
and Annual Information Form are available at www.sedar.com.
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MUTUAL FUNDS DEPOSITS AND ASO PREMIUM EQUIVALENTS
(ASO CONTRACTS)
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CONSOLIDATED STATEMENTS OF EARNINGS
(in Canadian $ millions except per share amounts)
For the years ended December 31

2012

Income
Premium income
Gross premiums written
Ceded premiums

$ 21,839
(3,019)

Total net premiums

2011

$

20,013
(2,720)
17,293

5,653
2,643

5,538
4,164

Total net investment income
Fee and other income

8,296
2,945

9,702
2,903

30,061

29,898

17,431
(1,457)

16,591
(1,217)

Total net policyholder beneﬁts
Policyholder dividends and experience refunds
Change in insurance and investment contract liabilities

15,974
1,437
5,040

15,374
1,424
6,245

Total paid or credited to policyholders

22,451

23,043

1,781
2,572
293
285
103

1,548
1,950
264
289
100

Earnings before income taxes
Income taxes (note 27)

2,576
368

2,704
465

Net earnings before non-controlling interests
Attributable to non-controlling interests (note 19)

2,208
278

2,239
121

Net earnings
Preferred share dividends

1,930
115

2,118
96

Beneﬁts and expenses
Policyholder beneﬁts
Insurance and investment contracts
Gross
Ceded

Commissions
Operating and administrative expenses (note 28)
Premium taxes
Financing charges (note 15)
Amortization of ﬁnite life intangible assets

Net earnings – common shareholders

$

1,815

$

2,022

Earnings per common share (note 24)
Basic

$

1.912

$

2.129

$

1.900

$

2.112

Diluted
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18,820

Net investment income (note 5)
Regular net investment income
Changes in fair value through proﬁt or loss
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in Canadian $ millions)
For the years ended December 31

2012

Net earnings
Other comprehensive income (loss)

$

2011

1,930

$

2,118

Unrealized foreign exchange gains (losses) on translation of foreign operations
Income tax (expense) beneﬁt

(78)
–

206
1

Unrealized gains (losses) on available for sale assets
Income tax (expense) beneﬁt

87
(25)

235
(51)

(126)
31

(121)
31

Unrealized gains (losses) on cash ﬂow hedges
Income tax (expense) beneﬁt

14
(5)

(24)
10

Realized (gains) losses on cash ﬂow hedges
Income tax expense (beneﬁt)

2
(1)

2
(1)

3
1

(84)
22

(97)

226

Realized (gains) losses on available for sale assets
Income tax expense (beneﬁt)

Non-controlling interests
Income tax (expense) beneﬁt
$

1,833

$

2,344

GREAT-WEST LIFECO INC.

Comprehensive income
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CONSOLIDATED BALANCE SHEETS
(in Canadian $ millions)

December 31

2012

2011

Assets
Cash and cash equivalents (note 4)
Bonds (note 5)
Mortgage loans (note 5)
Stocks (note 5)
Investment properties (note 5)
Loans to policyholders

$

Funds held by ceding insurers (note 6)
Goodwill (note 10)
Intangible assets (note 10)
Derivative ﬁnancial instruments (note 29)
Owner occupied properties (note 11)
Fixed assets (note 11)
Reinsurance assets (note 14)
Other assets (note 12)
Deferred tax assets (note 27)
Investments on account of segregated fund policyholders (note 13)
Total assets

1,895
82,536
17,875
7,098
3,525
7,082

$

2,056
78,073
17,432
6,704
3,201
7,162

120,011
10,537
5,397
3,115
997
514
154
2,064
4,893
1,088
104,948

114,628
9,923
5,401
3,154
968
491
137
2,061
4,283
1,140
96,582

$ 253,718

$ 238,768

$ 119,919
739
4,283
335
342
4,579
868
–
119
104,948

$ 114,730
782
4,313
169
316
4,287
929
23
533
96,582

236,132

222,664

2,505
5

2,227
3

2,544
5,848
6,954
(330)
60

1,894
5,828
6,327
(233)
58

Liabilities

Total liabilities
Equity
Non-controlling interests (note 19)
Participating account surplus in subsidiaries
Non-controlling interests in subsidiaries
Shareholders’ equity
Share capital (note 20)
Preferred shares
Common shares
Accumulated surplus
Accumulated other comprehensive loss (note 25)
Contributed surplus
Total equity
Total liabilities and equity

17,586

16,104

$ 253,718

$ 238,768
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Insurance contract liabilities (note 14)
Investment contract liabilities (note 14)
Debentures and other debt instruments (note 16)
Funds held under reinsurance contracts
Derivative ﬁnancial instruments (note 29)
Other liabilities (note 17)
Deferred tax liabilities (note 27)
Repurchase agreements
Capital trust securities (note 18)
Investment and insurance contracts on account of segregated fund policyholders (note 13)
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CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
(in Canadian $ millions)
December 31, 2012

Share
capital

Balance, beginning of year
Net earnings
Other comprehensive loss

$

Share issue costs (note 20)
Reallocation from participating account
to shareholder account in London Life (note 19)
Dividends to shareholders
Preferred shares (note 20)
Common shareholders (note 24)
Shares issued under stock option plan (note 20)
Issuance of preferred shares (note 20)
Share-based payments
Balance, end of year

$

7,722
–
–

Contributed
surplus

Accumulated
surplus

$

$

58
–
–

6,327
1,930
–

7,722
–

58
–

8,257
(14)

–

–

(6)

–
–
20
650
–

–
–
–
–
2

(115)
(1,168)
–
–
–

8,392

$

60

$

6,954

Accumulated
other
comprehensive
income (loss)

$

(233)
–
(97)

Noncontrolling
interests

$

(330)
–

$

2,230
278
(4)

Total
equity

$ 16,104
2,208
(101)

2,504
–

18,211
(14)

–

6

–

–
–
–
–
–

–
–
–
–
–

(115)
(1,168)
20
650
2

2,510

$ 17,586

(330)

$

December 31, 2011

GREAT-WEST LIFECO INC.

Share
capital

Balance, beginning of year
Net earnings
Other comprehensive income

$

Dividends to shareholders
Preferred shares (note 20)
Common shareholders (note 24)
Shares issued under stock option plan (note 20)
Surrender of preferred shares
Share-based payments
Balance, end of year

74

$

Contributed
surplus

7,699
–
–

$

55
–
–

Accumulated
surplus

Accumulated
other
comprehensive
income (loss)

$

$

5,474
2,118
–

(459)
–
226

Noncontrolling
interests

$

2,047
121
62

Total
equity

$

14,816
2,239
288

7,699

55

7,592

(233)

2,230

17,343

–
–
26
(3)
–

–
–
–
–
3

(96)
(1,169)
–
–
–

–
–
–
–
–

–
–
–
–
–

(96)
(1,169)
26
(3)
3

7,722

$

58

$

6,327

$

(233)

$

2,230

$

16,104
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(in Canadian $ millions)
For the years ended December 31

2012

Operations
Earnings before income taxes
Income taxes (paid), net of refunds received
Adjustments:
Change in insurance and investment contract liabilities
Change in funds held by ceding insurers
Change in funds held under reinsurance contracts
Change in deferred acquisition costs
Change in reinsurance assets
Changes in fair value through proﬁt or loss
Other

$

Cash ﬂows from operations
Financing Activities
Issue of common shares
Issue of preferred shares
Decrease in line of credit of subsidiary
Increase in (repayment of) debentures and other debt instruments
Redemption of capital trust securities
Share issue costs
Dividends paid on common shares
Dividends paid on preferred shares

Effect of changes in exchange rates on cash and cash equivalents
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

2,576
(177)

$

2,704
303

5,034
205
201
(2)
45
(2,643)
(517)

6,029
464
25
(15)
415
(4,164)
(917)

4,722

4,844

20
650
–
(1)
(409)
(14)
(1,168)
(115)

26
–
(13)
7
–
–
(1,169)
(96)

(1,037)

(1,245)

23,959
2,071
2,062
–
(57)
(23)
(26,964)
(2,569)
(2,104)
(213)

19,590
1,756
2,334
73
(198)
(1,053)
(20,081)
(2,991)
(2,626)
(211)

(3,838)

(3,407)

(8)

24

(161)

216

2,056

1,840

Cash and cash equivalents, end of year

$

1,895

$

2,056

Supplementary cash ﬂow information
Interest income received
Interest paid
Dividend income received

$
$
$

4,645
283
206

$
$
$

4,649
290
191
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Investment Activities
Bond sales and maturities
Mortgage loan repayments
Stock sales
Investment property sales
Change in loans to policyholders
Change in repurchase agreements
Investment in bonds
Investment in mortgage loans
Investment in stocks
Investment in investment properties

2011
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(in Canadian $ millions except per share amounts)

1.

Corporate Information

'REAT 7EST ,IFECO )NC ,IFECO OR THE #OMPANY IS A PUBLICLY LISTED COMPANY 4ORONTO 3TOCK %XCHANGE '7/ INCORPORATED AND
DOMICILED IN #ANADA 4HE REGISTERED ADDRESS OF THE #OMPANY IS  /SBORNE 3TREET .ORTH 7INNIPEG -ANITOBA #ANADA 2# 6
,IFECO IS A MEMBER OF THE 0OWER &INANCIAL #ORPORATION 0OWER &INANCIAL GROUP OF COMPANIES AND ITS DIRECT PARENT IS 0OWER &INANCIAL
Lifeco is a ﬁnancial services holding company with interests in the life insurance, health insurance, retirement savings, investment
MANAGEMENT AND REINSURANCE BUSINESSES PRIMARILY IN #ANADA THE 5NITED 3TATES %UROPE AND !SIA THROUGH ITS MAJOR OPERATING
subsidiaries The Great-West Life Assurance Company (Great-West Life), London Life Insurance Company (London Life), The Canada
,IFE !SSURANCE #OMPANY #ANADA ,IFE 'REAT 7EST ,IFE  !NNUITY )NSURANCE #OMPANY 'REAT 7EST &INANCIAL AND 0UTNAM )NVESTMENTS
,,# 0UTNAM ,,# 
The consolidated ﬁnancial statements of the Company as at and for the year ended December 31, 2012 were approved by the Board of
Directors on February 7, 2013.
2.

Basis of Presentation and Summary of Accounting Policies

The consolidated ﬁnancial statements of the Company have been prepared in compliance with International Financial Reporting
Standards, as issued by the International Accounting Standards Board. The ﬁnancial statements are prepared using International
Financial Reporting Standards accounting policies which became Canadian generally accepted accounting principles for publicly
accountable enterprises and were adopted by the Company for ﬁscal years beginning on January 1, 2011.

GREAT-WEST LIFECO INC.

Basis of Consolidation

The consolidated ﬁnancial statements comprise the ﬁnancial statements of the Company as at and for the year ended December 31,
 WITH COMPARATIVES FOR $ECEMBER   3UBSIDIARIES ARE FULLY CONSOLIDATED FROM THE DATE OF ACQUISITION BEING THE DATE ON
which the Company obtains control, and continue to be consolidated until the date that such control ceases. All intra-group balances,
TRANSACTIONS INCOME AND EXPENSES AND PROlTS OR LOSSES INCLUDING DIVIDENDS RESULTING FROM INTRA GROUP TRANSACTIONS ARE ELIMINATED ON
consolidation.
Use of Estimates and Assumptions

)N PREPARATION OF THESE #ONSOLIDATED &INANCIAL 3TATEMENTS MANAGEMENT IS REQUIRED TO MAKE ESTIMATES AND ASSUMPTIONS THAT AFFECT THE
reported amounts of assets, liabilities, net earnings and related disclosures. Although some variability is inherent in these estimates,
management believes that the amounts recorded are reasonable. Key sources of estimation uncertainty include: valuation of insurance
and investment contracts, determination of the fair value of ﬁnancial instruments, carrying value of goodwill and intangible assets,
LEGAL AND OTHER PROVISIONS INCOME TAXES AND PENSION PLANS AND OTHER POST EMPLOYMENT BENElTS !REAS WHERE SIGNIlCANT ESTIMATES
and assumptions have been used by management are further described in the relevant accounting policies of this note and other notes
throughout the ﬁnancial statements.
Significant Judgments

)N PREPARATION OF THESE #ONSOLIDATED &INANCIAL 3TATEMENTS MANAGEMENT IS REQUIRED TO MAKE SIGNIlCANT JUDGMENTS THAT AFFECT THE
CARRYING AMOUNTS OF CERTAIN ASSETS AND LIABILITIES AND THE REPORTED AMOUNTS OF REVENUES AND EXPENSES RECORDED DURING THE PERIOD
Signiﬁcant judgments have been made in the following areas and are discussed throughout the notes in these Consolidated Financial
Statements: insurance and investment contract liabilities, fair value of ﬁnancial instruments, goodwill and intangible assets, pension
PLANS AND OTHER POST EMPLOYMENT BENElTS INCOME TAXES PROVISIONS SUBSIDIARIES AND SPECIAL PURPOSE ENTITIES DEFERRED ACQUISITION
COSTS DEFERRED INCOME RESERVES OWNER OCCUPIED PROPERTIES AND lXED ASSETS AND IDENTIlCATION OF OPERATING SEGMENTS
4HE ANNUAL RESULTS OF THE #OMPANY REmECT MANAGEMENTS JUDGMENTS REGARDING THE IMPACT OF PREVAILING GLOBAL CREDIT EQUITY AND FOREIGN
EXCHANGE MARKET CONDITIONS 4HE ESTIMATION OF INSURANCE AND INVESTMENT CONTRACT LIABILITIES RELIES UPON INVESTMENT CREDIT RATINGS 4HE
Company’s practice is to use third party independent credit ratings where available.
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NOTES
./4%3 TO
4/ CONSOLIDATED
#/.3/,)$!4%$ FINANCIAL
&).!.#)!, STATEMENTS
34!4%-%.43

The signiﬁcant accounting policies are as follows:
(a) Portfolio Investments

0ORTFOLIO INVESTMENTS INCLUDE BONDS MORTGAGE LOANS STOCKS AND INVESTMENT PROPERTIES 0ORTFOLIO INVESTMENTS ARE CLASSIlED AS
fair value through proﬁt or loss, available for sale, held to maturity, loans and receivables or as non-ﬁnancial instruments based on
management’s intention relating to the purpose and nature of the instrument or characteristics of the investment. The Company
currently has not classiﬁed any investments as held to maturity.
Investments in bonds and stocks normally actively traded on a public market are either designated or classiﬁed as fair value through
proﬁt or loss or classiﬁed as available for sale on a trade date basis, based on management’s intention. Fair value through proﬁt
or loss investments are recognized at fair value on the Consolidated Balance Sheets with realized and unrealized gains and losses
REPORTED IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS !VAILABLE FOR SALE INVESTMENTS ARE RECOGNIZED AT FAIR VALUE ON THE #ONSOLIDATED
Balance Sheets with unrealized gains and losses recorded in other comprehensive income. Realized gains and losses are reclassiﬁed
FROM OTHER COMPREHENSIVE INCOME AND RECORDED IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS WHEN THE AVAILABLE FOR SALE INVESTMENT
is sold. Interest income earned on both fair value through proﬁt or loss and available for sale bonds is recorded as net investment
INCOME IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS
)NVESTMENTS IN EQUITY INSTRUMENTS WHERE A FAIR VALUE CANNOT BE MEASURED RELIABLY ARE CLASSIlED AS AVAILABLE FOR SALE AND CARRIED AT
COST )NVESTMENTS IN STOCKS FOR WHICH THE #OMPANY EXERTS SIGNIlCANT INmUENCE OVER BUT DOES NOT CONTROL ARE ACCOUNTED FOR USING
THE EQUITY METHOD OF ACCOUNTING )NVESTMENTS IN STOCKS INCLUDE THE #OMPANYS INVESTMENT IN AN AFlLIATED COMPANY )'- &INANCIAL
)NC )'- A MEMBER OF THE 0OWER &INANCIAL GROUP OF COMPANIES OVER WHICH IT EXERTS SIGNIlCANT INmUENCE BUT DOES NOT CONTROL
4HE INVESTMENT IS ACCOUNTED FOR USING THE EQUITY METHOD OF ACCOUNTING
Investments in mortgages and bonds not normally actively traded on a public market are classiﬁed as loans and receivables and
are carried at amortized cost net of any allowance for credit losses. Interest income earned and realized gains and losses on the
SALE OF INVESTMENTS CLASSIlED AS LOANS AND RECEIVABLES ARE RECORDED IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS AND INCLUDED IN NET
investment income.

Fair Value Measurement

&INANCIAL INSTRUMENT CARRYING VALUES NECESSARILY REmECT THE PREVAILING MARKET LIQUIDITY AND THE LIQUIDITY PREMIUMS EMBEDDED
within the market pricing methods the Company relies upon.

GREAT-WEST LIFECO INC.

Investment properties are real estate held to earn rental income or for capital appreciation. Investment properties are initially
MEASURED AT COST AND SUBSEQUENTLY CARRIED AT FAIR VALUE ON THE #ONSOLIDATED "ALANCE 3HEETS !LL CHANGES IN FAIR VALUE ARE RECORDED
AS NET INVESTMENT INCOME IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS &AIR VALUES FOR INVESTMENT PROPERTIES ARE DETERMINED USING
INDEPENDENT QUALIlED APPRAISAL SERVICES 0ROPERTIES HELD TO EARN RENTAL INCOME OR FOR CAPITAL APPRECIATION THAT HAVE AN INSIGNIlCANT
portion that is owner occupied or where there is no intent to occupy on a long-term basis are classiﬁed as investment properties.
0ROPERTIES THAT DO NOT MEET THESE CRITERIA ARE CLASSIlED AS OWNER OCCUPIED PROPERTIES 0ROPERTY THAT IS LEASED THAT WOULD OTHERWISE
be classiﬁed as investment property if owned by the Company is also included with investment properties.

The following is a description of the methodologies used to value instruments carried at fair value:
Bonds – Fair Value Through Proﬁt or Loss and Available for Sale
&AIR VALUES FOR BONDS CLASSIlED AS FAIR VALUE THROUGH PROlT OR LOSS OR AVAILABLE FOR SALE ARE DETERMINED WITH REFERENCE TO QUOTED
MARKET BID PRICES PRIMARILY PROVIDED BY THIRD PARTY INDEPENDENT PRICING SOURCES 7HERE PRICES ARE NOT QUOTED IN A NORMALLY ACTIVE
MARKET FAIR VALUES ARE DETERMINED BY VALUATION MODELS 4HE #OMPANY MAXIMIZES THE USE OF OBSERVABLE INPUTS AND MINIMIZES THE
USE OF UNOBSERVABLE INPUTS WHEN MEASURING FAIR VALUE 4HE #OMPANY OBTAINS QUOTED PRICES IN ACTIVE MARKETS WHEN AVAILABLE
for identical assets at the balance sheet date to measure bonds at fair value in its fair value through proﬁt or loss and available for
sale portfolios.
The Company estimates the fair value of bonds not traded in active markets by referring to actively traded securities with similar
ATTRIBUTES DEALER QUOTATIONS MATRIX PRICING METHODOLOGY DISCOUNTED CASH mOW ANALYSES ANDOR INTERNAL VALUATION MODELS 4HIS
methodology considers such factors as the issuer’s industry, the security’s rating, term, coupon rate and position in the capital
structure of the issuer, as well as, yield curves, credit curves, prepayment rates and other relevant factors. For bonds that are not
TRADED IN ACTIVE MARKETS VALUATIONS ARE ADJUSTED TO REmECT ILLIQUIDITY AND SUCH ADJUSTMENTS GENERALLY ARE BASED ON AVAILABLE MARKET
evidence. In the absence of such evidence, management’s best estimate is used.
Stocks – Fair Value Through Proﬁt or Loss and Available for Sale
&AIR VALUES FOR PUBLIC STOCKS ARE GENERALLY DETERMINED BY THE LAST BID PRICE FOR THE SECURITY FROM THE EXCHANGE WHERE IT IS PRINCIPALLY
TRADED &AIR VALUES FOR STOCKS FOR WHICH THERE IS NO ACTIVE MARKET ARE DETERMINED BY DISCOUNTING EXPECTED FUTURE CASH mOWS 4HE
#OMPANY MAXIMIZES THE USE OF OBSERVABLE INPUTS AND MINIMIZES THE USE OF UNOBSERVABLE INPUTS WHEN MEASURING FAIR VALUE 4HE
#OMPANY OBTAINS QUOTED PRICES IN ACTIVE MARKETS WHEN AVAILABLE FOR IDENTICAL ASSETS AT THE BALANCE SHEET DATE TO MEASURE STOCKS
at fair value in its fair value through proﬁt or loss and available for sale portfolios.
Mortgages and Bonds – Loans and Receivables
&AIR VALUES FOR BONDS AND MORTGAGES CLASSIlED AS LOANS AND RECEIVABLES ARE DETERMINED BY DISCOUNTING EXPECTED FUTURE CASH mOWS
using current market rates.
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2. Basis of Presentation and Summary of Accounting Policies (cont’d)

Investment Properties
&AIR VALUES FOR INVESTMENT PROPERTIES ARE DETERMINED USING INDEPENDENT QUALIlED APPRAISAL SERVICES AND INCLUDE MANAGEMENT
ADJUSTMENTS FOR MATERIAL CHANGES IN PROPERTY CASH mOWS CAPITAL EXPENDITURES OR GENERAL MARKET CONDITIONS IN THE INTERIM PERIOD
between appraisals.
Impairment

Investments are reviewed regularly on an individual basis to determine impairment status. The Company considers various
factors in the impairment evaluation process, including, but not limited to, the ﬁnancial condition of the issuer, speciﬁc adverse
CONDITIONS AFFECTING AN INDUSTRY OR REGION DECLINE IN FAIR VALUE NOT RELATED TO INTEREST RATES BANKRUPTCY OR DEFAULTS AND DELINQUENCY
in payments of interest or principal.
Investments are deemed to be impaired when there is no longer reasonable assurance of timely collection of the full amount of
the principal and interest due. The fair value of an investment is not a deﬁnitive indicator of impairment, as it may be signiﬁcantly
INmUENCED BY OTHER FACTORS INCLUDING THE REMAINING TERM TO MATURITY AND LIQUIDITY OF THE ASSET (OWEVER MARKET PRICE MUST BE
taken into consideration when evaluating impairment.

GREAT-WEST LIFECO INC.

For impaired mortgages and bonds classiﬁed as loans and receivables, provisions are established or write-offs made to adjust the
carrying value to the net realizable amount. Wherever possible the fair value of collateral underlying the loans or observable market
price is used to establish net realizable value. For impaired available for sale loans, recorded at fair value, the accumulated loss
recorded in accumulated other comprehensive income is reclassiﬁed to net investment income. Impairments on available for sale
debt instruments are reversed if there is objective evidence that a permanent recovery has occurred. All gains and losses on bonds
classiﬁed or designated as fair value through proﬁt or loss are already recorded in income, therefore a reduction due to impairment
of these assets will be recorded in income. As well, when determined to be impaired, interest is no longer accrued and previous
interest accruals are reversed.
Fair value movement on the assets supporting insurance contract liabilities is a major factor in the movement of insurance contract
liabilities. Changes in the fair value of bonds designated or classiﬁed as fair value through proﬁt or loss that support insurance
CONTRACT LIABILITIES ARE LARGELY OFFSET BY CORRESPONDING CHANGES IN THE FAIR VALUE OF LIABILITIES EXCEPT WHEN THE BOND HAS BEEN
deemed impaired.
(b) Transaction Costs

4RANSACTION COSTS ARE EXPENSED AS INCURRED FOR lNANCIAL INSTRUMENTS CLASSIlED AS FAIR VALUE THROUGH PROlT OR LOSS 4RANSACTION COSTS
FOR lNANCIAL ASSETS CLASSIlED AS AVAILABLE FOR SALE OR LOANS AND RECEIVABLES ARE ADDED TO THE VALUE OF THE INSTRUMENT AT ACQUISITION
and taken into net earnings using the effective interest rate method. Transaction costs for ﬁnancial liabilities classiﬁed as other
than fair value through proﬁt or loss are added to the value of the instrument issued and taken into net earnings using the effective
interest rate method.
(c) Cash and Cash Equivalents

#ASH AND CASH EQUIVALENTS COMPRISES CASH CURRENT OPERATING ACCOUNTS OVERNIGHT BANK AND TERM DEPOSITS WITH ORIGINAL MATURITIES
OF THREE MONTHS OR LESS AND lXED INCOME SECURITIES WITH AN ORIGINAL TERM TO MATURITY OF THREE MONTHS OR LESS .ET PAYMENTS IN
TRANSIT AND OVERDRAFT BANK BALANCES ARE INCLUDED IN OTHER LIABILITIES 4HE CARRYING VALUE OF CASH AND CASH EQUIVALENTS APPROXIMATES
their fair value.
(d) Trading Account Assets

4RADING ACCOUNT ASSETS CONSIST OF INVESTMENTS IN 0UTNAM ,,# SPONSORED FUNDS WHICH ARE CARRIED AT FAIR VALUE BASED ON THE NET ASSET
value of these funds. Investments in these assets are included in other assets on the Consolidated Balance Sheets with realized and
UNREALIZED GAINS AND LOSSES REPORTED IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS
(e) Financial Liabilities

Financial liabilities, other than insurance and investment contract liabilities, are classiﬁed as either capital trust securities or
other liabilities. Debentures and other debt instruments, capital trust securities and other liabilities are initially recorded on the
#ONSOLIDATED "ALANCE 3HEETS AT FAIR VALUE AND SUBSEQUENTLY CARRIED AT AMORTIZED COST USING THE EFFECTIVE INTEREST RATE METHOD WITH
AMORTIZATION EXPENSE RECORDED IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS
(f )

Derivative Financial Instruments

The Company uses derivative products as risk management instruments to hedge or manage asset, liability and capital positions,
including revenues. The Company’s policy guidelines prohibit the use of derivative instruments for speculative trading purposes.
4HE #OMPANY INCLUDES DISCLOSURE OF THE MAXIMUM CREDIT RISK FUTURE CREDIT EXPOSURE CREDIT RISK EQUIVALENT AND RISK WEIGHTED
EQUIVALENT IN NOTE  AS PRESCRIBED BY THE /FlCE OF THE 3UPERINTENDENT OF &INANCIAL )NSTITUTIONS #ANADA
All derivatives including those that are embedded in ﬁnancial and non-ﬁnancial contracts that are not closely related to the
host contracts are recorded at fair value on the Consolidated Balance Sheets. The method of recognizing unrealized and realized
fair value gains and losses depends on whether the derivatives are designated as hedging instruments. For derivatives that are
not designated as hedging instruments, unrealized and realized gains and losses are recorded in net investment income on the
#ONSOLIDATED 3TATEMENTS OF %ARNINGS &OR DERIVATIVES DESIGNATED AS HEDGING INSTRUMENTS UNREALIZED AND REALIZED GAINS AND LOSSES
are recognized according to the nature of the hedged item.
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Derivatives are valued using market transactions and other market evidence whenever possible, including market based inputs
TO MODELS BROKER OR DEALER QUOTATIONS OR ALTERNATIVE PRICING SOURCES WITH REASONABLE LEVELS OF PRICE TRANSPARENCY 7HEN MODELS
are used, the selection of a particular model to value a derivative depends on the contractual terms of, and speciﬁc risks inherent
in, the instrument, as well as the availability of pricing information in the market. The Company generally uses similar models to
VALUE SIMILAR INSTRUMENTS 6ALUATION MODELS REQUIRE A VARIETY OF INPUTS INCLUDING CONTRACTUAL TERMS MARKET PRICES AND RATES YIELD
curves, credit curves, measures of volatility, prepayment rates and correlations of such inputs.
4O QUALIFY FOR HEDGE ACCOUNTING THE RELATIONSHIP BETWEEN THE HEDGED ITEM AND THE HEDGING INSTRUMENT MUST MEET SEVERAL STRICT
conditions on documentation, probability of occurrence, hedge effectiveness and reliability of measurement. If these conditions
ARE NOT MET THE RELATIONSHIP DOES NOT QUALIFY FOR HEDGE ACCOUNTING TREATMENT AND BOTH THE HEDGED ITEM AND THE HEDGING INSTRUMENT
are reported independently as if there was no hedging relationship.
7HERE A HEDGING RELATIONSHIP EXISTS THE #OMPANY DOCUMENTS ALL RELATIONSHIPS BETWEEN HEDGING INSTRUMENTS AND HEDGED ITEMS
as well as its risk management objectives and strategy for undertaking various hedge transactions. This process includes linking
derivatives that are used in hedging transactions to speciﬁc assets and liabilities on the Consolidated Balance Sheets or to speciﬁc
ﬁrm commitments or forecasted transactions. The Company also assesses, both at the hedge’s inception and on an ongoing basis,
whether derivatives that are used in hedging transactions are effective in offsetting changes in fair values or cash ﬂows of hedged
ITEMS (EDGE EFFECTIVENESS IS REVIEWED QUARTERLY THROUGH CORRELATION TESTING
Derivatives not designated as hedges for accounting purposes

For derivative investments not designated as accounting hedges, changes in fair value are recorded in net investment income.
Fair value hedges

For fair value hedges, changes in fair value of both the hedging instrument and the hedged item are recorded in net investment
INCOME AND CONSEQUENTLY ANY INEFFECTIVE PORTION OF THE HEDGE IS RECORDED IMMEDIATELY IN NET INVESTMENT INCOME
The Company currently uses interest rate futures designated as fair value hedges.
Cash flow hedges

The Company currently uses interest rate swaps and cross-currency swaps designated as cash ﬂow hedges.
Net investment hedges

For net investment hedges the effective portion of changes in the fair value of the hedging instrument are recorded in other
COMPREHENSIVE INCOME WHILE THE INEFFECTIVE PORTION IS RECOGNIZED IMMEDIATELY IN NET INVESTMENT INCOME (EDGE ACCOUNTING IS
DISCONTINUED WHEN THE HEDGING NO LONGER QUALIlES FOR HEDGE ACCOUNTING

GREAT-WEST LIFECO INC.

For cash ﬂow hedges, the effective portion of the changes in fair value of the hedging instrument is recorded in the same manner
as the hedged item in either net investment income or other comprehensive income while the ineffective portion is recognized
immediately in net investment income. Gains and losses that accumulate in other comprehensive income are recorded in net
investment income in the same period the hedged item affects net earnings. Gains and losses on cash ﬂow hedges are immediately
reclassiﬁed from other comprehensive income to net investment income if and when it is probable that a forecasted transaction is
NO LONGER EXPECTED TO OCCUR

The Company currently has no derivatives or other instruments designated as net investment hedges.
(g) Embedded Derivatives

An embedded derivative is a component of a host contract that modiﬁes the cash ﬂows of the host contract in a manner similar
TO A DERIVATIVE ACCORDING TO A SPECIlED INTEREST RATE lNANCIAL INSTRUMENT PRICE FOREIGN EXCHANGE RATE UNDERLYING INDEX OR OTHER
VARIABLE %MBEDDED DERIVATIVES ARE TREATED AS SEPARATE CONTRACTS AND ARE RECORDED AT FAIR VALUE IF THEIR ECONOMIC CHARACTERISTICS
and risks are not closely related to those of the host contract and the host contract is not itself recorded at fair value through the
#ONSOLIDATED 3TATEMENTS OF %ARNINGS %MBEDDED DERIVATIVES THAT MEET THE DElNITION OF AN INSURANCE CONTRACT ARE ACCOUNTED FOR
and measured as an insurance contract.
(h) Foreign Currency Translation

The Company operates with multiple functional currencies. The Company’s consolidated ﬁnancial statements are presented
in Canadian dollars as this presentation is most meaningful to ﬁnancial statement users. For those subsidiaries with different
FUNCTIONAL CURRENCIES EXCHANGE RATE DIFFERENCES ARISING FROM THE TRANSLATION OF MONETARY ITEMS THAT FORM PART OF THE NET INVESTMENT
IN THE FOREIGN OPERATION ARE TAKEN TO UNREALIZED FOREIGN EXCHANGE GAINS LOSSES ON TRANSLATION OF FOREIGN OPERATIONS IN ACCUMULATED
other comprehensive income.
For the purpose of presenting consolidated ﬁnancial statements, assets and liabilities are translated into Canadian dollars at the
RATE OF EXCHANGE PREVAILING AT THE BALANCE SHEET DATES AND ALL INCOME AND EXPENSE ITEMS ARE TRANSLATED AT AN AVERAGE OF DAILY RATES
Unrealized foreign currency translation gains and losses on the Company’s net investment in its foreign operations are presented
separately as a component of other comprehensive income. Unrealized gains and losses will be recognized proportionately in net
INVESTMENT INCOME ON THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS WHEN THERE HAS BEEN A DISPOSAL OF THE INVESTMENT IN THE FOREIGN
operations. Foreign currency translation gains and losses on foreign currency transactions of the Company are included in net
investment income and are not material to the ﬁnancial statements of the Company.
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2.Basis of Presentation and Summary of Accounting Policies (cont’d)

(i)

Loans to Policyholders

Loans to policyholders are shown at their unpaid principal balance and are fully secured by the cash surrender values of the policies.
#ARRYING VALUE OF LOANS TO POLICYHOLDERS APPROXIMATES THEIR FAIR VALUE
(j)

Reinsurance Contracts

The Company, in the normal course of business, is both a user and provider of reinsurance in order to limit the potential for
LOSSES ARISING FROM CERTAIN EXPOSURES !SSUMED REINSURANCE REFERS TO THE ACCEPTANCE OF CERTAIN INSURANCE RISKS BY THE #OMPANY
underwritten by another company. Ceded reinsurance refers to the transfer of insurance risk, along with the respective premiums,
TO ONE OR MORE REINSURERS WHO WILL SHARE THE RISKS 4O THE EXTENT THAT ASSUMING REINSURERS ARE UNABLE TO MEET THEIR OBLIGATIONS
THE #OMPANY REMAINS LIABLE TO ITS POLICYHOLDERS FOR THE PORTION REINSURED #ONSEQUENTLY ALLOWANCES ARE MADE FOR REINSURANCE
contracts which are deemed uncollectible.
Assumed reinsurance premiums, commissions and claim settlements, as well as the reinsurance assets associated with insurance
and investment contracts, are accounted for in accordance with the terms and conditions of the underlying reinsurance contract.
Reinsurance assets are reviewed for impairment on a regular basis for any events that may trigger impairment. The Company
considers various factors in the impairment evaluation process, including but not limited to, collectability of amounts due under
the terms of the contract. The carrying amount of a reinsurance asset is adjusted through an allowance account with any impairment
LOSS BEING RECORDED IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS
!NY GAINS OR LOSSES ON BUYING REINSURANCE ARE RECOGNIZED IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS IMMEDIATELY AT THE DATE OF
purchase and are not amortized.
0REMIUMS AND CLAIMS CEDED FOR REINSURANCE ARE DEDUCTED FROM PREMIUMS EARNED AND INSURANCE AND INVESTMENT CONTRACT BENElTS
Assets and liabilities related to reinsurance are reported on a gross basis in the Consolidated Balance Sheets. The amount of
liabilities ceded to reinsurers is estimated in a manner consistent with the claim liability associated with reinsured risks.

GREAT-WEST LIFECO INC.

(k) Funds Held by Ceding Insurers/Funds Held Under Reinsurance Contracts

Under certain forms of reinsurance contracts, it is customary for the ceding insurer to retain possession of the assets supporting
the liabilities ceded. The Company records an amount receivable from the ceding insurer or payable to the reinsurer representing
the premium due. Investment revenue on these funds withheld is credited by the ceding insurer.
(l)

Goodwill and Intangible Assets

'OODWILL REPRESENTS THE EXCESS OF PURCHASE CONSIDERATION OVER THE FAIR VALUE OF NET ASSETS OF ACQUIRED SUBSIDIARIES OF THE #OMPANY
Following initial recognition, goodwill is measured at cost less accumulated impairment losses.
)NTANGIBLE ASSETS REPRESENT lNITE LIFE AND INDElNITE LIFE INTANGIBLE ASSETS OF ACQUIRED SUBSIDIARIES OF THE #OMPANY AND SOFTWARE
ACQUIRED OR INTERNALLY DEVELOPED BY THE #OMPANY &INITE LIFE INTANGIBLE ASSETS INCLUDE THE VALUE OF SOFTWARE CUSTOMER CONTRACTS
distribution channels, property leases and technology. These ﬁnite life intangible assets are amortized over their estimated useful
lives, typically ranging between 5 and 30 years.
)NDElNITE LIFE INTANGIBLE ASSETS INCLUDE BRANDS AND TRADEMARKS CUSTOMER CONTRACTS AND THE SHAREHOLDERS PORTION OF ACQUIRED
future participating account proﬁts. Amounts are classiﬁed as indeﬁnite life intangible assets when based on an analysis of all the
RELEVANT FACTORS THERE IS NO FORESEEABLE LIMIT TO THE PERIOD OVER WHICH THE ASSET IS EXPECTED TO GENERATE NET CASH INmOWS FOR THE
Company. The identiﬁcation of indeﬁnite life intangible assets is made by reference to relevant factors such as product life cycles,
potential obsolescence, industry stability and competitive position.
Impairment Testing

'OODWILL AND INTANGIBLE ASSETS ARE TESTED FOR IMPAIRMENT ANNUALLY OR MORE FREQUENTLY IF EVENTS INDICATE THAT IMPAIRMENT MAY HAVE
occurred. Intangible assets that were previously impaired are reviewed at each reporting date for evidence of reversal. In the event
THAT CERTAIN CONDITIONS HAVE BEEN MET THE #OMPANY WOULD BE REQUIRED TO REVERSE THE IMPAIRMENT CHARGE OR A PORTION THEREOF
Goodwill has been allocated to cash generating units, representing the lowest level in which goodwill is monitored for internal
reporting purposes. Goodwill is tested for impairment by comparing carrying value of each cash generating unit’s groups to the
recoverable amount to which the goodwill has been allocated. Intangible assets are tested for impairment by comparing the asset’s
carrying amount to its recoverable amount. An impairment loss is recognized for the amount by which the asset’s carrying amount
EXCEEDS ITS RECOVERABLE AMOUNT
The recoverable amount is the higher of the asset’s fair value less costs to sell and value in use, which is calculated using the present
VALUE OF ESTIMATED FUTURE CASH mOWS EXPECTED TO BE GENERATED
(m) Revenue Recognition

0REMIUMS FOR ALL TYPES OF INSURANCE CONTRACTS AND CONTRACTS WITH LIMITED MORTALITY OR MORBIDITY RISK ARE GENERALLY RECOGNIZED AS
revenue when due and collection is reasonably assured.
Interest income on bonds and mortgages is recognized and accrued using the effective yield method.
$IVIDEND INCOME IS RECOGNIZED WHEN THE RIGHT TO RECEIVE PAYMENT IS ESTABLISHED 4HIS IS THE EX DIVIDEND DATE FOR LISTED STOCKS AND
USUALLY THE NOTIlCATION DATE OR DATE WHEN THE SHAREHOLDERS HAVE APPROVED THE DIVIDEND FOR PRIVATE EQUITY INSTRUMENTS
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)NVESTMENT PROPERTY INCOME INCLUDES RENTS EARNED FROM TENANTS UNDER LEASE AGREEMENTS AND PROPERTY TAX AND OPERATING COST
recoveries. Rental income leases with contractual rent increases and rent free periods are recognized on a straight-line basis over
the term of the lease.
Fee and other income primarily includes fees earned from management of segregated fund assets, proprietary mutual funds assets,
fees earned on administrative services only Group health contracts and fees earned from management services. Fee and other
income is recognized when services are rendered and the amount can be reasonably estimated.
(n) Owner Occupied Properties and Fixed Assets

0ROPERTY HELD FOR OWN USE AND lXED ASSETS ARE CARRIED AT COST LESS ACCUMULATED DEPRECIATION AND IMPAIRMENTS $EPRECIATION IS
charged to write-off the cost of assets, over their estimated useful lives, using the straight-line method, on the following bases:
Owner occupied properties
Furniture and ﬁxtures
Other ﬁxed assets

15 – 20 years
5 – 10 years
3 – 10 years

Depreciation methods, useful lives and residual values are reviewed at least annually and adjusted if necessary.
(o) Deferred Acquisition Costs

)NCLUDED IN OTHER ASSETS ARE DEFERRED ACQUISITION COSTS RELATING TO INVESTMENT CONTRACTS 4HESE ARE RECOGNIZED IF THE COSTS ARE
incremental and incurred due to the contract being issued.
(p) Segregated Funds

Segregated funds assets and liabilities arise from contracts where all ﬁnancial risks associated with the related assets are borne by
policyholders and are presented separately in the Consolidated Balance Sheets at fair value. Investment income and changes in fair
value of the segregated fund assets are offset by a corresponding change in the segregated fund liabilities.
(q) Insurance and Investment Contract Liabilities
Contract Classification

7HEN SIGNIlCANT INSURANCE RISK EXISTS THE CONTRACT IS ACCOUNTED FOR AS AN INSURANCE CONTRACT IN ACCORDANCE WITH )&23  Insurance
Contracts )&23   2EFER TO NOTE  FOR DISCUSSION OF INSURANCE RISK
In the absence of signiﬁcant insurance risk, the contract is classiﬁed as an investment contract. Investment contracts with
DISCRETIONARY PARTICIPATING FEATURES ARE ACCOUNTED FOR IN ACCORDANCE WITH )&23  AND INVESTMENT CONTRACTS WITHOUT DISCRETIONARY
PARTICIPATING FEATURES ARE ACCOUNTED FOR IN ACCORDANCE WITH )!3  Financial Instruments: Recognition & Measurement. The
Company has not classiﬁed any contracts as investment contracts with discretionary participating features.

GREAT-WEST LIFECO INC.

The Company’s products are classiﬁed at contract inception, for accounting purposes, as insurance contracts or investment
CONTRACTS DEPENDING ON THE EXISTENCE OF SIGNIlCANT INSURANCE RISK 3IGNIlCANT INSURANCE RISK EXISTS WHEN THE #OMPANY AGREES TO
compensate policyholders or beneﬁciaries of the contract for speciﬁed uncertain future events that adversely affect the policyholder
and whose amount and timing is unknown.

Investment contracts may be reclassiﬁed as insurance contracts after inception if insurance risk becomes signiﬁcant. A contract
that is classiﬁed as an insurance contract at contract inception remains as such until all rights and obligations under the contract
ARE EXTINGUISHED OR EXPIRE
Investment contracts are contracts that carry ﬁnancial risk, which is the risk of a possible future change in one or more of the
FOLLOWING INTEREST RATE COMMODITY PRICE FOREIGN EXCHANGE RATE OR CREDIT RATING 2EFER TO NOTE  FOR DISCUSSION OF RISK MANAGEMENT
Measurement

)NSURANCE CONTRACT LIABILITIES REPRESENT THE AMOUNTS REQUIRED IN ADDITION TO FUTURE PREMIUMS AND INVESTMENT INCOME TO PROVIDE
FOR FUTURE BENElT PAYMENTS POLICYHOLDER DIVIDENDS COMMISSION AND POLICY ADMINISTRATIVE EXPENSES FOR ALL INSURANCE AND
annuity policies in force with the Company. The Appointed Actuaries of the Company’s subsidiary companies are responsible
for determining the amount of the liabilities to make appropriate provisions for the Company’s obligations to policyholders. The
Appointed Actuaries determine the liabilities for insurance and investment contracts using generally accepted actuarial practices,
according to the standards established by the Canadian Institute of Actuaries. The valuation uses the Canadian Asset Liability
-ETHOD 4HIS METHOD INVOLVES THE PROJECTION OF FUTURE EVENTS IN ORDER TO DETERMINE THE AMOUNT OF ASSETS THAT MUST BE SET ASIDE
currently to provide for all future obligations and involves a signiﬁcant amount of judgment.
)NSURANCE CONTRACT LIABILITIES ARE COMPUTED WITH THE RESULT THAT BENElTS AND EXPENSES ARE MATCHED WITH PREMIUM INCOME 5NDER
fair value accounting, movement in the fair value of the supporting assets is a major factor in the movement of insurance contract
liabilities. Changes in the fair value of assets are largely offset by corresponding changes in the fair value of liabilities.
)NVESTMENT CONTRACT LIABILITIES ARE MEASURED AT FAIR VALUE THROUGH PROlT OR LOSS EXCEPT FOR CERTAIN ANNUITY PRODUCTS MEASURED AT
amortized cost.
(r)

Deferred Income Reserves

Included in other liabilities are deferred income reserves relating to investment contract liabilities. These are amortized on a
STRAIGHT LINE BASIS TO RECOGNIZE THE INITIAL POLICY FEES OVER THE POLICY TERM NOT TO EXCEED  YEARS
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2.Basis of Presentation and Summary of Accounting Policies (cont’d)

(s)

Income Taxes

4HE INCOME TAX EXPENSE FOR THE PERIOD REPRESENTS THE SUM OF CURRENT INCOME TAX AND DEFERRED INCOME TAX )NCOME TAX IS RECOGNIZED
AS AN EXPENSE OR INCOME IN PROlT OR LOSS EXCEPT TO THE EXTENT THAT IT RELATES TO ITEMS THAT ARE RECOGNIZED OUTSIDE PROlT OR LOSS
WHETHER IN OTHER COMPREHENSIVE INCOME OR DIRECTLY IN EQUITY IN WHICH CASE THE INCOME TAX IS ALSO RECOGNIZED OUTSIDE PROlT
or loss.
Current Income Tax

#URRENT INCOME TAX IS BASED ON TAXABLE INCOME FOR THE YEAR #URRENT TAX LIABILITIES ASSETS FOR THE CURRENT AND PRIOR PERIODS ARE
MEASURED AT THE AMOUNT EXPECTED TO BE PAID TO RECOVERED FROM THE TAXATION AUTHORITIES USING THE TAX RATES THAT HAVE BEEN ENACTED
OR SUBSTANTIVELY ENACTED AT THE BALANCE SHEET DATE #URRENT TAX ASSETS AND CURRENT TAX LIABILITIES ARE OFFSET IF A LEGALLY ENFORCEABLE
RIGHT EXISTS TO OFFSET THE RECOGNIZED AMOUNTS AND THE ENTITY INTENDS EITHER TO SETTLE ON A NET BASIS OR TO REALIZE THE ASSETS AND SETTLE
the liabilities simultaneously.
Deferred Income Tax

$EFERRED INCOME TAX IS THE TAX EXPECTED TO BE PAYABLE OR RECOVERABLE ON DIFFERENCES ARISING BETWEEN THE CARRYING AMOUNTS OF
ASSETS AND LIABILITIES IN THE lNANCIAL STATEMENTS AND THE CORRESPONDING TAX BASES USED IN THE COMPUTATION OF TAXABLE INCOME AND
IS ACCOUNTED FOR USING THE BALANCE SHEET LIABILITY METHOD $EFERRED TAX LIABILITIES ARE GENERALLY RECOGNIZED FOR ALL TAXABLE TEMPORARY
DIFFERENCES AND DEFERRED TAX ASSETS ARE RECOGNIZED TO THE EXTENT THAT IT IS PROBABLE THAT TAXABLE PROlTS WILL BE AVAILABLE AGAINST
WHICH DEDUCTIBLE TEMPORARY DIFFERENCES UNUSED TAX LOSSES AND CARRYFORWARDS CAN BE UTILIZED 3UCH ASSETS AND LIABILITIES ARE NOT
recognized if the temporary difference arises from the initial recognition of an asset or liability in a transaction other than a business
COMBINATION THAT AT THE TIME OF THE TRANSACTION AFFECTS NEITHER ACCOUNTING NOR TAXABLE PROlT OR LOSS
$EFERRED TAX ASSETS AND LIABILITIES ARE MEASURED AT THE TAX RATES EXPECTED TO APPLY IN THE YEAR WHEN THE ASSET IS REALIZED OR THE LIABILITY
IS SETTLED BASED ON TAX RATES AND TAX LAWS THAT HAVE BEEN ENACTED OR SUBSTANTIVELY ENACTED AT THE BALANCE SHEET DATE $EFERRED TAX
ASSETS AND DEFERRED TAX LIABILITIES ARE OFFSET IF A LEGALLY ENFORCEABLE RIGHT EXISTS TO NET CURRENT TAX ASSETS AGAINST CURRENT TAX LIABILITIES
AND THE DEFERRED INCOME TAXES RELATE TO THE SAME TAXABLE ENTITY AND THE SAME TAXATION AUTHORITY
GREAT-WEST LIFECO INC.

4HE CARRYING AMOUNT OF DEFERRED TAX ASSETS IS REVIEWED AT EACH BALANCE SHEET DATE AND REDUCED TO THE EXTENT THAT IT IS NO LONGER
PROBABLE THAT SUFlCIENT TAXABLE PROlT WILL BE AVAILABLE TO ALLOW ALL OR PART OF THE DEFERRED TAX ASSET TO BE UTILIZED 5NRECOGNIZED
DEFERRED TAX ASSETS ARE REASSESSED AT EACH BALANCE SHEET DATE AND ARE RECOGNIZED TO THE EXTENT THAT IT HAS BECOME PROBABLE THAT
FUTURE TAXABLE PROlT WILL ALLOW THE DEFERRED TAX ASSET TO BE RECOVERED
$EFERRED TAX LIABILITIES ARE RECOGNIZED FOR TAXABLE TEMPORARY DIFFERENCES ARISING ON INVESTMENTS IN SUBSIDIARIES AND ASSOCIATES
EXCEPT WHERE THE GROUP CONTROLS THE TIMING OF THE REVERSAL OF THE TEMPORARY DIFFERENCE AND IT IS PROBABLE THAT THE TEMPORARY
differences will not reverse in the foreseeable future.
5NDER THE BALANCE SHEET LIABILITY METHOD A PROVISION FOR TAX UNCERTAINTIES WHICH MEET THE PROBABLE THRESHOLD FOR RECOGNITION IS
measured based on the probability weighted average approach.
(t)

Policyholder Benefits

0OLICYHOLDER BENElTS INCLUDE BENElTS AND CLAIMS ON LIFE INSURANCE CONTRACTS MATURITY PAYMENTS ANNUITY PAYMENTS AND SURRENDERS
Gross beneﬁts and claims for life insurance contracts include the cost of all claims arising during the year and settlement of claims.
$EATH CLAIMS AND SURRENDERS ARE RECORDED ON THE BASIS OF NOTIlCATIONS RECEIVED -ATURITIES AND ANNUITY PAYMENTS ARE RECORDED
when due.
(u) Repurchase Agreements

The Company enters into repurchase agreements with third-party broker-dealers in which the Company sells securities and agrees
to repurchase substantially similar securities at a speciﬁed date and price. As substantially all of the risks and rewards of ownership of
the assets are retained, the Company does not derecognize the assets. Such agreements are accounted for as investment ﬁnancings.
(v) Pension Plans and Other Post-Employment Benefits

The Company’s subsidiaries maintain contributory and non-contributory deﬁned beneﬁt pension plans for certain employees
and advisors. The Company’s subsidiaries also maintain deﬁned contribution pension plans for certain employees and advisors.
The cost of deﬁned pension beneﬁts is charged to net earnings using the projected unit credit method prorated on services
(see note 23).
&OR THE #OMPANYS DElNED BENElT PLANS ACTUARIAL GAINS AND LOSSES ARE AMORTIZED INTO THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS
USING THE STRAIGHT LINE METHOD OVER THE EXPECTED AVERAGE REMAINING WORKING LIVES OF EMPLOYEES COVERED BY THE PLAN TO THE EXTENT
THAT THE NET CUMULATIVE UNRECOGNIZED ACTUARIAL GAINS AND LOSSES AT THE END OF THE PREVIOUS REPORTING PERIOD EXCEED CORRIDOR LIMITS
The corridor is deﬁned as ten percent of the greater of the present value of the deﬁned beneﬁt obligation or the fair value of plan
assets. The amortization charge is re-assessed at the beginning of each year.
The Company’s subsidiaries also provide post-employment health, dental and life insurance beneﬁts to eligible employees, advisors
and their dependents. The cost of post-employment health, dental and life insurance beneﬁts is charged to net earnings using the
projected unit credit method prorated on services (see note 23).
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(w) Share Capital and Surplus

Financial instruments issued by the Company are classiﬁed as share capital if they represent a residual interest in the assets of
THE #OMPANY 0REFERRED SHARE CAPITAL IS CLASSIlED AS EQUITY IF IT IS NON REDEEMABLE OR RETRACTABLE ONLY AT THE #OMPANYS OPTION
and any dividends are discretionary. Incremental costs that are directly attributable to the issue of share capital are recognized
AS A DEDUCTION FROM EQUITY NET OF INCOME TAX
#ONTRIBUTED SURPLUS REPRESENTS THE VESTING OF SHARE OPTIONS LESS SHARE OPTIONS EXERCISED
!CCUMULATED OTHER COMPREHENSIVE INCOME LOSS REPRESENTS THE TOTAL OF THE UNREALIZED FOREIGN EXCHANGE GAINS LOSSES ON
translation of foreign operations, the unrealized gains (losses) on available for sale assets, and the unrealized gains (losses) on
cash ﬂow hedges.
.ON CONTROLLING INTERESTS IN SUBSIDIARIES REPRESENTS THE PROPORTION OF EQUITY THAT IS ATTRIBUTABLE TO MINORITY SHAREHOLDERS
0ARTICIPATING ACCOUNT SURPLUS IN SUBSIDIARIES REPRESENTS THE PROPORTION OF EQUITY ATTRIBUTABLE TO THE PARTICIPATING ACCOUNT OF THE
Company’s subsidiaries.
(x) Share-Based Payments

4HE #OMPANY FOLLOWS THE FAIR VALUE BASED METHOD OF ACCOUNTING FOR THE VALUATION OF COMPENSATION EXPENSE FOR SHARES AND SHARE
OPTIONS GRANTED TO EMPLOYEES UNDER ITS STOCK OPTION PLANS SEE NOTE   #OMPENSATION EXPENSE IS RECOGNIZED AS AN INCREASE TO
COMPENSATION EXPENSE IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS AND AN INCREASE TO CONTRIBUTED SURPLUS OVER THE VESTING PERIOD
OF THE GRANTED OPTIONS 7HEN OPTIONS ARE EXERCISED THE PROCEEDS RECEIVED ALONG WITH THE AMOUNT IN CONTRIBUTED SURPLUS ARE
transferred to share capital.
4HE #OMPANY FOLLOWS THE LIABILITY METHOD OF ACCOUNTING FOR SHARE BASED AWARDS ISSUED BY 0UTNAM ,,# AND ITS SUBSIDIARY
0AN!GORA !SSET -ANAGEMENT )NC 0AN!GORA  #OMPENSATION EXPENSE IS RECOGNIZED AS AN INCREASE TO OPERATING EXPENSES IN THE
#ONSOLIDATED 3TATEMENTS OF %ARNINGS AND A LIABILITY IS RECOGNIZED ON THE #ONSOLIDATED "ALANCE 3HEETS OVER THE VESTING PERIOD OF
the share-based awards. The liability is remeasured at fair value at each reporting period with the change in the liability recorded
IN OPERATING EXPENSES AND IS SETTLED IN CASH WHEN THE SHARES ARE PURCHASED FROM THE EMPLOYEES
(y) Earnings Per Common Share
GREAT-WEST LIFECO INC.

%ARNINGS PER COMMON SHARE IS CALCULATED USING NET EARNINGS AFTER PREFERRED SHARE DIVIDENDS AND THE WEIGHTED AVERAGE NUMBER
of common shares outstanding. Diluted earnings per share is calculated by adjusting common shareholders’ net income and the
weighted average number of common shares outstanding for the effects of all potential dilutive common shares assuming that
ALL CONVERTIBLE INSTRUMENTS ARE CONVERTED AND OUTSTANDING OPTIONS ARE EXERCISED SEE NOTE  
(z)

Leases

,EASES THAT DO NOT TRANSFER SUBSTANTIALLY ALL THE RISKS AND REWARDS OF OWNERSHIP ARE CLASSIlED AS OPERATING LEASES 0AYMENTS MADE
under operating leases, where the Company is the lessee, are charged to net earnings over the period of use.
Where the Company is the lessor under an operating lease for its investment property, the assets subject to the lease arrangement
are presented within the Consolidated Balance Sheets. Income from these leases is recognized in the Consolidated Statements of
%ARNINGS ON A STRAIGHT LINE BASIS OVER THE LEASE TERM
(aa) Operating Segments

/PERATING SEGMENTS HAVE BEEN IDENTIlED BASED ON INTERNAL REPORTS THAT ARE REGULARLY REVIEWED BY THE #OMPANYS #HIEF %XECUTIVE
/FlCER TO ALLOCATE RESOURCES AND ASSESS PERFORMANCE OF SEGMENTS 4HE #OMPANYS REPORTABLE BUSINESS SEGMENTS ARE CATEGORIZED
BY GEOGRAPHIC REGION AND INCLUDE #ANADA THE 5NITED 3TATES AND %UROPE "OTH 'REAT 7EST &INANCIAL AND 0UTNAM ,,# ARE REPORTED
in the United States segment. Reinsurance operations and operations in all countries other than Canada and the United States
ARE REPORTED AS PART OF THE %UROPE SEGMENT 4HE ,IFECO #ORPORATE SEGMENT REPRESENTS ACTIVITIES AND TRANSACTIONS THAT ARE NOT
directly attributable to the measurement of the operating segments of the Company.
(ab) Comparative Figures

Certain of the 2011 amounts presented in the notes to consolidated ﬁnancial statements for comparative purposes have been
reclassiﬁed to conform with the presentation adopted in the current year.
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3.

Future Accounting Policies

The Company may be impacted in the future by the International Financial Reporting Standards set out in the following:
Effective in 2013
Revised/New Standard

Summary of Future Changes

IAS 19 – Employee Beneﬁts

The International Accounting Standards Board published an amended version of this standard in June 2011 that eliminates the corridor
approach for actuarial gains and losses resulting in those gains and losses being recognized immediately through other comprehensive income.
As a result the net pension asset or liability will reﬂect the funded status of the pension plans on the Consolidated Balance Sheets. Under the
revised IAS 19, Employee Beneﬁts the expected return on plan assets is no longer applied to the fair value of the assets to calculate the beneﬁt
cost. The revised IAS 19 requires the same discount rate be applied to measure the beneﬁt obligation and to the plan assets to determine the
net interest expense (income). This discount rate is determined by reference to market yields at the end of the reporting period on high quality
corporate bonds. Further, the revised standard includes changes to how the deﬁned beneﬁt obligation and the fair value of the plan assets and
the components of the pension expense would be presented and disclosed within the ﬁnancial statements of an entity.
The Company will continue to use the corridor method until January 1, 2013 when the revised standard for employee beneﬁts becomes effective.
In accordance with the transitional provisions in IAS 19, this change in International Financial Reporting Standards will be applied retroactively
which is anticipated to decrease opening equity by approximately $400 at January 1, 2012, with an additional decrease to opening equity of
approximately $200 at January 1, 2013.
For further information on the Company’s employee beneﬁt plans, please refer to note 23.

IFRS 10 – Consolidated Financial Statements;
IFRS 11 – Joint Arrangements;
IFRS 12 – Disclosure of Interests in Other
Entities

Effective January 1, 2013, the Company plans to adopt IFRS 10, Consolidated Financial Statements, IFRS 11, Joint Arrangements, and IFRS 12,
Disclosure of Interest in Other Entities for the presentation and preparation of its consolidated ﬁnancial statements.
IFRS 10, Consolidated Financial Statements uses consolidation principles based on a revised deﬁnition of control. The deﬁnition of control is
dependent on the power of the investor to direct the activities of the investee, the ability of the investor to derive variable beneﬁts from its
holdings in the investee, and a direct link between the power to direct activities and receive beneﬁts.

GREAT-WEST LIFECO INC.

IFRS 11, Joint Arrangements separates jointly controlled entities between joint operations and joint ventures. The standard has eliminated the
option of using proportionate consolidation for accounting for the interests in joint ventures, now requiring an entity to use the equity method
of accounting for interests in joint ventures.
IFRS 12, Disclosure of Interests in Other Entities proposes new disclosure requirements for the interest an entity has in subsidiaries, joint
arrangements, associates, and structured entities. The standard requires enhanced disclosure including how control was determined and any
restrictions that might exist on consolidated assets and liabilities presented within the ﬁnancial statements.
In June 2012, the International Accounting Standards Board released amendments clarifying the transitional guidance offered in IFRS 10 as well
as providing additional transitional relief in IFRS 10, IFRS 11, and IFRS 12 limiting the requirement to provide adjusted comparative information
to only the preceding comparative period. The Company continues to evaluate the impact of the above standards on its consolidation procedures
and disclosure in preparation of the January 1, 2013 effective date and does not anticipate it will have a material impact.
The International Accounting Standards Board issued amendments to IFRS 10 and IFRS 12 in October 2012 that introduced an exception from
consolidation for the controlled entities of investment entities. The Company continues to review the ﬁnancial reporting of the segregated funds
for the risk of policyholders presented within the Company’s ﬁnancial statements to determine whether it would be different than the current
reporting under International Financial Reporting Standards.

IFRS 13 – Fair Value Measurement

Effective January 1, 2013, the Company will adopt the guidance of IFRS 13, Fair Value Measurement which seeks to increase consistency and
comparability in fair value measurements and related disclosures through a ’fair value hierarchy’. The hierarchy categorizes the inputs used in
valuation techniques into three levels. The hierarchy gives the highest priority to (unadjusted) quoted prices in active markets for identical assets
or liabilities and the lowest priority to unobservable inputs.
The standard relates primarily to disclosure and will not impact the ﬁnancial results of the Company.

IAS 1 – Presentation of Financial Statements

Effective January 1, 2013, the Company will adopt the guidance in the amended IAS 1, Presentation of Financial Statements. The amended
standard includes requirements that other comprehensive income be classiﬁed by nature and grouped between those items that will be
reclassiﬁed subsequently to proﬁt or loss (when speciﬁc conditions are met) and those that will not be reclassiﬁed.
This revised standard relates only to presentation and will not impact the ﬁnancial results of the Company.

IFRS 7 – Financial Instruments: Disclosure

Effective January 1, 2013, the Company will adopt the guidance in the amendments to IFRS 7, Financial Instruments. The amended standard
introduces ﬁnancial instrument disclosures related to rights of offset and related arrangements under master netting agreements.
This revised standard relates only to disclosure and will not impact the ﬁnancial results of the Company.
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Proposed to be effective subsequent to 2013
Revised/New Standard

Summary of Future Changes

IFRS 4 – Insurance Contracts

The International Accounting Standards Board issued an exposure draft proposing changes to the accounting standard for insurance
contracts in July 2010. The proposal would require an insurer to measure insurance liabilities using a model focusing on the amount, timing,
and uncertainty of future cash ﬂows associated with fulﬁlling its insurance contracts. This is vastly different from the connection between
insurance assets and liabilities considered under the Canadian Asset Liability Method and may cause signiﬁcant volatility in the results of
the Company. The exposure draft also proposes changes to the presentation and disclosure within the ﬁnancial statements.
Since the release of the exposure draft, there have been discussions within the insurance industry and between accounting standard setters
globally recommending signiﬁcant proposed changes to the 2010 exposure draft. At this time no new standard has been either re-exposed
or released.
The Company will continue to measure insurance contract liabilities using the Canadian Asset Liability Method until such time when
a new International Financial Reporting Standard for insurance contract measurement is issued. A ﬁnal standard is not expected to be
implemented for several years; the Company continues to actively monitor developments in this area.
The new standard requires all ﬁnancial assets to be classiﬁed on initial recognition at amortized cost or fair value while eliminating the
existing categories of available for sale, held to maturity, and loans and receivables.

IFRS 9 – Financial Instruments

The new standard also requires:
s EMBEDDED DERIVATIVES TO BE ASSESSED FOR CLASSIlCATION TOGETHER WITH THEIR lNANCIAL ASSET HOST
s AN EXPECTED LOSS IMPAIRMENT METHOD BE USED FOR lNANCIAL ASSETS AND
s AMENDMENTS TO THE CRITERIA FOR HEDGE ACCOUNTING AND MEASURING EFFECTIVENESS
The full impact of IFRS 9, Financial Instruments on the Company will be evaluated after the remaining stages of the International Accounting
Standards Board’s project to replace IAS 39, Financial Instruments impairment methodology, hedge accounting, and asset and liability
offsetting are ﬁnalized. The Company continues to actively monitor developments in this area.
The current timetable for adoption of IFRS 9 is for the annual period beginning January 1, 2015, however, the Company continues to
monitor this standard in conjunction with the developments to IFRS 4.

GREAT-WEST LIFECO INC.

The International Accounting Standards Board issued an exposure draft proposing a new accounting model for leases where both lessees
and lessors would record the assets and liabilities on the balance sheet at the present value of the lease payments arising from all lease
contracts. The new classiﬁcation would be the right-of-use model, replacing the operating and ﬁnance lease accounting models that
currently exist.

IAS 17 – Leases

The full impact of adoption of the proposed changes will be determined once the ﬁnal lease standard is issued.
The International Accounting Standards Board issued a second exposure draft in November 2011 which proposed a single revenue
recognition standard to align the ﬁnancial reporting of revenue from contracts with customers and related costs. A company would
recognize revenue when it transfers goods or services to a customer in the amount of consideration the company expects to receive from
the customer.

IAS 18 – Revenue Recognition

The full impact of adoption of the proposed changes will be determined once the ﬁnal revenue recognition standard is issued, which is
targeted for release in 2013.

IAS 32 – Financial Instruments: Presentation

Effective January 1, 2014, the Company will adopt the guidance in the amendments to IAS 32, Financial Instruments: Presentation. The
amended standard clariﬁes the requirements for offsetting ﬁnancial assets and ﬁnancial liabilities.
The Company is evaluating the impact this standard will have on the presentation of its ﬁnancial statements.

4.

Cash and Cash Equivalents

#ASH AND CASH EQUIVALENTS INCLUDES AMOUNTS HELD AT THE ,IFECO HOLDING COMPANY LEVEL AND AMOUNTS HELD IN ,IFECOS CONSOLIDATED
subsidiary companies.
2012

2011

Cash
Short-term deposits

$

1,048
847

$

812
1,244

Total

$

1,895

$

2,056

!T $ECEMBER   CASH OF  WAS RESTRICTED FOR USE BY THE #OMPANY  AT $ECEMBER   IN RESPECT OF CASH HELD IN TRUST FOR
reinsurance agreements or with regulatory authorities.
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5.

Portfolio Investments

(a) Carrying values and estimated fair values of portfolio investments are as follows:
2012

Bonds
Designated fair value through proﬁt or loss (1)
Classiﬁed fair value through proﬁt or loss (1)
Available for sale
Loans and receivables

2011

Carrying
value

Fair
value

$ 62,737
2,113
6,752
10,934

$ 62,737
2,113
6,752
12,438

82,536

84,040

78,073

79,114

6,034
11,841

6,439
12,628

5,996
11,436

6,424
12,238

Mortgage loans
Residential
Non-residential

Carrying
value

$

59,856
1,853
6,620
9,744

Fair
value

$

59,856
1,853
6,620
10,785

17,875

19,067

17,432

18,662

Stocks
Designated fair value through proﬁt or loss (1)
Available for sale
Other

5,965
788
345

5,965
788
383

5,502
864
338

5,502
864
406

Investment properties

7,098
3,525

7,136
3,525

6,704
3,201

6,772
3,201

$ 111,034

$ 113,768

$ 105,410

$ 107,749

Total

GREAT-WEST LIFECO INC.

(1) Investments can be fair value through proﬁt or loss in two ways: designated as fair value through proﬁt or loss at the option of management; or, classiﬁed as fair value through proﬁt or loss if they are
actively traded for the purpose of earning investment income.

(b) Carrying value of bonds and mortgages by term to maturity are as follows:
2012
Term to maturity
Over 1–5 years

Over 5 years

Total

Bonds
Mortgage loans

1 year or less

$

7,972
1,279

$ 16,653
6,177

$ 57,518
10,397

$ 82,143
17,853

Total

$

9,251

$ 22,830

$ 67,915

$ 99,996

2011
Term to maturity
1 year or less

Over 1–5 years

Over 5 years

Bonds
Mortgage loans

$

7,363
1,522

$

17,028
5,646

$

53,367
10,244

$

Total

77,758
17,412

Total

$

8,885

$

22,674

$

63,611

$

95,170

4HE ABOVE EXCLUDES THE CARRYING VALUE OF IMPAIRED BONDS AND MORTGAGES AS THE ULTIMATE TIMING OF COLLECTABILITY IS UNCERTAIN
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(c) 3TOCKS INCLUDE THE #OMPANYS INVESTMENT HELD THROUGH 'REAT 7EST ,IFE IN AN AFlLIATED COMPANY )'- A MEMBER OF THE
0OWER &INANCIAL GROUP OF COMPANIES OVER WHICH IT EXERTS SIGNIlCANT INmUENCE BUT DOES NOT CONTROL 4HE #OMPANYS PROPORTIONATE
SHARE OF )'-S EARNINGS IS RECORDED IN NET INVESTMENT INCOME IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS 4HE #OMPANY OWNS
   SHARES OF )'- AT $ECEMBER      AT $ECEMBER   REPRESENTING A  OWNERSHIP INTEREST  AT
$ECEMBER    4HE #OMPANY USES THE EQUITY METHOD TO ACCOUNT FOR ITS INVESTMENT IN )'- AS IT EXERCISES SIGNIlCANT INmUENCE
3IGNIlCANT INmUENCE ARISES FROM SEVERAL FACTORS INCLUDING BUT NOT LIMITED TO THE FOLLOWING COMMON CONTROL OF )'- BY 0OWER
&INANCIAL SHARED REPRESENTATION ON THE "OARDS OF $IRECTORS OF THE #OMPANY AND )'- INTERCHANGE OF MANAGERIAL PERSONNEL AND
certain shared strategic alliances, signiﬁcant intercompany transactions and services agreements that inﬂuence the ﬁnancial and
operating policies of both companies.
2012

2011

Carrying value, beginning of year
Equity method share of IGM earnings
Dividends received

$

338
26
(19)

$

330
27
(19)

Carrying value, end of year

$

345

$

338

Share of equity, end of year

$

162

$

160

Fair value, end of year

$

383

$

406

4HE #OMPANY AND )'- BOTH HAVE A YEAR END REPORTING DATE OF $ECEMBER  AND AS A CONSEQUENCE THE #OMPANY REPORTS )'-S
lNANCIAL INFORMATION BY ESTIMATING THE AMOUNT OF INCOME ATTRIBUTABLE TO THE #OMPANY BASED ON PRIOR QUARTER INFORMATION AS WELL
AS CONSENSUS EXPECTATIONS TO COMPLETE EQUITY METHOD ACCOUNTING 4HE DIFFERENCE BETWEEN ACTUAL AND ESTIMATED RESULTS IS REmECTED
IN THE SUBSEQUENT QUARTER AND IS NOT MATERIAL TO THE #OMPANYS lNANCIAL STATEMENTS
)'-S lNANCIAL INFORMATION AS AT $ECEMBER   CAN BE OBTAINED IN ITS PUBLICLY AVAILABLE INFORMATION
!T $ECEMBER   AND  )'- OWNED    COMMON SHARES OF THE #OMPANY
(d) Included in portfolio investments are the following:
Carrying amount of impaired investments
2012

Impaired amounts by type
Fair value through proﬁt or loss
Available for sale
Loans and receivables
Total

2011

$

365
27
41

$

290
51
35

$

433

$

376

0ROVISIONS ON LOANS AND RECEIVABLES WERE  AT $ECEMBER   AND  AT $ECEMBER  

GREAT-WEST LIFECO INC.

(i)

(ii) The allowance for credit losses and changes in the allowance for credit losses related to investments classiﬁed as loans and
receivables are as follows:

Bonds

2012

2011

Mortgage
loans

Mortgage
loans

Total

Bonds

Total

Balance, beginning of year
Net provision (recovery) for credit losses – in year
Write-offs, net of recoveries
Other (including foreign exchange rate changes)

$

2
(1)
(1)
–

$

34
(8)
(4)
(1)

$

36
(9)
(5)
(1)

$

36
(20)
(14)
–

$

28
7
(1)
–

$

64
(13)
(15)
–

Balance, end of year

$

–

$

21

$

21

$

2

$

34

$

36

The allowance for credit losses is supplemented by the provision for future credit losses included in insurance contract liabilities.

Great-West Lifeco Inc. Annual Report 2012
P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG03_GWL_2013-03-01_v2.indd C83

87

C 83

08/03/13 3:51 PM

./4%3 4/ #/.3/,)$!4%$ &).!.#)!, 34!4%-%.43

5. Portfolio Investments (cont’d)

(e) .ET INVESTMENT INCOME COMPRISES THE FOLLOWING
2012
Mortgage
loans

Bonds

Regular net investment income:
Investment income earned
Net realized gains
Available for sale
Other classiﬁcations
Net recovery (provision) for credit losses
on loans and receivables
Other income and expenses

$

Changes in fair value on fair value through proﬁt
or loss assets:
Net realized/unrealized gains (losses)
Classiﬁed fair value through proﬁt or loss
Designated fair value through proﬁt or loss
Total

$

3,687

$

897

Investment
properties

Stocks

$

230

$

255

Other

$

Total

550

$

5,619

124
10

–
27

2
–

–
–

–
–

126
37

1
–

8
–

–
–

–
(63)

–
(75)

9
(138)

3,822

932

232

192

475

5,653

22
2,196

–
–

–
389

–
104

–
(68)

22
2,621

2,218

–

389

104

(68)

2,643

6,040

$

932

$

621

$

296

$

407

$

8,296

2011
Mortgage
loans

GREAT-WEST LIFECO INC.

Bonds

Regular net investment income:
Investment income earned
Net realized gains
Available for sale
Other classiﬁcations
Net recovery (provision) for credit losses
on loans and receivables
Other income and expenses

$

Changes in fair value on fair value through proﬁt
or loss assets:
Net realized/unrealized gains (losses)
Classiﬁed fair value through proﬁt or loss
Designated fair value through proﬁt or loss

3,773

$

$

878

$

190

$

254

Other

$

Total

413

$

5,508

119
11

–
16

5
–

–
–

–
–

124
27

20
–

(7)
–

–
–

–
(65)

–
(69)

13
(134)

3,923

887

195

189

344

5,538

74
4,166

–
–

–
(280)

–
143

–
61

74
4,090

4,240
Total

Investment
properties

Stocks

8,163

–
$

887

(280)
$

(85)

143
$

332

61
$

405

4,164
$

9,702

Investment income earned comprises income from investments that are classiﬁed as available for sale, loans and receivables
and classiﬁed or designated as fair value through proﬁt or loss. Investment income from bonds and mortgages includes interest
INCOME AND PREMIUM AND DISCOUNT AMORTIZATION )NCOME FROM STOCKS INCLUDES DIVIDENDS AND EQUITY INCOME FROM THE INVESTMENT
IN )'- )NVESTMENT PROPERTIES INCOME INCLUDES RENTAL INCOME EARNED ON INVESTMENT PROPERTIES GROUND RENT INCOME EARNED
on leased and sub-leased land, fee recoveries, lease cancellation income, and interest and other investment income earned on
investment properties.
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(f ) The carrying value of investment properties and changes in the carrying value of investment properties are as follows:
2012

2011

Balance, beginning of year
Additions
Change in fair value through proﬁt or loss
Disposals
Foreign exchange rate changes

$

3,201
166
104
–
54

$

2,957
161
143
(99)
39

Balance, end of year

$

3,525

$

3,201

(g) Transferred Financial Assets
The Company engages in securities lending to generate additional income. The Company’s securities custodians are used as
LENDING AGENTS #OLLATERAL WHICH EXCEEDS THE MARKET VALUE OF THE LOANED SECURITIES IS DEPOSITED BY THE BORROWER WITH THE #OMPANYS
lending agent and maintained by the lending agent until the underlying security has been returned. The market value of the loaned
securities is monitored on a daily basis by the lending agent who obtains or refunds additional collateral as the fair value of the
LOANED SECURITIES mUCTUATES )NCLUDED IN THE COLLATERAL DEPOSITED WITH THE #OMPANYS LENDING AGENT IS CASH COLLATERAL OF  AS
of December 31, 2012. In addition, the securities lending agent indemniﬁes the Company against borrower risk, meaning that
the lending agent agrees contractually to replace securities not returned due to a borrower default. As at December 31, 2012, the
#OMPANY HAD LOANED SECURITIES WHICH ARE INCLUDED IN INVESTED ASSETS WITH A MARKET VALUE OF  

6.

Funds Held by Ceding Insurers

!T $ECEMBER   #,)2% HAD AMOUNTS ON DEPOSIT OF     AT $ECEMBER    4HE DETAILS OF THE FUNDS ON DEPOSIT AND
related credit risk on the funds are as follows:
(a) Carrying values and estimated fair values:
2012
Carrying
value

2011
Fair
value

Carrying
value

Fair
value

Cash and cash equivalents
Bonds
Other assets

$

120
9,655
176

$

120
9,655
176

$

49
9,182
180

$

49
9,182
180

Total

$

9,951

$

9,951

$

9,411

$

9,411

Supporting:
Reinsurance liabilities
Surplus

9,406
545

Total

$

9,951

9,406
545
$

9,951

9,082
329
$

9,411

9,082
329
$

9,411
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)NCLUDED IN FUNDS HELD BY CEDING INSURERS OF   AT $ECEMBER     AT $ECEMBER   IS AN AGREEMENT WITH 3TANDARD
,IFE !SSURANCE ,IMITED 3TANDARD ,IFE  $URING  #ANADA ,IFE )NTERNATIONAL 2E ,IMITED #,)2% THE #OMPANYS INDIRECT WHOLLY
owned Irish reinsurance subsidiary, signed an agreement with Standard Life, a U.K. based provider of life, pension and investment
PRODUCTS TO ASSUME BY WAY OF INDEMNITY REINSURANCE A LARGE BLOCK OF PAYOUT ANNUITIES 5NDER THE AGREEMENT #,)2% IS REQUIRED TO
PUT AMOUNTS ON DEPOSIT WITH 3TANDARD ,IFE AND #,)2% HAS ASSUMED THE CREDIT RISK ON THE PORTFOLIO OF ASSETS INCLUDED IN THE AMOUNTS
on deposit. These amounts on deposit are included in funds held by ceding insurers on the Consolidated Balance Sheets. Income and
EXPENSES ARISING FROM THE AGREEMENT ARE INCLUDED IN NET INVESTMENT INCOME ON THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS
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6. Funds Held by Ceding Insurers (cont’d)

(b) The following provides details of the carrying value of bonds included in the funds on deposit by issuer and industry sector:
2012

Bonds issued or guaranteed by:
Canadian federal government
Provincial, state, and municipal governments
U.S. Treasury and other U.S. agencies
Other foreign governments
Government related
Supranationals
Asset-backed securities
Residential mortgage-backed securities
Banks
Other ﬁnancial institutions
Basic materials
Communications
Consumer products
Industrial products/services
Natural resources
Real estate
Transportation
Utilities
Miscellaneous

GREAT-WEST LIFECO INC.

Total

2011

$

71
16
16
2,455
443
172
258
87
2,070
1,007
58
224
617
31
320
475
145
1,119
71

$

–
88
–
3,074
369
128
242
73
1,807
747
21
239
404
26
220
381
117
1,135
111

$

9,655

$

9,182

(c) !SSET QUALITY

Bond Portfolio By Credit Rating

7.

2012

2011

AAA
AA
A
BBB
BB and lower

$

3,103
2,183
3,539
507
323

$

3,520
1,819
3,116
468
259

Total

$

9,655

$

9,182

Financial Instruments Risk Management

The Company has policies relating to the identiﬁcation, measurement, monitoring, mitigating, and controlling of risks associated with
lNANCIAL INSTRUMENTS 4HE KEY RISKS RELATED TO lNANCIAL INSTRUMENTS ARE CREDIT RISK LIQUIDITY RISK AND MARKET RISK CURRENCY INTEREST RATE
AND EQUITY  4HE 2ISK #OMMITTEE OF THE "OARD OF $IRECTORS IS RESPONSIBLE FOR THE OVERSIGHT OF THE #OMPANYS KEY RISKS
The following sections describe how the Company manages each of these risks.
(a) Credit Risk
Credit risk is the risk of ﬁnancial loss resulting from the failure of debtors to make payments when due.
The following policies and procedures are in place to manage this risk:
s )NVESTMENT GUIDELINES ARE IN PLACE THAT REQUIRE ONLY THE PURCHASE OF INVESTMENT GRADE ASSETS AND MINIMIZE UNDUE CONCENTRATION
of assets in any single geographic area, industry and company.
s )NVESTMENT GUIDELINES SPECIFY MINIMUM AND MAXIMUM LIMITS FOR EACH ASSET CLASS #REDIT RATINGS ARE DETERMINED BY RECOGNIZED
EXTERNAL CREDIT RATING AGENCIES ANDOR INTERNAL CREDIT REVIEW
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s )NVESTMENT GUIDELINES ALSO SPECIFY COLLATERAL REQUIREMENTS
s 0ORTFOLIOS ARE MONITORED CONTINUOUSLY AND REVIEWED REGULARLY WITH THE "OARD OF $IRECTORS OR THE )NVESTMENT #OMMITTEE OF THE
Board of Directors.
s #REDIT RISK ASSOCIATED WITH DERIVATIVE INSTRUMENTS IS EVALUATED QUARTERLY BASED ON CONDITIONS THAT EXISTED AT THE BALANCE SHEET
date, using practices that are at least as conservative as those recommended by regulators.
s 4HE #OMPANY IS EXPOSED TO CREDIT RISK RELATING TO PREMIUMS DUE FROM POLICYHOLDERS DURING THE GRACE PERIOD SPECIlED BY THE
insurance policy or until the policy is paid up or terminated. Commissions paid to agents and brokers are netted against amounts
receivable, if any.
s 2EINSURANCE IS PLACED WITH COUNTERPARTIES THAT HAVE A GOOD CREDIT RATING AND CONCENTRATION OF CREDIT RISK IS MANAGED BY FOLLOWING
POLICY GUIDELINES SET EACH YEAR BY THE "OARD OF $IRECTORS -ANAGEMENT CONTINUOUSLY MONITORS AND PERFORMS AN ASSESSMENT OF
creditworthiness of reinsurers.
I

-AXIMUM %XPOSURE TO #REDIT 2ISK
4HE FOLLOWING SUMMARIZES THE #OMPANYS MAXIMUM EXPOSURE TO CREDIT RISK RELATED TO lNANCIAL INSTRUMENTS 4HE MAXIMUM CREDIT
EXPOSURE IS THE CARRYING VALUE OF THE ASSET NET OF ANY ALLOWANCES FOR LOSSES
2012

1,895

2011

$

$

2,056

64,850
6,752
10,934
17,875
7,082
10,537
2,064
1,098
977
484
313
973
997

61,709
6,620
9,744
17,432
7,162
9,923
2,061
1,108
813
422
207
685
968

Total

$ 126,831

$ 120,910

(1) Includes $9,951 ($9,411 at December 31, 2011) of funds held by ceding insurers where the Company retains the credit risk of the assets supporting the liabilities ceded (see note 6).
(2) Includes items such as current income taxes receivable and miscellaneous other assets of the Company (see note 12).

GREAT-WEST LIFECO INC.

Cash and cash equivalents
Bonds
Fair value through proﬁt or loss
Available for sale
Loans and receivables
Mortgage loans
Loans to policyholders
Funds held by ceding insurers (1)
Reinsurance assets
Interest due and accrued
Accounts receivable
Premiums in course of collection
Trading account assets
Other ﬁnancial assets (2)
Derivative assets

#REDIT RISK IS ALSO MITIGATED BY ENTERING INTO COLLATERAL AGREEMENTS 4HE AMOUNT AND TYPE OF COLLATERAL REQUIRED DEPENDS ON AN
assessment of the credit risk of the counterparty. Guidelines are implemented regarding the acceptability of types of collateral
AND THE VALUATION PARAMETERS -ANAGEMENT MONITORS THE VALUE OF THE COLLATERAL REQUESTS ADDITIONAL COLLATERAL WHEN NEEDED AND
performs an impairment valuation when applicable. The Company has $25 of collateral received as at December 31, 2012 ($21 of
collateral received as at December 31, 2011) relating to derivative assets.
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7. Financial Instruments Risk Management (cont’d)

(ii) Concentration of Credit Risk
#ONCENTRATIONS OF CREDIT RISK ARISE FROM EXPOSURES TO A SINGLE DEBTOR A GROUP OF RELATED DEBTORS OR GROUPS OF DEBTORS THAT HAVE
similar credit risk characteristics in that they operate in the same geographic region or in similar industries. The characteristics
are similar in that changes in economic or political environments may impact their ability to meet obligations as they come due.
The following provides details of the carrying value of bonds by issuer, industry sector and geographic distribution:
2012
Canada

GREAT-WEST LIFECO INC.

Bonds issued or guaranteed by:
Canadian federal government
Provincial, state, and municipal governments
U.S. Treasury and other U.S. agencies
Other foreign governments
Government related
Supranationals
Asset-backed securities
Residential mortgage-backed securities
Banks
Other ﬁnancial institutions
Basic materials
Communications
Consumer products
Industrial products/services
Natural resources
Real estate
Transportation
Utilities
Miscellaneous

$

Total long term bonds
Short term bonds
Total

4,873
6,454
305
151
1,584
453
2,587
16
2,140
801
252
499
1,903
873
1,100
850
1,747
4,257
2,317

United States

$

Europe

3
1,881
3,421
29
–
11
3,117
452
359
1,578
724
181
1,975
984
665
–
696
3,317
856

$

43
61
976
8,044
1,205
289
830
165
2,317
1,964
231
553
1,867
323
565
1,739
598
3,342
312

Total

$

4,919
8,396
4,702
8,224
2,789
753
6,534
633
4,816
4,343
1,207
1,233
5,745
2,180
2,330
2,589
3,041
10,916
3,485

33,162
2,388

20,249
358

25,424
955

78,835
3,701

$ 35,550

$ 20,607

$ 26,379

$ 82,536

Canada

United States

Europe

Total

2011

Bonds issued or guaranteed by:
Canadian federal government
Provincial, state, and municipal governments
U.S. Treasury and other U.S. agencies
Other foreign governments
Government related
Supranationals
Asset-backed securities
Residential mortgage-backed securities
Banks
Other ﬁnancial institutions
Basic materials
Communications
Consumer products
Industrial products/services
Natural resources
Real estate
Transportation
Utilities
Miscellaneous

$

Total long term bonds
Short term bonds
Total

92

4,328
6,430
271
185
1,293
443
2,696
26
2,168
855
233
508
1,848
695
1,127
608
1,721
3,792
2,024

$

31,251
2,980
$

34,231

2
1,980
2,857
25
–
12
3,401
638
416
1,449
748
221
1,813
825
560
–
672
2,689
814

$

19,122
323
$

19,445

42
53
1,006
8,216
955
211
803
146
1,858
1,615
214
501
1,771
212
554
1,610
624
3,158
277

$

23,826
571
$

24,397

4,372
8,463
4,134
8,426
2,248
666
6,900
810
4,442
3,919
1,195
1,230
5,432
1,732
2,241
2,218
3,017
9,639
3,115
74,199
3,874

$

78,073
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The following provides details of the carrying value of mortgage loans by geographic location:
2012
Single family
residential

Multi-family
residential

Commercial

Canada
United States
Europe

$

1,676
–
–

$

3,250
921
187

$

6,982
2,139
2,720

$ 11,908
3,060
2,907

Total

$

1,676

$

4,358

$ 11,841

$ 17,875

Total

2011
Single family
residential

Multi-family
residential

Canada
United States
Europe

$

1,591
–
79

$

3,407
811
108

$

7,022
1,999
2,415

$

12,020
2,810
2,602

Total

$

1,670

$

4,326

$

11,436

$

17,432

Commercial

Total

(iii) Asset Quality
Bond Portfolio By Credit Rating

2012

2011

$ 29,302
13,463
23,767
14,662
1,342

$

29,612
12,525
22,435
12,399
1,102

Total

$ 82,536

$

78,073

Derivative Portfolio By Credit Rating
Over-the-counter contracts (counterparty ratings):
AAA
AA
A
Total

2012

2011

$

9
106
882

$

12
361
595

$

997

$

968

GREAT-WEST LIFECO INC.

AAA
AA
A
BBB
BB and lower

IV ,OANS 0AST $UE "UT .OT )MPAIRED
Loans that are past due but not considered impaired are loans for which scheduled payments have not been received, but
management has reasonable assurance of collection of the full amount of principal and interest due. The following provides
carrying values of the loans past due, but not impaired:
2012

2011

Less than 30 days
30–90 days
Greater than 90 days

$

12
–
4

$

3
1
1

Total

$

16

$

5

(v) The following outlines the future asset credit losses provided for in insurance and investment contract liabilities. These amounts
are in addition to the allowance for asset losses included with assets:
2012

2011

Participating
Non-participating

$

892
1,667

$

852
1,648

Total

$

2,559

$

2,500
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

7. Financial Instruments Risk Management (cont’d)

(b) Liquidity Risk

,IQUIDITY RISK IS THE RISK THAT THE #OMPANY WILL NOT BE ABLE TO MEET ALL CASH OUTmOW OBLIGATIONS AS THEY COME DUE 4HE FOLLOWING
policies and procedures are in place to manage this risk:
s 4HE #OMPANY CLOSELY MANAGES OPERATING LIQUIDITY THROUGH CASH mOW MATCHING OF ASSETS AND LIABILITIES AND FORECASTING EARNED
AND REQUIRED YIELDS TO ENSURE CONSISTENCY BETWEEN POLICYHOLDER REQUIREMENTS AND THE YIELD OF ASSETS !PPROXIMATELY 
APPROXIMATELY  IN  OF INSURANCE AND INVESTMENT CONTRACT LIABILITIES ARE NON CASHABLE PRIOR TO MATURITY OR SUBJECT TO FAIR
value adjustments.
s -ANAGEMENT MONITORS THE USE OF LINES OF CREDIT ON A REGULAR BASIS AND ASSESSES THE ONGOING AVAILABILITY OF THESE AND ALTERNATIVE
forms of operating credit.
s -ANAGEMENT CLOSELY MONITORS THE SOLVENCY AND CAPITAL POSITIONS OF ITS PRINCIPAL SUBSIDIARIES OPPOSITE LIQUIDITY REQUIREMENTS AT
THE HOLDING COMPANY !DDITIONAL LIQUIDITY IS AVAILABLE THROUGH ESTABLISHED LINES OF CREDIT OR THE CAPITAL MARKETS 4HE #OMPANY
MAINTAINS A  COMMITTED LINE OF CREDIT WITH A #ANADIAN CHARTERED BANK !S WELL 0UTNAM ,,# MAINTAINS A 53  REVOLVING
CREDIT AGREEMENT WITH A CONSORTIUM OF BANKS AND ON /CTOBER   THE #OMPANY RENEWED A 53  0UTNAM ,,# NON
REVOLVING TERM LOAN FACILITY GUARANTEED BY ,IFECO FOR THREE YEARS SEE NOTE  
In the normal course of business the Company enters into contracts that give rise to commitments of future minimum payments
THAT IMPACT SHORT TERM AND LONG TERM LIQUIDITY 4HE FOLLOWING SUMMARIZES THE PRINCIPAL REPAYMENT SCHEDULE OF CERTAIN OF THE
Company’s ﬁnancial liabilities.
Payments due by period

GREAT-WEST LIFECO INC.

Total

1 year

2 years

3 years

4 years

Over
5 years

5 years

Debentures and other debt instruments
Capital trust securities (1)
Purchase obligations
Pension contributions

$

4,312
150
83
133

$

296
–
58
133

$

1
–
13
–

$

301
–
10
–

$

–
–
2
–

$

–
–
–
–

$

3,714
150
–
–

Total

$

4,678

$

487

$

14

$

311

$

2

$

–

$

3,864

(1) Payments due have not been reduced to reﬂect that the Company held capital trust securities of $37 principal amount ($45 carrying value).

(c) Market Risk

-ARKET RISK IS THE RISK THAT THE FAIR VALUE OR FUTURE CASH mOWS OF A lNANCIAL INSTRUMENT WILL mUCTUATE AS A RESULT OF CHANGES IN MARKET
FACTORS WHICH INCLUDE THREE TYPES CURRENCY RISK INTEREST RATE INCLUDING RELATED INmATION RISK AND EQUITY RISK
Caution Related to Risk Sensitivities

4HESE CONSOLIDATED lNANCIAL STATEMENTS INCLUDE ESTIMATES OF SENSITIVITIES AND RISK EXPOSURE MEASURES FOR CERTAIN RISKS SUCH AS THE
sensitivity due to speciﬁc changes in interest rate levels projected and market prices as at the valuation date. Actual results can
differ signiﬁcantly from these estimates for a variety of reasons including:
s !SSESSMENT OF THE CIRCUMSTANCES THAT LED TO THE SCENARIO MAY LEAD TO CHANGES IN RE INVESTMENT APPROACHES AND INTEREST RATE
scenarios considered,
s #HANGES IN ACTUARIAL INVESTMENT RETURN AND FUTURE INVESTMENT ACTIVITY ASSUMPTIONS
s !CTUAL EXPERIENCE DIFFERING FROM THE ASSUMPTIONS
s #HANGES IN BUSINESS MIX EFFECTIVE TAX RATES AND OTHER MARKET FACTORS
s )NTERACTIONS AMONG THESE FACTORS AND ASSUMPTIONS WHEN MORE THAN ONE CHANGES AND
s 4HE GENERAL LIMITATIONS OF THE #OMPANYS INTERNAL MODELS
For these reasons, the sensitivities should only be viewed as directional estimates of the underlying sensitivities for the respective
factors based on the assumptions outlined above. Given the nature of these calculations, the Company cannot provide assurance
that the actual impact on net earnings attributed to shareholders will be as indicated.
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(i)

Currency Risk
Currency risk relates to the Company operating and holding ﬁnancial instruments in different currencies. For the assets
BACKING INSURANCE AND INVESTMENT CONTRACT LIABILITIES THAT ARE NOT MATCHED BY CURRENCY CHANGES IN FOREIGN EXCHANGE RATES CAN
EXPOSE THE #OMPANY TO THE RISK OF FOREIGN EXCHANGE LOSSES NOT OFFSET BY LIABILITY DECREASES 4HE #OMPANY HAS NET INVESTMENTS
in foreign operations. In addition, the Company’s debt obligations are mainly denominated in Canadian dollars. In accordance
with International Financial Reporting Standards, foreign currency translation gains and losses from net investments in
FOREIGN OPERATIONS NET OF RELATED HEDGING ACTIVITIES AND TAX EFFECTS ARE RECORDED IN ACCUMULATED OTHER COMPREHENSIVE INCOME
Strengthening or weakening of the Canadian dollar spot rate compared to the U.S. dollar, British pound and euro spot rates
impacts the Company’s total share capital and surplus. Correspondingly, the Company’s book value per share and capital
ratios monitored by rating agencies are also impacted. The following policies and procedures are in place to mitigate the
#OMPANYS EXPOSURE TO CURRENCY RISK
s 4HE #OMPANY USES lNANCIAL MEASURES SUCH AS CONSTANT CURRENCY CALCULATIONS TO MONITOR THE EFFECT OF CURRENCY TRANSLATION
ﬂuctuations.
s )NVESTMENTS ARE NORMALLY MADE IN THE SAME CURRENCY AS THE LIABILITIES SUPPORTED BY THOSE INVESTMENTS 3EGMENTED )NVESTMENT
'UIDELINES INCLUDE MAXIMUM TOLERANCES FOR UNHEDGED CURRENCY MISMATCH EXPOSURES
s &OREIGN CURRENCY ASSETS ACQUIRED TO BACK LIABILITIES ARE NORMALLY CONVERTED BACK TO THE CURRENCY OF THE LIABILITY USING FOREIGN
EXCHANGE CONTRACTS
s !  WEAKENING OF THE #ANADIAN DOLLAR AGAINST FOREIGN CURRENCIES WOULD BE EXPECTED TO INCREASE NON PARTICIPATING
INSURANCE AND INVESTMENT CONTRACT LIABILITIES AND THEIR SUPPORTING ASSETS BY APPROXIMATELY THE SAME AMOUNT RESULTING IN AN
IMMATERIAL CHANGE TO NET EARNINGS !  STRENGTHENING OF THE #ANADIAN DOLLAR AGAINST FOREIGN CURRENCIES WOULD BE EXPECTED
TO DECREASE NON PARTICIPATING INSURANCE AND INVESTMENT CONTRACT LIABILITIES AND THEIR SUPPORTING ASSETS BY APPROXIMATELY THE
same amount resulting in an immaterial change in net earnings.

(ii) Interest Rate Risk

s 4HE #OMPANY UTILIZES A FORMAL PROCESS FOR MANAGING THE MATCHING OF ASSETS AND LIABILITIES 4HIS INVOLVES GROUPING GENERAL
fund assets and liabilities into segments. Assets in each segment are managed in relation to the liabilities in the segment.
s )NTEREST RATE RISK IS MANAGED BY INVESTING IN ASSETS THAT ARE SUITABLE FOR THE PRODUCTS SOLD
s 7HERE THESE PRODUCTS HAVE BENElT OR EXPENSE PAYMENTS THAT ARE DEPENDENT ON INmATION INmATION INDEXED ANNUITIES
pensions and disability claims) the Company generally invests in real return instruments to hedge its real dollar liability cash
mOWS 3OME PROTECTION AGAINST CHANGES IN THE INmATION INDEX IS ACHIEVED AS ANY RELATED CHANGE IN THE FAIR VALUE OF THE ASSETS
will be largely offset by a similar change in the fair value of the liabilities.

GREAT-WEST LIFECO INC.

)NTEREST RATE RISK EXISTS IF ASSET AND LIABILITY CASH mOWS ARE NOT CLOSELY MATCHED AND INTEREST RATES CHANGE CAUSING A DIFFERENCE IN
VALUE BETWEEN THE ASSET AND LIABILITY 4HE FOLLOWING POLICIES AND PROCEDURES ARE IN PLACE TO MITIGATE THE #OMPANYS EXPOSURE TO
interest rate risk:

s &OR PRODUCTS WITH lXED AND HIGHLY PREDICTABLE BENElT PAYMENTS INVESTMENTS ARE MADE IN lXED INCOME ASSETS OR REAL ESTATE
whose cash ﬂows closely match the liability product cash ﬂows. Where assets are not available to match certain period cash
mOWS SUCH AS LONG TAIL CASH mOWS A PORTION OF THESE ARE INVESTED IN EQUITIES AND THE REST ARE DURATION MATCHED (EDGING
INSTRUMENTS ARE EMPLOYED WHERE NECESSARY WHEN THERE IS A LACK OF SUITABLE PERMANENT INVESTMENTS TO MINIMIZE LOSS EXPOSURE
TO INTEREST RATE CHANGES 4O THE EXTENT THESE CASH mOWS ARE MATCHED PROTECTION AGAINST INTEREST RATE CHANGE IS ACHIEVED AND
any change in the fair value of the assets will be offset by a similar change in the fair value of the liabilities.
s &OR PRODUCTS WITH LESS PREDICTABLE TIMING OF BENElT PAYMENTS INVESTMENTS ARE MADE IN lXED INCOME ASSETS WITH CASH mOWS
OF A SHORTER DURATION THAN THE ANTICIPATED TIMING OF BENElT PAYMENTS OR EQUITIES AS DESCRIBED BELOW
s 4HE RISK ASSOCIATED WITH THE MISMATCH IN PORTFOLIO DURATION AND CASH mOW ASSET PREPAYMENT EXPOSURE AND THE PACE OF ASSET
ACQUISITION ARE QUANTIlED AND REVIEWED REGULARLY
0ROJECTED CASH mOWS FROM THE CURRENT ASSETS AND LIABILITIES ARE USED IN THE #ANADIAN !SSET ,IABILITY -ETHOD TO DETERMINE
INSURANCE CONTRACT LIABILITIES 6ALUATION ASSUMPTIONS HAVE BEEN MADE REGARDING RATES OF RETURNS ON SUPPORTING ASSETS lXED
INCOME EQUITY AND INmATION 4HE VALUATION ASSUMPTIONS USE BEST ESTIMATES OF FUTURE REINVESTMENT RATES AND INmATION
assumptions with an assumed correlation together with margins for adverse deviation set in accordance with professional
STANDARDS 4HESE MARGINS ARE NECESSARY TO PROVIDE FOR POSSIBILITIES OF MISESTIMATION ANDOR FUTURE DETERIORATION IN THE BEST
estimate assumptions and provide reasonable assurance that insurance contract liabilities cover a range of possible outcomes.
-ARGINS ARE REVIEWED PERIODICALLY FOR CONTINUED APPROPRIATENESS
0ROJECTED CASH mOWS FROM lXED INCOME ASSETS USED IN ACTUARIAL CALCULATIONS ARE REDUCED TO PROVIDE FOR POTENTIAL ASSET DEFAULT
LOSSES 4HE NET EFFECTIVE YIELD RATE REDUCTION AVERAGED   IN   4HE CALCULATION FOR FUTURE CREDIT LOSSES ON ASSETS
IS BASED ON THE CREDIT QUALITY OF THE UNDERLYING ASSET PORTFOLIO
Testing under several interest rate scenarios (including increasing and decreasing rates) is done to assess reinvestment risk.
/NE WAY OF MEASURING THE INTEREST RATE RISK ASSOCIATED WITH THIS ASSUMPTION IS TO DETERMINE THE EFFECT ON THE INSURANCE AND
INVESTMENT CONTRACT LIABILITIES IMPACTING THE SHAREHOLDERS EARNINGS OF THE #OMPANY OF A  IMMEDIATE PARALLEL SHIFT IN THE
yield curve. These interest rate changes will impact the projected cash ﬂows.
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7. Financial Instruments Risk Management (cont’d)

s 4HE EFFECT OF AN IMMEDIATE  PARALLEL INCREASE IN THE YIELD CURVE WOULD BE TO DECREASE THESE INSURANCE AND INVESTMENT
CONTRACT LIABILITIES BY APPROXIMATELY  CAUSING AN INCREASE IN NET EARNINGS OF APPROXIMATELY 
s 4HE EFFECT OF AN IMMEDIATE  PARALLEL DECREASE IN THE YIELD CURVE WOULD BE TO INCREASE THESE INSURANCE AND INVESTMENT
CONTRACT LIABILITIES BY APPROXIMATELY  CAUSING A DECREASE IN NET EARNINGS OF APPROXIMATELY 
)N ADDITION TO ABOVE IF THIS CHANGE IN THE YIELD CURVE PERSISTED FOR AN EXTENDED PERIOD THE RANGE OF THE TESTED SCENARIOS
MIGHT CHANGE 4HE EFFECT OF AN IMMEDIATE  PARALLEL DECREASE OR INCREASE IN THE YIELD CURVE PERSISTING FOR A YEAR WOULD HAVE
immaterial additional effects on the reported insurance and investment contract liability.
III %QUITY 2ISK
%QUITY RISK IS THE UNCERTAINTY ASSOCIATED WITH THE VALUATION OF ASSETS ARISING FROM CHANGES IN EQUITY MARKETS 4O MITIGATE PRICE
RISK THE #OMPANY HAS INVESTMENT POLICY GUIDELINES IN PLACE THAT PROVIDE FOR PRUDENT INVESTMENT IN EQUITY MARKETS WITHIN
clearly deﬁned limits. The risks associated with segregated fund guarantees have been mitigated through a hedging program
FOR LIFETIME 'UARANTEED -INIMUM 7ITHDRAWAL "ENElT GUARANTEES USING EQUITY FUTURES CURRENCY FORWARDS AND INTEREST RATE
derivatives. For policies with segregated fund guarantees, the Company generally determines insurance contract liabilities at
A CONDITIONAL TAIL EXPECTATION OF  #4% LEVEL
Some insurance and investment contract liabilities are supported by investment properties, common stocks and private
EQUITIES FOR EXAMPLE SEGREGATED FUND PRODUCTS AND PRODUCTS WITH LONG TAIL CASH mOWS 'ENERALLY THESE LIABILITIES WILL mUCTUATE
IN LINE WITH EQUITY MARKET VALUES 4HERE WILL BE ADDITIONAL IMPACTS ON THESE LIABILITIES AS EQUITY MARKET VALUES mUCTUATE ! 
INCREASE IN EQUITY MARKETS WOULD BE EXPECTED TO ADDITIONALLY DECREASE NON PARTICIPATING INSURANCE AND INVESTMENT CONTRACT
LIABILITIES BY APPROXIMATELY  CAUSING AN INCREASE IN NET EARNINGS OF APPROXIMATELY  !  DECREASE IN EQUITY MARKETS
WOULD BE EXPECTED TO ADDITIONALLY INCREASE NON PARTICIPATING INSURANCE AND INVESTMENT CONTRACT LIABILITIES BY APPROXIMATELY
 CAUSING A DECREASE IN NET EARNINGS OF APPROXIMATELY 

GREAT-WEST LIFECO INC.

4HE BEST ESTIMATE RETURN ASSUMPTIONS FOR EQUITIES ARE PRIMARILY BASED ON LONG TERM HISTORICAL AVERAGES #HANGES IN THE CURRENT
MARKET COULD RESULT IN CHANGES TO THESE ASSUMPTIONS AND WILL IMPACT BOTH ASSET AND LIABILITY CASH mOWS !  INCREASE IN THE
BEST ESTIMATE ASSUMPTION WOULD BE EXPECTED TO DECREASE NON PARTICIPATING INSURANCE CONTRACT LIABILITIES BY APPROXIMATELY
 CAUSING AN INCREASE IN NET EARNINGS OF APPROXIMATELY  !  DECREASE IN THE BEST ESTIMATE ASSUMPTION WOULD BE
EXPECTED TO INCREASE NON PARTICIPATING INSURANCE CONTRACT LIABILITIES BY APPROXIMATELY  CAUSING A DECREASE IN NET EARNINGS
OF APPROXIMATELY 
IV

3EGREGATED &UNDS 'UARANTEE %XPOSURE
The Company offers retail segregated fund products, unitized with proﬁts products and variable annuity products that provide
for certain guarantees that are tied to the fair values of the investment funds. A signiﬁcant decline in the fair value of these
FUNDS COULD INCREASE THE #OMPANYS LIABILITY EXPOSURE FOR PROVIDING THESE GUARANTEES 4HE #OMPANYS EXPOSURE TO THESE
guarantees at the balance sheet date was:
2012
Investment deﬁciency by beneﬁt type
Fair value

Income

Maturity

Death

Total*

Canada
United States
Europe

$ 24,192
7,272
3,665

$

–
–
552

$

29
–
40

$

181
59
71

$

181
59
624

Total

$ 35,129

$

552

$

69

$

311

$

864

2011
Investment deﬁciency by beneﬁt type
Fair value

Income

Maturity

Death

Total*

Canada
United States
Europe

$

22,837
7,041
3,232

$

–
1
641

$

39
–
124

$

301
79
174

$

301
80
817

Total

$

33,110

$

642

$

163

$

554

$

1,198

*A policy can only receive a payout from one of the three trigger events (income election, maturity or death). Total deﬁciency measures the point-in-time exposure assuming the most costly trigger
event for each policy occurred on December 31, 2012 and December 31, 2011.
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8.

Financial Instruments Fair Value Measurement

The Company’s assets and liabilities recorded at fair value have been categorized based upon the following fair value hierarchy:
,EVEL  &AIR VALUE MEASUREMENTS UTILIZE OBSERVABLE QUOTED PRICES UNADJUSTED IN ACTIVE MARKETS FOR IDENTICAL ASSETS OR LIABILITIES
THAT THE #OMPANY HAS THE ABILITY TO ACCESS &INANCIAL ASSETS AND LIABILITIES UTILIZING ,EVEL  INPUTS INCLUDE ACTIVELY EXCHANGE TRADED
EQUITY SECURITIES EXCHANGE TRADED FUTURES AND MUTUAL AND SEGREGATED FUNDS WHICH HAVE AVAILABLE PRICES IN AN ACTIVE MARKET WITH NO
redemption restrictions.
,EVEL  &AIR VALUE MEASUREMENTS UTILIZE INPUTS OTHER THAN QUOTED PRICES INCLUDED IN ,EVEL  THAT ARE OBSERVABLE FOR THE ASSET OR LIABILITY
EITHER DIRECTLY OR INDIRECTLY ,EVEL  INPUTS INCLUDE QUOTED PRICES FOR SIMILAR ASSETS AND LIABILITIES IN ACTIVE MARKETS AND INPUTS OTHER THAN
QUOTED PRICES THAT ARE OBSERVABLE FOR THE ASSET OR LIABILITY SUCH AS INTEREST RATES AND YIELD CURVES THAT ARE OBSERVABLE AT COMMONLY QUOTED
intervals. The fair values for some Level 2 securities were obtained from a pricing service. The pricing service inputs include, but are not
LIMITED TO BENCHMARK YIELDS REPORTED TRADES BROKERDEALER QUOTES ISSUER SPREADS TWO SIDED MARKETS BENCHMARK SECURITIES OFFERS
AND REFERENCE DATA ,EVEL  SECURITIES INCLUDE THOSE PRICED USING A MATRIX WHICH IS BASED ON CREDIT QUALITY AND AVERAGE LIFE GOVERNMENT
AND AGENCY SECURITIES RESTRICTED STOCK SOME PRIVATE BONDS AND EQUITIES MOST INVESTMENT GRADE AND HIGH YIELD CORPORATE BONDS MOST
asset-backed securities and most over-the-counter derivatives.
Level 3: Fair value measurements utilize one or more signiﬁcant inputs that are not based on observable market inputs and include
situations where there is little, if any, market activity for the asset or liability. The values of the majority of Level 3 securities were
OBTAINED FROM SINGLE BROKER QUOTES AND INTERNAL PRICING MODELS &INANCIAL ASSETS AND LIABILITIES UTILIZING ,EVEL  INPUTS INCLUDE CERTAIN
BONDS CERTAIN ASSET BACKED SECURITIES SOME PRIVATE EQUITIES INVESTMENTS IN MUTUAL AND SEGREGATED FUNDS WHERE THERE ARE REDEMPTION
restrictions and certain over-the-counter derivatives.
The following presents the Company’s ﬁnancial assets and liabilities measured at fair value on a recurring basis by hierarchy level:
2012
Level 1

$

Total ﬁnancial assets at fair value through proﬁt or loss
Available for sale ﬁnancial assets
Bonds
Stocks
Total available for sale ﬁnancial assets

–
5,946

$ 64,577
7

5,946

Level 3

273
12

$ 64,850
5,965

64,584

285

70,815

–
108

6,725
5

27
1

6,752
114

108

6,730

28

6,866

(1)

$

Total

–

997

–

997

Total assets measured at fair value

$

6,054

$ 72,311

$

313

$ 78,678

Liabilities measured at fair value
Other liabilities – derivatives (2)

$

4

$

$

–

Other assets – derivatives

338

$

GREAT-WEST LIFECO INC.

Assets measured at fair value
Financial assets at fair value through proﬁt or loss
Bonds
Stocks

Level 2

342

(1) Excludes collateral received of $25.
(2) Excludes collateral pledged of $101.
2011
Level 1

Assets measured at fair value
Financial assets at fair value through proﬁt or loss
Bonds
Stocks

$

Total ﬁnancial assets at fair value through proﬁt or loss
Available for sale ﬁnancial assets
Bonds
Stocks
Total available for sale ﬁnancial assets
Other assets – derivatives

(1)

Level 2

–
5,485

$

61,406
3

Level 3

$

Total

303
14

$

61,709
5,502

5,485

61,409

317

67,211

–
96

6,580
7

40
1

6,620
104

96

6,587

41

6,724

–

968

–

968

Total assets measured at fair value

$

5,581

$

68,964

$

358

$

74,903

Liabilities measured at fair value
Other liabilities – derivatives (2)

$

–

$

316

$

–

$

316

(1) Excludes collateral received of $21.
(2) Excludes collateral pledged of $45.
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8. Financial Instruments Fair Value Measurement (cont’d)

The following presents additional information about assets measured at fair value on a recurring basis and for which the Company has
utilized Level 3 inputs to determine fair value (the Company had no liabilities during 2012 and 2011 measured at fair value through
proﬁt or loss):
2012
Fair value
through proﬁt
or loss bonds

303

Available for
sale bonds

$

$

14

Available for
sale stocks

$

Balance, end of year

$

273

$

27

$

12

$

1

$

313

Total gains (losses) for the year included in net earnings
for assets held at December 31, 2012

$

51

$

–

$

(2)

$

–

$

49

–
3
–
(4)
(5)
(7)

$

(2)
–
3
–
–
(3)

1

Total

Balance, beginning of year
Total gains (losses)
Included in net earnings
Included in other comprehensive income
Purchases
Sales
Settlements
Transfers out of Level 3

42
–
–
(1)
(63)
(8)

40

Fair value
through proﬁt
or loss stocks

$

–
–
–
–
–
–

358
40
3
3
(5)
(68)
(18)

GREAT-WEST LIFECO INC.

2011
Fair value
through proﬁt
or loss bonds

Balance, beginning of year
Total gains (losses)
Included in net earnings
Included in other comprehensive income
Purchases
Sales
Settlements
Transfers out of Level 3

$

Balance, end of year

$

303

$

40

$

14

$

1

$

358

Total gains (losses) for the year included in net earnings
for assets held at December 31, 2011

$

43

$

1

$

(3)

$

–

$

41

9.

312

Available for
sale bonds

Fair value
through proﬁt
or loss stocks

Available for
sale stocks

$

$

$

52
–
–
(4)
(57)
–

42
1
2
–
–
(5)
–

417
35
–
65
(6)
–
(497)

1

Total

$

–
–
–
–
–
–

772
88
2
65
(10)
(62)
(497)

Invested Assets on Deposit for Reinsurance Agreements

4HE #OMPANY HAS   IN  OF INVESTED ASSETS NOTE  MAINTAINED ON DEPOSIT IN RESPECT OF CERTAIN REINSURANCE AGREEMENTS
The Company retains all rights to the cash ﬂows on these assets, however, the investment policies for these assets are governed by the
terms of the reinsurance agreements.
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10. Goodwill and Intangible Assets
(a) Goodwill

The carrying value of goodwill and changes in the carrying value of goodwill are as follows:
2012

2011

Balance, beginning of year
Changes in foreign exchange rates

$

5,401
(4)

$

5,397
4

Balance, end of year

$

5,397

$

5,401

Accumulated goodwill impairment losses and changes in accumulated goodwill impairment losses are as follows:
Balance, beginning of year
Changes in foreign exchange rates

$

917
(27)

$

890
27

Balance, end of year

$

890

$

917

(b) Intangible Assets

)NTANGIBLE ASSETS OF     IN  INCLUDES INDElNITE LIFE AND lNITE LIFE INTANGIBLE ASSETS 4HE CARRYING VALUE AND CHANGES
in the carrying value of these intangible assets are as follows:
(i) Indeﬁnite life intangible assets:
2012

Brands and
trademarks

Customer
contract related

Shareholders’
portion of
acquired future
participating
account proﬁt

Total

$

726
(9)

$

2,321
(57)

$

354
–

$

3,401
(66)

Balance, end of year

$

717

$

2,264

$

354

$

3,335

Accumulated impairment
Balance, beginning of year
Changes in foreign exchange rates

$

(94)
3

$

(825)
23

$

–
–

$

(919)
26

Balance, end of year

$

(91)

$

(802)

$

–

$

(893)

Net carrying amount

$

626

$

$

354

$

2,442

1,462

GREAT-WEST LIFECO INC.

Cost
Balance, beginning of year
Changes in foreign exchange rates

2011

Brands and
trademarks

Customer
contract related

Shareholders’
portion of
acquired future
participating
account proﬁt

Total

Cost
Balance, beginning of year
Changes in foreign exchange rates

$

714
12

$

2,264
57

$

354
–

$

3,332
69

Balance, end of year

$

726

$

2,321

$

354

$

3,401

Accumulated impairment
Balance, beginning of year
Changes in foreign exchange rates

$

(91)
(3)

$

(801)
(24)

$

–
–

$

(892)
(27)

Balance, end of year

$

(94)

$

(825)

$

–

$

(919)

Net carrying amount

$

632

$

1,496

$

354

$

2,482
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10. Goodwill and Intangible Assets (cont’d)

(ii) Finite life intangible assets:
2012
Customer
contract
related

Amortization period range
Weighted average remaining amortization period
Amortization method
Cost
Balance, beginning of year
Acquisitions
Disposals
Changes in foreign exchange rates
Other

Technology

30 years
21 years
Straight-line

5 years
–
Straight-line

Property
leases

Software

5 years
–
Straight-line

Total

5–10 years
–
Straight-line

$

571
–
–
(7)
–

$

100
–
–
3
–

$

12
–
–
–
–

$

13
–
–
–
–

$

468
86
(11)
(3)
27

$

1,164
86
(11)
(7)
27

$

564

$

103

$

12

$

13

$

567

$

1,259

$

(204)
–
(31)

$

(29)
–
(5)

$

(10)
–
(2)

$

(12)
–
(1)

$

(237)
9
(64)

$

(492)
9
(103)

Balance, end of year

$

(235)

$

(34)

$

(12)

$

(13)

$

(292)

$

(586)

Net carrying amount

$

329

$

69

$

–

$

–

$

275

$

673

Balance, end of year
Accumulated amortization and impairment
Balance, beginning of year
Disposals
Amortization

GREAT-WEST LIFECO INC.

10–20 years
12 years
Straight-line

Distribution
channels

2011

Amortization period range
Weighted average remaining amortization period
Amortization method
Cost
Balance, beginning of year
Acquisitions
Changes in foreign exchange rates
Other

Distribution
channels

Technology

Property
leases

Software

10–20 years
12 years
Straight-line

30 years
22 years
Straight-line

5 years
1 year
Straight-line

5 years
1 year
Straight-line

5–10 years
–
Straight-line

Total

$

564
–
7
–

$

100
–
–
–

$

12
–
–
–

$

13
–
–
–

$

378
31
5
54

$

1,067
31
12
54

$

571

$

100

$

12

$

13

$

468

$

1,164

$

(169)
–
(1)
–
(34)

$

(24)
–
(1)
–
(4)

$

(8)
–
–
–
(2)

$

(9)
–
–
–
(3)

$

(189)
(4)
(3)
13
(54)

$

(399)
(4)
(5)
13
(97)

Balance, end of year

$

(204)

$

(29)

$

(10)

$

(12)

$

(237)

$

(492)

Net carrying amount

$

367

$

71

$

2

$

1

$

231

$

672

Balance, end of year
Accumulated amortization and impairment
Balance, beginning of year
Impairment
Changes in foreign exchange rates
Other
Amortization

100

Customer
contract
related
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(c) Goodwill and indeﬁnite life intangible assets have been assigned to cash generating units as follows:
2012
Goodwill

Canada
Group
Individual insurance/wealth management
Europe
Insurance and annuities
Reinsurance
United States
Financial services
Asset management
Total

$

$

1,033
2,740

Indeﬁnite life
intangible assets

$

–
973

Total

$

1,033
3,713

1,500
1

109
–

1,609
1

123
–

–
1,360

123
1,360

5,397

$

2,442

$

7,839

2011
Goodwill

Total

$

$

1,033
2,740

$

–
973

Total

$

1,033
3,713

1,500
1

107
–

1,607
1

127
–

–
1,402

127
1,402

5,401

$

2,482

$

7,883

(d) Recoverable Amount

The recoverable amount is determined as the higher of fair value less costs to sell and value-in-use. Fair value is determined using
a combination of commonly accepted valuation methodologies, namely comparable trading multiples, comparable transaction
multiples and discounted cash ﬂow analysis. Comparable trading and transaction multiples methodologies calculate value by
APPLYING MULTIPLES OBSERVED IN THE MARKET AGAINST HISTORICAL RESULTS OR PROJECTIONS APPROVED BY MANAGEMENT AS APPLICABLE 6ALUE
calculated by discounted cash ﬂow analysis utilizes cash ﬂow projections based on ﬁnancial budgets approved by management
COVERING AN INITIAL PERIOD TYPICALLY FOUR OR lVE YEARS  6ALUE BEYOND THE INITIAL PERIOD IS DERIVED FROM APPLYING A TERMINAL VALUE
multiple to the ﬁnal year of the initial projection period. The terminal value multiple is a function of the discount rate and the
ESTIMATED TERMINAL GROWTH RATE 4HE ESTIMATED TERMINAL GROWTH RATE IS NOT TO EXCEED THE LONG TERM AVERAGE GROWTH RATE INmATION
rate) of the markets in which the Company operates.

GREAT-WEST LIFECO INC.

Canada
Group
Individual insurance/wealth management
Europe
Insurance and annuities
Reinsurance
United States
Financial services
Asset management

Indeﬁnite life
intangible assets

4HE KEY ASSUMPTIONS USED FOR THE DISCOUNTED CASH mOW CALCULATIONS ARE BASED ON PAST EXPERIENCE AND EXTERNAL SOURCES OF
information. The key assumptions are as follows:
s 2ISK ADJUSTED DISCOUNT RATES USED FOR THE CALCULATION OF PRESENT VALUE ARE BASED ON THE #OMPANYS WEIGHTED AVERAGE COST
of capital.
s %CONOMIC ASSUMPTIONS ARE BASED ON MARKET YIELDS ON RISK FREE INTEREST RATES AT THE END OF EACH REPORTING PERIOD
s 4ERMINAL GROWTH RATE REPRESENTS THE RATE USED TO EXTRAPOLATE NEW BUSINESS CONTRIBUTIONS BEYOND THE BUSINESS PLAN PERIOD AND IS
BASED ON MANAGEMENTS ESTIMATE OF FUTURE GROWTH AND RANGE BETWEEN  AND  DEPENDING ON THE NATURE OF THE BUSINESS
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11. Owner Occupied Properties and Fixed Assets

4HE CARRYING VALUE OF OWNER OCCUPIED PROPERTIES AND lXED ASSETS AND THE CHANGES IN THE CARRYING VALUE OF OWNER OCCUPIED PROPERTIES
AND lXED ASSETS IS AS FOLLOWS
2012
Owner
occupied
properties

Carrying value, beginning of year
Less: accumulated depreciation/impairments

$

523
(32)

2011
Owner
occupied
properties

Fixed
assets

$

617
(480)

$

468
(29)

Fixed
assets

$

580
(459)

Net carrying value, beginning of year
Additions
Disposals
Depreciation
Depreciation disposals/retirements
Net foreign exchange differences

491
31
–
(5)
–
(3)

137
64
(25)
(39)
20
(3)

439
51
–
(3)
–
4

121
58
(3)
(40)
–
1

Net carrying value, end of year
Plus: accumulated depreciation/impairments

514
37

154
502

491
32

137
480

Carrying value, end of year

$

551

$

656

$

523

$

617

4HE FOLLOWING PROVIDES DETAILS OF THE NET CARRYING VALUE OF OWNER OCCUPIED PROPERTIES AND lXED ASSETS BY GEOGRAPHIC LOCATION

GREAT-WEST LIFECO INC.

2012

2011

Canada
United States
Europe

$

466
172
30

$

426
175
27

Total

$

668

$

628

4HERE ARE NO RESTRICTIONS ON THE TITLE OF THE OWNER OCCUPIED PROPERTIES AND lXED ASSETS NOR ARE THEY PLEDGED AS SECURITY FOR DEBT
12. Other Assets

2012

2011

Premiums in course of collection
Interest due and accrued
Current income taxes
Prepaid expenses
Accounts receivable
Deﬁned beneﬁt pension asset (note 23)
Deferred acquisition costs
Trading account assets in Putnam LLC (1)
Other (2)

$

484
1,098
162
92
977
415
541
313
811

$

422
1,108
181
99
813
420
529
207
504

Total

$

4,893

$

4,283

(1) Includes bonds of $225 and stocks of $88 at December 31, 2012 (bonds of $80 and stocks of $127 at December 31, 2011).
(2) Includes miscellaneous and sundry other assets of the Company.
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4OTAL OTHER ASSETS OF     IN  ARE EXPECTED TO BE REALIZED WITHIN  MONTHS FROM THE REPORTING DATE 4HIS AMOUNT EXCLUDES
DEFERRED ACQUISITION COSTS ON INVESTMENT CONTRACTS THE CHANGES IN WHICH ARE NOTED BELOW
Deferred acquisition costs

2012

2011

Balance, beginning of year
Additions
Amortization
Foreign exchange
Disposals

$

529
120
(69)
9
(48)

$

508
123
(71)
6
(37)

Balance, end of year

$

541

$

529

13. Segregated Funds
(a) Investments on account of segregated fund policyholders
2012

Cash and cash equivalents
Bonds
Mortgage loans
Stocks
Investment properties
Accrued income
Other liabilities

$

4,837
24,070
2,303
69,254
6,149
239
(1,904)

Total

$ 104,948

2011

$

5,334
21,594
2,303
63,885
5,457
287
(2,278)

$

96,582

2012

Balance, beginning of year
Additions (deductions):
Policyholder deposits
Net investment income
Net realized capital gains (losses) on investments
Net unrealized capital gains (losses) on investments
Unrealized gains (losses) due to changes in foreign exchange rates
Policyholder withdrawals
Net transfer from General Fund
Total
Balance, end of year

$ 96,582

2011

$

94,827

13,819
1,189
1,094
4,316
(213)
(11,831)
(8)

13,462
755
1,048
(3,539)
887
(10,876)
18

8,366

1,755

$ 104,948

$

96,582
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14.

Insurance and Investment Contract Liabilities

(a) Insurance and investment contract liabilities
2012
Gross
liability

Reinsurance
assets

Net

Insurance contract liabilities
Investment contract liabilities

$ 119,919
739

$

2,064
–

$ 117,855
739

Total

$ 120,658

$

2,064

$ 118,594

2011
Gross
liability

Reinsurance
assets

Net

Insurance contract liabilities
Investment contract liabilities

$ 114,730
782

$

2,061
–

$ 112,669
782

Total

$ 115,512

$

2,061

$ 113,451

(b) Composition of insurance and investment contract liabilities and related supporting assets

(i)

The composition of insurance and investment contract liabilities is as follows:
2012
Gross
liability

GREAT-WEST LIFECO INC.

Participating
Canada
United States
Europe
Non-participating
Canada
United States
Europe
Total

$ 27,851
8,942
1,241

Reinsurance
assets

$

27,283
17,356
37,985
$ 120,658

$

(88)
14
–

Net

$ 27,939
8,928
1,241

746
241
1,151

26,537
17,115
36,834

2,064

$ 118,594

2011
Gross
liability

Participating
Canada
United States
Europe
Non-participating
Canada
United States
Europe
Total

104

$

26,470
8,639
1,230

Reinsurance
assets

$

27,099
16,657
35,417
$ 115,512

$

(50)
18
–

Net

$

26,520
8,621
1,230

919
276
898

26,180
16,381
34,519

2,061

$ 113,451
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II

4HE COMPOSITION OF THE ASSETS SUPPORTING LIABILITIES AND EQUITY IS AS FOLLOWS
2012
Bonds

Carrying value
Participating liabilities
Canada
United States
Europe
Non-participating liabilities
Canada
United States
Europe
Other
Total equity

$ 12,818
4,307
874

Mortgage
loans

$

6,903
188
40

Investment
properties

Stocks

$

4,221
–
162

$

1,565
–
127
–
1,023

932
–
19

Other

$

Total

2,977
4,447
146

$ 27,851
8,942
1,241

3
–
2,173
4
394

3,768
612
10,438
108,470
11,826

27,283
17,356
37,985
115,474
17,586

17,519
14,280
22,420
6,507
3,811

4,428
2,464
2,827
493
532

Total carrying value

$ 82,536

$ 17,875

$

7,098

$

3,525

$ 142,684

$ 253,718

Fair value

$ 84,040

$ 19,067

$

7,136

$

3,525

$ 142,684

$ 256,452

Bonds

Mortgage
loans

Other

Total

2011

$

11,862
4,059
855

$

16,674
13,523
20,449
6,563
4,088

6,686
152
56

$

4,738
2,369
2,506
484
441

3,864
–
176

Investment
properties

$

1,329
–
119
–
1,216

507
–
22

$

3,551
4,428
121

$

26,470
8,639
1,230

20
–
2,092
6
554

4,338
765
10,251
100,099
9,805

27,099
16,657
35,417
107,152
16,104

Total carrying value

$

78,073

$

17,432

$

6,704

$

3,201

$ 133,358

$ 238,768

Fair value

$

79,114

$

18,662

$

6,772

$

3,201

$ 133,358

$ 241,107

GREAT-WEST LIFECO INC.

Carrying value
Participating liabilities
Canada
United States
Europe
Non-participating liabilities
Canada
United States
Europe
Other
Total equity

Stocks

Cash ﬂows of assets supporting insurance and investment contract liabilities are matched within reasonable limits. Changes in the
fair values of these assets are essentially offset by changes in the fair value of insurance and investment contract liabilities.
#HANGES IN THE FAIR VALUES OF ASSETS BACKING CAPITAL AND SURPLUS LESS RELATED INCOME TAXES WOULD RESULT IN A CORRESPONDING CHANGE
in surplus over time in accordance with investment accounting policies.
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14. Insurance and Investment Contract Liabilities (cont’d)

(c) Change in insurance contract liabilities

The change in insurance contract liabilities during the year was the result of the following business activities and changes in
actuarial estimates:
2012
Participating
Gross
liability

Reinsurance
assets

Net

Balance, beginning of year
Impact of new business
Normal change in force
Management action and changes in assumptions
Impact of foreign exchange rate changes
Impact of Crown amalgamation

$ 36,303
72
1,621
(260)
(262)
529

$

(32)
–
(6)
(34)
(2)
–

$ 36,335
72
1,627
(226)
(260)
529

Balance, end of year

$ 38,003

$

(74)

$ 38,077

Non-participating

GREAT-WEST LIFECO INC.

Gross
liability

Reinsurance
assets

Net

Total Net

Balance, beginning of year
Impact of new business
Normal change in force
Management action and changes in assumptions
Business movement from/to external parties
Impact of foreign exchange rate changes
Impact of Crown amalgamation

$ 78,427
4,664
(528)
(380)
(48)
310
(529)

$

2,093
326
35
(306)
(7)
(3)
–

$ 76,334
4,338
(563)
(74)
(41)
313
(529)

$ 112,669
4,410
1,064
(300)
(41)
53
–

Balance, end of year

$ 81,916

$

2,138

$ 79,778

$ 117,855

2011
Participating
Gross
liability

Reinsurance
assets

Net

Balance, beginning of year
Crown Ancillary reclassiﬁcation
Impact of new business
Normal change in force
Management action and changes in assumptions
Impact of foreign exchange rate changes

$

34,398
(89)
133
1,719
(139)
281

$

25
–
–
(14)
(45)
2

$

34,373
(89)
133
1,733
(94)
279

Balance, end of year

$

36,303

$

(32)

$

36,335

Non-participating
Gross
liability

106

Reinsurance
assets

Net

Total Net

Balance, beginning of year
Crown Ancillary reclassiﬁcation
Impact of new business
Normal change in force
Management action and changes in assumptions
Impact of foreign exchange rate changes

$

73,007
89
3,088
1,910
(806)
1,139

$

2,508
–
(329)
476
(583)
21

$

70,499
89
3,417
1,434
(223)
1,118

$ 104,872
–
3,550
3,167
(317)
1,397

Balance, end of year

$

78,427

$

2,093

$

76,334

$ 112,669
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Under fair value accounting, movement in the fair value of the supporting assets is a major factor in the movement of insurance
contract liabilities. Changes in the fair value of assets are largely offset by corresponding changes in the fair value of liabilities. The
change in the value of the insurance contract liabilities associated with the change in the value of the supporting assets is included
in the normal change in force above.
)N  THE MAJOR CONTRIBUTORS TO THE INCREASE IN NET INSURANCE CONTRACT LIABILITIES WERE THE IMPACT OF NEW BUSINESS   INCREASE
AND THE NORMAL CHANGE IN THE IN FORCE BUSINESS   INCREASE PRIMARILY DUE TO THE CHANGE IN FAIR VALUE
.ET NON PARTICIPATING INSURANCE CONTRACT LIABILITIES DECREASED BY  IN  DUE TO MANAGEMENT ACTIONS AND ASSUMPTION CHANGES
INCLUDING A  DECREASE IN #ANADA A  INCREASE IN %UROPE AND A  DECREASE IN THE 5NITED 3TATES
4HE DECREASE IN #ANADA WAS PRIMARILY DUE TO UPDATED LIFE INSURANCE MORTALITY  DECREASE UPDATED EXPENSES AND TAXES
($75 decrease), modeling reﬁnements across the Canadian segment ($71 decrease), updated longevity assumptions ($21 decrease)
AND UPDATED MORBIDITY ASSUMPTIONS  DECREASE PARTIALLY OFFSET BY PROVISIONS FOR ASSET AND MISMATCH RISK  INCREASE AND
INCREASED PROVISIONS FOR POLICYHOLDER BEHAVIOR IN )NDIVIDUAL )NSURANCE  INCREASE 
4HE INCREASE IN %UROPE WAS PRIMARILY DUE TO UPDATED LONGEVITY IMPROVEMENT ASSUMPTIONS  INCREASE INCREASED PROVISIONS
FOR POLICYHOLDER BEHAVIOR IN REINSURANCE  INCREASE INCREASE IN PROVISION FOR EXPENSES AND TAXES  INCREASE MODELING
reﬁnements ($32 increase), increased provisions for asset and mismatch risk ($15 increase) and updated morbidity assumptions
 INCREASE PARTIALLY OFFSET BY UPDATED BASE LONGEVITY ASSUMPTIONS  DECREASE AND UPDATED LIFE INSURANCE MORTALITY
 DECREASE 
The decrease in the United States was primarily due to updated life mortality ($33 decrease), updated longevity assumptions
 DECREASE DECREASE IN PROVISIONS FOR POLICYHOLDER BEHAVIOR  DECREASE AND UPDATED EXPENSES AND TAXES  DECREASE
partially offset by provisions for asset and mismatch risk ($7 increase).

In 2011, the major contributors to the increase in net insurance contract liabilities were the impact of new business ($3,550 increase)
AND THE NORMAL CHANGE IN THE IN FORCE BUSINESS   INCREASE PRIMARILY DUE TO THE CHANGE IN FAIR VALUE
.ET NON PARTICIPATING INSURANCE CONTRACT LIABILITIES DECREASED BY  IN  DUE TO MANAGEMENT ACTIONS AND ASSUMPTION CHANGES
INCLUDING A  DECREASE IN #ANADA A  DECREASE IN %UROPE AND A  DECREASE IN THE 5NITED 3TATES
4HE #OMPANY ADOPTED THE REVISED !CTUARIAL 3TANDARDS OF 0RACTICE FOR SUBSECTION  RELATING TO FUTURE MORTALITY IMPROVEMENT IN
insurance contract liabilities for life insurance and annuities. The resulting decrease in net non-participating insurance contract
LIABILITIES FOR LIFE INSURANCE WAS  INCLUDING A  DECREASE IN #ANADA A  DECREASE IN %UROPE PRIMARILY REINSURANCE AND
A  DECREASE IN THE 5NITED 3TATES 4HE RESULTING CHANGE IN NET INSURANCE CONTRACT LIABILITIES FOR ANNUITIES WAS A  INCREASE
INCLUDING A  INCREASE IN #ANADA A  DECREASE IN %UROPE AND A  INCREASE IN THE 5NITED 3TATES

GREAT-WEST LIFECO INC.

.ET PARTICIPATING INSURANCE CONTRACT LIABILITIES DECREASED BY  IN  DUE TO MANAGEMENT ACTIONS AND ASSUMPTION CHANGES 4HE
DECREASE WAS PRIMARILY DUE TO DECREASES IN THE PROVISION FOR FUTURE POLICYHOLDER DIVIDENDS   DECREASE IMPROVED )NDIVIDUAL
,IFE MORTALITY  DECREASE UPDATED EXPENSES AND TAXES  DECREASE AND MODELING RElNEMENTS IN #ANADA  DECREASE
PARTIALLY OFFSET BY LOWER INVESTMENT RETURNS   INCREASE INCREASED PROVISIONS FOR POLICYHOLDER BEHAVIOR  INCREASE AND
updated morbidity assumptions ($3 increase).

The remaining increase in Canada was primarily due to increased provisions for policyholder behavior in Individual Insurance
 INCREASE PROVISIONS FOR ASSET LIABILITY MATCHING  INCREASE UPDATED BASE ANNUITY MORTALITY  INCREASE AND A
RECLASSIlCATION FROM MISCELLANEOUS LIABILITIES  INCREASE PARTIALLY OFFSET BY UPDATED EXPENSES AND TAXES  DECREASE UPDATED
MORBIDITY ASSUMPTIONS  DECREASE UPDATED BASE LIFE INSURANCE MORTALITY  DECREASE MODELING RElNEMENTS ACROSS THE
#ANADIAN 3EGMENT  DECREASE AND REINSURANCE RELATED MANAGEMENT ACTIONS  DECREASE 
4HE REMAINING INCREASE IN %UROPE WAS PRIMARILY DUE TO INCREASED PROVISIONS FOR POLICYHOLDER BEHAVIOR IN REINSURANCE 
increase), updated base life insurance mortality ($50 increase) and updated morbidity assumptions ($15 increase) partially offset
BY MODELING RElNEMENTS IN THE 5+ AND 2EINSURANCE 3EGMENTS  DECREASE UPDATED BASE ANNUITY MORTALITY  DECREASE AND
REDUCED PROVISIONS FOR ASSET LIABILITY MATCHING  DECREASE 
4HE REMAINING DECREASE IN THE 5NITED 3TATES WAS PRIMARILY DUE TO UPDATED BASE ANNUITY MORTALITY  DECREASE AND UPDATED BASE
life insurance mortality ($23 decrease).
.ET PARTICIPATING INSURANCE CONTRACT LIABILITIES DECREASED BY  IN  DUE TO MANAGEMENT ACTIONS AND ASSUMPTION CHANGES
4HE DECREASE WAS PRIMARILY DUE TO DECREASES IN THE PROVISION FOR FUTURE POLICYHOLDER DIVIDENDS   DECREASE MODELING
RElNEMENTS IN #ANADA  DECREASE IMPROVED )NDIVIDUAL ,IFE MORTALITY  DECREASE INCLUDING  FROM THE 3TANDARDS OF
0RACTICE REVISION AND UPDATED EXPENSES AND TAXES  DECREASE PARTIALLY OFFSET BY LOWER INVESTMENT RETURNS   INCREASE AND
INCREASED PROVISIONS FOR POLICYHOLDER BEHAVIOR  INCREASE 
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14. Insurance and Investment Contract Liabilities (cont’d)

(d) Change in investment contract liabilities measured at fair value
2012

2011

Balance, beginning of year
Normal change in force business
Investment experience
Impact of foreign exchange rate changes

$

782
(87)
51
(7)

$

791
(54)
35
10

Balance, end of year

$

739

$

782

4HE CARRYING VALUE OF INVESTMENT CONTRACT LIABILITIES APPROXIMATES THEIR FAIR VALUE .O INVESTMENT CONTRACT LIABILITIES HAVE
been reinsured.
(e) Canadian universal life embedded derivatives

4HE #OMPANY BIFURCATED THE INDEX LINKED COMPONENT OF THE UNIVERSAL LIFE CONTRACTS AS THIS EMBEDDED DERIVATIVE IS NOT CLOSELY
related to the insurance host and is not itself an insurance contract. The forward contracts are contractual agreements in which the
POLICYHOLDER IS ENTITLED TO THE PERFORMANCE OF THE UNDERLYING INDEX 4HE POLICYHOLDER MAY SELECT ONE OR MORE INDICES FROM A LIST OF
major indices.
(f )

Actuarial assumptions

)N THE COMPUTATION OF INSURANCE CONTRACT LIABILITIES VALUATION ASSUMPTIONS HAVE BEEN MADE REGARDING RATES OF MORTALITYMORBIDITY
INVESTMENT RETURNS LEVELS OF OPERATING EXPENSES RATES OF POLICY TERMINATION AND RATES OF UTILIZATION OF ELECTIVE POLICY OPTIONS OR
PROVISIONS 4HE VALUATION ASSUMPTIONS USE BEST ESTIMATES OF FUTURE EXPERIENCE TOGETHER WITH A MARGIN FOR ADVERSE DEVIATION 4HESE
MARGINS ARE NECESSARY TO PROVIDE FOR POSSIBILITIES OF MISESTIMATION ANDOR FUTURE DETERIORATION IN THE BEST ESTIMATE ASSUMPTIONS
AND PROVIDE REASONABLE ASSURANCE THAT INSURANCE CONTRACT LIABILITIES COVER A RANGE OF POSSIBLE OUTCOMES -ARGINS ARE REVIEWED
periodically for continued appropriateness.
GREAT-WEST LIFECO INC.

The methods for arriving at these valuation assumptions are outlined below:
Mortality

A life insurance mortality study is carried out annually for each major block of insurance business. The results of each study are
USED TO UPDATE THE #OMPANYS EXPERIENCE VALUATION MORTALITY TABLES FOR THAT BUSINESS 7HEN THERE IS INSUFlCIENT DATA USE IS MADE
OF THE LATEST INDUSTRY EXPERIENCE TO DERIVE AN APPROPRIATE VALUATION MORTALITY ASSUMPTION 4HE ACTUARIAL STANDARDS WERE AMENDED
TO REMOVE THE REQUIREMENT THAT FOR LIFE INSURANCE ANY REDUCTION IN LIABILITIES DUE TO MORTALITY IMPROVEMENT ASSUMPTIONS BE OFFSET
BY AN EQUAL AMOUNT OF PROVISION FOR ADVERSE DEVIATION !PPROPRIATE PROVISIONS HAVE BEEN MADE FOR FUTURE MORTALITY DETERIORATION
on term insurance.
!NNUITANT MORTALITY IS ALSO STUDIED REGULARLY AND THE RESULTS USED TO MODIFY ESTABLISHED INDUSTRY EXPERIENCE ANNUITANT MORTALITY
TABLES -ORTALITY IMPROVEMENT HAS BEEN PROJECTED TO OCCUR THROUGHOUT FUTURE YEARS FOR ANNUITANTS
Morbidity

4HE #OMPANY USES INDUSTRY DEVELOPED EXPERIENCE TABLES MODIlED TO REmECT EMERGING #OMPANY EXPERIENCE "OTH CLAIM INCIDENCE
AND TERMINATION ARE MONITORED REGULARLY AND EMERGING EXPERIENCE IS FACTORED INTO THE CURRENT VALUATION
Property and casualty reinsurance

Insurance contract liabilities for property and casualty reinsurance written by London Reinsurance Group (LRG), a subsidiary
of London Life, are determined using accepted actuarial practices for property and casualty insurers in Canada. The insurance
CONTRACT LIABILITIES HAVE BEEN ESTABLISHED USING CASH mOW VALUATION TECHNIQUES INCLUDING DISCOUNTING 4HE INSURANCE CONTRACT
liabilities are based on cession statements provided by ceding companies. In certain instances, LRG management adjusts cession
statement amounts to reﬂect management’s interpretation of the treaty. Differences will be resolved via audits and other loss
mitigation activities. In addition, insurance contract liabilities also include an amount for incurred but not reported losses which
may differ signiﬁcantly from the ultimate loss development. The estimates and underlying methodology are continually reviewed
AND UPDATED AND ADJUSTMENTS TO ESTIMATES ARE REmECTED IN EARNINGS ,2' ANALYZES THE EMERGENCE OF CLAIMS EXPERIENCE AGAINST
EXPECTED ASSUMPTIONS FOR EACH REINSURANCE CONTRACT SEPARATELY AND AT THE PORTFOLIO LEVEL )F NECESSARY A MORE IN DEPTH ANALYSIS IS
UNDERTAKEN OF THE CEDANT EXPERIENCE
Investment returns

The assets which correspond to the different liability categories are segmented. For each segment, projected cash ﬂows from the
CURRENT ASSETS AND LIABILITIES ARE USED IN THE #ANADIAN !SSET ,IABILITY -ETHOD TO DETERMINE INSURANCE CONTRACT LIABILITIES #ASH
mOWS FROM ASSETS ARE REDUCED TO PROVIDE FOR ASSET DEFAULT LOSSES 4ESTING UNDER SEVERAL INTEREST RATE AND EQUITY SCENARIOS INCLUDING
increasing and decreasing rates) is done to provide for reinvestment risk (see note 7 (c)).
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Expenses

#ONTRACTUAL POLICY EXPENSES EG SALES COMMISSIONS AND TAX EXPENSES ARE REmECTED ON A BEST ESTIMATE BASIS %XPENSE STUDIES
FOR INDIRECT OPERATING EXPENSES ARE UPDATED REGULARLY TO DETERMINE AN APPROPRIATE ESTIMATE OF FUTURE OPERATING EXPENSES FOR THE
LIABILITY TYPE BEING VALUED )MPROVEMENTS IN UNIT OPERATING EXPENSES ARE NOT PROJECTED !N INmATION ASSUMPTION IS INCORPORATED IN
THE ESTIMATE OF FUTURE OPERATING EXPENSES CONSISTENT WITH THE INTEREST RATE SCENARIOS PROJECTED UNDER THE #ANADIAN !SSET ,IABILITY
-ETHOD AS INmATION IS ASSUMED TO BE CORRELATED WITH NEW MONEY INTEREST RATES
Policy termination

Studies to determine rates of policy termination are updated regularly to form the basis of this estimate. Industry data is also
AVAILABLE AND IS USEFUL WHERE THE #OMPANY HAS NO EXPERIENCE WITH SPECIlC TYPES OF POLICIES OR ITS EXPOSURE IS LIMITED 4HE #OMPANY
HAS SIGNIlCANT EXPOSURES IN RESPECT OF THE 4  AND ,EVEL #OST OF )NSURANCE 5NIVERSAL ,IFE PRODUCTS IN #ANADA AND POLICY
TERMINATION RATES AT THE RENEWAL PERIOD FOR RENEWABLE TERM POLICIES IN #ANADA AND 2EINSURANCE )NDUSTRY EXPERIENCE HAS GUIDED
THE #OMPANYS PERSISTENCY ASSUMPTION FOR THESE PRODUCTS AS THE #OMPANYS OWN EXPERIENCE IS VERY LIMITED
Utilization of elective policy options

4HERE ARE A WIDE RANGE OF ELECTIVE OPTIONS EMBEDDED IN THE POLICIES ISSUED BY THE #OMPANY %XAMPLES INCLUDE TERM RENEWALS
conversion to whole life insurance (term insurance), settlement annuity purchase at guaranteed rates (deposit annuities) and
guarantee re-sets (segregated fund maturity guarantees). The assumed rates of utilization are based on Company or industry
EXPERIENCE WHEN IT EXISTS AND WHEN NOT ON JUDGMENT CONSIDERING INCENTIVES TO UTILIZE THE OPTION 'ENERALLY WHENEVER IT IS CLEARLY
in the best interests of an informed policyholder to utilize an option, then it is assumed to be elected.
Policyholder dividends and adjustable policy features

(g) Risk management

(i)

Insurance risk
)NSURANCE RISK IS THE RISK THAT THE INSURED EVENT OCCURS AND THAT THERE ARE LARGE DEVIATIONS BETWEEN EXPECTED AND ACTUAL ACTUARIAL
ASSUMPTIONS INCLUDING MORTALITY PERSISTENCY LONGEVITY MORBIDITY EXPENSE VARIATIONS AND INVESTMENT RETURNS
As an insurance company, Lifeco is in the business of accepting risk associated with insurance contract liabilities. The
OBJECTIVE OF THE #OMPANY IS TO MITIGATE ITS EXPOSURE TO RISK ARISING FROM THESE CONTRACTS THROUGH PRODUCT DESIGN PRODUCT AND
geographical diversiﬁcation, the implementation of the Company’s underwriting strategy guidelines, and through the use of
reinsurance arrangements.

GREAT-WEST LIFECO INC.

Future policyholder dividends and other adjustable policy features are included in the determination of insurance contract
liabilities with the assumption that policyholder dividends or adjustable beneﬁts will change in the future in response to the
RELEVANT EXPERIENCE 4HE DIVIDEND AND POLICY ADJUSTMENTS ARE DETERMINED CONSISTENT WITH POLICYHOLDERS REASONABLE EXPECTATIONS
SUCH EXPECTATIONS BEING INmUENCED BY THE PARTICIPATING POLICYHOLDER DIVIDEND POLICIES ANDOR POLICYHOLDER COMMUNICATIONS
MARKETING MATERIAL AND PAST PRACTICE )T IS THE #OMPANYS EXPECTATION THAT CHANGES WILL OCCUR IN POLICYHOLDER DIVIDEND SCALES OR
adjustable beneﬁts for participating or adjustable business respectively, corresponding to changes in the best estimate assumptions,
resulting in an immaterial net change in insurance contract liabilities. Where underlying guarantees may limit the ability to pass all
OF THIS EXPERIENCE BACK TO THE POLICYHOLDER THE IMPACT OF THIS NON ADJUSTABILITY IMPACTING SHAREHOLDERS EARNINGS IS REmECTED IN THE
impacts of changes in best estimate assumptions above.

The following provides information about the Company’s insurance contract liabilities sensitivities to management’s best
ESTIMATE OF THE APPROXIMATE IMPACT AS A RESULT OF CHANGES IN ASSUMPTIONS USED TO DETERMINE THE #OMPANYS LIABILITY ASSOCIATED
with these contracts.
Increase (decrease) in
net earnings after tax
2012

Mortality – 2% increase
Annuitant mortality – 2% decrease
Morbidity – 5% adverse change
Investment returns
Parallel shift in yield curve
1% increase
1% decrease
Change in equity markets
10% increase
10% decrease
Change in best estimate returns for equities
1% increase
1% decrease
Expenses – 5% increase
Policy termination – 10% adverse change

2011

$
$
$

(208)
(274)
(188)

$
$
$

(188)
(176)
(181)

$
$

121
(504)

$
$

123
(511)

$
$

18
(96)

$
$

21
(57)

$
$
$
$

342
(376)
(56)
(473)

$
$
$
$

292
(316)
(55)
(435)

Great-West Lifeco Inc. Annual Report 2012
P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG03_GWL_2013-03-01_v2.indd C105

109

C 105

08/03/13 3:51 PM

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

14. Insurance and Investment Contract Liabilities (cont’d)

Concentration risk may arise from geographic regions, accumulation of risks and market risk. The concentration of insurance risk
before and after reinsurance by geographic region is described below.
2012
Gross
liability

Reinsurance
assets

2011
Gross
liability

Net

Reinsurance
assets

Canada
United States
Europe

$ 55,134
26,298
39,226

$

658
255
1,151

$ 54,476
26,043
38,075

$

53,569
25,296
36,647

$

869
294
898

Total

$ 120,658

$

2,064

$ 118,594

$ 115,512

$

2,061

Net

$

52,700
25,002
35,749

$ 113,451

(ii) Reinsurance risk
-AXIMUM LIMITS PER INSURED LIFE BENElT AMOUNT WHICH VARY BY LINE OF BUSINESS ARE ESTABLISHED FOR LIFE AND HEALTH INSURANCE AND
REINSURANCE IS PURCHASED FOR AMOUNTS IN EXCESS OF THOSE LIMITS
Reinsurance costs and recoveries as deﬁned by the reinsurance agreement are reﬂected in the valuation with these costs and
recoveries being appropriately calibrated to the direct assumptions.
Reinsurance contracts do not relieve the Company from its obligations to policyholders. Failure of reinsurers to honour their
obligations could result in losses to the Company. The Company evaluates the ﬁnancial condition of its reinsurers to minimize its
EXPOSURE TO SIGNIlCANT LOSSES FROM REINSURER INSOLVENCIES
Certain of the reinsurance contracts are on a funds withheld basis where the Company retains the assets supporting the
REINSURED INSURANCE CONTRACT LIABILITIES THUS MINIMIZING THE EXPOSURE TO SIGNIlCANT LOSSES FROM REINSURER INSOLVENCY ON
those contracts.

GREAT-WEST LIFECO INC.

15. Financing Charges

Financing charges consist of the following:
2012

Operating charges:
Interest on operating lines and short-term debt instruments

$

Financial charges:
Interest on long-term debentures and other debt instruments
Subordinated debenture issue costs
Net interest on capital trust securities
Other
Total

110

$

2011

4

$

5

231
3
27
20

231
1
33
19

281

284

285

$

289
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16. Debentures and Other Debt Instruments
2012

2011

Carrying
value

Short term
Commercial paper and other short term debt
instruments with interest rates from .27% to .35%
(.20% to .39% at December 31, 2011)
Revolving credit facility with interest equal to
LIBOR plus 1.00% or U.S. Prime Rate Loan (U.S. $200)

$

Canada Life
6.40% Subordinated debentures due December 11, 2028, unsecured
Great-West Life & Annuity Insurance Capital, LP
6.625% Deferrable debentures due November 15, 2034,
unsecured (U.S. $175)
Great-West Life & Annuity Insurance Capital, LP II
Subordinated debentures due May 16, 2046,
bearing an interest rate of 7.153% until
May 16, 2016 and thereafter, a rate of 2.538%
plus the 3-month LIBOR rate, unsecured (U.S. $300)
Putnam Acquisition Financing LLC
Term note due October 18, 2015, unsecured,
bearing an interest rate of LIBOR plus 0.75%
(U.S. $304)
Great-West Lifeco Finance (Delaware) LP
Subordinated debentures due June 21, 2067
bearing an interest rate of 5.691% until
June 21, 2017 and, thereafter, at a rate equal
to the Canadian 90-day Bankers’ Acceptance
rate plus 1.49%, unsecured
Great-West Lifeco Finance (Delaware) LP II
Subordinated debentures due June 26, 2068
bearing an interest rate of 7.127% until
June 26, 2018 and, thereafter, at a rate
equal to the Canadian 90-day Bankers’
Acceptance rate plus 3.78%, unsecured
Total long term

97

$

$

97

$

Fair
value

100

$

100

198

198

204

204

295

295

304

304

2

2

3

3

199

234

199

229

191

256

190

237

397

512

397

472

342

431

343

383

498

557

497

522

1,627

1,990

1,626

1,843

100

117

100

115

170

176

175

170

296

307

310

298

301

301

304

308

995

1,097

994

1,028

497

592

497

550

3,988

Total

Carrying
value

4,283

4,582
$

4,877

4,009
$

4,313

4,315
$

4,619
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Total short term
Long term
Operating:
Notes payable with interest rate of 8.0%
due May 6, 2014, unsecured
Capital:
Lifeco
6.14% Debentures due
March 21, 2018, unsecured
6.74% Debentures due
November 24, 2031, unsecured
6.67% Debentures due
March 21, 2033, unsecured
5.998% Debentures due
November 16, 2039, unsecured
4.65% Debentures due
August 13, 2020, unsecured

Fair
value
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17. Other Liabilities
2012

2011

Current income taxes
Accounts payable
Pension and other post-employment beneﬁts (note 23)
Deferred income reserve
Bank overdraft
Other

$

649
1,553
683
427
448
819

$

478
1,460
696
406
437
810

Total

$

4,579

$

4,287

4OTAL OTHER LIABILITIES OF     IN  ARE EXPECTED TO BE REALIZED WITHIN  MONTHS FROM THE REPORTING DATE 4HIS AMOUNT
EXCLUDES DEFERRED INCOME RESERVE THE CHANGES IN WHICH ARE NOTED BELOW
Deferred income reserve

2012

2011

Balance, beginning of year
Additions
Amortization
Foreign exchange
Disposals

$

406
103
(42)
8
(48)

$

377
97
(38)
5
(35)

Balance, end of year

$

427

$

406

18. Capital Trust Securities

GREAT-WEST LIFECO INC.

2012
Carrying
value

Capital trust securities:
Great-West Life Capital Trust
5.995% due December 31, 2052, unsecured
Canada Life Capital Trust
6.679% due June 30, 2052, unsecured
7.529% due June 30, 2052, unsecured

$

Acquisition related fair value adjustment
Trust securities held by consolidated group as investments
Trust securities held by the Company as investments
Total

$

2011
Fair
value

–

$

Carrying
value

–

$

350

Fair
value

$

363

–
150

–
216

300
150

307
197

150
14
(45)
–

216
–
(45)
–

800
15
(44)
(238)

867
–
(44)
(246)

119

$

171

$

533

$

577

Canada Life Capital Trust (CLCT) redeemed all of its outstanding $300 principal amount Canada Life Capital Securities – Series A (CLiCS
n 3ERIES ! ON *UNE   AT PAR ,IFECO PREVIOUSLY HELD  OF THESE #,I#3 n 3ERIES ! AS A LONG TERM INVESTMENT
Great-West Life Capital Trust (GWLCT) redeemed all of its outstanding $350 principal amount Great-West Life Capital Trust Securities
n 3ERIES ! '2%!4S ON $ECEMBER   AT PAR ,IFECO PREVIOUSLY HELD  OF THESE CAPITAL TRUST SECURITIES AS A LONG TERM INVESTMENT
CLCT, a trust established by Canada Life, had issued $150 of Canada Life Capital Securities – Series B (CLiCS – Series B), the proceeds of
which were used by CLCT to purchase Canada Life senior debentures in the amount of $150.
$ISTRIBUTIONS AND INTEREST ON THE CAPITAL TRUST SECURITIES ARE CLASSIlED AS lNANCING CHARGES ON THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS
(see note 15). The fair value for capital trust securities is determined by the bid-ask price. Refer to note 7 for ﬁnancial instrument risk
management disclosures.
Subject to regulatory approval, CLCT may redeem the CLiCS – Series B, in whole or in part at any time.
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19. Non-Controlling Interests

4HE #OMPANY HAD A CONTROLLING EQUITY INTEREST IN 'REAT 7EST ,IFE ,ONDON ,IFE #ANADA ,IFE 0UTNAM ,,# AND 'REAT 7EST &INANCIAL AT
December 31, 2012 and 2011.
(a) 4HE NON CONTROLLING INTERESTS OF 'REAT 7EST ,IFE ,ONDON ,IFE #ANADA ,IFE 0UTNAM ,,# 'REAT 7EST &INANCIAL AND THEIR SUBSIDIARIES
REmECTED IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS ARE AS FOLLOWS
2012

Participating account surplus in subsidiaries
Net earnings attributable to participating account before policyholder dividends
Great-West Life
London Life
Canada Life
Great-West Financial

$

2011

182
952
264
1

$

173
825
253
5

1,399
Policyholder dividends
Great-West Life
London Life
Canada Life
Great-West Financial
Net earnings – participating account surplus in subsidiaries
Non-controlling interests in subsidiaries
Total

1,256

(131)
(745)
(246)
(1)

(134)
(758)
(242)
(2)

(1,123)

(1,136)

276
2
$

278

120
1
$

121

2012

Participating account surplus in subsidiaries:
Great-West Life
London Life
Canada Life
Great-West Financial

2011

$

559
1,866
69
11

$

510
1,651
55
11

Total

$

2,505

$

2,227

Non-controlling interests in subsidiaries

$

5

$

3

GREAT-WEST LIFECO INC.

(b) The carrying value of non-controlling interests consists of the following:

$URING  ,ONDON ,IFE RE ALLOCATED THE REMAINING  OF ITS INVESTMENT IN ,2' WITH A CARRYING VALUE OF  FROM ITS PARTICIPATING
ACCOUNT TO ITS SHAREHOLDER ACCOUNT 4HE DIFFERENCE OF  BETWEEN THE CARRYING VALUE OF THE INVESTMENT AND THE FAIR VALUE OF THE
INVESTMENT OF  WAS RECORDED AS A CHARGE TO SHAREHOLDER ACCUMULATED SURPLUS AND AN INCREASE IN THE ,ONDON ,IFE PARTICIPATING
account surplus.
.ON CONTROLLING INTERESTS IN SUBSIDIARIES INCLUDES NON CONTROLLING INTERESTS IN 0UTNAM ,,# CONTROLLED INVESTMENTS IN INSTITUTIONAL
PORTFOLIO FUNDS HEDGE FUNDS 0UTNAM ,,# SPONSORED MUTUAL FUNDS AND 0AN!GORA !SSET -ANAGEMENT )NC
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19. Non-Controlling Interests (cont’d)

(c) 4HE NON CONTROLLING INTERESTS OF 'REAT 7EST ,IFE ,ONDON ,IFE #ANADA ,IFE 0UTNAM ,,# 'REAT 7EST &INANCIAL AND THEIR SUBSIDIARIES
reﬂected in other comprehensive income are as follows:
2012

Participating account surplus in subsidiaries
Other comprehensive income attributable to participating account
Great-West Life
London Life
Canada Life
Great-West Financial
Total

2011

$

(2)
2
(4)
–

$

10
48
3
1

$

(4)

$

62

20. Share Capital

Authorized
5NLIMITED &IRST 0REFERRED 3HARES #LASS ! 0REFERRED 3HARES AND 3ECOND 0REFERRED 3HARES
Unlimited Common Shares with no par value
Issued and outstanding and fully paid
2012

2011
Carrying
Value

GREAT-WEST LIFECO INC.

Number

First Preferred Shares
Series F, 5.90% Non-Cumulative
Series G, 5.20% Non-Cumulative
Series H, 4.85% Non-Cumulative
Series I, 4.50% Non-Cumulative
Series L, 5.65% Non-Cumulative
Series M, 5.80% Non-Cumulative
Series P, 5.40% Non-Cumulative
Series Q, 5.15% Non-Cumulative
Series R, 4.80% Non-Cumulative
Series J, 6.00% Non-Cumulative
Series N, 3.65% Non-Cumulative

Carrying
Value

Number

7,740,032
12,000,000
12,000,000
12,000,000
6,800,000
6,000,000
10,000,000
8,000,000
8,000,000
9,200,000
10,000,000

$

194
300
300
300
170
150
250
200
200
230
250

7,741,790
12,000,000
12,000,000
12,000,000
6,800,000
6,000,000
–
–
–
9,200,000
10,000,000

$

194
300
300
300
170
150
–
–
–
230
250

Total

101,740,032

$

2,544

75,741,790

$

1,894

Common shares
Balance, beginning of year
Issued under Stock Option Plan

949,764,141
832,299

$

5,828
20

948,458,395
1,305,746

$

5,802
26

950,596,440

$

5,848

949,764,141

$

5,828

Balance, end of year
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Preferred Shares

/N /CTOBER   THE #OMPANY ISSUED    3ERIES 2  .ON #UMULATIVE &IRST 0REFERRED 3HARES AT  PER SHARE 4HE SHARES
are redeemable at the option of the Company on or after December 31, 2017 for $25.00 per share plus a premium if redeemed prior to
$ECEMBER   TOGETHER IN EACH CASE WITH ALL DECLARED AND UNPAID DIVIDENDS UP TO BUT EXCLUDING THE DATE lXED FOR REDEMPTION
4RANSACTION COSTS INCURRED IN CONNECTION WITH THE PREFERRED SHARE ISSUE OF   AFTER TAX WERE CHARGED TO ACCUMULATED SURPLUS
/N *ULY   THE #OMPANY ISSUED    3ERIES 1  .ON #UMULATIVE &IRST 0REFERRED 3HARES AT  PER SHARE 4HE SHARES
are redeemable at the option of the Company on or after September 30, 2017 for $25.00 per share plus a premium if redeemed prior to
3EPTEMBER   TOGETHER IN EACH CASE WITH ALL DECLARED AND UNPAID DIVIDENDS UP TO BUT EXCLUDING THE DATE lXED FOR REDEMPTION
4RANSACTION COSTS INCURRED IN CONNECTION WITH THE PREFERRED SHARE ISSUE OF   AFTER TAX WERE CHARGED TO SURPLUS
/N &EBRUARY   THE #OMPANY ISSUED    3ERIES 0  .ON #UMULATIVE &IRST 0REFERRED 3HARES AT  PER SHARE 4HE
SHARES ARE REDEEMABLE AT THE OPTION OF THE #OMPANY ON OR AFTER -ARCH   FOR  PER SHARE PLUS A PREMIUM IF REDEEMED PRIOR
TO -ARCH   TOGETHER IN EACH CASE WITH ALL DECLARED AND UNPAID DIVIDENDS UP TO BUT EXCLUDING THE DATE lXED FOR REDEMPTION
4RANSACTION COSTS INCURRED IN CONNECTION WITH THE PREFERRED SHARE ISSUE OF   AFTER TAX WERE CHARGED TO SURPLUS
4HE 3ERIES &  .ON #UMULATIVE &IRST 0REFERRED 3HARES ARE CURRENTLY REDEEMABLE AT THE OPTION OF THE #OMPANY FOR  PER SHARE
$URING  THE #OMPANY RECOGNIZED THE SURRENDER OF   3ERIES & &IRST 0REFERRED 3HARES WITH A CARRYING VALUE OF 
4HE 3ERIES '  .ON #UMULATIVE &IRST 0REFERRED 3HARES ARE CURRENTLY REDEEMABLE AT THE OPTION OF THE #OMPANY FOR  PER SHARE
plus a premium if the shares are redeemed before December 31, 2013, together in each case with all declared and unpaid dividends to
BUT EXCLUDING THE DATE OF REDEMPTION
4HE 3ERIES (  .ON #UMULATIVE &IRST 0REFERRED 3HARES ARE CURRENTLY REDEEMABLE AT THE OPTION OF THE #OMPANY FOR  PER SHARE
PLUS A PREMIUM IF THE SHARES ARE REDEEMED BEFORE 3EPTEMBER   TOGETHER IN EACH CASE WITH ALL DECLARED AND UNPAID DIVIDENDS TO
BUT EXCLUDING THE DATE OF REDEMPTION
4HE 3ERIES )  .ON #UMULATIVE &IRST 0REFERRED 3HARES ARE CURRENTLY REDEEMABLE AT THE OPTION OF THE #OMPANY FOR  PER SHARE
plus a premium if the shares are redeemed before June 30, 2015, together in each case with all declared and unpaid dividends to but
EXCLUDING THE DATE OF REDEMPTION

4HE 3ERIES -  .ON #UMULATIVE &IRST 0REFERRED 3HARES ARE REDEEMABLE AT THE OPTION OF THE #OMPANY ON OR AFTER -ARCH   FOR
 PER SHARE PLUS A PREMIUM IF REDEEMED PRIOR TO -ARCH   TOGETHER IN EACH CASE WITH ALL DECLARED AND UNPAID DIVIDENDS TO BUT
EXCLUDING THE DATE OF REDEMPTION TOGETHER IN EACH CASE WITH ALL DECLARED AND UNPAID DIVIDENDS TO BUT EXCLUDING THE DATE OF REDEMPTION
4HE 3ERIES *  .ON #UMULATIVE  9EAR 2ATE 2ESET &IRST 0REFERRED 3HARES ARE REDEEMABLE AT THE OPTION OF THE #OMPANY ON
December 31, 2013 and on December 31 every ﬁve years thereafter for $25 per share plus all declared and unpaid dividends to the
DATE lXED FOR REDEMPTION 3UBJECT TO THE #OMPANYS RIGHT OF REDEMPTION AND CERTAIN OTHER RESTRICTIONS ON CONVERSION DESCRIBED IN
THE 3ERIES * SHARE CONDITIONS EACH 3ERIES * SHARE IS CONVERTIBLE INTO ONE 3ERIES + &IRST 0REFERRED 3HARE AT THE OPTION OF THE HOLDERS ON
December 31, 2013 and on December 31 every ﬁve years thereafter.

GREAT-WEST LIFECO INC.

4HE 3ERIES ,  .ON #UMULATIVE &IRST 0REFERRED 3HARES ARE REDEEMABLE AT THE OPTION OF THE #OMPANY ON OR AFTER $ECEMBER  
FOR  PER SHARE PLUS A PREMIUM IF THE SHARES ARE REDEEMED BEFORE $ECEMBER   TOGETHER IN EACH CASE WITH ALL DECLARED AND
UNPAID DIVIDENDS TO BUT EXCLUDING THE DATE OF REDEMPTION

4HE 3ERIES .  .ON #UMULATIVE  9EAR 2ATE 2ESET &IRST 0REFERRED 3HARES ARE REDEEMABLE AT THE OPTION OF THE #OMPANY ON
December 31, 2015 and on December 31 every ﬁve years thereafter for $25 per share plus all declared and unpaid dividends to the
DATE lXED FOR REDEMPTION 3UBJECT TO THE #OMPANYS RIGHT OF REDEMPTION AND CERTAIN OTHER RESTRICTIONS ON CONVERSION DESCRIBED IN
THE 3ERIES . SHARE CONDITIONS EACH 3ERIES . SHARE IS CONVERTIBLE INTO ONE 3ERIES / &IRST 0REFERRED 3HARE AT THE OPTION OF THE HOLDERS ON
December 31, 2015 and on December 31 every ﬁve years thereafter.
Common Shares

/N $ECEMBER   THE #OMPANY ANNOUNCED A NORMAL COURSE ISSUER BID COMMENCING $ECEMBER   AND TERMINATING $ECEMBER
  TO PURCHASE FOR CANCELLATION UP TO BUT NOT MORE THAN    COMMON SHARES .O SHARES WERE REPURCHASED UNDER THE #OMPANYS
normal course issuer bid during 2012.
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21. Capital Management

(a) Policies and Objectives
-ANAGING CAPITAL IS THE CONTINUAL PROCESS OF ESTABLISHING AND MAINTAINING THE QUANTITY AND QUALITY OF CAPITAL APPROPRIATE FOR THE
#OMPANY AND ENSURING CAPITAL IS DEPLOYED IN A MANNER CONSISTENT WITH THE EXPECTATIONS OF THE #OMPANYS STAKEHOLDERS &OR THESE
purposes, the Board considers the key stakeholders to be the Company’s shareholders, policyholders and holders of subordinated
liabilities in addition to the relevant regulators in the various jurisdictions where the Company and its subsidiaries operate.
The Company manages its capital on both a consolidated basis as well as at the individual operating subsidiary level. The primary
objectives of the Company’s capital management strategy are:
s TO MAINTAIN THE CAPITALIZATION OF ITS REGULATED OPERATING SUBSIDIARIES AT A LEVEL THAT WILL EXCEED THE RELEVANT MINIMUM REGULATORY
CAPITAL REQUIREMENTS IN THE JURISDICTIONS IN WHICH THEY OPERATE
s TO MAINTAIN STRONG CREDIT AND lNANCIAL STRENGTH RATINGS OF THE #OMPANY ENSURING STABLE ACCESS TO CAPITAL MARKETS AND
s TO PROVIDE AN EFlCIENT CAPITAL STRUCTURE TO MAXIMIZE SHAREHOLDERS VALUE IN THE CONTEXT OF THE #OMPANYS OPERATIONAL RISKS AND
strategic plans.
4HE #OMPANY HAS ESTABLISHED POLICIES AND PROCEDURES DESIGNED TO IDENTIFY MEASURE AND REPORT ALL MATERIAL RISKS -ANAGEMENT IS
responsible for establishing capital management procedures for implementing and monitoring the capital plan.
4HE CAPITAL PLANNING PROCESS IS THE RESPONSIBILITY OF THE #OMPANYS #HIEF &INANCIAL /FlCER 4HE CAPITAL PLAN IS REVIEWED BY THE
%XECUTIVE #OMMITTEE OF THE "OARD OF $IRECTORS AND APPROVED BY THE #OMPANYS "OARD OF $IRECTORS ON AN ANNUAL BASIS 4HE "OARD
of Directors reviews and approves all capital transactions undertaken by management.
The target level of capitalization for the Company and its subsidiaries is assessed by considering various factors such as the
PROBABILITY OF FALLING BELOW THE MINIMUM REGULATORY CAPITAL REQUIREMENTS IN THE RELEVANT OPERATING JURISDICTION THE VIEWS EXPRESSED
by various credit rating agencies that provide ﬁnancial strength and other ratings to the Company, and the desire to hold sufﬁcient
capital to be able to honour all policyholder and other obligations of the Company with a high degree of conﬁdence.
(b) Regulatory Capital
GREAT-WEST LIFECO INC.

)N #ANADA /FlCE OF THE 3UPERINTENDENT OF &INANCIAL )NSTITUTIONS #ANADA HAS ESTABLISHED A CAPITAL ADEQUACY MEASUREMENT FOR LIFE
INSURANCE COMPANIES INCORPORATED UNDER THE )NSURANCE #OMPANIES !CT #ANADA AND THEIR SUBSIDIARIES KNOWN AS THE -INIMUM
#ONTINUING #APITAL AND 3URPLUS 2EQUIREMENTS &OR THIS PURPOSE VARIOUS ADDITIONS OR DEDUCTIONS FROM CAPITAL ARE MANDATED BY THE
GUIDELINES ISSUED BY /FlCE OF THE 3UPERINTENDENT OF &INANCIAL )NSTITUTIONS #ANADA 4HE FOLLOWING TABLE PROVIDES A SUMMARY OF THE
-INIMUM #ONTINUING #APITAL AND 3URPLUS 2EQUIREMENTS INFORMATION AND RATIOS FOR 'REAT 7EST ,IFE
2012

Adjusted Net Tier 1 Capital
Net Tier 2 Capital

116

$

8,699
1,710

2011

$

7,918
1,698

Total Capital Available

$ 10,409

$

9,616

Total Capital Required

$

$

4,709

5,018

Tier 1 Ratio

173%

168%

Total Ratio

207%

204%
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At December 31, 2012, the Risk Based Capital ratio of Great-West Financial, Lifeco’s regulated U.S. operating company was estimated
TO BE  OF THE #OMPANY !CTION ,EVEL SET BY THE .ATIONAL !SSOCIATION OF )NSURANCE #OMMISSIONERS 'REAT 7EST &INANCIAL REPORTS
its Risk Based Capital ratio annually to U.S. insurance regulators.
)N THE 5NITED +INGDOM #ANADA ,IFE ,IMITED #,, IS REQUIRED TO SATISFY THE CAPITAL RESOURCES REQUIREMENTS SET OUT IN THE )NTEGRATED
0RUDENTIAL 3OURCEBOOK PART OF THE &INANCIAL 3ERVICES !UTHORITY (ANDBOOK 4HE CAPITAL REQUIREMENTS ARE SET PRESCRIBED BY A
FORMULAIC CAPITAL REQUIREMENT 0ILLAR  AND AN INDIVIDUAL CAPITAL ADEQUACY FRAMEWORK WHICH REQUIRES AN ENTITY TO SELF ASSESS AN
appropriate amount of capital it should hold, based on the risks encountered from its business activities. At the end of 2012, CLL
COMPLIED WITH THE MINIMUM CAPITAL RESOURCE REQUIREMENTS IN THE 5NITED +INGDOM
/THER FOREIGN OPERATIONS AND FOREIGN SUBSIDIARIES OF THE #OMPANY ARE REQUIRED TO COMPLY WITH LOCAL CAPITAL OR SOLVENCY REQUIREMENTS
in their respective jurisdictions. At December 31, 2012 and December 31, 2011 the Company maintained capital levels above the
MINIMUM LOCAL REGULATORY REQUIREMENTS IN EACH OF ITS OTHER FOREIGN OPERATIONS /NE OF THE FOREIGN OPERATIONS IS IN DISCUSSIONS WITH
ITS REGULATOR REGARDING THE ADMISSIBILITY OF CERTAIN ASSETS FOR THE PURPOSE OF CALCULATING SUCH LOCAL REGULATORY REQUIREMENTS
22. Share-Based Payments

(a) 4HE #OMPANY HAS A STOCK OPTION PLAN THE 0LAN PURSUANT TO WHICH OPTIONS TO SUBSCRIBE FOR COMMON SHARES OF ,IFECO MAY BE
granted to certain ofﬁcers and employees of Lifeco and its afﬁliates. The Company’s Compensation Committee (the Committee)
ADMINISTERS THE 0LAN AND SUBJECT TO THE SPECIlC PROVISIONS OF THE 0LAN lXES THE TERMS AND CONDITIONS UPON WHICH OPTIONS ARE
GRANTED 4HE EXERCISE PRICE OF EACH OPTION GRANTED UNDER THE 0LAN IS lXED BY THE #OMMITTEE BUT CANNOT UNDER ANY CIRCUMSTANCES
BE LESS THAN THE WEIGHTED AVERAGE TRADING PRICE PER ,IFECO COMMON SHARE ON THE 4ORONTO 3TOCK %XCHANGE FOR THE lVE TRADING DAYS
preceding the date of the grant. Termination of employment may, in certain circumstances, result in forfeiture of the options,
unless otherwise determined by the Committee.

4O DATE FOUR CATEGORIES OF OPTIONS HAVE BEEN GRANTED UNDER THE 0LAN 4HE EXERCISE OF THE OPTIONS IN THREE OF THESE FOUR CATEGORIES
IS SUBJECT TO THE ATTAINMENT OF CERTAIN lNANCIAL TARGETS OF THE #OMPANY /PTIONS VEST OVER A PERIOD OF UP TO EIGHT YEARS !LL OF THE
OPTIONS HAVE A MAXIMUM EXERCISE PERIOD OF TEN YEARS 4HE MAXIMUM NUMBER OF ,IFECO COMMON SHARES THAT MAY BE ISSUED UNDER
THE 0LAN IS CURRENTLY   
4HE FOLLOWING SUMMARIZES THE STATUS OF AND CHANGES IN OPTIONS OUTSTANDING AND THE WEIGHTED AVERAGE EXERCISE PRICE
2012

Options

2011
Weighted
average
exercise price

Options

Weighted
average
exercise price

Outstanding, beginning of year
Granted
Exercised
Forfeited/expired

13,384,869
2,138,100
(832,299)
(217,100)

$

28.59
23.16
19.33
28.03

13,577,642
1,666,100
(1,305,746)
(553,127)

$

27.99
27.07
18.37
33.47

Outstanding, end of year

14,473,570

$

28.33

13,384,869

$

28.59

9,379,680

$

28.93

9,366,858

$

27.98

Options exercisable at end of year

GREAT-WEST LIFECO INC.

$URING     OPTIONS WERE GRANTED    OPTIONS WERE GRANTED DURING   4HE WEIGHTED AVERAGE FAIR VALUE OF
OPTIONS GRANTED DURING  WAS  PER OPTION  PER OPTION IN   4HE FAIR VALUE OF EACH OPTION WAS ESTIMATED USING
the Black-Scholes option-pricing model with the following weighted average assumptions used for those options granted in 2012:
DIVIDEND YIELD  EXPECTED VOLATILITY  RISK FREE INTEREST RATE  AND EXPECTED LIFE OF  YEARS

4HE WEIGHTED AVERAGE SHARE PRICE AT THE DATE OF EXERCISE OF STOCK OPTIONS FOR THE YEAR ENDED $ECEMBER   WAS 
 IN  
#OMPENSATION EXPENSE DUE TO TRANSACTIONS ACCOUNTED FOR AS EQUITY SETTLED SHARE BASED PAYMENTS OF  AFTER TAX IN   AFTER
TAX IN  ARISING FROM TRANSACTIONS IN WHICH THE SERVICES RECEIVED DID NOT QUALIFY FOR RECOGNITION AS AN ASSET HAS BEEN RECOGNIZED
IN THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS
The entity measured the compensation for the Directors’ services based on fair value when measuring the services received in the
deferred share unit plan.

Great-West Lifeco Inc. Annual Report 2012
P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG03_GWL_2013-03-01_v2.indd C113

117

C 113

08/03/13 3:51 PM

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

22. Share-Based Payments (cont’d)

4HE FOLLOWING SUMMARIZES INFORMATION ON THE RANGES OF EXERCISE PRICES INCLUDING WEIGHTED AVERAGE REMAINING CONTRACTUAL LIFE AT
December 31, 2012:
Outstanding

Exercise price ranges

GREAT-WEST LIFECO INC.

$19.42 – $37.22
$24.17 – $29.84
$28.26 – $29.84
$27.13 – $31.27
$23.16 – $37.22
$28.59 – $31.27
$25.65 – $27.13
$21.73 – $27.16
$23.16

Options

1,549,040
851,000
1,893,000
565,400
1,468,100
3,683,270
848,500
1,498,260
2,117,000

Weighted
average
remaining
contractual life

0.51
1.31
2.95
3.51
4.19
5.39
7.25
8.17
9.16

Exercisable
Weighted
average
exercise price

22.20
26.68
29.82
30.32
36.69
30.69
26.95
27.06
23.16

Options

1,549,040
851,000
1,893,000
565,400
848,524
2,949,936
370,600
352,180
–

Weighted
average
exercise price

22.20
26.68
29.82
30.32
36.37
30.61
26.96
27.07
–

Expiry

2013
2014
2015
2016
2017
2018
2020
2021
2022

(b) In order to promote a greater alignment of interest between Directors and the shareholders of the Company, Great-West Life,
'REAT 7EST &INANCIAL AND 0UTNAM ,,# HAVE ESTABLISHED VOLUNTARY $EFERRED 3HARE 5NIT 0LANS ANDOR MANDATORY $EFERRED 3HARE 5NIT
0LANS THE h6OLUNTARY $35 0LANSv AND THE h-ANDATORY $35 0LANSv RESPECTIVELY IN WHICH THE $IRECTORS OF THE #OMPANY PARTICIPATE
5NDER THE -ANDATORY $35 0LANS EACH $IRECTOR WHO IS A RESIDENT OF #ANADA OR THE 5NITED 3TATES RECEIVES   OF HIS OR HER
ANNUAL RETAINER IN THE FORM OF $EFERRED 3HARE 5NITS 5NDER THE 6OLUNTARY $35 0LANS EACH $IRECTOR MAY ELECT TO RECEIVE THE BALANCE
of his or her annual retainer (including Board Committee fees) and his or her attendance fees entirely in the form of Deferred Share
5NITS ENTIRELY IN CASH OR EQUALLY IN CASH AND $EFERRED 3HARE 5NITS )N BOTH CASES THE NUMBER OF $EFERRED 3HARE 5NITS GRANTED IS
determined by dividing the amount of remuneration payable to the Director by the weighted average trading price per Common
3HARE ON THE 4ORONTO 3TOCK %XCHANGE FOR THE LAST lVE TRADING DAYS OF THE PRECEDING lSCAL QUARTER SUCH WEIGHTED AVERAGE TRADING
PRICE BEING THE hVALUE OF A $EFERRED 3HARE 5NITv  $IRECTORS RECEIVE ADDITIONAL $EFERRED 3HARE 5NITS IN RESPECT OF DIVIDENDS PAYABLE
on the Common Shares based on the value of a Deferred Share Unit at that time. Deferred Share Units are generally redeemable at
the time that an individual ceases to be a Director by a lump sum cash payment, based on the value of the Deferred Share Units on
THE DATE OF REDEMPTION 4HIS AMOUNT IS FULLY TAXABLE AS INCOME IN THE YEAR IN WHICH IT IS RECEIVED )N   IN DIRECTORS FEES WERE
USED TO ACQUIRE $EFERRED 3HARE 5NITS  IN  
(c) %FFECTIVE 3EPTEMBER   0UTNAM ,,# SPONSORED THE 0UTNAM )NVESTMENTS ,,# %QUITY )NCENTIVE 0LAN 5NDER THE TERMS OF
THE %QUITY )NCENTIVE 0LAN 0UTNAM ,,# IS AUTHORIZED TO GRANT OR SELL #LASS " 3HARES OF 0UTNAM ,,# THE 0UTNAM #LASS " 3HARES
SUBJECT TO CERTAIN RESTRICTIONS AND TO GRANT OPTIONS TO PURCHASE 0UTNAM #LASS " 3HARES COLLECTIVELY THE !WARDS TO CERTAIN SENIOR
MANAGEMENT AND KEY EMPLOYEES OF 0UTNAM ,,# AT FAIR VALUE AT THE TIME OF THE AWARD &AIR VALUE IS DETERMINED UNDER THE VALUATION
METHODOLOGY OUTLINED IN THE %QUITY )NCENTIVE 0LAN !WARDS VEST OVER A PERIOD OF UP TO lVE YEARS AND ARE SPECIlED IN THE INDIVIDUALS
AWARD LETTER (OLDERS OF 0UTNAM #LASS " 3HARES ARE NOT ENTITLED TO VOTE OTHER THAN IN RESPECT OF CERTAIN MATTERS IN REGARDS TO THE
%QUITY )NCENTIVE 0LAN AND HAVE NO RIGHTS TO CONVERT THEIR SHARES INTO ANY OTHER SECURITIES 4HE NUMBER OF 0UTNAM #LASS " 3HARES
THAT MAY BE SUBJECT TO !WARDS UNDER THE %QUITY )NCENTIVE 0LAN IS LIMITED TO    4HE SHARE BASED PAYMENTS AWARDED UNDER
THE %QUITY )NCENTIVE 0LAN ARE CASH SETTLED AND INCLUDED WITHIN OTHER LIABILITIES ON THE #ONSOLIDATED "ALANCE 3HEETS
The Company uses the fair-value based method to account for restricted Class B shares and options on Class B shares granted to
EMPLOYEES UNDER THE %QUITY )NCENTIVE 0LAN 4HE FAIR VALUE OF RESTRICTED #LASS " SHARES AND OPTIONS ON #LASS " SHARES IS DETERMINED
ON EACH GRANT DATE $URING  0UTNAM ,,# GRANTED       IN  RESTRICTED #LASS " COMMON SHARES AND NO
options in 2012 or 2011 to certain members of senior management and key employees.
#OMPENSATION EXPENSE RECORDED FOR THE YEAR ENDED $ECEMBER   RELATED TO RESTRICTED #LASS " COMMON SHARES AND #LASS "
STOCK OPTIONS EARNED WAS   IN  AND IS RECORDED IN OPERATING EXPENSES ON THE #ONSOLIDATED 3TATEMENTS OF %ARNINGS
!T $ECEMBER   THE CARRYING VALUE AND INTRINSIC VALUE OF THE RESTRICTED #LASS " 3HARE AND STOCK OPTION LIABILITY IS 
($101 in 2011).
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(d) #ERTAIN EMPLOYEES OF 0AN!GORA A SUBSIDIARY OF 0UTNAM ,,# ARE ELIGIBLE TO PARTICIPATE IN THE 0AN!GORA -ANAGEMENT %QUITY 0LAN
UNDER WHICH #LASS # 3HARES OF 0AN!GORA AND OPTIONS AND STOCK APPRECIATION RIGHTS ON #LASS # 3HARES OF 0AN!GORA MAY BE ISSUED
(OLDERS OF 0AN!GORA #LASS # 3HARES ARE NOT ENTITLED TO VOTE AND HAVE NO RIGHTS TO CONVERT THEIR SHARES INTO ANY OTHER SECURITIES
4HE NUMBER OF 0AN!GORA #LASS # 3HARES MAY NOT EXCEED TWENTY PERCENT OF THE EQUITY OF 0AN!GORA ON A FULLY EXERCISED AND
converted basis.
Class C shares are treated as cash-settled liabilities on the Consolidated Balance Sheets within share-based compensation payable.
4HE FAIR VALUE OF THE SHARES IS ESTIMATED QUARTERLY AND VALUED ON AN ANNUAL BASIS BY AN INDEPENDENT VALUATION EXPERT
#OMPENSATION EXPENSE RECORDED FOR THE YEAR ENDED $ECEMBER   RELATED TO RESTRICTED #LASS # 3HARES AND STOCK APPRECIATION
RIGHTS WAS  IN   IN  AND IS INCLUDED AS A COMPONENT OF OPERATING EXPENSES IN THE #ONSOLIDATED 3TATEMENTS OF
%ARNINGS !T $ECEMBER   THE CARRYING VALUE AND INTRINSIC VALUE OF THE #LASS # 3HARE AND STOCK APPRECIATION RIGHTS LIABILITY
is $37 ($22 in 2011).
23. Pension Plans and Other Post-Employment Benefits

The Company’s subsidiaries maintain contributory and non-contributory deﬁned beneﬁt pension plans for certain employees and
advisors. The Company’s subsidiaries also maintain deﬁned contribution pension plans for certain employees and advisors.
The deﬁned beneﬁt pension plans provide pensions based on length of service and ﬁnal average pay. For most plans, active plan
PARTICIPANTS SHARE IN THE COST OF BENElTS THROUGH EMPLOYEE CONTRIBUTIONS #ERTAIN PENSION PAYMENTS ARE INDEXED EITHER ON AN AD HOC
basis or a guaranteed basis. The determination of the deﬁned beneﬁt obligation reﬂects pension beneﬁts in accordance with the terms
of the plans. The assets supporting the funded pension plans are held in separate trusteed pension funds. The obligations for the wholly
unfunded plans are included in other liabilities and are supported by general assets. The recognized current cost of pension beneﬁts is
CHARGED TO OPERATING EXPENSES
%FFECTIVE *ANUARY   BOTH THE 'REAT 7EST ,IFE !SSURANCE #OMPANY #ANADIAN %MPLOYEES 0ENSION 0LAN AND THE ,ONDON ,IFE 3TAFF
0ENSION 0LAN ADDED A DElNED CONTRIBUTION PROVISION TO THEIR PLANS !LL NEW HIRES AFTER THIS DATE ARE ELIGIBLE ONLY FOR DElNED CONTRIBUTION
BENElTS 4HIS CHANGE WILL REDUCE THE #OMPANYS DElNED BENElT PLAN EXPOSURE IN FUTURE YEARS

The Company’s subsidiaries also provide post-employment health, dental and life insurance beneﬁts to eligible employees, advisors
and their dependents. Retirees share in the cost of beneﬁts through deductibles, co-insurance and caps on beneﬁts. The amount of
some of the post-employment beneﬁts other than pensions depends on future cost escalation. These post-employment beneﬁts are not
pre-funded and the amount of the obligation for these beneﬁts is included in other liabilities and is supported by general assets. The
RECOGNIZED CURRENT COST OF POST EMPLOYMENT NON PENSION BENElTS IS CHARGED TO OPERATING EXPENSES
0RIOR YEARS CUMULATIVE EXPERIENCE GAINS OR LOSSES IN EXCESS OF THE GREATER OF  OF THE BEGINNING OF YEAR FAIR VALUE OF PLAN ASSETS AND
DElNED BENElT OBLIGATION ARE AMORTIZED OVER THE EXPECTED AVERAGE REMAINING WORKING LIVES OF THE EMPLOYEEADVISOR GROUP

GREAT-WEST LIFECO INC.

The deﬁned contribution pension plans provide pension beneﬁts based on accumulated employee and Company contributions. Company
CONTRIBUTIONS TO THESE PLANS ARE A SET PERCENTAGE OF EMPLOYEES ANNUAL INCOME AND MAY BE SUBJECT TO CERTAIN VESTING REQUIREMENTS

Subsidiaries of the Company have declared partial windups in respect of certain deﬁned beneﬁt pension plans, the impact of which has
not been reﬂected in the pension plan accounts.
4HE OVERALL EXPECTED RATE OF RETURN ON PLAN ASSETS FOR THE YEAR IS DETERMINED BASED ON LONG TERM MARKET EXPECTATIONS PREVAILING AT THE
BEGINNING OF THE YEAR FOR EACH ASSET CLASS WEIGHTED BY PORTFOLIO ALLOCATION LESS AN ALLOWANCE IN RESPECT OF ALL EXPENSES EXPECTED TO BE
charged to the fund. Anticipated future long-term performance of individual asset categories is considered, reﬂecting management’s
BEST ESTIMATES OF EXPECTED FUTURE INmATION AND EXPECTED REAL YIELDS ON lXED INCOME SECURITIES AND EQUITIES 3INCE THE PRIOR YEAR END
THERE HAVE BEEN NO CHANGES IN THE METHOD USED TO DETERMINE THE OVERALL EXPECTED RATE OF RETURN
The period of time over which beneﬁts are assumed to be paid is based on best estimates of future mortality, including allowances for
MORTALITY IMPROVEMENTS -ORTALITY ASSUMPTIONS ARE SIGNIlCANT IN MEASURING THE DElNED BENElT OBLIGATION FOR DElNED BENElT PLANS
4HE MORTALITY ASSUMPTIONS APPLIED BY THE #OMPANY TAKE INTO CONSIDERATION AVERAGE LIFE EXPECTANCY INCLUDING ALLOWANCES FOR FUTURE
mortality improvement as appropriate, and reﬂect variations in such factors as age, gender and geographic location. The assumptions
also take into consideration an estimation of future improvements in longevity. This estimate is subject to considerable uncertainty and
JUDGMENT IS REQUIRED IN ESTABLISHING THIS ASSUMPTION
The mortality tables are reviewed at least annually, and assumptions are in accordance with accepted actuarial practice in Canada.
%MERGING PLAN EXPERIENCE IS REVIEWED AND CONSIDERED IN ESTABLISHING THE BEST ESTIMATE FOR FUTURE MORTALITY
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23. Pension Plans and Other Post-Employment Benefits (cont’d)

The following reﬂects the ﬁnancial position of the Company’s contributory and non-contributory deﬁned beneﬁt plans:
(a) Plan Assets, Benefit Obligation and Funded Status
Deﬁned beneﬁt
pension plans
2012

Change in Fair Value of Plan Assets
Fair value of plan assets, beginning of year
Reclassiﬁcation of plan assets
Expected return on plan assets
Employee contributions
Employer contributions
Actuarial gains (losses)
Beneﬁts paid
Foreign currency exchange rate changes
Fair value of plan assets, end of year

GREAT-WEST LIFECO INC.

Change in Deﬁned Beneﬁt Obligation
Deﬁned beneﬁt obligation, beginning of year
Reclassiﬁcation of liability
Employer current service cost
Employee contributions
Interest on deﬁned beneﬁt obligation
Actuarial (gains) losses
Beneﬁts paid
Past service cost
Foreign currency exchange rate changes
Deﬁned beneﬁt obligation, end of year
Asset (Liability) recognized in the Consolidated Balance Sheets
Funded status of plans – surplus (deﬁcit)
Unrecognized past service costs (credits)
Net actuarial (gains) losses
Unrecognized amount due to limit on asset

Other postemployment beneﬁts

2011

2012

2011

$

3,137
(17)
176
16
95
83
(169)
(5)

$

3,122
–
191
16
94
(120)
(179)
13

$

–
–
–
–
17
–
(17)
–

$

–
–
–
–
17
–
(17)
–

$

3,316

$

3,137

$

–

$

–

$

3,470
(17)
73
16
174
374
(169)
–
(9)

$

3,192
–
64
16
174
180
(179)
2
21

$

406
–
2
–
20
9
(17)
–
–

$

402
–
2
–
22
(3)
(17)
–
–

$

3,912

$

3,470

$

420

$

406

$

(596)
5
754
(41)

$

(333)
5
512
(71)

$

(420)
(19)
49
–

$

(406)
(26)
43
–

Asset (Liability) recognized in the Consolidated Balance Sheets

$

122

$

113

$

(390)

$

(389)

Recorded in:
Other assets
Other liabilities

$

415
(293)

$

420
(307)

$

–
(390)

$

–
(389)

Asset (Liability) recognized in the Consolidated Balance Sheets

$

122

$

113

$

(390)

$

(389)

Analysis of deﬁned beneﬁt obligation
Wholly or partly funded plans

$

3,647

$

3,230

Wholly unfunded plans

$

265

$

240

$

420

$

406

Actual return on plan assets

$

259

$

71

4HE #OMPANY EXPECTS TO CONTRIBUTE  TO ITS FUNDED AND UNFUNDED DElNED BENElT PENSION AND OTHER POST EMPLOYMENT BENElT PLANS
in 2013.
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(b) Pension and Other Post-Employment Benefits Expense Recognized in Profit or Loss
All
pension plans
2012

Deﬁned beneﬁt current service cost
Deﬁned contribution current service cost
Employee contributions

$

Employer current service cost
Past service costs recognized
Interest cost on deﬁned beneﬁt obligation
Actuarial (gain) loss recognized
Expected return on plan assets
Amount recognized due to limit on asset
Pension and other post-employment beneﬁts expense recognized

89
26
(16)

Other postemployment beneﬁts
2011

$

99
–
174
47
(176)
(30)
$

114

2012

80
29
(16)

$

93
2
174
(1)
(191)
8
$

85

2011

2
–
–

$

2
–
–

2
(7)
20
4
–
–
$

19

2
(7)
22
1
–
–
$

18

(c) Asset Allocation by Major Category Weighted by Plan Assets
Deﬁned beneﬁt
pension plans
2012

Equity securities
Debt securities
Real estate
Cash and cash equivalents

46%
41%
4%
9%

100%

100%

.O PLAN ASSETS ARE DIRECTLY INVESTED IN THE #OMPANYS OR RELATED PARTIES SECURITIES 0LAN ASSETS INCLUDE INVESTMENTS IN SEGREGATED FUNDS
MANAGED BY SUBSIDIARIES OF THE #OMPANY IN THE #ONSOLIDATED "ALANCE 3HEETS OF     IN   0LAN ASSETS DO NOT INCLUDE ANY
property occupied or other assets used by the Company.
(d) Principal Actuarial Assumptions Used at the Balance Sheet Date
Deﬁned beneﬁt
pension plans
2012

To determine beneﬁt cost:
Discount rate
Expected rate of return on plan assets, during the year
Expected rate of compensation increase
Future pension increases
To determine deﬁned beneﬁt obligation:
Discount rate
Rate of compensation increase
Future pension increases
% of deﬁned beneﬁt obligation subject to future pension increases
Medical cost trend rates:
Initial medical cost trend rate
Ultimate medical cost trend rate
Year ultimate trend rate is reached

Other postemployment beneﬁts

2011

2012

2011

5.1%
5.7%
3.5%
2.0%

5.5%
6.1%
3.6%
2.2%

5.1%
–
–
–

5.5%
–
–
–

4.4%
3.1%
1.9%
38.0%

5.1%
3.5%
2.0%
39.0%

4.2%
–
–
–

5.1%
–
–
–

6.5%
4.5%
2024

6.7%
4.5%
2024
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Total

2011

51%
38%
5%
6%
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23. Pension Plans and Other Post-Employment Benefits (cont’d)

(e) Impact of Changes to Assumed Medical Cost Trend Rates – Other Post Employment Benefits
1% increase
2012

Impact on deﬁned beneﬁt obligation
Impact on current service cost and interest cost

(f )

$
$

1% decrease
2011

40
2

$
$

2012

41
2

$
$

(33)
(2)

2011

$
$

(34)
(2)

Summary of Funded Status and Experience Adjustments:
2012

Deﬁned beneﬁt pension plans:
Deﬁned beneﬁt obligation
Fair value of plan assets

$ (3,912)
3,316

2011

$

(3,470)
3,137

2010

$

(3,192)
3,122

Funded status of plans – surplus (deﬁcit)
Experience adjustments on plan liabilities
Experience adjustments on plan assets

(596)
(374)
83

(333)
(180)
(120)

(70)
(329)
99

Other post-employment beneﬁts:
Deﬁned beneﬁt obligation
Experience adjustments on plan liabilities

(420)
(9)

(406)
3

(402)
(48)

GREAT-WEST LIFECO INC.

24. Earnings per Common Share

The following provides the reconciliation between basic and diluted earnings per common share:
2012

Earnings
Net earnings
Preferred share dividends

$

Net earnings – common shareholders
Capital trust securities

1,930
(115)

2011

$

1,815
10

Net earnings – common shareholders – diluted basis

$

Number of common shares
Average number of common shares outstanding
Add:
– Capital trust units
– Potential exercise of outstanding stock options
Average number of common shares outstanding – diluted basis

1,825

2,118
(96)
2,022
10

$

2,032

949,914,621

949,323,824

10,406,127
262,576

12,408,059
337,446

960,583,324

962,069,329

Basic earnings per common share

$

1.912

$

2.129

Diluted earnings per common share

$

1.900

$

2.112

Dividends per common share

$

1.230

$

1.230
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25. Accumulated Other Comprehensive Income (Loss)
2012
Unrealized
foreign
exchange
gains (losses)
on translation
of foreign
operations

Balance, beginning of year

$

(365)

Other comprehensive income (loss)
Income tax

Unrealized
gains (losses)
on available
for sale assets

$

(78)
–
$

(443)

$

(39)
6

(78)
Balance, end of year

223

Unrealized
gains (losses)
on cash ﬂow
hedges

190

(13)

$

16
(6)

(33)
$

Total

$

(101)
–

10
$

(155)

Non-controlling
interest

$

(256)

Shareholders

$

(233)

3
1

(101)

(3)

(78)

(98)
1

4
$

(74)

(97)
$

(330)

2011

Balance, beginning of year

Unrealized
foreign
exchange
gains (losses)
on translation
of foreign
operations

Unrealized
gains (losses)
on available
for sale assets

Unrealized
gains (losses)
on cash ﬂow
hedges

$

$

$

206
1

114
(20)

207
Balance, end of year

$

(365)

129

223

$

(22)
9

94
$

–

(13)

$

298
(10)

(13)
$

(443)

Non-controlling
interest

(155)

Shareholders

$

(459)

(84)
22

288
$

(16)

214
12

(62)
$

(78)

226
$

(233)

26. Related Party Transactions

0OWER &INANCIAL WHICH IS INCORPORATED AND DOMICILED IN #ANADA IS THE #OMPANYS PARENT AND HAS VOTING CONTROL OF THE #OMPANY 4HE
#OMPANY IS RELATED TO OTHER MEMBERS OF THE 0OWER &INANCIAL GROUP INCLUDING )'- A COMPANY IN THE lNANCIAL SERVICES SECTOR ALONG
WITH ITS SUBSIDIARIES )NVESTORS 'ROUP -ACKENZIE &INANCIAL AND )NVESTMENT 0LANNING #OUNCIL AND 0ARGESA A HOLDING COMPANY WITH
SUBSTANTIAL HOLDINGS IN A DIVERSIlED INDUSTRIAL GROUP BASED IN %UROPE

GREAT-WEST LIFECO INC.

Other comprehensive income (loss)
Income tax

(572)

Total

(a) Principal subsidiaries

The ﬁnancial statements of the Company include the operations of the following subsidiaries:
Company

Incorporated in

Primary business operation

% Held

The Great-West Life Assurance Company
London Life Insurance Company
The Canada Life Assurance Company
Great-West Life & Annuity Insurance Company
Putnam Investments LLC

Canada
Canada
Canada
United States
United States

Insurance and wealth management
Insurance and wealth management
Insurance and wealth management
Insurance and wealth management
Financial services

100.00%
100.00%
100.00%
100.00%
95.56%
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26. Related Party Transactions (cont’d)

(b) Transactions with related parties included in the consolidated financial statements

)N THE NORMAL COURSE OF BUSINESS 'REAT 7EST ,IFE AND 0UTNAM ,,# ENTER INTO VARIOUS TRANSACTIONS WITH RELATED COMPANIES WHICH
INCLUDE PROVIDING INSURANCE BENElTS AND SUB ADVISORY SERVICES TO OTHER COMPANIES WITHIN THE 0OWER &INANCIAL GROUP OF COMPANIES
In all cases, transactions were at market terms and conditions.
$URING THE YEAR 'REAT 7EST ,IFE PROVIDED TO AND RECEIVED FROM )'- AND ITS SUBSIDIARIES A MEMBER OF THE 0OWER &INANCIAL GROUP OF
companies, certain administrative services. Great-West Life also provided life insurance, annuity and disability insurance products
UNDER A DISTRIBUTION AGREEMENT WITH )'- ,ONDON ,IFE PROVIDED DISTRIBUTION SERVICES TO )'- !LL TRANSACTIONS WERE PROVIDED ON
terms and conditions at least as favourable as market terms and conditions.
4HE #OMPANY HELD DEBENTURES ISSUED BY )'- THE INTEREST RATES AND MATURITY DATES ARE AS FOLLOWS
2012

2011

6.65%, matures December 13, 2027
7.45%, matures May 9, 2031
7.00%, matures December 31, 2032

$

15
13
13

$

15
12
12

Total

$

41

$

39

During 2012, Great-West Life, London Life, and segregated funds maintained by London Life purchased residential mortgages of
 FROM )'-  IN  
The Company provides reinsurance, asset management and administrative services for employee beneﬁt plans relating to pension
and other post-employment beneﬁts for employees of the Company and its subsidiaries.
There were no signiﬁcant outstanding loans or guarantees at the Balance Sheets date and no loans or guarantees issued during 2012
or 2011. There were no provisions for uncollectible amounts from related parties during 2012 and 2011.
GREAT-WEST LIFECO INC.

(c) Key management compensation

Key management personnel constitutes those individuals that have the authority and responsibility for planning, directing and
controlling the activities of Lifeco, directly or indirectly, including any Director. The individuals that comprise the key management
personnel are the Board of Directors as well as certain key management and ofﬁcers.
The following describes all compensation paid to, awarded to, or earned by each of the key management personnel for services
rendered in all capacities to the Company and its subsidiaries:
2012

2011

Salary
Share-based awards
Option-based awards
Annual non-equity incentive plan compensation
Pension value

$

9
4
2
15
3

$

12
3
1
15
4

Total

$

33

$

35

27. Income Taxes

(a) )NCOME TAX RECEIVABLE PAYABLE
2012

124

2011

Balance, beginning of year
Current tax expense
Recorded in other comprehensive income
Payments made on account (refunds received)
Other

$

(297)
(407)
(3)
177
43

$

212
(267)
(27)
(303)
88

Balance, end of year

$

(487)

$

(297)
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(b) $EFERRED INCOME TAXES CONSIST OF THE FOLLOWING LOSSES CARRIED FORWARD AND TAXABLE TEMPORARY DIFFERENCES
2012

2011

Insurance and investment contract liabilities
Portfolio assets
Losses carried forward
Intangible assets
Other

$

(272)
(839)
1,160
220
(49)

$

(321)
(788)
980
296
44

Net deferred income tax asset (liability)

$

220

$

211

Balance, beginning of year
Amounts recorded in:
Statements of net earnings
Statement of other comprehensive income
Statement of changes in equity
Insurance and investment contract liabilities
Foreign exchange rate changes

$

211

$

387

Balance, end of year

$

39
3
5
(8)
(30)
220

(198)
17
–
(2)
7
$

211

! DEFERRED INCOME TAX ASSET IS RECOGNIZED FOR DEDUCTIBLE TEMPORARY DIFFERENCES AND UNUSED LOSSES AND CARRYFORWARDS ONLY TO THE EXTENT
THAT REALIZATION OF THE RELATED INCOME TAX BENElT THROUGH FUTURE TAXABLE PROlTS IS PROBABLE
2ECOGNITION IS BASED ON THE FACT THAT IT IS PROBABLE THAT THE ENTITY WILL HAVE TAXABLE PROlTS ANDOR TAX PLANNING OPPORTUNITIES AVAILABLE TO
ALLOW THE DEFERRED INCOME TAX ASSET TO BE UTILIZED #HANGES IN CIRCUMSTANCES IN FUTURE PERIODS MAY ADVERSELY IMPACT THE ASSESSMENT OF
THE RECOVERABILITY 4HE UNCERTAINTY OF THE RECOVERABILITY IS TAKEN INTO ACCOUNT IN ESTABLISHING THE DEFERRED INCOME TAX ASSETS

!T $ECEMBER   THE COMPANY HAD TAX LOSS CARRYFORWARDS TOTALLING     IN   /F THIS AMOUNT   EXPIRE BETWEEN
 AND  WHILE  HAVE NO EXPIRY DATE 4HE #OMPANY WILL REALIZE THIS BENElT IN FUTURE YEARS THROUGH A REDUCTION IN CURRENT
INCOME TAXES PAYABLE
! DEFERRED INCOME TAX LIABILITY HAS NOT BEEN RECOGNIZED IN RESPECT OF THE TEMPORARY DIFFERENCES ASSOCIATED WITH INVESTMENTS IN
subsidiaries, branches and associates as the Company is able to control the timing of the reversal of the temporary differences, and it is
probable that the temporary differences will not reverse in the foreseeable future.
/NE OF THE #OMPANYS SUBISIDIARIES HAS HAD A HISTORY OF RECENT LOSSES 4HE SUBSIDIARY HAS A NET DEFERRED INCOME TAX ASSET BALANCE OF
  53   AS AT $ECEMBER   COMPRISED PRINCIPALLY OF NET OPERATING LOSSES AND FUTURE DEDUCTIONS RELATED TO GOODWILL
WHICH HAS BEEN PREVIOUSLY IMPAIRED FOR BOOK ACCOUNTING PURPOSES -ANAGEMENT HAS CONCLUDED THAT IT IS PROBABLE THAT THE SUBSIDIARY
AND OTHER HISTORICALLY PROlTABLE SUBSIDIARIES WITH WHICH IT lLES OR INTENDS TO lLE A CONSOLIDATED 5NITED 3TATES INCOME TAX RETURN WILL
GENERATE SUFlCIENT TAXABLE INCOME AGAINST WHICH THE UNUSED 5NITED 3TATES LOSSES AND DEDUCTIONS WILL BE UTILIZED #ERTAIN STATE NET
OPERATING LOSSES IN THE AMOUNT OF  53  WHICH WERE INCURRED BEFORE  OTHER STATE TEMPORARY DIFFERENCES OF  53 
AND FEDERAL CHARITABLE CONTRIBUTIONS OF  53  HAVE BEEN EXCLUDED FROM THE DEFERRED INCOME TAX ASSET
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PROJECTIONS AND BELIEVES THE CARRYING VALUES OF THE DEFERRED INCOME TAX ASSETS AS OF $ECEMBER   ARE RECOVERABLE
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27. Income Taxes (cont’d)

(c) )NCOME TAX EXPENSE FOR THE YEAR COMPRISES CURRENT AND DEFERRED TAX
I

#URRENT INCOME TAX
2012

II

2011

Current tax expense
Previously unrecognized tax loss; tax credit or temporary difference of prior period
Other

$

388
–
19

$

246
5
16

Total current income tax

$

407

$

267

$EFERRED INCOME TAX
2012

Origination and reversal of temporary difference
Changes in tax rates or imposition of new taxes
Write-down or reversal of previous write-down of deferred tax assets
Previously unrecognized tax loss; tax credit or temporary difference of prior period
Other

$

2011

(25)
(4)
(2)
(25)
17

$

220
(7)
1
(7)
(9)

Total deferred income tax

$

(39)

$

198

Total income tax expense

$

368

$

465

III 4AX RECORDED IN OTHER COMPREHENSIVE INCOME SEE NOTE 

GREAT-WEST LIFECO INC.

2012

IV

2011

Current tax
Deferred tax

$

3
(3)

$

27
(17)

Total

$

–

$

10

4AX RECORDED IN EQUITY
2012

D

2011

Current tax
Deferred tax

$

–
(5)

$

–
–

Total

$

(5)

$

–

4HE #OMPANYS EFFECTIVE INCOME TAX RATE IS DERIVED AS FOLLOWS
2012

Combined basic Canadian federal and provincial tax rate
Increase (decrease) in the income tax rate resulting from:
Non-taxable investment income
Lower effective income tax rates on income not subject to tax in Canada
Other
Impact of rate changes on future income taxes

$

Effective income tax rate

$

2011

683

26.5%

(188)
(71)
(52)
(4)

(7.3)
(2.7)
(2.1)
(0.1)

368

14.3%

$

$

757

28.0%

(123)
(89)
(73)
(7)

(4.6)
(3.3)
(2.6)
(0.3)

465

17.2%

4HERE ARE NO INCOME TAX CONSEQUENCES ATTACHED TO THE PAYMENT OF DIVIDENDS BY THE #OMPANY TO ITS SHAREHOLDERS
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28. Operating and Administrative Expenses
2012

2011

Salaries and other employee beneﬁts
Amortization of ﬁxed assets
General and administrative
Other (note 30)

$

1,827
44
701
–

$

1,698
43
707
(498)(1)

Total

$

2,572

$

1,950

(1) Other reﬂects adjustment for court decision on November 3, 2011 that any monies to be reallocated to the participating accounts will be dealt with in accordance with the companies participating policyholder
dividend policies in the ordinary course of business. No awards are to be paid out to individual class members.

29. Derivative Financial Instruments

)N THE NORMAL COURSE OF MANAGING EXPOSURE TO mUCTUATIONS IN INTEREST AND FOREIGN EXCHANGE RATES AND TO MARKET RISKS THE #OMPANY IS AN
end user of various derivative ﬁnancial instruments. It is the Company’s policy to transact in derivatives only with the most creditworthy
lNANCIAL INTERMEDIARIES .OTE  ILLUSTRATES THE CREDIT QUALITY OF THE #OMPANYS EXPOSURE TO COUNTERPARTIES !S AT $ECEMBER  
the Company received assets of $25 ($21 in 2011) as collateral for derivative contracts from counterparties and pledged assets of $101
 IN  AS COLLATERAL FOR DERIVATIVE CONTRACTS TO COUNTERPARTIES
(a) 4HE FOLLOWING SUMMARIZES THE #OMPANYS DERIVATIVE PORTFOLIO AND RELATED CREDIT EXPOSURE USING THE FOLLOWING DElNITIONS OF RISK AS
PRESCRIBED BY THE /FlCE OF THE 3UPERINTENDENT OF &INANCIAL )NSTITUTIONS #ANADA
4HE TOTAL REPLACEMENT COST OF ALL DERIVATIVE CONTRACTS WITH POSITIVE VALUES
4HE POTENTIAL FUTURE CREDIT EXPOSURE IS CALCULATED BASED ON A FORMULA PRESCRIBED BY THE /FlCE
OF THE 3UPERINTENDENT OF &INANCIAL )NSTITUTIONS #ANADA 4HE FACTORS PRESCRIBED BY THE /FlCE OF
the Superintendent of Financial Institutions Canada for this calculation are based on derivative
type and duration.

#REDIT 2ISK %QUIVALENT

4HE SUM OF MAXIMUM CREDIT RISK AND THE POTENTIAL FUTURE CREDIT EXPOSURE LESS ANY COLLATERAL HELD

2ISK 7EIGHTED %QUIVALENT

2EPRESENTS THE CREDIT RISK EQUIVALENT WEIGHTED ACCORDING TO THE CREDITWORTHINESS OF THE COUNTERPARTY
AS PRESCRIBED BY THE /FlCE OF THE 3UPERINTENDENT OF &INANCIAL )NSTITUTIONS #ANADA
2012
Notional
amount

Interest rate contracts
Futures – long
Futures – short
Swaps
Options purchased

$

Foreign exchange contracts
Forward contracts
Cross-currency swaps
Other derivative contracts
Equity contracts
Futures – long
Futures – short

9
70
2,873
857

Maximum
credit
risk*

$

$

–
–
20
4

Credit
risk
equivalent

$

–
–
377
39

Risk
weighted
equivalent

$

–
–
42
6

3,809

407

24

416

48

300
8,478

1
581

3
548

4
1,125

–
79

8,778

582

551

1,129

79

904
7
224

8
–
–

54
–
–

56
–
–

4
–
–

1,135
Total

–
–
361
46

Future
credit
exposure

$ 13,722

8
$

997

54
$

629

56
$

1,601

GREAT-WEST LIFECO INC.

-AXIMUM #REDIT 2ISK
&UTURE #REDIT %XPOSURE

4
$

131

* Credit risk equivalent amounts are presented net of collateral received ($25).
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29. Derivative Financial Instruments (cont’d)
2011
Maximum
credit
risk*

Notional
amount

Interest rate contracts
Futures – long
Futures – short
Swaps
Options purchased

$

Foreign exchange contracts
Forward contracts
Cross-currency swaps
Other derivative contracts
Equity contracts
Futures – long
Futures – short
Total

$

55
5
2,649
1,107

$

Future
credit
exposure

–
–
357
54

$

Credit
risk
equivalent

–
–
23
7

$

Risk
weighted
equivalent

–
–
370
54

$

–
–
38
5

3,816

411

30

424

43

224
7,745

–
557

3
540

3
1,093

–
73

7,969

557

543

1,096

73

58
7
148

–
–
–

4
–
–

4
–
–

–
–
–

213

–

4

4

–

11,998

$

968

$

577

$

1,524

$

116

GREAT-WEST LIFECO INC.

* Credit risk equivalent amounts are presented net of collateral received ($21).

(b) The following provides the notional amount, term to maturity and estimated fair value of the Company’s derivative portfolio
by category:
2012
Notional Amount
1 year
or less

Derivatives not designated as accounting hedges
Interest rate contracts
Futures – long
Futures – short
Swaps
Options purchased

$

Foreign exchange contracts
Forward contracts
Cross-currency swaps
Other derivative contracts
Equity contracts
Futures – long
Futures – short
Cash ﬂow hedges
Interest rate contracts
Swaps
Foreign exchange contracts
Cross-currency swaps
Fair value hedges
Interest rate contracts
Swaps
Total

128

Over 1 –
5 years

9
71
1,031
257

$

–
–
681
513

$

Total
estimated
fair value

Total

–
–
948
87

$

9
71
2,660
857

$

–
–
324
46

1,368

1,194

1,035

3,597

370

300
205

–
2,001

–
4,772

300
6,978

–
290

505

2,001

4,772

7,278

290

900
7
224

4
–
–

–
–
–

904
7
224

(5)
–
(4)

1,131

4

–

1,135

(9)

–

–

30

30

–

1,000

500

1,500

–
$

Over 5
years

3,004

58
$

4,257

$

124

182

6,461

$ 13,722

13

(8)

(1)
$

655
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2011
Notional Amount
1 year
or less

Derivatives not designated as accounting hedges
Interest rate contracts
Futures – long
Futures – short
Swaps
Options purchased

$

Foreign exchange contracts
Forward contracts
Cross-currency swaps
Other derivative contracts
Equity contracts
Futures – long
Futures – short
Cash ﬂow hedges
Interest rate contracts
Swaps

Fair value hedges
Interest rate contracts
Swaps
Total

$

55
5
404
233

$

Over 5
years

–
–
1,025
760

$

Total
estimated
fair value

Total

–
–
1,087
114

$

55
5
2,516
1,107

$

–
–
316
53

697

1,785

1,201

3,683

369

224
43

–
1,540

–
4,662

224
6,245

(1)
314

267

1,540

4,662

6,469

313

40
7
146

18
–
2

–
–
–

58
7
148

(16)
–
(1)

193

20

–

213

(17)

–

–

31

31

11

–

–

1,500

1,500

(22)

–

10

92

102

(2)

1,157

$

3,355

$

7,486

$

11,998

$

652

&UTURES CONTRACTS INCLUDED IN THE ABOVE ARE EXCHANGE TRADED CONTRACTS ALL OTHER CONTRACTS ARE OVER THE COUNTER

GREAT-WEST LIFECO INC.

Foreign exchange contracts
Cross-currency swaps

Over 1 –
5 years

(c) Interest Rate Contracts
Interest rate swaps, futures and options are used as part of a portfolio of assets to manage interest rate risk associated with
INVESTMENT ACTIVITIES AND INSURANCE AND INVESTMENT CONTRACT LIABILITIES )NTEREST RATE SWAP AGREEMENTS REQUIRE THE PERIODIC EXCHANGE
OF PAYMENTS WITHOUT THE EXCHANGE OF THE NOTIONAL PRINCIPAL AMOUNT ON WHICH PAYMENTS ARE BASED #ALL OPTIONS GRANT THE #OMPANY
THE RIGHT TO ENTER INTO A SWAP WITH PREDETERMINED lXED RATE PAYMENTS OVER A PREDETERMINED TIME PERIOD ON THE EXERCISE DATE #ALL
options are used to manage the variability in future interest payments due to a change in credited interest rates and the related
potential change in cash ﬂows due to surrenders. Call options are also used to hedge minimum rate guarantees.
Foreign Exchange Contracts

Cross-currency swaps are used in combination with other investments to manage foreign currency risk associated with investment
ACTIVITIES AND INSURANCE AND INVESTMENT CONTRACT LIABILITIES 5NDER THESE SWAPS PRINCIPAL AMOUNTS AND lXED OR mOATING INTEREST
PAYMENTS MAY BE EXCHANGED IN DIFFERENT CURRENCIES 4HE #OMPANY ALSO ENTERS INTO CERTAIN FOREIGN EXCHANGE FORWARD CONTRACTS TO
hedge certain product liabilities.
The ineffective portion of the cash ﬂow hedges during 2012 and the anticipated net gains (losses) reclassiﬁed out of accumulated
OTHER COMPREHENSIVE INCOME WITHIN THE NEXT TWELVE MONTHS IS  4HE MAXIMUM TIME FRAME FOR WHICH VARIABLE CASH mOWS ARE
hedged is 32 years.
Other Derivative Contracts

%QUITY INDEX SWAPS FUTURES AND OPTIONS ARE USED TO HEDGE CERTAIN PRODUCT LIABILITIES %QUITY INDEX SWAPS ARE ALSO USED AS SUBSTITUTES
FOR CASH INSTRUMENTS AND ARE USED TO PERIODICALLY HEDGE THE MARKET RISK ASSOCIATED WITH CERTAIN FEE INCOME %QUITY PUT OPTIONS ARE
USED TO MANAGE POTENTIAL CREDIT RISK IMPACT OF SIGNIlCANT DECLINES IN CERTAIN EQUITY MARKETS
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30. Legal Provisions, Contingent Liabilities and Subsequent Event

The Company and its subsidiaries are from time to time subject to legal actions, including arbitrations and class actions, arising in the
normal course of business. It is inherently difﬁcult to predict the outcome of any of these proceedings with certainty, and it is possible
THAT AN ADVERSE RESOLUTION COULD HAVE A MATERIAL ADVERSE EFFECT ON THE CONSOLIDATED lNANCIAL POSITION OF THE #OMPANY (OWEVER BASED
ON INFORMATION PRESENTLY KNOWN IT IS NOT EXPECTED THAT ANY OF THE EXISTING LEGAL ACTIONS EITHER INDIVIDUALLY OR IN THE AGGREGATE WILL HAVE
a material adverse effect on the consolidated ﬁnancial position of the Company.
! SUBSIDIARY OF THE #OMPANY HAS DECLARED A PARTIAL WINDUP IN RESPECT OF AN /NTARIO DElNED BENElT PENSION PLAN WHICH WILL NOT LIKELY BE
completed for some time. The partial windup could involve the distribution of the amount of actuarial surplus, if any, attributable to the
wound up portion of the plan. In addition to the regulatory proceedings involving this partial windup, a related class action proceeding
HAS BEEN COMMENCED IN /NTARIO RELATED TO THE PARTIAL WINDUP AND THREE POTENTIAL PARTIAL WINDUPS UNDER THE PLAN 4HE CLASS ACTION ALSO
CHALLENGES THE VALIDITY OF CHARGING EXPENSES TO THE PLAN 4HE PROVISIONS FOR CERTAIN #ANADIAN RETIREMENT PLANS IN THE AMOUNTS OF 
AFTER TAX ESTABLISHED BY THE #OMPANYS SUBSIDIARIES IN THE THIRD QUARTER  HAVE BEEN REDUCED TO  AFTER TAX !CTUAL RESULTS COULD
differ from these estimates.
4HE #OURT OF !PPEAL FOR /NTARIO RELEASED A DECISION ON .OVEMBER   IN REGARD TO THE INVOLVEMENT OF THE PARTICIPATING ACCOUNTS
OF ,IFECO SUBSIDIARIES ,ONDON ,IFE AND 'REAT 7EST ,IFE IN THE lNANCING OF THE ACQUISITION OF ,)' IN  THE h!PPEAL $ECISIONv  4HE
!PPEAL $ECISION RULED THE #OMPANIES ACHIEVED SUBSTANTIAL SUCCESS AND REQUIRED THAT THERE BE ADJUSTMENTS TO THE ORIGINAL TRIAL JUDGMENT
regarding amounts which were to be reallocated to the participating accounts going forward. Any monies to be reallocated to the
participating accounts will be dealt with in accordance with the companies’ participating policyholder dividend policies in the ordinary
COURSE OF BUSINESS .O AWARDS ARE TO BE PAID OUT TO INDIVIDUAL CLASS MEMBERS /N -AY   THE 3UPREME #OURT OF #ANADA DISMISSED
the plaintiff’s application for leave to appeal the Appeal Decision. The Appeal Decision directed the parties back to the trial judge to
WORK OUT THE REMAINING ISSUES /N *ANUARY   THE /NTARIO 3UPERIOR #OURT OF *USTICE RELEASED A DECISION ORDERING THAT  BE
reallocated to the participating account surplus. The Company will be appealing that decision.

GREAT-WEST LIFECO INC.

$URING THE FOURTH QUARTER OF  IN RESPONSE TO THE !PPEAL $ECISION THE #OMPANY RE EVALUATED AND REDUCED THE LITIGATION PROVISION
ESTABLISHED IN THE THIRD QUARTER OF  WHICH POSITIVELY IMPACTED COMMON SHAREHOLDERS NET EARNINGS IN  BY  AFTER TAX
$URING THE SUBSEQUENT EVENT PERIOD IN RESPONSE TO THE /NTARIO 3UPERIOR #OURT OF *USTICE DECISION ON *ANUARY   THE #OMPANY
ESTABLISHED AN INCREMENTAL PROVISION OF  AFTER TAX IN THE COMMON SHAREHOLDERS ACCOUNT 4HE #OMPANY NOW HOLDS  IN AFTER TAX
provisions for these proceedings.
Regardless of the ultimate outcome of this case, there will not be any impact on the capital position of the Company or on participating
POLICY CONTRACT TERMS AND CONDITIONS "ASED ON INFORMATION PRESENTLY KNOWN THIS MATTER IS NOT EXPECTED TO HAVE A MATERIAL ADVERSE
effect on the consolidated ﬁnancial position of the Company.
)N CONNECTION WITH THE ACQUISITION OF ITS SUBSIDIARY 0UTNAM ,,# THE #OMPANY HAS AN INDEMNITY FROM A THIRD PARTY AGAINST LIABILITIES
ARISING FROM CERTAIN LITIGATION AND REGULATORY ACTIONS INVOLVING 0UTNAM ,,# 0UTNAM ,,# CONTINUES TO HAVE POTENTIAL LIABILITY FOR THESE
MATTERS IN THE EVENT THE INDEMNITY IS NOT HONOURED 4HE #OMPANY EXPECTS THE INDEMNITY WILL CONTINUE TO BE HONOURED AND THAT ANY
LIABILITY OF 0UTNAM WOULD NOT HAVE A MATERIAL ADVERSE EFFECT ON THE CONSOLIDATED lNANCIAL POSITION OF THE #OMPANY
/N /CTOBER   A SUBSIDIARY OF THE #OMPANY RECEIVED AN ADMINISTRATIVE COMPLAINT FROM THE -ASSACHUSETTS 3ECURITIES $IVISION IN
relation to that company’s role as collateral manager of two collateralized debt obligations. The complaint is seeking certain remedies
including the disgorgement of fees, a civil administrative ﬁne and a cease and desist order. In addition, that same subsidiary is a
defendant in two civil litigation matters brought by institutions involved in those collateralized debt obligations. Based on information
presently known the Company believes these matters are without merit. The potential outcome of these matters is not yet determinable.
3UBSIDIARIES OF THE #OMPANY HAVE AN INVESTMENT IN A 53! BASED PRIVATE EQUITY PARTNERSHIP WHEREIN A DISPUTE AROSE OVER THE TERMS OF THE
PARTNERSHIP AGREEMENT 4HE #OMPANY ESTABLISHED A PROVISION IN THE FOURTH QUARTER OF  FOR  AFTER TAX 4HE DISPUTE WAS RESOLVED
on January 10, 2012 and as a result, the Company no longer holds the provision.
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31. Commitments
(a) Letters of Credit

Letters of credit are written commitments provided by a bank. The total amount of letter of credit facilities are U.S. $3.0 billion of
which U.S. $2.7 billion are currently issued.
The Reinsurance operation from time to time uses letters of credit provided mainly as collateral under certain reinsurance contracts
for on balance sheet policy liabilities.
(b) Investment Commitments

Commitments of investment transactions made in the normal course of operations in accordance with policies and guidelines that
ARE TO BE DISBURSED UPON FULlLLMENT OF CERTAIN CONTRACT CONDITIONS WERE  AS AT $ECEMBER    AS AT $ECEMBER 
  !T $ECEMBER    MATURE WITHIN  YEAR  AT $ECEMBER   AND  MATURE IN  n  YEARS  AT $ECEMBER
  AND NO COMMITMENTS MATURE OVER  YEARS  IN  n  YEARS AT $ECEMBER   
(c) Lease Obligations

4HE #OMPANY ENTERS INTO OPERATING LEASES FOR OFlCE SPACE AND CERTAIN EQUIPMENT USED IN THE NORMAL COURSE OF OPERATIONS ,EASE
payments are charged to operations over the period of use. The future minimum lease payments in aggregate and by year are
as follows:
2013

Future lease payments

$

2014

99

2015

87

2016

72

2018 and
thereafter

2017

60

48

Total

79

$

445

32. Segmented Information

Transactions between operating segments occur at market terms and conditions and have been eliminated upon consolidation.
The Company has established a capital allocation model to better measure the performance of the operating segments. This segmented
information is presented below.
(a) Consolidated Net Earnings
2012
United
States

Canada

Income:
Premium income
Net investment income
Regular net investment income
Changes in fair value through proﬁt or loss

$

9,581

$

3,390

Europe

$

5,849

Lifeco
Corporate

$

–

Total

$ 18,820

2,542
658

1,309
476

1,814
1,509

(12)
–

5,653
2,643

3,200
1,101

1,785
1,226

3,323
618

(12)
–

8,296
2,945

13,882

6,401

9,790

(12)

30,061

Beneﬁts and expenses:
Paid or credited to policyholders
Other
Financing charges
Amortization of ﬁnite life intangible assets

9,770
2,414
131
45

4,437
1,371
135
48

8,244
701
18
10

–
160
1
–

22,451
4,646
285
103

Earnings before income taxes
Income taxes

1,522
212

410
68

817
115

(173)
(27)

2,576
368

Net earnings before non-controlling interests
Non-controlling interests

1,310
269

342
3

702
6

(146)
–

2,208
278

Net earnings
Preferred share dividends

1,041
79

339
–

696
22

(146)
14

1,930
115

339
(14)

674
(56)

(160)
(8)

1,815
–

Total net investment income
Fee and other income
Total income

Net-earnings before capital allocation
Impact of capital allocation
Net earnings – common shareholders

962
78
$

1,040

$

325

$

618

$

(168)

$

1,815
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4HE MAJOR REPORTABLE SEGMENTS OF THE #OMPANY ARE #ANADA 5NITED 3TATES %UROPE AND ,IFECO #ORPORATE 4HESE SEGMENTS REmECT THE
#OMPANYS MANAGEMENT STRUCTURE AND INTERNAL lNANCIAL REPORTING AND ARE ALIGNED TO ITS GEOGRAPHIC OPERATIONS %ACH OF THESE SEGMENTS
operates in the ﬁnancial services industry and the revenues from these segments are derived principally from life, health and disability
insurance, annuity products, investment management services, savings products and life, property and casualty, accident and health
reinsurance. Business activities that are not associated with the speciﬁc business units are attributed to the Lifeco Corporate segment.
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32. Segmented Information (cont’d)
2011
United
States

Canada

Income:
Premium income
Net investment income
Regular net investment income
Changes in fair value through proﬁt or loss

$

$

3,126

$

4,882

$

Total

–

$

17,293

2,470
1,853

1,311
454

1,891
1,857

(134)
–

5,538
4,164

4,323
1,088

1,765
1,232

3,748
583

(134)
–

9,702
2,903

Total income

14,696

6,123

9,213

(134)

29,898

Beneﬁts and expenses:
Paid or credited to policyholders
Other
Financing charges
Amortization of ﬁnite life intangible assets

10,971
2,207
136
41

4,229
1,240
134
46

7,843
586
18
13

–
(271)
1
–

23,043
3,762
289
100

Earnings before income taxes
Income taxes

1,341
252

474
98

753
96

136
19

2,704
465

Net earnings before non-controlling interests
Non-controlling interests

1,089
108

376
(1)

657
14

117
–

2,239
121

Net earnings
Preferred share dividends

981
73

377
–

643
23

117
–

2,118
96

Net earnings before capital allocation
Impact of capital allocation

908
78

377
(7)

620
(58)

117
(13)

2,022
–

Total net investment income
Fee and other income

GREAT-WEST LIFECO INC.

9,285

Lifeco
Corporate

Europe

Net earnings – common shareholders

$

986

$

370

$

562

$

104

$

2,022

(b) Consolidated Total Assets
2012
United
Canada

States

Europe

Total

Assets
Invested assets
Goodwill and intangible assets
Investments on account of segregated fund policyholders
Other assets

$ 58,461
5,098
54,341
3,434

$ 28,722
1,721
23,809
3,311

$ 32,828
1,693
26,798
13,502

$ 120,011
8,512
104,948
20,247

Total

$ 121,334

$ 57,563

$ 74,821

$ 253,718

Europe

Total

2011
United
Canada

Assets
Invested assets
Goodwill and intangible assets
Investments on account of segregated fund policyholders
Other assets
Total

132

$

States

56,374
5,089
49,622
3,453

$

27,403
1,769
22,359
3,050

$

30,851
1,697
24,601
12,500

$ 114,628
8,555
96,582
19,003

$ 114,538

$

54,581

$

69,649

$ 238,768
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INDEPENDENT AUDITOR’S REPORT
To the Shareholders of Great-West Lifeco Inc.

We have audited the accompanying consolidated ﬁnancial statements of Great-West Lifeco Inc., which comprise the consolidated
balance sheets as at December 31, 2012 and 2011, and the consolidated statements of earnings, comprehensive income, changes in
EQUITY AND CASH mOWS FOR THE YEARS THEN ENDED AND THE NOTES TO THE CONSOLIDATED lNANCIAL STATEMENTS
Management’s Responsibility for the Consolidated Financial Statements

-ANAGEMENT IS RESPONSIBLE FOR THE PREPARATION AND FAIR PRESENTATION OF THESE CONSOLIDATED lNANCIAL STATEMENTS IN ACCORDANCE WITH
International Financial Reporting Standards, and for such internal control as management determines is necessary to enable the
preparation of consolidated ﬁnancial statements that are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility

/UR RESPONSIBILITY IS TO EXPRESS AN OPINION ON THESE CONSOLIDATED lNANCIAL STATEMENTS BASED ON OUR AUDITS 7E CONDUCTED OUR AUDITS IN
ACCORDANCE WITH #ANADIAN GENERALLY ACCEPTED AUDITING STANDARDS 4HOSE STANDARDS REQUIRE THAT WE COMPLY WITH ETHICAL REQUIREMENTS
and plan and perform the audit to obtain reasonable assurance about whether the consolidated ﬁnancial statements are free from
material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated ﬁnancial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement
of the consolidated ﬁnancial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the entity’s preparation and fair presentation of the consolidated ﬁnancial statements in order to design audit
PROCEDURES THAT ARE APPROPRIATE IN THE CIRCUMSTANCES BUT NOT FOR THE PURPOSE OF EXPRESSING AN OPINION ON THE EFFECTIVENESS OF THE
entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the consolidated ﬁnancial statements.
We believe that the audit evidence we have obtained in our audits is sufﬁcient and appropriate to provide a basis for our audit opinion.
Opinion

Signed,
Deloitte LLP
Chartered Accountants
7INNIPEG -ANITOBA
February 7, 2013

Great-West Lifeco Inc. Annual Report 2012
P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG03_GWL_2013-03-01_v2.indd C129

GREAT-WEST LIFECO INC.

In our opinion, the consolidated ﬁnancial statements present fairly, in all material respects, the ﬁnancial position of Great-West Lifeco
Inc. as at December 31, 2012 and 2011, and its ﬁnancial performance and its cash ﬂows for the years then ended in accordance with
International Financial Reporting Standards.
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IGM Financial Inc.
PART D

Management’s Discussion and Analysis
PAGE D 2

Financial Statements and Notes
PAGE D 59

Please note that the bottom of each page in Part D contains two different
page numbers. A page number with the preﬁx “D” refers to the number of such
page in this document and the page number without any preﬁx refers to the
number of such page in the original document issued by IGM Financial Inc.

IGM FINANCIAL INC.

The attached documents concerning IGM Financial Inc. are documents
prepared and publicly disclosed by such subsidiary. Certain statements in the
attached documents, other than statements of historical fact, are forwardlooking statements based on certain assumptions and reﬂect the current
expectations of the subsidiary as set forth therein. Forward-looking statements
are provided for the purposes of assisting the reader in understanding the
subsidiary’s ﬁnancial performance, ﬁnancial position and cash ﬂows as at and
for the periods ended on certain dates and to present information about the
subsidiary’s management’s current expectations and plans relating to the future
and the reader is cautioned that such statements may not be appropriate for
other purposes.
By its nature, forward-looking information is subject to inherent risks and
uncertainties that may be general or specific and which give rise to the
possibility that expectations, forecasts, predictions, projections or conclusions
will not prove to be accurate, that assumptions may not be correct and that
objectives, strategic goals and priorities will not be achieved.
For further information provided by the subsidiary as to the material factors
that could cause actual results to differ materially from the content of forwardlooking statements, the material factors and assumptions that were applied
in making the forward-looking statements, and the subsidiary’s policy for
updating the content of forward-looking statements, please see the attached
documents, including the section entitled Forward-Looking Statements. The
reader is cautioned to consider these factors and assumptions carefully and not
to put undue reliance on forward-looking statements.
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Management’s Discussion and Analysis

The Management’s Discussion and Analysis (MD&A) presents management’s view of the results of operations and
financial condition of IGM Financial Inc. (IGM Financial or the Company) as at and for the years ended December 31,
2012 and 2011 and should be read in conjunction with the audited Consolidated Financial Statements. Commentary in
the MD&A as at and for the year ended December 31, 2012 is as of February 8, 2013.

Basis of Presentation and Summary of Accounting Policies

The Consolidated Financial Statements of IGM Financial, which are the basis of the information presented in the
Company’s MD&A, have been prepared in accordance with International Financial Reporting Standards (IFRS) and
are presented in Canadian dollars (Note 2 of the Consolidated Financial Statements).

Principal Holders of Voting Shares

As at December 31, 2012, Power Financial Corporation (PFC) and Great-West Lifeco Inc. (Lifeco), a subsidiary of
PFC, held directly or indirectly 58.7% and 3.7%, respectively, of the outstanding common shares of IGM Financial.

FORWA RD-LOOKING S TA TE ME NTS

IGM FINANCIAL INC.

Certain statements in this MD&A, other than
statements of historical fact, are forward-looking
statements based on certain assumptions and reflect
IGM Financial’s current expectations. Forwardlooking statements are provided to assist the reader
in understanding the Company’s financial position
and results of operations as at and for the periods
ended on certain dates and to present information
about management’s current expectations and plans
relating to the future. Readers are cautioned that
such statements may not be appropriate for other
purposes. These statements may include, without
limitation, statements regarding the operations,
business, financial condition, expected financial
results, performance, prospects, opportunities,
priorities, targets, goals, ongoing objectives,
strategies and outlook of the Company, as well as
the outlook for North American and international
economies, for the current fiscal year and
subsequent periods. Forward-looking statements
include statements that are predictive in nature,
depend upon or refer to future events or conditions,
or include words such as “expects”, “anticipates”,
“plans”, “believes”, “estimates”, “seeks”, “intends”,
“targets”, “projects”, “forecasts” or negative versions
thereof and other similar expressions, or future or
conditional verbs such as “may”, “will”, “should”,
“would” and “could”.
This information is based upon certain material
factors or assumptions that were applied in drawing
a conclusion or making a forecast or projection as
reflected in the forward-looking statements, including

the perception of historical trends, current conditions
and expected future developments, as well as other
factors that are believed to be appropriate in the
circumstances. While the Company considers these
assumptions to be reasonable based on information
currently available to management, they may prove to
be incorrect.
By its nature, this information is subject to
inherent risks and uncertainties that may be general
or specific and which give rise to the possibility that
expectations, forecasts, predictions, projections
or conclusions will not prove to be accurate, that
assumptions may not be correct and that objectives,
strategic goals and priorities will not be achieved.
A variety of material factors, many of which
are beyond the Company’s and its subsidiaries’
control, affect the operations, performance and
results of the Company, and its subsidiaries, and
their businesses, and could cause actual results
to differ materially from current expectations of
estimated or anticipated events or results. These
factors include, but are not limited to: the impact
or unanticipated impact of general economic,
political and market factors in North America and
internationally, interest and foreign exchange rates,
global equity and capital markets, management
of market liquidity and funding risks, changes in
accounting policies and methods used to report
financial condition (including uncertainties
associated with critical accounting assumptions
and estimates), the effect of applying future
accounting changes, operational and reputational

risks, business competition, technological change,
changes in government regulations and legislation,
changes in tax laws, unexpected judicial or regulatory
proceedings, catastrophic events, the Company’s
ability to complete strategic transactions, integrate
acquisitions and implement other growth strategies,
and the Company’s and its subsidiaries’ success in
anticipating and managing the foregoing factors.
The reader is cautioned that the foregoing list is not
exhaustive of the factors that may affect any of the
Company’s forward-looking statements. The reader
is also cautioned to consider these and other factors,
uncertainties and potential events carefully and not
place undue reliance on forward-looking statements.
Other than as specifically required by applicable
Canadian law, the Company undertakes no obligation
to update any forward-looking statements to reflect
events or circumstances after the date on which such
statements are made, or to reflect the occurrence
of unanticipated events, whether as a result of new
information, future events or results, or otherwise.
Additional information about the risks and
uncertainties of the Company’s business and
material factors or assumptions on which information
contained in forward-looking statements is based
is provided in its disclosure materials, including
this Management’s Discussion and Analysis and its
most recent Annual Information Form, filed with the
securities regulatory authorities in Canada, available
at www.sedar.com.

NON-IFRS FINA NC IA L ME A S URE S A ND A D D ITIO NA L IFR S ME A S U R E S
Net earnings available to common shareholders,
which is an additional measure in accordance with
IFRS, may be subdivided into two components
consisting of:
• Operating earnings available to common
shareholders; and
• Other items, which include the after-tax impact
of any item that management considers to be of
a non-recurring nature or that could make the
period-over-period comparison of results from
operations less meaningful.
“Operating earnings available to common
shareholders”, “operating diluted earnings per share”
(EPS) and “operating return on average common
equity” (ROE) are non-IFRS financial measures
which are used to provide management and investors

16

with additional measures to assess earnings
performance. These non-IFRS financial measures do
not have standard meanings prescribed by IFRS and
may not be directly comparable to similar measures
used by other companies.
“Earnings before interest and taxes” (EBIT) and
“earnings before interest, taxes, depreciation and
amortization” (EBITDA) are also non-IFRS financial
measures. EBIT and EBITDA are alternative measures
of performance utilized by management, investors
and investment analysts to evaluate and analyze
the Company’s results. These non-IFRS financial
measures do not have standard meanings prescribed
by IFRS and may not be directly comparable to similar
measures used by other companies.

“Earnings before income taxes and discontinued
operations”, “net earnings from continuing
operations” and “net earnings available to common
shareholders” are additional IFRS measures which
are used to provide management and investors with
additional measures to assess earnings performance.
These measures are considered additional IFRS
measures as they are in addition to the minimum
line items required by IFRS and are relevant to an
understanding of the entity’s financial performance.
Refer to the appropriate reconciliations of nonIFRS financial measures to reported results in
accordance with IFRS in Tables 1 and 2.
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IGM Financial Inc.
Summary of Consolidated Operating Results
Operating Earnings and
Operating Earnings
per Share
For the financial year ($ millions,
except per share amounts)
833
759

766
2.89

619

750

3.22
2.94

2.89

2.34

08

09

10

CGAAP

11

12

IFRS

Operating Earnings
Operating Diluted EPS
2008 excluded the proportionate share of affiliate’s
impairment charge and affiliate’s gain.
2009 excluded net earnings on discontinued operations,
a non-cash charge on AFS equity securities, a non-cash
income tax benefit and a premium paid on the redemption
of preferred shares.
2010 excluded net earnings on discontinued operations,
non-recurring items related to transition to IFRS and
the proportionate share of an affiliate’s incremental
litigation provision.
2011 excluded net earnings on discontinued operations
and the proportionate share of the benefit related to the
changes in an affiliate’s litigation provisions.
2012 excluded a reduction in income tax estimates related
to certain tax filings, the proportionate share of the charge
related to the changes in an affiliate’s litigation provision,
and a non-cash income tax charge.

quarter of 2011 and a one-time tax adjustment of
$28.7 million recorded in the third quarter of 2011.
Excluding the items noted above, net earnings from
discontinued operations totalled $3.6 million for the
twelve months ended December 31, 2011.
• An after-tax benefit of $5.0 million, recorded in
the fourth quarter, representing the Company’s
proportionate share of net changes in Great-West
Lifeco Inc.’s litigation provisions.
Shareholders’ equity was $4.5 billion as
at December 31, 2012, unchanged from
December 31, 2011. Return on average common
equity based on operating earnings for the year ended
December 31, 2012 was 17.3% compared with 19.7%
in 2011. The quarterly dividend per common share was
53.75 cents in 2012, unchanged from the end of 2011.
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IGM FINANCIAL INC.

IGM Financial Inc. (TSX:IGM) is one of Canada’s
premier financial services companies. The Company’s
principal businesses are Investors Group Inc. and
Mackenzie Financial Corporation, each operating
distinctly within the advice segment of the financial
services market.
Total assets under management were $120.7 billion
as at December 31, 2012 compared with $118.7 billion
as at December 31, 2011. Average total assets under
management for the year ended December 31, 2012
were $119.7 billion compared to $126.7 billion in 2011.
Operating earnings available to common
shareholders, excluding other items outlined below, for
the year ended December 31, 2012 were $749.7 million
or $2.94 per share compared to operating earnings
available to common shareholders of $833.0 million or
$3.22 per share in 2011.
Net earnings available to common shareholders for
the year ended December 31, 2012 were $762.1 million
or $2.99 per share compared to net earnings available
to common shareholders of $900.6 million or $3.48 per
share in 2011.
Other items for the year ended December 31, 2012
consisted of:
• A favourable change in income tax provision estimates
of $24.4 million, recorded in the fourth quarter,
related to certain tax filings.
• An after-tax charge of $5.6 million, recorded in
the fourth quarter, representing the Company’s
proportionate share of net changes in Great-West
Lifeco Inc.’s litigation provisions.
• A non-cash income tax charge of $6.4 million,
recorded in the second quarter, resulting from
increases in Ontario corporate income tax rates and
their effect on the deferred income tax liability related
to indefinite life intangible assets arising from prior
business acquisitions. There is no expectation that
the deferred tax liability will become payable as the
Company has no intention of disposing of these assets.
Other items for the year ended December 31, 2011
consisted of:
• Net earnings which have been classified as
discontinued operations. On November 16, 2011,
Mackenzie completed the sale of M.R.S. Trust
Company and M.R.S. Inc. (MRS). Net earnings
from discontinued operations were $62.6 million for
the twelve months ended December 31, 2011. Net
earnings for MRS include the after-tax gain on the
sale of MRS of $30.3 million recorded in the fourth
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D I SCO N T I N U ED O P ER A T I ONS

REPORT ABL E SEGM ENT S

On November 16, 2011, the Company completed the
sale of 100% of the common shares of MRS. Cash
consideration was $198.7 million in addition to the
repayment of $20 million of subordinated debt and the
assumption of the liability related to amounts held on
deposit with MRS by Investors Group Securities Inc.
In accordance with IFRS 5 – Non-Current Assets
Held for Sale and Discontinued Operations, the operating
results and cash flows of MRS, which were previously
included in the Mackenzie reportable segment, were
classified as discontinued operations.
Net earnings from discontinued operations for all
periods under review in 2011 are reported as a separate
line item on the following tables: Table 1 – Reconciliation
of Non-IFRS Financial Measures; Table 2 – Consolidated
Operating Results by Segment; Table 6 – Selected Annual
Information; and Table 7 – Summary of Quarterly
Results.
Refer to Note 3 of the Consolidated Financial
Statements for additional information.

IGM Financial’s reportable segments, which reflect the
current organizational structure and internal financial
reporting, are:
• Investors Group
• Mackenzie
• Corporate and Other.
Management measures and evaluates the performance
of these segments based on EBIT as shown in Table 2.
Segment operations are discussed in each of their
respective Review of Segment Operating Results
sections of the MD&A.
Certain items reflected in Table 2 are not allocated
to segments:
• Interest expense – represents interest expense on longterm debt. The change in interest expense for the
year ended December 31, 2012 compared to 2011
reflects the repayment of the $450 million 2001
Series 6.75% debentures on May 9, 2011.
• Proportionate share of affiliate’s provision – represents
changes in litigation provisions recorded by Lifeco. In
the fourth quarter of 2012, Lifeco recorded net changes

TABLE 1: RECON CILIATION O F NO N- I F R S F I NANCI AL MEASUR ES

2012
($ millions)

IGM FINANCIAL INC.

Operating earnings available to common shareholders –
Non-IFRS measure
Reduction in income tax estimates related to certain tax filings
Proportionate share of affiliate’s provision
Non-cash income tax charge
Net earnings – Discontinued operations

N ET EA R N I N GS

2011
EPS ( 1)

NET EARNINGS

E P S ( 1)

$

749.7
24.4
(5.6)
(6.4)
-

$ 2.94
0.10
(0.02)
(0.03)
-

$

833.0
5.0
62.6

$ 3.22
0.02
0.24

Net earnings available to common shareholders – IFRS

$

762.1

$ 2.99

$

900.6

$ 3.48

EBITDA – Non-IFRS measure
Commission amortization
Amortization of capital assets and intangible assets and other
Interest expense on long-term debt
Proportionate share of affiliate’s provision

$ 1,364.5
(266.2)
(38.0)
(92.2)
(5.6)

$ 1,515.3
(281.6)
(38.6)
(102.8)
5.0

962.5
(191.6)
(8.8)

1,097.3
(250.5)
62.6
(8.8)

Earnings before income taxes and discontinued operations
Income taxes
Net earnings – Discontinued operations
Perpetual preferred share dividends
Net earnings available to common shareholders – IFRS

$

762.1

$

900.6

(1) Diluted earnings per share
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TABLE 2: CON SOLID AT ED O PER AT I NG R ESUL T S B Y SEG MENT

INVESTORS GROUP

2012

2011

$ 1,497.1

$ 1,566.5

61.6

($ millions)

Revenues
Fee income
Net investment
income and other

Expenses
Commission
Non-commission

Earnings before
interest and taxes

$

MACKENZIE

CORPORATE & OTHER

2012

2011

756.9

$ 823.8

70.2

2.5

2.4

1,558.7

1,636.7

759.4

488.5
373.0

489.5
352.0

861.5

841.5

697.2

$

795.2

$

$

2012

TOTAL

2012

2011

180.8

$ 2,424.5

$ 2,571.1

94.4

83.8

158.5

156.4

826.2

264.9

264.6

2,583.0

2,727.5

259.6
248.7

285.9
239.7

110.2
42.7

119.5
45.8

858.3
664.4

894.9
637.5

508.3

525.6

152.9

165.3

1,522.7

1,532.4

251.1

$ 300.6

99.3

1,060.3

1,195.1

$

$

170.5

112.0

2011

$

$

Interest expense
Proportionate share of affiliate’s provision

(92.2)
(5.6)

Earnings before income taxes and discontinued operations
Income taxes

962.5
191.6

1,097.3
250.5

Net earnings from continuing operations
Net earnings from discontinued operations

770.9
-

846.8
62.6

Net earnings
Perpetual preferred share dividends

770.9
8.8

909.4
8.8

Net earnings available to common shareholders
Operating earnings available to common shareholders

(1)

(102.8)
5.0

$

762.1

$

900.6

$

749.7

$

833.0

(1) Refer to Non-IFRS Financial Measures and Additional IFRS Measures in this MD&A for an explanation of
the Company’s use of non-IFRS financial measures.

• 2011 Net earnings from discontinued operations –
represents the operating results of MRS, previously
reported in the Mackenzie segment (Note 3 of the
Consolidated Financial Statements).
Net earnings from discontinued operations for the
year ended December 31, 2011 were $62.6 million
which also included the after-tax gain on the sale of
MRS of $30.3 million and a reduction in income taxes
of $28.7 million. Income taxes recorded in prior years
were adjusted in the third quarter of 2011 to reflect
changes in management’s best estimates related to tax
filing positions. Excluding the items noted above, net
earnings for MRS totalled $3.6 million in 2011.
• Perpetual preferred share dividends – represents the
dividends declared on the Company’s 5.90% noncumulative first preferred shares.
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in litigation provisions and the Company’s after-tax
proportionate share was a charge of $5.6 million. In the
fourth quarter of 2011, Lifeco recorded net changes
in litigation provisions and the Company’s after-tax
proportionate share was a benefit of $5.0 million.
• Income taxes – changes in the effective tax rates are
shown in Table 3.
Tax planning may result in the Company recording
lower levels of income taxes. Management monitors
the status of its income tax filings, and regularly
assesses the overall adequacy of its provision for
income taxes and, as a result, income taxes recorded
in prior years may be adjusted in the current year.
The effect of changes in management’s best estimates
reported in operating earnings are reflected in Other
items, which also includes, but is not limited to, the
effect of lower effective income tax rates on foreign
operations.
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TABLE 3: EFFECTIVE IN COM E T AX R AT E

THREE MONTHS ENDED

2012
dec. 31

Income taxes at Canadian federal and
provincial statutory rates
Effect of:
Proportionate share of
affiliate’s earnings
Loss consolidation(1)
Other items
Effective income tax rate – operating
earnings continuing operations
Reduction in income tax estimates
related to certain tax filings
Effect of tax rate increases on
deferred income taxes related to
indefinite life intangible assets
Proportionate share of affiliate’s provision
Effective income tax rate –
net earnings continuing operations

2012
sep. 30

TWELVE MONTHS ENDED

2011
dec. 31

2012
dec. 31

2011
dec. 31

26.52 %

26.52 %

28.14 %

26.53 %

28.15 %

(2.44)
(2.17)
(0.01)

(2.25)
(2.11)
(1.07)

(2.05)
(2.93)
(1.64)

(2.17)
(2.08)
(0.66)

(1.92)
(2.33)
(0.94)

21.90

21.09

21.52

21.62

22.96

(10.46)

-

-

0.64

-

12.08 %

21.09 %

(0.55)
20.97 %

(2.53)

0.67
0.15
19.91 %

-

(0.13)
22.83 %

IGM FINANCIAL INC.

(1) See the Transactions with Related Parties section of this MD&A for additional information.
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SU MMAR Y O F CHANGES I N T OT AL ASSET S UNDER M ANAGEM ENT

Total assets under management were $120.7 billion at December 31, 2012 compared to $118.7 billion at
December 31, 2011. Changes in total assets under management are detailed in Tables 4 and 5.
Changes in assets under management for Investors Group and Mackenzie are discussed further in each of their respective
Review of the Business sections in the MD&A.

TABLE 4: CH AN GE IN T O T AL ASSET S UND ER MANAG EMENT – Q 4 2012 V S. Q 4 2011

INVESTORS GROUP

three months ended

2012
dec. 31

($ millions)

MACKENZIE

2011
dec. 31

2012
dec. 31

Mutual funds
Gross sales – money market $
153.4 $
174.6 $
94.1 $
Gross sales – long term
1,264.2
1,110.3
1,756.1

2011
dec. 31

INVESTMENT PLANNING
COUNSEL

2012
dec. 31

CONSOLIDATED (1)

2011
dec. 31

2012
dec. 31

2011
dec. 31

109.6 $
978.8

13.9 $
84.3

20.9 $
261.4 $
106.8
3,089.5

305.1
2,194.5

$ 1,417.6 $ 1,284.9 $ 1,850.2 $ 1,088.4 $

98.2 $

127.7 $ 3,350.9 $

2,499.6

$

(43.7) $
(217.2)

(13.0) $
(144.5)

(24.7) $
(518.7)

(13.7) $
(570.2)

10.4 $
(26.3)

15.8 $
39.7

(58.0) $
(776.6)

(10.9)
(676.4)

Total mutual fund net sales $

(260.9) $

(157.5) $

(543.4) $

(583.9) $

(15.9) $

55.5 $

(834.6) $

(687.3)

- $
-

- $
-

991.8 $
(461.1)

999.3 $
(662.0)

- $
-

- $
-

712.4 $
(479.7)

936.9
(685.8)

$ 1,417.6 $ 1,284.9 $ 2,842.0 $ 2,087.7 $
(260.9)
(157.5) (1,004.5) (1,245.9)

98.2 $
(15.9)

127.7 $ 4,063.3 $ 3,436.5
55.5
(1,314.3)
(1,373.1)

$

(15.9) $
56.7

55.5 $ (1,314.3) $ (1,373.1)
82.0
2,729.0
3,343.1

Total mutual fund
gross sales
Net sales – money market
Net sales – long term

Sub-advisory, institutional
and other accounts
Gross sales
Net sales
Combined
Gross sales
Net sales
Change in total assets
under management
Net sales
Market and income
Net change in assets
Beginning assets

(260.9) $ (157.5) $ (1,004.5) $ (1,245.9) $
1,263.3
1,390.4
1,474.2
1,981.7
1,002.4
59,592.1

1,232.9
56,502.4

469.7
61,007.7

735.8
60,916.2

40.8
2,908.8

137.5
2,674.0

1,414.7
119,278.8

1,970.0
116,742.8

$ 60,594.5 $ 57,735.3 $ 61,477.4 $ 61,652.0 $ 2,949.6 $ 2,811.5 $120,693.5 $ 118,712.8

IGM FINANCIAL INC.

Ending assets

$

(1) Total Gross Sales and Net Sales excluded $295 million and $33 million respectively in accounts sub-advised by Mackenzie on behalf of Investors Group and
Investment Planning Counsel ($64 million and $25 million in 2011).
Total assets under management excluded $4.3 billion of assets sub-advised by Mackenzie on behalf of Investors Group and Investment Planning Counsel
($3.5 billion at December 31, 2011).
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TABLE 5: CH AN GE IN TOTAL ASSET S UND ER MANAG EMENT – 2012 V S. 2011

INVESTORS GROUP

twelve months ended

2012
dec. 31

($ millions)

MACKENZIE

2011
dec. 31

2012
dec. 31

2011
dec. 31

Mutual funds
Gross sales – money market $
657.7 $
717.6 $
382.6 $
493.6 $
Gross sales – long term
5,120.0
5,303.2
5,107.0
5,151.0

INVESTMENT PLANNING
COUNSEL

2012
dec. 31

2011
dec. 31

CONSOLIDATED(1)

2012
dec. 31

2011
dec. 31

62.2 $
338.8

70.7 $ 1,102.5 $ 1,281.9
472.7
10,540.4
10,924.3

$ 5,777.7 $ 6,020.8 $ 5,489.6 $ 5,644.6 $

401.0 $

543.4 $ 11,642.9 $ 12,206.2

$

(73.0) $
(650.7)

(21.4) $
(99.1) $ (122.8) $
60.6
(1,874.7) (1,425.0)

44.4 $
(68.8)

51.2 $ (127.7) $
(93.0)
173.1
(2,614.8)
(1,193.7)

Total mutual fund net sales $

(723.7) $

39.2 $ (1,973.8) $ (1,547.8) $

(24.4) $

224.3 $ (2,742.5) $ (1,286.7)

- $
-

- $ 4,479.3 $ 4,657.9 $
(2,264.0)
(951.2)

- $
-

- $ 3,049.8 $ 4,197.5
(2,874.5)
(1,237.2)

$ 5,777.7 $ 6,020.8 $ 9,968.9 $ 10,302.5 $
(723.7)
39.2
(4,237.8) (2,499.0)

401.0 $
(24.4)

543.4 $ 14,692.7 $ 16,403.7
224.3
(5,617.0)
(2,523.9)

$

(24.4) $
162.5

224.3 $ (5,617.0) $ (2,523.9)
(100.9)
7,597.7
(8,246.8)

Total mutual fund
gross sales
Net sales – money market
Net sales – long term

Sub-advisory, institutional
and other accounts
Gross sales
Net sales
Combined
Gross sales
Net sales
Change in total assets
under management
Net sales
Market and income
Net change in assets
Beginning assets
Ending assets

$

(723.7) $
39.2 $ (4,237.8) $ (2,499.0) $
3,582.9
(4,089.2)
4,063.2
(4,195.3)
2,859.2
57,735.3

(4,050.0)
61,785.3

(174.6)
61,652.0

(6,694.3)
68,346.3

138.1
2,811.5

123.4
2,688.1

1,980.7
118,712.8

(10,770.7)
129,483.5

$ 60,594.5 $ 57,735.3 $ 61,477.4 $ 61,652.0 $ 2,949.6 $ 2,811.5 $120,693.5 $ 118,712.8

(1) Total Gross Sales and Net Sales excluded $1.5 billion and $631 million respectively in accounts sub-advised by Mackenzie on behalf of Investors Group and
Investment Planning Counsel ($463 million and $288 million in 2011).
Total assets under management excluded $4.3 billion of assets sub-advised by Mackenzie on behalf of Investors Group and Investment Planning Counsel
($3.5 billion at December 31, 2011).

IGM FINANCIAL INC.

SEL ECT ED AN N U AL I NF ORM AT I ON

Financial information for the three most recently
completed years is included in Table 6.
Net Earnings and Earnings per Share – Except as
noted in the reconciliation in Table 6, variations in
net earnings and total revenues result primarily from
changes in average daily mutual fund assets under
management. Mutual fund assets under management
increased in 2010 as global market conditions improved
overall despite increased volatility primarily during the
second and third quarters. In 2011, mutual fund assets
under management increased in the first quarter, but
declined in the second half of the year due to declining
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domestic and international markets. Average daily
mutual fund assets under management increased in
2011 compared with 2010 as shown in Table 6. Total
mutual fund assets under management increased to
$103.9 billion at December 31, 2012 compared to
$99.7 billion at the end of 2011. The increase occurred
primarily in the first quarter of 2012, partly offset
by a decline in mutual fund asset levels in the second
quarter of 2012. Changes in the Company’s total mutual
fund assets under management during 2012 and 2011
were consistent with changes in mutual fund assets
experienced by the Canadian mutual fund industry.
Average mutual fund assets under management for the
year ended December 31, 2012 were $102.0 billion
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TABLE 6: SELECTED ANNUAL I NF O R MAT I O N

Consolidated Statements of Earnings ($ millions)
Revenues
Fee income
Net investment income and other

2012

2011

2010

$ 2,424.5
158.5

$ 2,571.1
156.4

$ 2,467.8
149.1

2,583.0
1,614.9

2,727.5
1,635.2

2,616.9
1,571.6

Expenses
Proportionate share of affiliate’s provision
Non-recurring items related to transition to IFRS

968.1
(5.6)
-

1,092.3
5.0
-

1,045.3
(8.2)
(29.3)

Earnings before income taxes
Income taxes

962.5
191.6

1,097.3
250.5

1,007.8
268.8

Net earnings from continuing operations
Net earnings from discontinued operations

770.9
-

846.8
62.6

739.0
1.8

Net earnings
Perpetual preferred share dividends

770.9
8.8

909.4
8.8

740.8
10.1

Net earnings available to common shareholders
Reconciliation of Non-IFRS Financial Measures(1) ($ millions)
Operating earnings available to
common shareholders – non-IFRS measure
Other items:
Reduction in income tax estimates related to certain tax filings
Proportionate share of affiliate’s provision
Non-cash income tax charge
Net earnings from discontinued operations
Non-recurring items related to transition to IFRS, net of tax
Net earnings available to common shareholders - IFRS
Earnings per share ($)
Operating earnings available to common shareholders(1)
– Basic
– Diluted
Net earnings available to common shareholders
– Basic
– Diluted

$

762.1

$

900.6

$

730.7

$

749.7

$

833.0

$

758.9

24.4
(5.6)
(6.4)
-

5.0
62.6
-

(8.2)
1.8
(21.8)

$

762.1

$

900.6

$

730.7

$

2.94
2.94

$

3.23
3.22

$

2.90
2.89

2.99
2.99

3.49
3.48

2.79
2.78

Dividends per share ($)
Common
Preferred, Series B

$

Average daily mutual fund assets ($ millions)

$ 101,972

$ 105,692

$ 101,350

Total mutual fund assets under management ($ millions)

$ 103,915

$

99,685

$ 107,925

Total assets under management ($ millions)

$ 120,694

$ 118,713

$ 129,484

Total corporate assets ($ millions)

$

11,973

$

11,160

$

12,237

Total long-term debt ($ millions)

$

1,325

$

1,325

$

1,775

252,099

$

2.10
1.48

256,658

$

2.05
1.68

IGM FINANCIAL INC.

Outstanding common shares (thousands)

2.15
1.48

259,718

(1) Refer to Non-IFRS Financial Measures and Additional IFRS Measures in addition to the Summary of Consolidated Operating Results section
included in this MD&A for an explanation of Other items used to calculate the Company’s Non-IFRS financial measures.
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SUM M ARY OF QUART ERL Y R E S U LTS

The Summary of Quarterly Results in Table 7 includes
the eight most recent quarters and the reconciliation
of non-IFRS financial measures to net earnings in
accordance with IFRS.
Quarterly operating earnings available to common
shareholders are primarily dependent on the level of
mutual fund assets under management. Average daily
mutual fund assets under management are shown
in Table 7. Average daily mutual fund assets under
management remained relatively constant in the first
half of 2011 and decreased in both the third and fourth
quarters of 2011 as a result of declining domestic and
international markets. Average daily mutual fund assets
increased in the first quarter of 2012, decreased in the
second quarter of 2012 and increased in the fourth quarter
of 2012, consistent with overall market movements.

IGM FINANCIAL INC.

compared to $105.7 billion in 2011, primarily due to
higher average mutual fund assets in the first half of
2011. The impact on earnings and revenues of changes
in average daily mutual fund assets under management
and other pertinent items are discussed in the Review of
Segment Operating Results sections of the MD&A for
both Investors Group and Mackenzie.
Total assets under management at December 31, 2012
were $120.7 billion and included mutual fund assets under
management totalling $103.9 billion. Net earnings in
future periods will largely be determined by the level of
mutual fund assets which will continue to be influenced by
global market conditions.
Dividends per Common Share – Annual dividends
per common share were $2.15 in 2012, an increase of
2.4% from 2011. Annual dividends per common share
increased by 2.4% in 2011 and did not increase in 2010.
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TABLE 7: SU MM ARY O F Q UAR T ER L Y R ESUL T S

2012

Consolidated statements of earnings ($ millions)
Revenues
Management fees
Administration fees
Distribution fees
Net investment income and other

Expenses
Commission
Non-commission
Interest

2011

q4

q3

q2

q1

q4

q3

q2

q1

434.7
84.5
80.2
38.9

431.5
83.3
75.2
44.0

443.5
84.0
80.5
29.6

456.6
85.3
85.2
46.0

444.2
84.3
79.8
36.4

464.6
85.2
80.8
43.2

491.8
87.9
83.5
34.4

492.1
87.5
89.4
42.4

638.3

634.0

637.6

673.1

644.7

673.8

697.6

711.4

213.4
162.8
23.2

209.8
161.4
23.2

213.7
170.1
22.9

221.4
170.1
22.9

214.0
155.4
23.2

218.6
156.0
23.2

228.7
164.1
26.1

233.6
162.0
30.3

399.4

394.4

406.7

414.4

392.6

397.8

418.9

425.9

Earnings before undernoted
Proportionate share of affiliate’s provision

238.9
(5.6)

239.6
-

230.9
-

258.7
-

252.1
5.0

276.0
-

278.7
-

285.5
-

Earnings before income taxes
Income taxes

233.3
28.2

239.6
50.5

230.9
56.1

258.7
56.8

257.1
53.9

276.0
60.8

278.7
63.7

285.5
72.1

Net earnings from continuing operations
Net earnings from discontinued operations

205.1
-

189.1
-

174.8
-

201.9
-

203.2
29.6

215.2
31.0

215.0
1.1

213.4
0.9

Net earnings
Perpetual preferred share dividends

205.1
2.2

189.1
2.2

174.8
2.2

201.9
2.2

232.8
2.2

246.2
2.2

216.1
2.2

214.3
2.2

202.9

186.9

172.6

199.7

230.6

244.0

213.9

212.1

179.0

199.7

196.0

213.0

212.8

211.2

-

5.0
29.6

31.0

1.1

0.9

Net earnings available to common shareholders
(1)

Reconciliation of Non-IFRS financial measures ($ millions)
Operating earnings available to common
shareholders – non-IFRS measure
184.1
186.9
Other items:
Reduction in income tax estimates related
to certain tax filings
24.4
Proportionate share of affiliate’s provision
(5.6)
Non-cash income tax charge
Net earnings from discontinued operations
202.9

186.9

172.6

199.7

230.6

244.0

213.9

212.1

73
73

73
73

70
70

78
78

76
76

83
82

83
82

82
81

80
80

73
73

67
67

78
78

90
89

95
94

83
82

82
81

Average daily mutual fund assets ($ billions)

102.4

101.0

100.9

103.6

99.6

103.5

109.9

110.0

Total mutual fund assets
under management ($ billions)

103.9

102.2

$100.2

105.1

99.7

97.7

108.6

111.7

Total assets under management ($ billions)

120.7

119.3

118.0

124.1

118.7

116.7

130.2

134.1

Earnings per share (¢)
Operating earnings available to
common shareholders(1)
– Basic
– Diluted
Net earnings available to common shareholders
– Basic
– Diluted

IGM FINANCIAL INC.

Net earnings available to
common shareholders - IFRS

(6.4)
-

(1) Refer to Non-IFRS Financial Measures and Additional IFRS Measures in addition to the Summary of Consolidated Operating Results section
included in this MD&A for an explanation of Other items used to calculate the Company’s Non-IFRS financial measures.
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Investors Group
Review of the Business
Investors Group provides a broad range of financial and
investment planning services to Canadians through its
exclusive network of Consultants across the country.
Fee income is primarily generated from the
management, administration and distribution of
Investors Group mutual funds.
Fee income is also earned from the distribution of
insurance, securities and other financial services.
Additional revenue is derived from net investment
income and other income, based primarily from
origination and management of our mortgage business.
Revenues depend largely on the level and composition
of mutual fund assets under management. The
comprehensive approach to financial planning, provided
by our Consultants through the broad range of financial
products and services offered by Investors Group, has
resulted in a mutual fund redemption rate lower than the
industry average.
I N V E ST O R S G R O U P S T RAT EGY

IGM FINANCIAL INC.

Investors Group strives to ensure that the interests of
shareholders, clients, Consultants and employees are
closely aligned. Investors Group’s business strategy is
focused on:
• Growing our distribution network by expanding the
number of region offices, attracting new Consultants
to our industry and supporting existing Consultants
in their growth and development.
• Emphasizing the delivery of financial planning advice,
products and services through our exclusive network
of Consultants.
• Providing an effective level of administrative support
to our Consultants and clients, including active
communication during all economic cycles.
• Extending the diversity and range of products offered
by Investors Group as we continue to build and
maintain enduring client relationships.
• Maximizing returns on business investment by focusing
resources on initiatives that have direct benefits to
clients and Consultants and result in increased efficiency
and improved control over expenditures.
CO N S U L T AN T N E T WO RK

Investors Group distinguishes itself from its competition
by offering personal financial planning to its clients
within the context of long-term relationships. At the
centre of this relationship is a national distribution
network of Consultants based in region offices across
Canada. Two new region offices were opened in 2012 in
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Fee Income –
Investors Group
For the financial year ($ millions)
1,508

1,438

1,567

1,497

1,338

08

09

10

11

12

Calgary, Alberta and Ancaster, Ontario which expanded
the network to 108 region offices.
At December 31, 2012, Investors Group had 4,518
Consultants, compared with 4,608 at the end of 2011.
Although there were increases in the total Consultant
network in each of the second and third quarters,
slower recruiting occurred in the first and fourth
quarters of the year.
The number of Consultants with more
than four years of Investors Group experience
continued to increase throughout the year to
2,748 at December 31, 2012 compared to 2,705 at
December 31, 2011.
Consultant Development

Investors Group combines a number of interview
and testing techniques to identify individuals who
demonstrate a blend of experience, education and
aptitude that makes them well suited to becoming
successful financial planners. This process is continually
reviewed in our efforts to select the most appropriate
candidates as new Consultants to improve their
likelihood of success in the future.
Each year our training curriculum is reviewed and
refreshed to offer new Consultants important building
blocks to develop client relationships. As Consultants
progress, they develop their skills as financial planners
and business managers by attending a selection of focused
educational programs including: financial planning skills,
product knowledge, client service, business development
skills, compliance, technology, practice management and
other related topics. This core training is supplemented
by annual training conferences where education is tailored
to both new and experienced Consultants.
In 2012 we continued to deliver additional phases
of a multi-year initiative to enhance our Consultant
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technology platform, bringing together Consultants’
contact management and portfolio information for
greater efficiency and productivity. These efforts include
ongoing upgrades to the financial planning software used
by Consultants.

In-Quarter Client Rate of Return (ROR) Experience
10
8
6

90% of
clients rate
of return
range

4

Field Management Development

2

ROR %

As part of our continued emphasis on growth and
development of our field management and Consultant
network, Investors Group is increasing the training
opportunities for field leaders to improve recruiting and
training effectiveness.

0
-2
-4
-6
-8
-10

AD MI N I ST R A T I V E SUPPORT AND
CO MMU N I CAT I O N F OR CONSUL T ANT S
AN D CL I E N T S

Q4 11

Q1 12

Q2 12

Q3 12

Q4 12

2.4

4.8

(3.6)

3.0

1.8

For the three months ending December 31, 2012,
the client median rate of return was approximately 1.8%
and 95% of clients experienced positive returns.

Annual Client Rate of Return (ROR) Experience
15

10

90% of
clients rate
of return
range

ROR %

5

0
-5

-10

-15

-20

Median
Returns - %

2011

2012

(5.9)

5.5

For the twelve months ending December 31, 2012,
the client median rate of return was approximately 5.5%
compared to (5.9)% during 2011. In addition, more than
95% of clients experienced positive returns in 2012.
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Administrative support for Consultants and clients includes
timely and accurate client account record-keeping and
reporting, effective problem resolution support, and
continuous improvements to servicing systems.
This administrative support is provided from both the
Company’s Quebec General Office located in Montreal
for Consultants and clients residing in Quebec and from
the Company’s head office in Winnipeg, Manitoba
for Consultants and clients in the rest of Canada. The
Quebec General Office has over 200 employees and
operating units for most functions supporting both the
approximately 800 Consultants throughout Quebec and
the 19 Quebec region offices. Mutual fund assets under
management in Quebec were approximately $10 billion
as at December 31, 2012.
Regular communication with our clients includes
quarterly reporting of their Investors Group mutual
fund holdings and the change in asset values of
these holdings during the quarter. Individual clients
experience different returns as a result of their net cash
flow and fund holdings in each quarter as illustrated on
the accompanying chart. This chart reflects in-quarter
client median rates of return for the five most recent
quarters and also illustrates upper and lower range of
rates of return around the median for 90% of Investors
Group clients.

Median
Returns - %
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TABLE 8: CH AN GE IN MU TUAL F UND ASSET S UND ER MANAG EMENT – I NV EST O R S G R O UP
% CHA NG E

three months ended

2012
Dec. 31

($ millions)

Sales
Redemptions
Net redemptions
Market and income
Net change in assets
Beginning assets

$

1,417.6
1,678.5
(260.9)
1,263.3

2012
Sep. 30

$

1,219.9
1,533.8

2011
Dec. 31

$

(313.9)
1,788.1

16.2 %
9.4

2011
Dec. 31

10.3 %
16.4

16.9
(29.3)

(65.7)
(9.1)

(32.0)
2.5

(18.7)
5.5

1,002.4
59,592.1

1,474.2
58,117.9

1,232.9
56,502.4

Ending assets

$ 60,594.5

$ 59,592.1

$ 57,735.3

1.7 %

5.0 %

Average daily assets

$ 59,756.1

$ 58,742.1

$ 57,525.7

1.7 %

3.9 %

2012
De c . 31

($ millions)

Sales
Redemptions
Net sales (redemptions)
Market and income
Net change in assets
Beginning assets

$

5,777.7
6,501.4
(723.7)
3,582.9
2,859.2
57,735.3

2011
D e c. 31

$

6,020.8
5,981.6

% CHA NG E

(4.0) %
8.7

39.2
(4,089.2)

n/m
187.6

(4,050.0)
61,785.3

170.6
(6.6)

Ending assets

$ 60,594.5

$ 57,735.3

5.0 %

Average daily assets

$ 59,189.0

$ 60,672.6

(2.4) %

Consultants maintain a high degree of contact with
our clients, continuing to reinforce the importance
of long-term planning and a diversified investment
portfolio. Ongoing surveys of our clients indicate a
strong appreciation of the value of advice provided by
our Consultants through varying economic cycles.
ASSET S U N D ER MA N AGEM ENT
IGM FINANCIAL INC.

1,284.9
1,442.4
(157.5)
1,390.4

twelve months ended

The level of mutual fund assets under management is
influenced by three factors: sales, redemptions and net asset
values of our funds. Changes in assets under management
for the periods under review are reflected in Table 8.
Change in Mutual Fund Assets Under Management –
2012 vs. 2011

Investors Group’s mutual fund assets under management
were $60.6 billion at December 31, 2012, an increase
of 5.0% from $57.7 billion at December 31, 2011.
Average daily mutual fund assets were $59.8 billion in
the fourth quarter of 2012, up 3.9% from $57.5 billion
in the fourth quarter of 2011. Average daily mutual fund
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2012
Sep. 30

assets were $59.2 billion for the twelve months ended
December 31, 2012, down 2.4% from $60.7 billion for
the comparative period in 2011.
For the quarter ended December 31, 2012, sales of
Investors Group mutual funds through its Consultant
network were $1.4 billion, an increase of 10.3% from the
comparative period in 2011. Mutual fund redemptions
totalled $1.7 billion, an increase of 16.4% from 2011.
Investors Group’s twelve month trailing redemption rate
for long-term funds was 10.0% at December 31, 2012
compared to 8.8% at December 31, 2011, and remains
well below the most recently available corresponding
average redemption rate for all other members of
the Investment Funds Institute of Canada (IFIC) of
approximately 15.4% at September 30, 2012.
Over the last several years a growing component of
the redemptions included in Investors Group’s long-term
redemption rate has related to the Cornerstone funds
and transfers to Investors Group Series of Guaranteed
Investment Funds (GIFs). The Cornerstone funds are
income portfolio funds which invest between 30% and
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50% of their assets in Investors Premium Money Market
Fund. These funds are used by our clients as a substitute for
money market funds which have higher redemption activity
and, together with the transfers to GIFs, account for 0.5%
of our long-term redemption rate at December 31, 2012.
Excluding such items the long-term redemption rate would
have been 9.5%.
Net redemptions of Investors Group mutual funds for
the fourth quarter of 2012 were $261 million compared
with net redemptions of $158 million in 2011. Sales of
long-term funds were $1.3 billion for the fourth quarter
of 2012, compared with $1.1 billion in 2011, an increase
of 13.9%. Net redemptions of long-term funds for the
fourth quarter of 2012 were $217 million compared to net
redemptions of $145 million in 2011. During the fourth
quarter, market and income resulted in an increase of
$1.3 billion in mutual fund assets compared to an increase
of $1.4 billion in the fourth quarter of 2011.
For the year ended December 31, 2012, sales of
Investors Group mutual funds through its Consultant
network were $5.8 billion, a decrease of 4.0% from
2011. Mutual fund redemptions totalled $6.5 billion,
an increase of 8.7% from 2011. Net redemptions
of Investors Group mutual funds were $724 million
compared with net sales of $39 million in 2011. Sales of
long-term funds for the twelve month period in 2012
were $5.1 billion, compared with $5.3 billion in 2011, a
decrease of 3.5%. Net redemptions of long-term funds
were $651 million compared to net sales of $61 million
in 2011. During 2012, market and income resulted in an
increase of $3.6 billion in mutual fund assets compared
to a decrease of $4.1 billion in 2011.
Change in Mutual Fund Assets Under Management –
Q4 2012 vs. Q3 2012

PRODUCT S AND SER VI C E S

Investors Group is regarded as a leader in personal
financial planning in Canada. Consultants recommend
balanced, diversified and professionally managed
portfolios that reflect the client’s goals, preferences and
risk tolerance. They also look beyond investments to
offer clients access to insurance, mortgages and other
financial services.
PFP – Personal Financial Planner

Investors Group’s Personal Financial Planner (PFP)
software handles a wide range of potential financial
planning needs – from projections and illustrations for
basic financial planning concepts to the preparation of
written financial plans which integrate all disciplines of
financial planning, including investment, tax, retirement,
education, risk management and estate planning.
The Company continues to upgrade the PFP toolset.
In the fourth quarter of 2012, several enhancements were
introduced to the PFP software. The financial assessment
tool was enhanced to provide greater flexibility and
improved reporting capabilities. At the same time, the
more advanced detailed planning tool was introduced in
an online format allowing for rapid development of more
complex planning scenarios. The new tool also provides
enhanced planning for business owners.
Symphony Strategic Investment Planning™ Program

Symphony is Investors Group’s approach to strategic
investment planning. The Symphony program is
designed to provide a scientifically constructed
investment portfolio, consistent with the client’s
investment objectives and suited to their risk profile.
Charitable Giving Program

The Investors Group Charitable Giving Program is a
donor-advised giving program which enables Canadians
to make donations and build an enduring charitable
giving legacy with considerably less expense and
complexity than setting up and administering their own
private foundation.
Mutual Funds

Investors Group had $60.6 billion in mutual fund assets
under management at December 31, 2012 in 155 mutual
funds covering a broad range of investment mandates. This
compared with $57.7 billion in 2011, an increase of 5.0%.
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Investors Group’s mutual fund assets under management
were $60.6 billion at December 31, 2012, an increase of
1.7% from $59.6 billion at September 30, 2012. Average
daily mutual fund assets were $59.8 billion in the fourth
quarter of 2012 compared to $58.7 billion in the third
quarter of 2012, an increase of 1.7%.
For the fourth quarter of 2012, sales of Investors
Group mutual funds through its Consultant network
were $1.4 billion, an increase of 16.2% from the third
quarter of 2012. Mutual fund redemptions, which
totalled $1.7 billion for the fourth quarter, increased
9.4% from the previous quarter. Net redemptions of
Investors Group mutual funds for the current quarter
were $261 million compared with net redemptions of
$314 million in the previous quarter. Sales of longterm funds were $1.3 billion for the current quarter,
compared with $1.1 billion in the previous quarter.

Net redemptions of long-term funds for the current
quarter were $217 million compared to net redemptions
of $275 million in the previous quarter.
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Clients can diversify their holdings across investment
managers, asset categories, investment styles, geography,
capitalization and sectors through portfolios customized
to meet their objectives.
Investors Group funds are managed by I.G.
Investment Management, our own multi-disciplinary
team of investment professionals with offices and
advisors in North America, Europe, and Asia. Our
global connections, depth of research and use of
information technology provide us with the investment
management capabilities to offer our clients investment
management expertise suitable for the widest range of
investment objectives. Investors Group also offers a
range of partner funds through advisory relationships
with other investment management firms. Investors
Group oversees these external investment advisors to
ensure that their activities are consistent with Investors
Group’s investment philosophy and with the investment
objectives and strategies of the funds that they advise.
These advisory relationships include investment
managers such as Mackenzie Financial Corporation,
Putnam Investments Inc., AGF Investments Inc.,
Beutel, Goodman & Company Ltd., Bissett Investment
Management, Camlin Asset Management Ltd., Fidelity
Investments Canada ULC, Templeton Investments
Corp., LaSalle Investment Management (Securities),
L.P., RCM Capital Management LLC and Eagle Boston
Investment Management, Inc.

IGM FINANCIAL INC.

Fund Performance
At December 31, 2012, 44% of Investors Group mutual
funds (Investors, partner and portfolio funds) had a
rating of three stars or better from the Morningstar†
fund ranking service and 16% had a rating of four or five
stars. This compared to the Morningstar† universe of
65% for three stars or better and 27% for four and five
star funds at December 31, 2012. Morningstar Ratings†
are an objective, quantitative measure of a fund’s three,
five and ten year risk-adjusted performance relative to
comparable funds.
Pricing and Product Enhancements
On May 18, 2012, Investors Group announced a number
of changes in the pricing of its mutual funds and product
enhancements designed to expand its services to clients.
Investors Group reduced the fees of many of its mutual
funds when their prospectuses renewed on June 30, 2012.
The reductions in management fees range from .05%
to .40% per annum of the asset value of the selected
funds. In addition, reductions were made to certain
administration and distribution fees. These changes
impact approximately two-thirds of Investors Group’s
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funds and over two-thirds of its managed assets. Lower
fees will attract lower GST/HST, resulting in greater
reductions to Management Expense Ratios (MERs).
In the third quarter of 2012, Investors Group began
implementing additional investment solutions for
clients with household account balances in excess of
$500,000. These additions will provide Investors Group
Consultants with a greater number of solutions to
enhance client value.
These changes build on Investors Group’s strong
client relationships with more competitive pricing and
improved flexibility.
Additions to Mutual Fund Product Offering
Investors Group continues to enhance the performance,
scope and diversity of our investment offering with the
introduction of new funds that are well-suited to the
long-term diverse needs of Canadian investors.
On January 14, 2013, Investors Group announced the
launch of a new balanced fund to its product offering.
IG Mackenzie Sentinel Strategic Income Fund will seek
income with the potential for long-term capital growth
by investing primarily in fixed income investments and/or
securities that pay equity income. The new mandate will
pursue a flexible approach to investing in fixed income
and/or equity asset classes with no geographic restriction.
Managed Asset and Multi-Manager Investment Programs

Investors Group Corporate Class Inc.™ is a broad
tax advantaged fund structure which features the ability
to switch on a fee-free basis among 57 funds within the
group of funds with no immediate tax consequences.
These funds include 31 funds advised by I.G. Investment
Management, 21 funds sub-advised by external
investment advisors and five Corporate Class portfolios.
At the end of 2012, the Corporate Class funds totalled
$4.0 billion in assets compared with $3.8 billion in 2011.
Investors Group provides clients with access to a
growing selection of asset allocation opportunities which
include:
• Allegro Portfolios™: The seven Allegro Portfolios
provide a single-step investment solution offering
geographic, investment style, asset class, and
investment advisor diversification based on
Symphony asset allocation recommendations. Fund
assets were $3.2 billion as of December 31, 2012
compared with $3.1 billion in the previous year.
• Allegro Corporate Class Portfolios™: The five
portfolio classes offer clients a single-step, tax
efficient approach for their investments. The series T
option further benefits investors with monthly tax-
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deferred distributions in the form of return of capital.
These diversified portfolios have something to offer
for each category of the risk/return spectrum. Fund
assets were $462 million as of December 31, 2012
compared with $392 million in the previous year.
• Alto Portfolios™: The Alto Portfolios provide a
single step investment solution offering geographic,
investment style and asset class diversification based
on Symphony asset allocation recommendations.
The eleven portfolios include Investors Group funds
and funds sub-advised by Mackenzie. Assets in the
portfolios were $3.6 billion as of December 31, 2012
compared with $3.1 billion in the previous year.
• Investors Group Portfolios: These funds have assets
of $9.1 billion as at December 31, 2012, compared
with $8.7 billion in the previous year. The program
is comprised of ten funds which invest in sixteen
underlying Investors Group funds to provide a high
level of diversification.
• iProfile™: This is a unique portfolio management
program that is available for households with assets
over $250,000. iProfile investment portfolios have
been designed to maximize returns and manage risk
by diversifying across asset classes, management styles
and geographic regions. The program is advised
by a select group of global money management
firms such as I.G. Investment Management, AMI
Partners Inc., JPMorgan Asset Management (Canada)
Inc., Jarislowsky, Fraser Limited, Philadelphia
International Investment Advisors LP, and Waddell
& Reed. This program had $461 million in assets as at
December 31, 2012 compared with $431 million
in 2011.
Segregated Funds

Insurance

Investors Group continues to be a leader in the
distribution of life insurance in Canada. Through
its arrangements with leading insurance companies,
Investors Group offers a broad range of term, universal
life, whole life, disability, critical illness, long-term care,
personal health care coverage and group insurance.
I.G. Insurance Services Inc. currently has distribution
agreements with:
• The Canada Life Assurance Company
• The Great-West Life Assurance Company
• Sun Life Assurance Company of Canada
• The Manufacturers Life Insurance Company
Sales of insurance products were $71 million for the
year ended December 31, 2012, an increase of 11.2%
over $64 million for the comparative period in 2011.
The average number of policies sold by each insurancelicensed Consultant was 10.1 in 2012, compared to 9.4
in 2011. Distribution of insurance products is enhanced
through Investors Group’s insurance specialists, located
throughout Canada, who assist Consultants with the
selection of insurance solutions.
Securities Operations

Investors Group Securities Inc. is an investment dealer
registered in all Canadian provinces and territories
providing clients with securities services to complement
their financial and investment planning. Investors Group
Consultants can refer clients to one of our securities
specialists available through Investors Group Securities Inc.
In 2012, we continued to enhance our services to
accommodate individual stocks and bonds owned by
our clients within their financial plan. This involved
further development of our systems and the addition of
a number of securities specialists who work alongside
our Consultants and are licensed to advise on individual
securities. In addition, more of our Consultants
completed the transition of their registration to the
Investment Industry Regulatory Organization of Canada
(IIROC). These Consultants remain within our region
offices and continue to operate in our established
business model which has a managed asset focus
delivered within a financial planning context.
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Investors Group has offered segregated funds
since 2001 and introduced the Investors Group
Series of Guaranteed Investment Funds (GIFs) in
November 2009. GIFs are segregated fund policies
issued by The Great-West Life Assurance Company
and include 14 fund-of-fund segregated portfolios
and 6 individual segregated funds. These segregated
funds provide for long-term investment growth
potential combined with risk management, full and
partial maturity and death benefit guarantee features,
potential creditor protection and estate planning
efficiencies. Select GIF policies allow for a Lifetime
Income Benefit (LIB) option to provide guaranteed
retirement income for life. The investment components

of these segregated funds are managed by Investors
Group. At December 31, 2012, total segregated fund
assets were $1.3 billion compared to $1.1 billion at
December 31, 2011.
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Mortgage Operations

Solutions Banking†

Investors Group is a national mortgage lender that
offers a full suite of competitively positioned residential
mortgage options to new and existing Investors Group
clients. Short and long term, variable and fixed rate
mortgages with competitive pricing and features are
offered to clients as part of a comprehensive financial
plan. Investors Group mortgage planning specialists
are located throughout each province in Canada, and
work with our clients and their Consultants as permitted
by the regulations to develop mortgage strategies that
meet the individual needs and goals of each client.
At December 31, 2012, there were 92 individuals in
the mortgage specialist network compared to 74 at
December 31, 2011.
Mortgage originations were $2.0 billion for the
twelve months ended December 31, 2012 compared
to $1.4 billion in 2011, an increase of 45.1%. At
December 31, 2012, mortgages serviced by Investors
Group related to its mortgage banking operations
totalled $7.3 billion compared to $6.3 billion at
December 31, 2011.
Through its mortgage banking operations, mortgages
originated by Investors Group mortgage planning
specialists are sold to the Investors Mortgage and Short
Term Income Fund, Investors Canadian Corporate
Bond Fund, securitization programs, and institutional
investors. Certain subsidiaries of Investors Group are
Canada Mortgage and Housing Corporation (CMHC)approved issuers of National Housing Act MortgageBacked Securities (NHA MBS) and are sellers of
NHA MBS into the Canada Mortgage Bond Program
(CMB Program). Securitization programs that these
subsidiaries participate in also include certain banksponsored asset-backed commercial paper (ABCP)
programs. Residential mortgages are also held by
Investors Group’s intermediary operations.

Investors Group’s Solutions Banking† continues to
experience high rates of utilization by Consultants and
clients. The offering consists of a wide range of products
and services provided by the National Bank of Canada
under a long-term distribution agreement and includes:
investment loans, lines of credit, personal loans, creditor
insurance, deposit accounts and credit cards. Clients
have access to a network of banking machines, as well as
a private labeled client website and private labeled client
service centre. The Solutions Banking† offering supports
Investors Group’s approach to delivering total financial
solutions for our clients through a broad financial
planning platform.
Additional Products and Services

Investors Group also provides its clients with guaranteed
investment certificates offered by Investors Group
Trust Co. Ltd., as well as a number of other financial
institutions.
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Review of Segment Operating Results

Investors Group’s earnings before interest and taxes are
presented in Table 9.
2012 V S . 2011
Fee Income

Fee income is generated from the management,
administration and distribution of Investors Group
mutual funds. The distribution of insurance and
Solutions Banking† products and the provision of
securities services provide additional fee income.
Investors Group earns management fees for
investment management services provided to its
mutual funds, which depend largely on the level and

composition of mutual fund assets under management.
Management fees were $266.6 million in the fourth
quarter of 2012, a decrease of $6.4 million or 2.3%
from $273.0 million in 2011. For the twelve months
ended December 31, 2012, management fees were
$1,086.1 million, a decrease of $66.2 million or 5.7%
from $1,152.3 million in 2011.
The net decrease in management fees in the fourth
quarter was primarily due to the decrease in the
management fee rate to 177.5 basis points of average
daily mutual fund assets in 2012 from 188.4 basis points
in 2011. The management fee rate changes relate to the
pricing and product enhancements as discussed in the
Investors Group Review of the Business section of this

TABLE 9: OPERATIN G R ESUL T S – I NV EST O R S G R O UP
% CHA NG E

three months ended

2012
Dec. 31

($ millions)

Revenues
Management fees
Administration fees
Distribution fees

$

Net investment income and other
Expenses
Commission
Asset retention bonus and premium
Non-commission
Earnings before interest and taxes

$

266.6
55.8
49.1

2012
Sep. 30

$

263.7
54.5
43.7

2011
Dec. 31

$

2012
Sep. 30

273.0
54.3
46.4

1.1 %
2.4
12.4

2011
Dec. 31

(2.3) %
2.8
5.8

371.5
13.5

361.9
16.2

373.7
16.3

2.7
(16.7)

(0.6)
(17.2)

385.0

378.1

390.0

1.8

(1.3)

71.4
51.8
93.4

67.1
52.5
90.4

67.8
52.3
87.8

6.4
(1.3)
3.3

5.3
(1.0)
6.4

216.6

210.0

207.9

3.1

4.2

182.1

0.2 %

168.4

$

168.1

$

twelve months ended

Revenues
Management fees
Administration fees
Distribution fees

$

Net investment income and other
Expenses
Commission
Asset retention bonus and premium
Non-commission

1,086.1
220.2
190.8

2011
D e c. 31

$

$

(5.7) %
(2.6)
1.4

1,497.1
61.6

1,566.5
70.2

(4.4)
(12.3)

1,558.7

1,636.7

(4.8)

277.9
210.6
373.0

270.3
219.2
352.0

2.8
(3.9)
6.0

861.5
Earnings before interest and taxes

1,152.3
226.0
188.2

% CHA NG E

697.2

$

841.5

2.4

795.2

(12.3) %
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2012
Dec. 31

($ millions)

(7.5) %
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MD&A. This decrease was offset in part by an increase
in average daily mutual fund assets of 3.9% for the
quarter, as shown in Table 8.
The decrease in management fees in the twelve
month period was primarily due to the decrease in the
management fee rate to 183.5 basis points of average
daily mutual fund assets in 2012 from 189.9 basis points
in 2011 and the decrease in average daily mutual fund
assets of 2.4% for the twelve month period, as shown in
Table 8.
Management fee income and average management
fee rates for all of the periods under review also reflected
the effect of Investors Group having waived a portion of
the investment management fees on its money market
funds to ensure that these funds maintained a positive
yield. For the three and twelve month periods in 2012,
these waivers totalled $1.0 million and $3.8 million,
respectively, compared to $1.2 million and $4.3 million
in the prior year.
Investors Group receives administration fees for
providing administrative services to its mutual funds and
trusteeship services to its unit trust mutual funds, which
also depend largely on the level and composition of
mutual fund assets under management. Administration
fees totalled $55.8 million in the current quarter
compared to $54.3 million a year ago, an increase of
2.8%. Administration fees were $220.2 million for
the twelve month period ended December 31, 2012
compared to $226.0 million in 2011, a decrease of 2.6%.
Fee income in both periods under review was impacted
by the change in average daily mutual funds assets under
administration. In addition, both periods reflected a
decrease due to pricing changes made during the third
quarter of 2012.
Distribution fees are primarily earned from:
• Redemption fees on mutual funds sold with a
deferred sales charge.
• Portfolio fund distribution fees.
• Distribution of insurance products through
I.G. Insurance Services Inc.
• Securities trading services provided through Investors
Group Securities Inc.
• Banking services provided through
Solutions Banking†.
Distribution fee income of $49.1 million for the
fourth quarter of 2012 increased by $2.7 million from
$46.4 million in 2011. For the twelve month period,
distribution fee income of $190.8 million increased by
$2.6 million from $188.2 million in 2011. The increases
for both periods under review were primarily due to
increases in distribution fee income from insurance
products and to increases in redemption fees. Redemption
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fee income varies depending on the level of deferred
sales charge attributable to fee-based redemptions. These
increases were offset by the impact of pricing changes
in portfolio fund distribution fees made during the third
quarter of 2012, as well as due to decreases in distribution
fee income from banking products.
Net Investment Income and Other

Net investment income and other includes income
related to mortgage banking operations as well as
interest earned on cash and cash equivalents, securities
and mortgage loans related to intermediary operations.
Investors Group reports net investment income as the
difference between investment income and interest
expense. Interest expense includes interest on deposit
liabilities and interest on bank indebtedness, if any.
Net investment income and other was $13.5 million
in the fourth quarter of 2012, a decrease of $2.8 million
from $16.3 million in 2011. For the twelve months
ended December 31, 2012, net investment income and
other totalled $61.6 million, a decrease of $8.6 million
from $70.2 million in 2011.
Net investment income related to Investors Group’s
mortgage banking operations totalled $12.9 million for
the fourth quarter of 2012 compared to $16.6 million
in 2011, a decrease of $3.7 million. Net investment
income related to Investors Group’s mortgage banking
operations totalled $60.4 million for the twelve months
ended December 31, 2012 compared to $69.6 million in
2011, a decrease of $9.2 million. A summary of mortgage
banking operations for the three and twelve month
periods under review is presented in Table 10. The
changes in mortgage banking income were due to:
• Net interest income on securitized loans – which
decreased by $2.6 million and $12.6 million
for the three and twelve month periods ended
December 31, 2012 to $11.7 million and $49.2 million,
respectively, compared to 2011. The decrease resulted
from a decline in the proportion of certain of the
securitized loans in the ABCP programs, which
currently have a higher interest income margin than
loans securitized in the CMB Program.
• Gains realized on the sale of residential mortgages –
which decreased by $0.2 million and increased by
$2.2 million for the three and twelve month periods
ended December 31, 2012 to $4.3 million and
$19.0 million, respectively, compared to 2011. The
decrease in gains during the three month period was
due to lower margins on sales and the increase for the
twelve month period was due to higher volumes on
mortgage sales to institutional investors and certain
Investors Group managed mutual funds.
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TABLE 10 : MORTGA G E B ANK I NG O PER AT I O NS – I NV EST O R S G R O UP
% CHA NG E

2012
Dec. 31

($ millions)

2012
Sep. 30

2011
Dec. 31

2012
Sep. 30

2011
Dec. 31

as at

Mortgages serviced
Mortgage warehouse(1)

$
$

7,330
238

$
$

7,082
356

$
$

6,269
284

3.5 %
(33.1) %

16.9 %
(16.2) %

$

3,068
1,264

$

2,845
1,364

$

2,638
1,011

7.8 %
(7.3)

16.3 %
25.0

three months ended

Average mortgages serviced
CMB/MBS Programs
Bank-sponsored ABCP programs
Securitizations
Other

4,332
2,866

Mortgage originations(2)
Mortgage sales to:
Securitizations
Other(4)

4,209
2,756

3,649
2,579

$

7,198

$

6,965

$

6,228

3.3 %

15.6 %

$

396

$

466

$

328

(15.0) %

20.7 %

$

572
263

$

455
281

$

534
180

25.7 %
(6.4)

7.1 %
46.1

$

835

$

736

$

714

13.5 %

16.9 %

$

36.9
25.2

$

36.7
25.0

$

36.4
22.1

0.5 %
0.8

1.4 %
14.0

Net interest income
Gains on sales(5)
Fair value adjustments and other income

11.7
4.3
(3.1)
$

12.9

twelve months ended

11.7
5.1
(0.7)
$

16.1

$

14.3
4.5
(2.2)

(15.7)
n/m

(18.2)
(4.4)
(40.9)

16.6

(19.9) %

(22.3) %

2012
Dec. 31

($ millions)

Average mortgages serviced
CMB/MBS Programs
Bank-sponsored ABCP programs

$

Securitizations
Other

2,815
1,219

2011
D e c. 31

$

4,034
2,758

Mortgage originations(2)

% CHA NG E

2,389
1,084

17.8 %
12.5

3,473
2,529

16.2
9.1

$

6,792

$

6,002

13.2 %

$

2,044

$

1,409

45.1 %

$

2,297
986

$

1,405
791

63.5 %
24.7

$

3,283

$

2,196

49.5 %

$

145.4
96.2

$

146.1
84.3

(0.5) %
14.1

Net interest income
Gains on sales(5)
Fair value adjustments and other income

49.2
19.0
(7.8)
$

60.4

$

61.8
16.8
(9.0)

(20.4)
13.1
13.3

69.6

(13.2) %
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(3)

Total mortgage banking income
Net interest income on securitized loans
Interest income
Interest expense

(1)
(2)
(3)
(4)(5)

18.7
11.1

(3)

Total mortgage banking income
Net interest income on securitized loans
Interest income
Interest expense

Mortgage sales to:
Securitizations
Other(4)

2.9
4.0

Warehouse activities include mortgage fundings, mortgage renewals and mortgage refinances.
Excludes renewals and refinances.
Represents principal amounts sold.
Represents sales to institutional investors through private placements, to Investors Mortgage and Short Term Income Fund, and to
Investors Canadian Corporate Bond Fund as well as gains realized on those sales.
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• Fair value adjustments and other income – which
decreased by $0.9 million and increased by
$1.2 million for the three and twelve month periods
ended December 31, 2012 to negative $3.1 million
and negative $7.8 million, respectively, compared to
2011. The decrease in the three month period related
primarily to increases in portfolio insurance costs
largely as a result of higher volume of loans insured.
The increase over the twelve month period resulted
from favourable fair value adjustments to interest rate
swaps utilized for hedging purposes and the impact
of prepayment penalties related to higher renewal
and refinance activity over the period. This increase
was partially offset by higher issuance costs associated
with higher origination volumes.
Expenses

IGM FINANCIAL INC.

Investors Group incurs commission expense in
connection with the distribution of its mutual funds
and other financial services and products. Commissions
are paid on the sale of these products and fluctuate
with the level of sales. The expense for deferred selling
commissions consists of the amortization of the asset
over its useful life and the reduction of the unamortized
deferred selling commission asset associated with
redemptions. Commissions paid on the sale of mutual
funds are deferred and amortized over a maximum
period of seven years. Commission expense was
$71.4 million for the fourth quarter of 2012, an increase
of $3.6 million from $67.8 million in 2011. For the
twelve month period, commission expense increased
by $7.6 million to $277.9 million compared with
$270.3 million in 2011. The increase in both periods
was primarily due to increases in the distribution of
other financial services and products, offset in part by a
decrease in mutual fund commission amortization.
Asset retention bonus and premium expense is
comprised of the following:
• Asset retention bonus, which is based on the value
of certain assets under management, decreased
by $0.3 million and $7.1 million for the three and
twelve month periods ended December 31, 2012
to $43.7 million and $178.6 million, respectively,
compared to 2011. For the three months ended
December 31, 2012, the decrease was due to Investors
Group Consultant compensation changes, offset in
part by the increase in average daily mutual fund
assets. For the twelve month period, the decrease was
due to both the compensation changes and a decrease
in average assets under management.
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• Asset retention premium, which is a deferred
component of compensation designed to promote
Consultant retention, is based on assets under
management at each year-end. Asset retention
premium expense decreased by $0.2 million and
$1.5 million in the three and twelve month periods
to $8.1 million and $32.0 million, respectively,
compared to 2011.
Non-commission expenses incurred by Investors
Group primarily related to the support of the Consultant
network, the administration, marketing and management
of its mutual funds and other products, as well as subadvisory fees related to mutual funds under management.
Non-commission expenses were $93.4 million for the
fourth quarter of 2012 compared to $87.8 million in
2011, an increase of $5.6 million or 6.4%. For the
twelve month period, non-commission expenses were
$373.0 million compared to $352.0 million in 2011, an
increase of $21.0 million or 6.0%.
Q4 2012 V S. Q3 2012
Fee Income

Management fee income increased by $2.9 million or
1.1% to $266.6 million in the fourth quarter of 2012
compared with the third quarter of 2012. The increase
in management fee income was primarily due to the
increase in average daily mutual fund assets of 1.7% as
shown in Table 8. This increase was offset in part by
the decrease in the management fee rate to 177.5 basis
points of average daily mutual fund assets from
178.6 basis points in the prior quarter. The management
fee rate changes relate to the pricing and product
enhancements as discussed in the Investors Group
Review of the Business section of this MD&A.
Money market fund waivers totalled $1.0 million in
the fourth quarter of 2012 compared to $0.9 million in
the third quarter of 2012.
Administration fees increased to $55.8 million in the
fourth quarter of 2012 from $54.5 million in the third
quarter of 2012. The net increase resulted primarily
from the increase in average daily mutual fund assets
compared with the third quarter of 2012.
Distribution fee income of $49.1 million in the
fourth quarter of 2012 increased by $5.4 million from
$43.7 million in the third quarter due to an increase in
redemption fee income of $2.0 million and an increase
in distribution fee income from insurance products of
$3.7 million.
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Net Investment Income and Other

Expenses

Net investment income and other was $13.5 million in
the fourth quarter of 2012 compared to $16.2 million in
the previous quarter, a decrease of $2.7 million primarily
related to Investors Group’s mortgage banking operations.
Net investment income related to Investors Group’s
mortgage banking operations totalled $12.9 million
in the fourth quarter, a decrease of $3.2 million from
$16.1 million in the previous quarter as shown in
Table 10. The changes in mortgage banking income
related primarily to fair value adjustments and other
income which decreased from negative $0.7 million
relative to the previous quarter to negative $3.1 million.
The decrease resulted largely from a $1.6 million
increase in portfolio insurance costs during the quarter
as a result of higher volume of loans insured.

Commission expense in the current quarter was
$71.4 million compared with $67.1 million in the
previous quarter. This increase was primarily due to
increases in the distribution of other financial services
and products as well as higher redemptions on mutual
funds sold with a deferred sales charge resulting
in higher write-offs of the unamortized balance of
deferred selling commissions. The asset retention bonus
and premium expense decreased by $0.7 million to
$51.8 million in the fourth quarter of 2012.
Non-commission expenses were $93.4 million in
the current quarter, an increase of $3.0 million or 3.3%
from $90.4 million in the third quarter of 2012.

IGM FINANCIAL INC.
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Mackenzie
Review of the Business
Mackenzie’s core business is the provision of investment
management and related services offered through
diversified investment solutions, distributed through
multiple distribution channels. We are committed
to delivering strong investment performance for our
clients by drawing on the experience and perspective
gained through 45 years in the investment management
business.
Mackenzie earns revenue primarily from:
• Management fees charged to its mutual funds,
sub-advised accounts and institutional clients.
• Fees charged to its mutual funds for administrative
services.
• Redemption fees on deferred sales charge and low
load units.
Mackenzie’s largest component of revenues is
management fees. The amount of management fees
depends on the level and composition of assets under
management. Management fee rates vary depending
on the investment objective and the account type of
the underlying assets under management. Equity based
mandates have higher management fee rates than fixed
income mandates and retail mutual fund accounts have
higher management fee rates than sub-advised and
institutional accounts.
MA CK E N Z I E S T R A T EG Y

IGM FINANCIAL INC.

Mackenzie strives to ensure that the interests of
shareholders, dealers, advisors, investment clients and
employees are closely aligned. Mackenzie’s business
approach embraces current trends and practices in the
global financial services industry and our strategic plan is
focused on:
• The delivery of consistent long-term investment
performance.
• Offering a diversified suite of investment solutions for
financial advisors and investors.
• Continuing to build and solidify our distribution
relationships.
• Maximizing returns on business investment by
focusing resources on initiatives that have direct
benefits to investment management, distribution and
client experience.
Founded in 1967, Mackenzie continues to build
an investment advisory business through proprietary
investment research and portfolio management while
utilizing strategic partners in a selected sub-advisory
capacity. Our sales model focuses on multiple distribution
channels: Retail, Strategic Alliances and Institutional.
Mackenzie distributes its retail investment products
through third party financial advisors. Mackenzie’s
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Fee Income –
Mackenzie(1)
For the financial year ($ millions)
888
769

08

09

818

824
757

10

11

12

(1) Excludes discontinued operations

sales teams work with many of the more than 30,000
independent financial advisors and their firms across
Canada. In addition to its retail distribution team,
Mackenzie also has specialty teams focused on strategic
alliances and the institutional marketplace. Within the
strategic alliance channel Mackenzie offers certain series
of its mutual funds and provides sub-advisory services
to third party investment programs offered by banks,
insurance companies and other investment companies.
Mackenzie’s primary distribution relationship is with the
head office of the respective bank, insurance company
or investment company. In the institutional channel
Mackenzie provides investment management services
to pension plans, foundations and other institutions.
Mackenzie attracts new institutional business through its
relationships with pension and management consultants
and from responses to requests for proposals.
Gross sales and redemption activity in strategic alliance
and institutional accounts can be more pronounced than
in the retail channel given the relative size and the nature
of the distribution relationships of these accounts. These
accounts are also subject to ongoing reviews and rebalance
activities which may result in a significant change in the
level of assets under management.
Mackenzie is positioned to continue to build and
enhance its distribution relationships given its team of
experienced investment professionals, broad product
shelf, competitively priced products and its focus on
client experience and investment excellence. Mackenzie is
working on a number of initiatives in this regard, including
the recent opening of an office in the United States that
will distribute investment services to institutions and the
incorporation and staffing of an investment management
office in Singapore. The Singapore entity will commence
operations once it has obtained registration with the
Monetary Authority of Singapore.
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Sale of Mackenzie Subsidiaries

ASSET S UNDER M AN A G E ME N T

• On July 31, 2012, Mackenzie completed the sale of
100% of the common shares of Winfund Software
Corp. (Winfund).
• On November 16, 2011, Mackenzie completed the
sale of 100% of the common shares of M.R.S. Trust
Company and M.R.S. Inc (MRS). The Mackenzie
Review of Segment Operating Results in this MD&A
excludes the results of operations of MRS, which have
been classified as discontinued operations.
The strategic decision to sell Winfund and
MRS allows Mackenzie to stay focused on its core
competencies of investment management, distribution
and client servicing.

The changes in assets under management are
summarized in Table 11.
The change in Mackenzie’s assets under management
is determined by: (1) the increase or decrease in the
market value of the securities held in the portfolios of
investments; (2) the level of sales as compared to the
level of redemptions; and (3) acquisitions.

TABLE 11: CH AN GE I N ASSET S UND ER MANAG EMENT – MACK ENZ I E
% CHA NG E

three months ended

2012
Dec. 31

($ millions)

Sales
Redemptions

$

2,842.0
3,846.5

2012
Sep. 30

$

2,448.1
3,457.6

2011
Dec. 31

$

2,087.7
3,333.6

2012
Sep. 30

16.1 %
11.2

2011
Dec. 31

36.1 %
15.4

Net redemptions
Market and income

(1,004.5)
1,474.2

(1,009.5)
1,365.3

(1,245.9)
1,981.7

0.5
8.0

19.4
(25.6)

Net change in assets
Beginning assets

469.7
61,007.7

355.8
60,651.9

735.8
60,916.2

32.0
0.6

(36.2)
0.2

$ 61,477.4

$ 61,007.7

$ 61,652.0

0.8 %

(0.3) %

$ 40,394.4

$ 39,727.9

$ 39,140.7

1.7 %

3.2 %

Ending assets
Consists of:
Mutual funds
Sub-advisory, institutional and
other accounts
Daily average mutual fund assets
(1)

Monthly average total assets

21,083.0

21,279.8

22,511.3

$ 61,477.4

$ 61,007.7

$ 61,652.0

0.8 %

(0.3) %

$ 39,746.0

$ 39,424.5

$ 39,317.4

0.8 %

1.1 %

$ 60,905.6

$ 60,385.3

$ 62,160.7

0.9 %

(2.0) %

($ millions)

Sales
Redemptions

$

2012
Dec. 31

2011
D e c. 31

9,968.9
14,206.7

$ 10,302.5
12,801.5

(6.3)

% CHA NG E

(3.2) %
11.0

Net redemptions
Market and income

(4,237.8)
4,063.2

(2,499.0)
(4,195.3)

(69.6)
196.9

Net change in assets
Beginning assets

(174.6)
61,652.0

(6,694.3)
68,346.3

97.4
(9.8)

Ending assets
Daily average mutual fund assets
(1)

Monthly average total assets

IGM FINANCIAL INC.

twelve months ended

(0.9)

$ 61,477.4

$ 61,652.0

(0.3) %

$ 39,902.1

$ 42,243.7

(5.5) %

$ 61,650.1

$ 66,753.3

(7.6) %

(1) Based on daily average mutual fund assets and month-end average sub-advisory, institutional and other assets.
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Change in Assets under Management – 2012 vs. 2011

IGM FINANCIAL INC.

Mackenzie’s total assets under management at
December 31, 2012 were $61.5 billion, a decrease
of 0.3% from $61.7 billion at December 31, 2011.
Mackenzie’s mutual fund assets under management were
$40.4 billion at December 31, 2012, an increase of 3.2%
from $39.1 billion at December 31, 2011. Mackenzie’s
sub-advisory, institutional and other accounts at
December 31, 2012 were $21.1 billion, a decrease of
6.3% from $22.5 billion last year.
In the three months ended December 31, 2012,
Mackenzie’s gross sales were $2.8 billion, an increase
of 36.1% from $2.1 billion in the comparative period
last year. Redemptions in the current period were
$3.8 billion, an increase of 15.4% from $3.3 billion
last year. Net redemptions for the three months ended
December 31, 2012 were $1.0 billion, as compared to
net redemptions of $1.2 billion last year. During the
current quarter, market and income resulted in assets
increasing by $1.5 billion as compared to an increase of
$2.0 billion last year.
Mackenzie’s gross sales and redemption activity
was impacted in the current quarter by rebalance
transactions in its strategic alliance channel. These
transactions resulted in gross sales of $556 million and
redemptions of $620 million.
During the year ended December 31, 2012,
Mackenzie’s gross sales were $10.0 billion, a decrease of
3.2% from $10.3 billion in the comparative period last
year. Redemptions in the current year were $14.2 billion,
an increase of 11.0% from $12.8 billion last year. Net
redemptions for the year ended December 31, 2012
were $4.2 billion, as compared to net redemptions of
$2.5 billion last year. During the period, market and
income resulted in assets increasing by $4.1 billion as
compared to a decrease of $4.2 billion last year.
Redemptions of long-term funds in the three and
twelve month periods ended December 31, 2012 were
$2.3 billion and $7.0 billion respectively, as compared
to $1.5 billion and $6.6 billion in the comparative
periods last year. As at December 31, 2012, Mackenzie’s
twelve-month trailing redemption rate for long-term
funds was 17.9%, as compared to 15.8% last year.
Mackenzie’s twelve-month trailing redemption rate
for long-term funds, excluding rebalance transactions
during the fourth quarter of 2012, was 16.3%. The
most recently available corresponding average twelvemonth trailing redemption rate for long-term funds for
all other members of IFIC was approximately 14.8% at
September 30, 2012. Mackenzie’s twelve-month trailing
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redemption rate is comprised of the weighted average
redemption rate for front-end load assets, deferred sales
charge and low load assets with redemption fees, and
deferred sales charge assets without redemption fees
(matured assets). Generally, redemption rates for frontend load assets and matured assets are higher than the
redemption rates for deferred sales charge and low load
assets with redemption fees.
Change in Assets under Management –
Q4 2012 vs. Q3 2012

Mackenzie’s total assets under management at
December 31, 2012 were $61.5 billion, an increase
of 0.8% from $61.0 billion at September 30, 2012 as
summarized in Table 11. Mackenzie’s mutual fund assets
under management increased 1.7% to $40.4 billion in
the quarter and Mackenzie’s sub-advisory, institutional
and other accounts decreased 0.9% to $21.1 billion at
December 31, 2012.
Redemptions of long-term mutual fund assets in
the current quarter were $2.3 billion as compared to
$1.4 billion in the quarter ended September 30, 2012.
Mackenzie’s annualized quarterly redemption
rate for long-term funds for the quarter ended
December 31, 2012 was 23.2% as compared to 14.8%
in the third quarter of 2012. Excluding rebalance
transactions during the current quarter, Mackenzie’s
annualized quarterly redemption rate for long-term funds
for the quarter ended December 31, 2012 was 16.9%.
I NV EST M ENT M ANAGEM ENT

Mackenzie’s assets under management are diversified
by investment objective as set out in Table 12. The
development of a broad range of investment capabilities
and products has proven to be, and continues to be, a key
strength of the organization in satisfying the evolving
financial needs of our clients.
Long-term investment performance is a key measure
of Mackenzie’s ongoing success. At December 31, 2012,
63% of Mackenzie mutual funds were rated in the
top two performance quartiles for the one year time
frame, 56% for the three year time frame and 57% for
the five year time frame. Mackenzie also monitors its
fund performance relative to the ratings it receives on
its mutual funds from the Morningstar† fund ranking
service. At December 31, 2012, 83% of Mackenzie
mutual fund assets measured by Morningstar† had a
rating of three stars or better and 48% had a rating of
four or five stars. This compared to the Morningstar†
universe of 79% for three stars or better and 43% for
four and five star funds at December 31, 2012.
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TABLE 12: ASSETS U ND ER MANAG EMENT B Y I NV EST MENT O B J ECT I V E – MACK ENZ I E

2012

($ millions)

Equity
Domestic
Foreign

$

Balanced
Domestic
Foreign

Fixed Income
Domestic
Foreign

Money Market
Domestic
Foreign

2011

14,220.0
18,037.7

23.1 %
29.4

32,257.7

$

17,148.6
18,404.9

27.8 %
29.9

52.5

35,553.5

57.7

9,497.2
2,365.4

15.5
3.8

9,265.7
1,518.1

15.0
2.5

11,862.6

19.3

10,783.8

17.5

14,905.9
104.6

24.2
0.2

12,552.7
112.1

20.4
0.1

15,010.5

24.4

12,664.8

20.5

2,327.1
19.5

3.8
-

2,626.9
23.0

4.3
-

2,346.6

3.8

2,649.9

4.3

Total

$

61,477.4

100.0 %

$

61,652.0

100.0 %

Consists of:
Mutual funds
Sub-advisory, institutional and other accounts

$

40,394.4
21,083.0

65.7 %
34.3

$

39,140.7
22,511.3

63.5 %
36.5

$

61,477.4

100.0 %

$

61,652.0

100.0 %

PRODUCTS
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Mackenzie’s diversified suite of investment products
is designed to meet the needs and goals of investors.
Mackenzie continues to adjust its product shelf by
providing enhanced investment solutions for financial
advisors to offer their investment clients. Initiatives
undertaken in 2012 included the following:
• Launched Mackenzie’s One-Step Dollar Cost
Averaging to provide investors with a systematic
means of investing in the financial markets and
staying invested over time.
• Launched the Flexible Payment Service (FPS)
designed for investors who are drawing cash from
their investments. Mackenzie’s FPS allows investors
to customize the amount of cash they receive by
choosing monthly payments, either at a percentage
rate or a specific dollar amount.

• Reorganized the following funds:
- Mackenzie Saxon U.S. Equity Fund was merged
into Mackenzie Universal American Growth Class
(Unhedged Class).
- Mackenzie Ivy American Class was merged into
Mackenzie Universal U.S. Blue Chip Class.
- Mackenzie Universal Canadian Value Class
was merged into Mackenzie Cundill Canadian
Security Class.
- Mackenzie Saxon Explorer Class was merged
into Mackenzie Universal North American
Growth Class.
- Mackenzie Universal U.S. Dividend Income Fund
and Mackenzie Universal U.S. Growth Leaders
Class were merged into Mackenzie Universal U.S.
Blue Chip Class.
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• Launched the Mackenzie Global Tactical Fund,
a global investment solution with the ability to
invest anywhere, in any class, at any time. The
fund is subadvised by Waddell & Reed Investment
Management Company.
• Introduced a low volatility component exclusively for
Mackenzie’s Symmetry Portfolios to help investors
manage risk, grow capital and smooth out returns.
• Launched the Symmetry Conservative Income
Portfolio and its corporate class version. This
portfolio has a target allocation of 20% equities and
80% fixed income, a strategy that manages to a risk
level between Symmetry Fixed Income Portfolio and
Symmetry Conservative Portfolio.

IGM FINANCIAL INC.

• Split the Unhedged Class and the Hedged Class
of Mackenzie Ivy Foreign Equity Class and the
Mackenzie Universal American Growth Class into
separate funds to create a more efficient structure
for the administration of currency hedging for the
Hedged Class version of these funds.
• Changed the investment objectives of Symmetry
Equity Portfolio Class, Symmetry Fixed Income
Portfolio Class and Symmetry Fixed Income
Portfolio. These changes allow these funds to invest
primarily in securities of other Mackenzie mutual
funds, resulting in greater flexibility for the Symmetry
portfolio managers to manage the risk-return profile
of these funds.
• Launched the Mackenzie Global Large Cap Quality
Growth Pooled Fund, an institutional pool to be sold
to pension funds and registered charities in Canada.
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Review of Segment Operating Results

Mackenzie’s earnings before interest and taxes are
presented in Table 13.
2012 V S . 2011
Revenues

Mackenzie’s management fee revenues are earned
from services it provides as fund manager to its mutual
funds and as investment advisor to sub-advisory and
institutional accounts. The majority of Mackenzie’s
mutual fund assets are purchased on a retail basis.

Mackenzie also offers certain series of its mutual
funds with management fees that are designed for
fee-based programs, institutional investors and third
party investment programs offered by banks, insurance
companies and investment dealers. Mackenzie does
not pay commissions on these non-retail series of
its mutual funds. At December 31, 2012, there were
$10.4 billion or 25.7% of mutual fund assets in these
series of funds, as compared to $10.4 billion or 26.2%
at September 30, 2012 and $9.9 billion or 25.3% at
December 31, 2011.

TABLE 13: OPERATING R ESUL T S – MACK ENZ I E (1 )
% CHA NG E

three months ended

2012
Dec. 31

($ millions)

Revenues
Management fees
Administration fees
Distribution fees

$

Net investment income and other

Expenses
Commission
Trailing commission
Non-commission

Earnings before interest and taxes

$

156.5
26.1
3.6

2012
Sep. 30

$

156.3
25.9
4.1

2011
Dec. 31

$

2012
Sep. 30

2011
Dec. 31

159.9
27.4
4.9

0.1 %
0.8
(12.2)

(2.1) %
(4.7)
(26.5)

186.2
0.4

186.3
2.1

192.2
0.2

(0.1)
(81.0)

(3.1)
100.0

186.6

188.4

192.4

(1.0)

(3.0)

18.6
44.6
61.1

19.5
43.9
60.4

22.5
43.9
57.1

(4.6)
1.6
1.2

(17.3)
1.6
7.0

124.3

123.8

123.5

0.4

0.6

62.3

twelve months ended

$

64.6

$

68.9

2012
Dec. 31

($ millions)

$

Net investment income and other

Expenses
Commission
Trailing commission
Non-commission

Earnings before interest and taxes

$

634.2
105.8
16.9

2011
D e c. 31

% CHA NG E

695.3
108.3
20.2

(8.8) %
(2.3)
(16.3)

756.9
2.5

823.8
2.4

(8.1)
4.2

759.4

826.2

(8.1)

80.6
179.0
248.7

94.6
191.3
239.7

(14.8)
(6.4)
3.8

508.3

525.6

(3.3)

300.6

(16.5) %

251.1

$

(9.6) %

$

IGM FINANCIAL INC.

Revenues
Management fees
Administration fees
Distribution fees

(3.6)%

(1) Excludes the operating results of Discontinued Operations
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IGM FINANCIAL INC.

Management fees were $156.5 million for the
three months ended December 31, 2012, a decrease
of $3.4 million or 2.1% from $159.9 million last year.
For the twelve months ended December 31, 2012,
management fees were $634.2 million, a decrease of
$61.1 million or 8.8% from $695.3 million in 2011.
The change in management fees was consistent with
the decrease in Mackenzie’s average total assets under
management combined with the change in mix of assets
under management.
Average total assets under management were
$60.9 billion in the three month period ended
December 31, 2012 compared to $62.2 billion in
2011, a decrease of 2.0%. Average total assets under
management for the twelve month period ended
December 31, 2012 were $61.7 billion compared to
$66.8 billion in 2011, a decrease of 7.6%.
Mackenzie’s average management fee rate was
102.2 basis points in the three month period ended
December 31, 2012 compared to 102.1 basis points in
2011. For the twelve months ended December 31, 2012,
Mackenzie’s average management fee was 102.9 basis
points compared to 104.2 basis points in 2011.
Factors contributing to the decrease in the average
management fee rate in the twelve month period ended
December 31, 2012 as compared to 2011 are as follows:
• Changes in the relative proportion of Mackenzie’s
institutional accounts and non-retail mutual funds, as
these assets have lower management fees.
• Changes in the relative proportion of equity and fixed
income assets under management, due to market and
income as well as net cash flows, as accounts with
fixed income mandates have lower management fees.
Mackenzie earns administration fees primarily from
providing services to its mutual funds. Administration
fees were $26.1 million for the three months ended
December 31, 2012, as compared to $27.4 million in
2011. Administration fees were $105.8 million for the
twelve months ended December 31, 2012, as compared
to $108.3 million in 2011.
Effective August 1, 2007, Mackenzie assumed
responsibility for the operating expenses of the
Mackenzie funds, other than GST/HST and
certain specified fund costs, in return for a fixed rate
administration fee established for each fund based on the
following criteria:
• The funds that existed as at August 1, 2007 may
be required to pay a monthly operating expense
adjustment to Mackenzie if the combined average
monthly net assets for all Mackenzie funds and series
that were subject to the administration fee proposal
that was approved by investors on August 7, 2007

44

fall to a level that is 95% of the amount of their total
net assets on August 1, 2007. If it becomes payable,
Mackenzie will be entitled to receive an operating
expense adjustment for that month from each of those
funds and series in such amount that will result in all
of those series, collectively, paying an administration
fee for the month equal to the administration fee that
would have been payable had the monthly net assets
equaled 95% of the net assets on August 1, 2007
throughout the month.
• The monthly operating expense adjustment will
continue until the first month where average asset levels
exceed 95% of the net asset levels on August 1, 2007.
If, in a subsequent month, the monthly net assets
increase to an amount equal to or greater than 95% of
the net assets on August 1, 2007, the operating expense
adjustment will no longer be payable.
Due to the level of mutual fund assets, Mackenzie
continued to receive an operating expense adjustment in
the current period. The operating expense adjustments
in the three months ended December 31, 2012
were $5.0 million and in the twelve months ended
December 31, 2012 were $18.5 million as compared to
$4.7 million and $12.1 million, respectively, in 2011.
Mackenzie earns distribution fee income on
redemptions of mutual fund assets sold on a deferred
sales charge purchase option and on a low load purchase
option. Distribution fees charged for deferred sales
charge assets range from 5.5% in the first year and
decrease to zero after seven years. Distribution fees
for low load assets range from 3.0% in the first year
and decrease to zero after three years. Distribution fee
income in the three months ended December 31, 2012
was $3.6 million, a decrease of $1.3 million from
$4.9 million last year. Distribution fee income
in the twelve months ended December 31, 2012
was $16.9 million, a decrease of $3.3 million from
$20.2 million last year.
Expenses

Mackenzie’s expenses were $124.3 million for
the three months ended December 31, 2012, an
increase of $0.8 million or 0.6% from $123.5 million
last year. Expenses for the twelve months ended
December 31, 2012 were $508.3 million, a decrease of
$17.3 million or 3.3% from $525.6 million in 2011.
Mackenzie pays selling commissions to the dealers
that sell its mutual funds on a deferred sales charge and
low load purchase option. The expense for deferred
selling commissions consists of the amortization
of the asset over its useful life and the reduction of
the unamortized deferred selling commission asset
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Q4 2012 V S. Q3 201 2
Revenues

Management fees were $156.5 million for the current
quarter, an increase of $0.2 million or 0.1% from
$156.3 million in the third quarter of 2012. Factors
contributing to the net increase in management fees are
as follows:
• Average total assets under management were
$60.9 billion in the current quarter compared
to $60.4 billion in the quarter ended
September 30, 2012, an increase of 0.9%.
• Mackenzie’s average management fee rate was
102.2 basis points in the current quarter as compared
to 102.9 basis points in the third quarter of 2012.
Administration fees were $26.1 million in the
current quarter, an increase of $0.2 million or 0.8%
from $25.9 million in the prior quarter. Included in
administration fees for the current quarter were fund
operating expense adjustments of $5.0 million as
compared to $4.9 million in the third quarter of 2012.
Expenses

Mackenzie’s expenses were $124.3 million for the
current quarter, an increase of $0.5 million or 0.4%
from $123.8 million in the third quarter of 2012.
Commission expense, which represents the
amortization of selling commissions, was $18.6 million
in the quarter ended December 31, 2012, as compared
to $19.5 million in the third quarter of 2012. Trailing
commissions were $44.6 million in the current quarter,
an increase of $0.7 million or 1.6% from $43.9 million
in the third quarter of 2012.
Non-commission expenses were $61.1 million in
the current quarter, an increase of $0.7 million or 1.2%
from $60.4 million in the third quarter of 2012.
IGM FINANCIAL INC.

associated with redemptions. Mackenzie amortizes
selling commissions over a maximum period of
three years from the date of original purchase of the
applicable low load assets and over a maximum period
of seven years from the date of original purchase of the
applicable deferred sales charge assets. Commission
expenses were $18.6 million in the three months ended
December 31, 2012, as compared to $22.5 million last
year. Commission expense in the twelve months ended
December 31, 2012 was $80.6 million compared to
$94.6 million in 2011. These declines are consistent
with the lower amount of deferred sales commissions
paid in recent years combined with the accelerated
amortization of deferred sales commissions associated
with redemptions.
Trailing commissions paid to dealers are calculated as
a percentage of mutual fund assets under management
and vary depending on the fund type and the purchase
option upon which the fund was sold: front-end,
deferred sales charge or low load. Trailing commissions
were $44.6 million in the three months ended
December 31, 2012, an increase of $0.7 million or 1.6%
from $43.9 million last year. Trailing commissions in
the twelve months ended December 31, 2012 were
$179.0 million, a decrease of $12.3 million or 6.4% from
$191.3 million in the comparative period last year. The
change in trailing commissions was consistent with the
period over period movement in average mutual fund
assets under management and the change in asset mix
within Mackenzie’s mutual funds. Trailing commissions
as a percentage of average mutual fund assets under
management were 44.6 basis points in the three months
ended December 31, 2012 and 44.9 basis points in the
twelve months ended December 31, 2012 as compared
to 44.3 basis points and 45.3 basis points, respectively,
last year.
Non-commission expenses are incurred by Mackenzie
in the administration, marketing and management
of its assets under management. Non-commission
expenses were $61.1 million in the three months ended
December 31, 2012, an increase of $4.0 million or 7.0%
from $57.1 million last year. Non-commission expenses
in the twelve months ended December 31, 2012 were
$248.7 million, an increase of $9.0 million or 3.8%
from $239.7 million in the comparative period last
year. Mackenzie actively manages its non-commission
expenses to enhance its future operating capabilities
while at the same time investing in revenue generating
initiatives to further grow its business.
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Corporate and Other
Review of Segment Operating Results
The Corporate and Other segment includes net investment
income not allocated to the Investors Group or Mackenzie
segments, the Company’s proportionate share of earnings
of its affiliate, Great-West Lifeco Inc. (Lifeco), operating
results for Investment Planning Counsel Inc., other
income, as well as consolidation elimination entries.
Corporate and other earnings before interest and
taxes are presented in Table 14.

of Lifeco’s earnings as discussed in the Consolidated
Financial Position section of this MD&A.
Earnings before interest and taxes related to
Investment Planning Counsel were $2.1 million higher
in the fourth quarter of 2012 compared to the same
period in 2011 and $2.0 million higher in the twelve
months ended December 31, 2012 compared with 2011.
Q4 2012 V S. Q3 2012

2012 V S . 2011

Net investment income and other totalled $25.0 million
in the fourth quarter of 2012, an increase of $5.1 million
compared with 2011. Net investment income and
other totalled $94.4 million for the twelve months
ended December 31, 2012, an increase of $10.6 million
compared with 2011. The increase in the twelve month
period was primarily due to the 2012 reversal of a charge
that was recorded in the fourth quarter of 2009 related
to a non-retail mutual fund product. The increase in
the three and twelve month periods was also due in
part to the increase of $2.7 million and $3.4 million,
respectively, in the Company’s proportionate share

Net investment income and other totalled $25.0 million
in the fourth quarter of 2012, a decrease of $0.7 million
from the previous quarter due to the third quarter of
2012 reversal of a charge that was recorded in the fourth
quarter of 2009 related to a non-retail mutual fund
product. This was partly offset by an increase in the
Company’s proportionate share of Lifeco’s earnings as
discussed in the Consolidated Financial Position section
of this MD&A.
Earnings before interest and taxes related to Investment
Planning Counsel were $2.1 million higher in the fourth
quarter of 2012 compared with the previous quarter.

TABLE 14: OPERATIN G RESUL T S – CO R PO R AT E AND O T HER
% CHA NG E

three months ended

2012
Dec. 31

($ millions)

Revenues
Fee income
Net investment income and other

$

IGM FINANCIAL INC.

Expenses
Commission
Non-commission

Earnings before interest and taxes
twelve months ended
($ millions)

Revenues
Fee income
Net investment income and other

$

41.7
25.0

2012
Sep. 30

$

41.8
25.7

2011
Dec. 31

$

46

42.4
19.9

(0.2)%
(2.7)

2011
Dec. 31

(1.7) %
25.6

66.7

67.5

62.3

(1.2)

7.1

27.0
8.3

26.8
10.6

27.5
10.5

0.7
(21.7)

(1.8)
(21.0)

35.3

37.4

38.0

(5.6)

(7.1)

31.4

$

30.1

$

24.3

2012
De c . 31

$

Expenses
Commission
Non-commission

Earnings before interest and taxes

2012
Sep. 30

$

170.5
94.4

4.3 %
2011
D e c. 31

$

180.8
83.8

29.2 %

% CHA NG E

(5.7) %
12.6

264.9

264.6

0.1

110.2
42.7

119.5
45.8

(7.8)
(6.8)

152.9

165.3

(7.5)

112.0

$

99.3

12.8 %
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IGM Financial Inc.
Consolidated Financial Position
IGM Financial’s total assets were $12.0 billion at
December 31, 2012, compared to $11.2 billion at
December 31, 2011.
SECU R I T I E S

The composition of the Company’s securities holdings is
detailed in Table 15.
Available for Sale (AFS) Securities

Securities classified as available for sale include equity
securities and investments in proprietary investment
funds. Unrealized gains and losses on available for sale
securities are recorded in Other comprehensive income
until they are realized or until management determines
that there is objective evidence of impairment, at which
time they are recorded in the Consolidated Statements
of Earnings and any subsequent losses are also recorded
in net earnings.
Fair Value Through Profit or Loss Securities

Securities classified as fair value through profit or loss
include equity securities, Canada Mortgage Bonds,
which are discussed below, and fixed income securities
which were comprised of the restructured notes of the
master asset vehicle (MAV) conduits. Unrealized gains
and losses are recorded in Net investment income and
other in the Consolidated Statements of Earnings.
Canada Mortgage Bonds were initially purchased
in 2009 as part of the Company’s ongoing interest rate
risk management activities related to its participation in
the Canada Mortgage Bond Program (CMB Program).
The Canada Mortgage Bonds are financed through
repurchase agreements, which represent short-term

funding transactions where the Company sells securities
that it owns and commits to repurchase these securities
at a specified price on a specified date in the future.
Canada Mortgage Bonds had a fair value of
$225.5 million at December 31, 2012. The obligation
to repurchase the securities is recorded at amortized
cost and had a carrying value of $225.4 million. The
interest expense related to these obligations is recorded
in Net investment income and other in the Consolidated
Statements of Earnings.
The restructured notes of the MAV conduits were
disposed of in the fourth quarter of 2012.
L OANS

The composition of the Company’s loans is detailed in
Table 16.
Loans consisted of residential mortgages and
represented 41.1% of total assets at December 31, 2012
compared to 36.6% at December 31, 2011. Loans are
comprised of:
• Sold to securitization programs – these loans are
sold to securitization trusts sponsored by third
parties that in turn issue securities to investors. An
offsetting liability, Obligations to securitization
entities, has been recorded and totalled $4.7 billion
at December 31, 2012, compared to $3.8 billion at
December 31, 2011.
• Intermediary operations – these loans are held by
the Company to earn interest in the Company’s
deposit operations.
• Mortgage banking operations – these loans are held
by the Company pending sale or securitization.

TABLE 15: SECU RITIES

December 31, 2012
C OS T

Available for sale
Equity securities
Proprietary investment funds

$

Fair value through profit or loss
Equity securities
Canada Mortgage Bonds
Fixed income securities

$

35.4

F A I R VA LUE

$

36.7

CO S T

$

4.9
30.7

FAIR VALUE

$

4.9
31.1

35.4

36.7

35.6

36.0

6.0
220.4
-

6.1
225.5
-

220.5
30.8

227.2
29.2

226.4

231.6

251.3

256.4

261.8

$

268.3

$

286.9

$

292.4
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Residential mortgages originated by Investors Group
are funded primarily through sales to third parties on a
fully serviced basis, including CMHC or Canadian bank
sponsored securitization programs. Investors Group
services $9.3 billion of residential mortgages, including
$2.0 billion originated by subsidiaries of Great-West
Lifeco Inc.
SECU R I T I Z A T I O N A R R ANGEM ENT S

Through the Company’s mortgage banking operations,
residential mortgages originated by Investors Group
mortgage planning specialists are sold to securitization
trusts sponsored by third parties that in turn issue
securities to investors. The Company securitizes
residential mortgages through the Canada Mortgage
and Housing Corporation (CMHC) sponsored National
Housing Act Mortgage-Backed Securities (NHA MBS)
and the CMB Program and through Canadian banksponsored asset-backed commercial paper (ABCP)
programs. The Company retains servicing responsibilities
and certain elements of credit risk and prepayment risk
associated with the transferred assets. The Company’s
credit risk on its securitized mortgages is mitigated
through the use of insurance. Derecognition of financial
assets in accordance with IFRS is based on the transfer
of risks and rewards of ownership. As the Company
has retained prepayment risk and certain elements of
credit risk associated with the Company’s securitization

transactions through the CMB and ABCP programs, they
are accounted for as secured borrowings. The Company
records the transactions under these programs as follows:
(i) the mortgages and related obligations are carried
at amortized cost; and (ii) interest income and interest
expense, utilizing the effective interest rate method, are
recorded over the term of the mortgages.
In the fourth quarter of 2012, the Company
securitized loans through its mortgage banking
operations with cash proceeds of $567 million
compared to $529 million in 2011. The fair value of
the Company’s retained interest was $69.1 million
at December 31, 2012 compared to $24.3 million at
December 31, 2011. The retained interest includes cash
reserve accounts of $23.7 million, which are reflected on
the balance sheet, and rights to future excess spread of
$101.6 million, which are not reflected on the balance
sheet. The retained interest also includes the component
of a swap entered into under the CMB Program whereby
the Company pays coupons on Canada Mortgage Bonds
and receives investment returns on the reinvestment
of repaid mortgage principal. This component of the
swap is recorded on the balance sheet and had a negative
fair value of $56.2 million at December 31, 2012.
Additional information related to the Company’s
securitization activities can be found in the Financial
Instruments section of this MD&A and in Note 7 of the
Consolidated Financial Statements.

TABLE 16: LOAN S

($ millions)

IGM FINANCIAL INC.

Loans and receivables
Sold to securitization programs
Intermediary operations

December 31, 2012

$

Less: Collective allowance
Held for trading
Mortgage banking operations

$

3,763.3
31.3

4,674.1
0.7

3,794.6
0.8

4,673.4

3,793.8

248.8
$

48

4,639.0
35.1

December 31, 2011

4,922.2

292.1
$

4,085.9
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TABLE 17: IN VESTMENT I N AF F I L I AT E

three months ended December 31
2012

($ millions)

624.7
21.3

twelve months ended December 31

2011

$

579.0
18.6

2012

$

612.5
77.9

2011

Carrying value, beginning of period
Proportionate share of earnings
Proportionate share of changes in
affiliate’s litigation provision(1)
Dividends received
Proportionate share of other comprehensive
income (loss) and other adjustments

$

$

580.5
74.5

Carrying value, end of period

$

621.1

$

612.5

$

621.1

$

612.5

Fair value, end of period

$

918.6

$

769.0

$

918.6

$

769.0

(5.6)
(11.6)

5.0
(11.6)

(5.6)
(46.5)

5.0
(46.5)

(7.7)

21.5

(17.2)

(1.0)

(1) Refer to the Summary of Consolidated Operating Results in this MD&A.

I N V E ST ME N T I N AF F I L I AT E

The Company currently has a 4% equity interest in
Great-West Lifeco Inc. (Lifeco), an affiliated company.
Both IGM Financial and Lifeco are controlled by Power
Financial Corporation.
The equity method is used to account for IGM
Financial’s investment in Lifeco, as it exercises
significant influence over Lifeco. The Company’s

proportionate share of Lifeco’s earnings is recorded
in Net investment income and other in the Corporate
and other reportable segment. Changes in the carrying
value for the three and twelve month periods ended
December 31, 2012 compared with the same periods in
2011 are shown in Table 17.

IGM FINANCIAL INC.
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Consolidated Liquidity and Capital Resources

LIQUIDITY

Cash and cash equivalents totalled $1.06 billion at
December 31, 2012 compared with $1.05 billion at
December 31, 2011. Cash and cash equivalents related
to the Company’s deposit operations were $11.9 million
at December 31, 2012 compared with $14.0 million at
December 31, 2011, as shown in Table 18.
Working capital totalled $1,036.2 million at
December 31, 2012 compared with $979.7 million
at December 31, 2011. Working capital excludes the
Company’s deposit operations.
Working capital is utilized to:
• Finance ongoing operations, including the funding of
selling commissions.
• Temporarily finance mortgages in its mortgage
banking operations.
• Pay interest and dividends related to long-term debt
and preferred shares.
• Maintain liquidity requirements for regulated entities.
• Pay quarterly dividends on its outstanding
common shares.
• Finance common share purchases related to the
Company’s normal course issuer bid.
IGM Financial continues to generate significant
cash flows from its operations. Earnings before interest,
taxes, depreciation and amortization (EBITDA) totalled
$1.36 billion in 2012 compared to $1.52 billion in 2011.
EBITDA for each period under review excludes the
impact of amortization of deferred selling commissions
which totalled $266.2 million in 2012 compared to
$281.6 million in 2011. As well as being an important
alternative measure of performance, EBITDA is a

Earnings Before Interest, Taxes,
Depreciation and Amortization (EBITDA)
For the financial year ($ millions)

1,518

1,515

1,482

1,365

1,326
975

08

935

851

817

756

09

10

11

12

EBITDA
Cash flow available from operations before payment of commissions.
EBITDA
2008 excluded proportionate share of affiliate’s impairment charge and
affiliate’s gain.
2009 excluded a non-cash charge on AFS equity securities, a premium paid
on the redemption of preferred shares and earnings on discontinued operations.
2010 excluded non-recurring items related to transition to IFRS, the
proportionate share of an affiliate’s incremental litigation provision and
earnings on discontinued operations.
2011 excluded earnings on discontinued operations and the proportionate
share of the benefit related to the changes in an affiliate’s litigation provisions.
2012 excluded the proportionate share of the charge related to the changes in an
affiliate's litigation provisions.

common measure utilized by investment analysts and
credit rating agencies in reviewing asset management
companies.
Refer to the Financial Instruments section of this
MD&A for information related to other sources
of liquidity and to the Company’s exposure to and
management of liquidity risk.

IGM FINANCIAL INC.

TABLE 18: DEPOSIT OPERAT I O NS – F I NANCI AL PO SI T I O N

2012

As at December 31 ($ millions)

Assets
Cash and cash equivalents
Accounts and other receivables
Loans
Total assets
Liabilities and shareholder’s equity
Deposit liabilities
Other liabilities
Shareholder’s equity
Total liabilities and shareholder’s equity

50

2011

$

11.9
136.6
27.5

$

14.0
122.3
28.0

$

176.0

$

164.3

$

163.2
1.0
11.8

$

150.7
1.0
12.6

$

176.0

$

164.3
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Cash Flows

Table 19 – Cash Flows is a summary of the Consolidated
Statements of Cash Flows which forms part of the
Consolidated Financial Statements for the year ended
December 31, 2012. Cash and cash equivalents from
continuing operations increased by $6.7 million in 2012
compared to a decrease of $233.4 million in 2011.
Operating activities from continuing
operations, before payment of commissions,
generated $921.2 million during the year ended
December 31, 2012, as compared to $1.01 billion in
2011. Cash commissions paid were $211.6 million in
2012 compared to $237.7 million in 2011. Net cash
flows from operating activities, net of commissions
paid, were $709.6 million in 2012 as compared to
$776.6 million in 2011.
Financing activities from continuing operations
during the year ended December 31, 2012 compared
to 2011 primarily related to:
• A net increase of $12.5 million in deposits and
certificates in 2012 compared to a net decrease of
$3.6 million in 2011.
• Net payment of $1.8 million in 2012 arising
from obligations related to assets sold under
repurchase agreements compared to a net payment
of $408.0 million in 2011. The net payment in
2011 included the settlement of $427.6 million in
obligations related to the sale of $425.6 million
in Canada Mortgage Bonds which are reported in
Investing activities.
• A net increase of $873.5 million in 2012 arising from
obligations to securitization entities compared to a
net increase of $318.6 million in 2011.

• Proceeds received on the issuance of common shares
of $24.5 million in 2012 compared with $35.1 million
in 2011.
• The purchase of 5,347,900 common shares in 2012
under IGM Financial’s normal course issuer bid at a
cost of $214.9 million compared with the purchase of
4,185,000 common shares at a cost of $185.8 million
in 2011.
• The payment of perpetual preferred share dividends
which totalled $8.8 million in 2012, unchanged
from 2011.
• The payment of regular common share dividends
which totalled $549.0 million in 2012 compared to
$536.2 million in 2011.
Financing activities during 2011 also included the
repayment on maturity of the $450.0 million 2001 Series
6.75% debentures.
Investing activities from continuing operations during
the year ended December 31, 2012 compared to 2011
primarily related to:
• The purchases of securities totalling $57.9 million
and sales of securities with proceeds of $90.2 million
in 2012 compared to $17.1 million and $446.9
million, respectively, in 2011. Proceeds in 2011
included sales of $425.6 million of Canada Mortgage
Bonds.
• A net increase in loans of $825.4 million in 2012
compared to a net increase of $370.4 million in 2011
primarily related to residential mortgages in the
Company’s mortgage banking operations.
Investing activities during 2011 also included the
proceeds from the sale of MRS of $198.7 million.

TABLE 19: CASH FLO WS

Operating activities – continuing operations
Before payment of commissions
Commissions paid

$

Net of commissions paid
Financing activities – continuing operations
Investing activities – continuing operations

$

709.6
135.8
(838.7)

Increase (decrease) in cash and cash equivalents from continuing operations
Decrease in cash and cash equivalents from discontinued operations
Cash and cash equivalents from continuing and discontinued operations,
beginning of year
Cash and cash equivalents, end of year

921.2
(211.6)

2011

776.6
(1,238.7)
228.7

6.7
-

(233.4)
(287.8)

1,052.4
$

1,059.1

1,014.3
(237.7)

1,573.6
$

1,052.4

% CHA NG E

(9.2) %
11.0
(8.6)
111.0
n/m
102.9
100.0
(33.1)
0.6 %
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CAPI T A L R ESO U R CES

IGM FINANCIAL INC.

The Company’s capital management objective is to
maximize shareholder returns while ensuring that the
Company is capitalized in a manner which appropriately
supports regulatory requirements, working capital
needs and business expansion. The Company’s capital
management practices are focused on preserving the
quality of its financial position by maintaining a solid
capital base and a strong balance sheet. Capital of the
Company consists of long-term debt, perpetual preferred
shares and common shareholders’ equity which totalled
$5.8 billion at December 31, 2012, unchanged from
December 31, 2011. The Company regularly assesses its
capital management practices in response to changing
economic conditions.
The Company’s capital is primarily utilized in
its ongoing business operations to support working
capital requirements, long-term investments made by
the Company, business expansion and other strategic
objectives. Subsidiaries subject to regulatory capital
requirements include investment dealers, mutual fund
dealers, exempt market dealers, portfolio managers,
investment fund managers and a trust company. These
subsidiaries are required to maintain minimum levels
of capital based on either working capital, liquidity or
shareholders’ equity. The Company’s subsidiaries have
complied with all regulatory capital requirements.
The total outstanding long-term debt was
$1,325.0 million at December 31, 2012, unchanged from
December 31, 2011. Long-term debt is comprised of
debentures which are senior unsecured debt obligations
of the Company subject to standard covenants, including
negative pledges, but which do not include any specified
financial or operational covenants.
Perpetual preferred shares of $150 million
at December 31, 2012 remain unchanged from
December 31, 2011.
The Company purchased 5,347,900 common shares
during the year ended December 31, 2012 at a cost of
$214.9 million under its normal course issuer bid (refer
to Note 17 to the Consolidated Financial Statements).
The Company commenced a normal course issuer bid
on April 12, 2012 to purchase up to 5% of its common
shares in order to mitigate the dilutive effect of stock
options issued under the Company’s stock option plan
and for other capital management purposes. Other
activities in 2012 included the declaration of perpetual
preferred share dividends of $8.8 million or $1.475 per
share and common share dividends of $546.5 million or
$2.15 per share. Changes in common share capital are
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reflected in the Consolidated Statements of Changes in
Shareholders’ Equity.
In connection with its normal course issuer bid, the
Company established an automatic securities purchase
plan for its common shares. The automatic securities
purchase plan was established to provide standard
instructions regarding how IGM Financial’s common
shares are to be purchased under its normal course issuer
bid during certain pre-determined trading blackout
periods, subject to pre-established parameters. Outside of
these pre-determined trading blackout periods, purchases
under the Company’s normal course issuer bid will be
completed based upon management’s discretion.
The current rating by Standard & Poor’s (S&P) of
the Company’s senior debt and liabilities is “A+” with a
stable outlook. Dominion Bond Rating Service’s (DBRS)
current rating on the Company’s senior unsecured
debentures is “A (High)” with a stable outlook.
Credit ratings are intended to provide investors
with an independent measure of the credit quality of
the securities of a company and are indicators of the
likelihood of payment and the capacity of a company to
meet its obligations in accordance with the terms of each
obligation. Descriptions of the rating categories for each
of the agencies set forth below have been obtained from
the respective rating agencies’ websites.
These ratings are not a recommendation to buy,
sell or hold the securities of the Company and do
not address market price or other factors that might
determine suitability of a specific security for a particular
investor. The ratings also may not reflect the potential
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impact of all risks on the value of securities and are
subject to revision or withdrawal at any time by the
rating organization.
The “A+” rating assigned to the Company’s senior
unsecured debentures by S&P is the third highest of
the ten major rating categories for long-term debt and
indicates S&P’s view that the Company’s capacity to
meet its financial commitment on the obligation is
strong, but the Company is somewhat more susceptible
to the adverse effects of changes in circumstances and
economic conditions than companies in higher rated
categories. S&P uses “+” or “-” designations to indicate
the relative standing within the major rating categories.
According to S&P, the “Stable” rating outlook means
that S&P considers that the rating is unlikely to change
over the intermediate term.

The A (High) rating assigned to IGM Financial’s
senior unsecured debentures by DBRS is the third
highest of the ten rating categories for long-term debt.
Under the DBRS long-term rating scale, debt securities
rated A (High) are of good credit quality and protection
of interest and principal is considered substantial.
While this is a favourable rating, entities in the A
(High) category may be vulnerable to future events, but
qualifying negative factors are considered manageable. A
reference to “high” or “low” reflects the relative strength
within the rating category, while the absence of either a
“high” or “low” designation indicates the rating is placed
in the middle of the category.
According to DBRS, the “Stable” rating trend helps
give investors an understanding of DBRS’s opinion
regarding the outlook for the rating.
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Table 20 presents the carrying value and the fair value of
financial instruments.
Fair value is determined using the following methods
and assumptions:
• The fair value of short-term financial instruments
approximate carrying value. These include cash and
cash equivalents, accounts and other receivables,
certain other financial assets, accounts payable and
accrued liabilities, repurchase agreements, and certain
other financial liabilities.
• Securities are valued using quoted prices from active
markets, when available. When a quoted market
price is not readily available, valuation techniques
are used that require assumptions related to discount
rates and the timing and amount of future cash flows.
Wherever possible, observable market inputs are used
in the valuation techniques.
• Loans are valued by discounting the expected future
cash flows at market interest rates for loans with
similar credit risk and maturity.
• Obligations to securitization entities are valued
by discounting the expected future cash flows by
prevailing market yields for securities issued by these
securitization entities having similar terms
and characteristics.

• Deposits and certificates are valued by discounting
the contractual cash flows using market interest rates
currently offered for deposits with similar terms and
credit risks.
• Long-term debt is valued using quoted prices for each
debenture available in the market.
• Derivative financial instruments are valued
based on quoted market prices, where available,
prevailing market rates for instruments with similar
characteristics and maturities, or discounted cash flow
analysis.
See Note 23 to the Consolidated Financial Statements
which provides additional discussion on the determination
of fair value of financial instruments.
Although there were changes to both the carrying
values and fair values of financial instruments, these
changes did not have a material impact on the financial
condition of the Company for the twelve months ended
December 31, 2012.

TABLE 20: FIN AN CIAL IN STR UMENT S

december 31, 2012
($ millions)

IGM FINANCIAL INC.

Assets
Cash and cash equivalents
Securities
Accounts and other receivables
Loans
Derivative financial instruments
Other financial assets
Total financial assets
Liabilities
Accounts payable and accrued liabilities
Repurchase agreements
Derivative financial instruments
Deposits and certificates
Other financial liabilities
Obligations to securitization entities
Long-term debt
Total financial liabilities
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december 31, 2011

C A R R Y I N G VA LUE

F A I R VA LUE

CARRYING VALUE

FAIR VALUE

$ 1,059.1
268.3
307.9
4,922.2
63.3
1.3

$ 1,059.1
268.3
307.9
4,969.2
63.3
1.3

$ 1,052.4
292.5
282.0
4,085.9
88.1
6.3

$ 1,052.4
292.5
282.0
4,144.3
88.1
6.3

$ 6,622.1

$ 6,669.1

$ 5,807.2

$ 5,865.6

$

$

$

$

282.3
225.4
70.8
163.2
199.0
4,700.9
1,325.0

$ 6,966.6

282.3
225.4
70.8
164.8
199.0
4,786.7
1,628.9

$ 7,357.9

300.1
227.3
111.4
150.7
221.3
3,827.4
1,325.0

$ 6,163.2

300.1
227.3
111.4
152.0
221.3
3,930.4
1,586.7

$ 6,529.2
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Risk Management

• Other committees having specific risk oversight
responsibilities include: i) the Compensation
Committee which oversees compensation policies
and practices, ii) the Governance and Nominating
Committee which oversees corporate governance
practices, and iii) the Related Party and Conduct
Review Committee which oversees conflicts of
interest and recommends to the Board a code of
business conduct and ethics.
The executive Risk Management Committee is
comprised of the Co-Presidents and Chief Executive
Officers, the Chief Financial Officer, and the General
Counsel and Chief Compliance Officer. The committee
is responsible for providing oversight of the Company’s
risk management process by: i) establishing and
maintaining the risk framework and policy, ii) defining
the Company’s risk appetite, iii) ensuring the Company’s
risk profile and processes are aligned with corporate
strategy and risk appetite, and iv) establishing “tone
at the top” and reinforcing a strong culture of risk
management.
The Chief Executive Officers of the respective
operating companies, being Investors Group, Mackenzie
and Investment Planning Counsel, have overall
responsibility for overseeing risk management of their
respective companies.
The leaders of the various business units and support
functions have primary ownership and accountability
for the ongoing risk management associated with their
respective activities. Responsibilities of business unit
and support function leaders include: i) establishing and
maintaining procedures for the identification, assessment,
documentation and escalation of risks , ii) implementing
control activities to mitigate risks, iii) identifying
opportunities for risk reduction or transfer, and iv)
aligning business and operational strategies with the risk
culture and risk appetite of the organization as established
by the Risk Management Committee.
The Risk Management Department provides
oversight, analysis and reporting on the level of risks
relative to the established risk appetite to the Risk
Management Committee. Other responsibilities
include: i) developing and maintaining the enterprise
risk management program and framework, ii) managing
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The Company is exposed to a variety of risks that are
inherent in its business activities. The Company’s ability
to manage these risks is key to its ongoing success
and includes emphasizing a strong risk management
culture and effective risk management approach. The
Company’s risk management approach coordinates risk
management across the organization and its business
units and seeks to ensure prudent and measured risktaking in order to achieve an appropriate balance
between risk and return.
The Company’s risk governance structure emphasizes
a comprehensive and consistent framework throughout
the company and its subsidiaries, with clearly identified
ownership of risk management in each business unit and
oversight by an executive Risk Management Committee
accountable to the Executive Committee of the Board.
Additional oversight is provided by an independent Risk
Management Department, corporate and sales compliance
groups, and the Company’s Internal Audit Department.
The Board of Directors provides oversight and carries
out its risk management mandate primarily through the
following committees:
• The Executive Committee is responsible for the
oversight of enterprise risk management, by: i)
ensuring that appropriate procedures are in place to
identify and manage risks and establish risk tolerances,
ii) ensuring that appropriate policies, procedures and
controls are implemented to manage risks, and iii)
reviewing the risk management process on a regular
basis to ensure that it is functioning effectively.
• The Investment Committee oversees management
of the Company’s financial risks, being market risk,
credit risk, and liquidity and funding risk by: i)
ensuring that appropriate procedures are in place to
identify and manage financial risks in accordance with
tolerances, ii) monitoring the implementation and
maintenance of appropriate policies, procedures and
controls to manage financial risks, and iii) reviewing
the financial risk management process on a regular
basis to ensure that it is functioning effectively.
• The Audit Committee has specific risk oversight
responsibilities as it oversees financial disclosure,
internal controls and the control environment as well
as the Company’s compliance activities.
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the enterprise risk management process, and iii)
providing guidance and training to business unit
and support function leaders. A Technical Review
Committee of senior business leaders supports the
Risk Management Department by performing critical
reviews of risk assessments developed by business units
and support functions. Other independent oversight
accountabilities reside with the Company’s corporate
and sales compliance groups which are responsible for
ensuring compliance with policies, laws and regulations,
and with a financial risk management function which
is independent from the Treasury Department and is
responsible for independently assessing financial risk
management processes and exposures and monitoring
compliance with the Investment Policy and other
relevant policies.
The Internal Audit Department provides independent
assurance to senior management and the Board of
Directors on the effectiveness of risk management
policies, processes and practices.
F I N A N CI A L I N ST R U MENT S RI SK

The Company actively manages risks that arise as a
result of holding financial instruments which include
liquidity and funding risk, credit risk and market risk.
Liquidity and Funding Risk

IGM FINANCIAL INC.

Liquidity and funding risk is the risk of the inability to
generate or obtain sufficient cash in a timely and costeffective manner to meet contractual or anticipated
commitments as they come due or arise. The Company’s
liquidity management practices include:
• Controls over liquidity management processes.
• Stress testing of various operating scenarios.
• Oversight of liquidity management by Committees
of the Board of Directors.

As part of ongoing liquidity management during 2012
and 2011, the Company:
• Entered into $200 million committed line of
credit to provide financing to the Company’s
mortgage operations.
• Continued to assess additional funding sources for the
Company’s mortgage banking operations.
• Repaid the $450.0 million 2001 Series 6.75%
debentures at maturity on May 9, 2011.
A key liquidity requirement for the Company is the
funding of commissions paid on the sale of mutual funds.
Commissions on the sale of mutual funds continue to be
paid from operating cash flows.
The Company also maintains sufficient liquidity
to fund and temporarily hold mortgages. Through its
mortgage banking operations, residential mortgages are
sold or securitized to:
• Investors Mortgage and Short Term Income Fund
and Investors Canadian Corporate Bond Fund;
• Third parties, including CMHC or Canadian bank
sponsored securitization trusts; or
• Institutional investors through private placements.
Certain subsidiaries of the Company are approved
issuers of NHA MBS and are approved sellers into the
CMB Program. This issuer and seller status provides
the Company with additional funding sources for
residential mortgages. The Company’s continued
ability to fund residential mortgages through Canadian
bank-sponsored securitization trusts and NHA MBS is
dependent on securitization market conditions that are
subject to change. A condition of the NHA MBS and
CMB Program is that securitized loans be insured by
an insurer that is approved by CMHC. The availability
of mortgage insurance is dependent upon market
conditions that are subject to change.
The Company’s contractual obligations are reflected
in Table 21.

TABLE 21: CON TRACTU AL O B L I G AT I O NS

As at December 31, 2012 ($ millions)

DEM A N D

LES S T H A N 1 Y EA R

Repurchase agreements
Derivative financial instruments
Deposits and certificates
Obligations to securitization entities
Long-term debt
Operating leases(1)

$

136.1
-

$

225.4
22.9
9.6
789.1
52.9

Total contractual obligations

$

136.1

$ 1,099.9

1 – 5 Y EA R S

$

45.0
13.2
3,877.0
152.3

$ 4,087.5

A F T E R 5 Y E A RS

$

2.9
4.3
34.8
1,325.0
78.5

$ 1,445.5

TOTAL

$

225.4
70.8
163.2
4,700.9
1,325.0
283.7

$ 6,769.0

(1) Includes office space and equipment used in the normal course of business.
Lease payments are charged to earnings in the period of use.

56

igm financial inc. annual report 2012 / management’s discussion and analysis

D 42

PCC_2012Com_ENG04_IGM_2013-03-05_v3.indd D42

P O W E R C O R P O R AT I O N O F C A N A DA

08/03/13 4:36 PM

Long-Term Debt Maturity Schedule
($ millions)
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pay dividends to common shareholders on a quarterly
basis at the discretion of the Board of Directors. The
declaration of dividends by the Board of Directors is
dependent on a variety of factors, including earnings
which are significantly influenced by the impact
that debt and equity market performance has on the
Company’s fee income and commission and certain
other expenses. The Company’s liquidity position and
its management of liquidity and funding risk have not
changed materially since December 31, 2011.
Credit Risk

Credit risk is the potential for financial loss to the
Company if a counterparty to a transaction fails to
meet its obligations. The Company’s cash and cash
equivalents, securities holdings, mortgage portfolios,
and derivatives are subject to credit risk. The Company
monitors its credit risk management practices on an
ongoing basis to evaluate their effectiveness.
At December 31, 2012, cash and cash equivalents of
$1,059.1 million (2011 – $1,052.4 million) consisted of
cash balances of $100.8 million (2011- $97.0 million)
on deposit with Canadian chartered banks and cash
equivalents of $958.3 million (2011 – $955.4 million).
Cash equivalents are comprised of Government of
Canada treasury bills totalling $233.1 million (2011 –
$521.3 million), provincial government and government
guaranteed commercial paper of $472.6 million
(2011 – $340.4 million) and bankers’ acceptances
issued by Canadian chartered banks of $252.6 million
(2011 – $93.7 million). The Company regularly reviews
the credit ratings of its counterparties. The maximum
exposure to credit risk on these financial instruments is
their carrying value. The Company manages credit risk
related to cash and cash equivalents by adhering to its
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The maturity schedule for long-term debt of
$1,325 million, with no debt repayment due until 2018,
is reflected in the accompanying chart (Long-Term
Debt Maturity Schedule).
In addition to IGM Financial’s current balance of
cash and cash equivalents, liquidity is available through
the Company’s operating lines of credit. The Company’s
operating lines of credit with various Schedule I
Canadian chartered banks totalled $525 million as at
December 31, 2012, compared to $325 million as at
December 31, 2011. On October 26, 2012, the Company
entered into an additional $200 million committed
line of credit to provide financing to the Company’s
mortgage operations. The operating lines of credit as
at December 31, 2012 consisted of committed lines of
$350 million (2011 – $150 million) and uncommitted
lines of $175 million (2011 – $175 million). The
Company has accessed its uncommitted operating lines
of credit in the past; however, any advances made by a
bank under the uncommitted operating lines are at the
bank’s sole discretion. As at December 31, 2012 and
2011, the Company was not utilizing its committed lines
of credit or its uncommitted operating lines of credit.
The Company accessed the capital markets most
recently in December 2010; however, its ability to access
capital markets to raise funds in future is dependent on
market conditions.
Management believes cash flows from operations,
available cash balances and other sources of liquidity
described above are sufficient to meet the Company’s
liquidity needs. The Company continues to have the
ability to meet its operational cash flow requirements,
its contractual obligations, and its declared dividends.
The current practice of the Company is to declare and
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Investment Policy that outlines credit risk parameters
and concentration limits.
Fair value through profit or loss securities
include Canada Mortgage Bonds with a fair value of
$225.5 million (2011 – $227.2 million). The fair value
represents the maximum exposure to credit risk at
December 31, 2012.
The Company regularly reviews the credit quality
of the mortgage portfolios related to the Company’s
mortgage banking operations and its intermediary
operations, as well as the adequacy of the collective
allowance. As at December 31, 2012, mortgages totalled
$4.9 billion (2011 – $4.1 billion) and consisted of
residential mortgages:
• Sold to securitization programs which are classified
as loans and receivables and totalled $4.6 billion
compared to $3.8 billion at December 31, 2011.
An offsetting liability, Obligations to securitization
entities, has been recorded and totalled $4.7 billion
at December 31, 2012, compared to $3.8 billion at
December 31, 2011.
• Related to the Company’s mortgage banking
operations which are classified as held for trading and
totalled $248.8 million compared to $292.1 million
at December 31, 2011. These loans are held by the
Company pending sale or securitization.
• Related to the Company’s intermediary operations
which are classified as loans and receivables and
totalled $35.1 million at December 31, 2012,
compared to $31.3 million at December 31, 2011.
As at December 31, 2012, the mortgage portfolios
related to the Company’s intermediary operations
were geographically diverse, 100% residential (2011 –
100%) and 86.2% insured (2011 – 99.4%). As at
December 31, 2012, impaired mortgages were nil,
unchanged from December 31, 2011. Uninsured nonperforming mortgages over 90 days were nil, unchanged
from December 31, 2011. The characteristics of the
mortgage portfolio have not changed significantly
during 2012.
The NHA MBS and CMB Program requires that
all securitized mortgages be insured against default
by an approved insurer. The ABCP programs do
not require mortgages to be insured; however, at
December 31, 2012, 66.6% of these mortgages were
insured compared to 86.5% at December 31, 2011.
At December 31, 2012, 88.3% of the securitized
portfolio and the residential mortgages classified as
held for trading were insured compared to 93.0% at
December 31, 2011. As at December 31, 2012, impaired
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mortgages on these portfolios were $1.0 million,
compared to $1.1 million at December 31, 2011.
Uninsured non-performing mortgages over 90 days on
these portfolios were $0.6 million at December 31, 2012,
compared to nil at December 31, 2011.
The Company retains certain elements of credit
risk on securitized loans. At December 31, 2012,
90.2% of securitized loans were insured against credit
losses compared to 96.2% at December 31, 2011. The
Company’s credit risk on its securitization activities
is limited to its retained interest. The fair value of the
Company’s retained interests in securitized mortgages
was $69.1 million at December 31, 2012 compared to
$24.3 million at December 31, 2011. Retained interests
include:
• Cash reserve accounts and rights to future net
interest income – which were $23.7 million
(2011 – $10.7 million) and $101.6 million (2011 –
$90.5 million), respectively, at December 31, 2012.
Cash reserve accounts are reflected on the balance
sheet, whereas rights to future net interest income
are not reflected on the balance sheet and will be
recorded over the life of the mortgages.
The portion of this amount pertaining to Canadian
bank-sponsored securitization trusts of $55.1 million
(2011 – $44.9 million) is subordinated to the interests
of the trust and represents the maximum exposure
to credit risk for any failure of the borrowers to pay
when due. Credit risk on these mortgages is mitigated
by any insurance on these mortgages, as previously
discussed, and the Company’s credit risk on insured
loans is to the insurer.
Rights to future net interest income under the
NHA MBS and CMB Program totalled $70.2 million
(2011 – $56.3 million). Under the NHA MBS and
CMB Program, the Company has an obligation to
make timely payments to security holders regardless
of whether amounts are received from mortgagors.
All mortgages securitized under the NHA MBS and
CMB Program are insured by CMHC or another
approved insurer under the program. Outstanding
mortgages securitized under these programs are
$3.3 billion (2011 – $2.7 billion).
• Fair value of principal reinvestment account swaps –
which had a negative fair value of $56.2 million at
December 31, 2012 (2011 – $76.9 million) and is
reflected on the Company’s balance sheet. These
swaps represent the component of a swap entered
into under the CMB Program whereby the Company
pays coupons on Canada Mortgage Bonds and
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Housing Trust. The Company receives coupons on
NHA MBS and eligible principal reinvestments and
pays coupons on the Canada Mortgage Bonds. The
Company also enters into offsetting interest rate
swaps with the same bank counterparties to hedge
interest rate and reinvestment risk associated with
the CMB Program. The negative fair value of these
swaps totalled $26.5 million at December 31, 2012
(2011 – $25.9 million) and the outstanding notional
amount was $5.7 billion (2011 – $4.4 billion). Certain
of these swaps relate to securitized mortgages that have
been recorded on the Company’s balance sheet with
an associated obligation. Accordingly, these swaps,
with an outstanding notional amount of $3.3 billion
(2011 – $2.7 billion) and having a negative fair value of
$29.2 million (2011 – $33.3 million), are not reflected on
the balance sheet. Principal reinvestment account swaps
and hedges of reinvestment and interest rate risk, with
an outstanding notional amount of $2.4 billion (2011 –
$1.7 billion) and having a fair value of $2.7 million
(2011 – $7.4 million), are reflected on the balance sheet.
The exposure to credit risk, which is limited to the fair
value of swaps in a gain position, totalled $63.1 million
at December 31, 2012 compared to $87.1 million at
December 31, 2011.
The Company utilizes interest rate swaps to
hedge interest rate risk associated with mortgages
securitized through Canadian bank-sponsored ABCP
programs. The negative fair value of these interest
rate swaps totalled $4.9 million (2011 – $23.4 million)
on an outstanding notional amount of $435.0 million
at December 31, 2012 (2011 – $1.0 billion). The
exposure to credit risk, which is limited to the fair
value of swaps in a gain position, totalled $0.2 million
at December 31, 2012 compared to $0.6 million at
December 31, 2011.
The Company also utilizes interest rate swaps to
hedge interest rate risk associated with its investments
in Canada Mortgage Bonds. The negative fair value of
these interest rate swaps totalled $5.4 million (2011 –
$7.4 million) on an outstanding notional amount
of $200.0 million at December 31, 2012 (2011 –
$200.0 million). The exposure to credit risk, which is
limited to the fair value of the interest rate swaps which
are in a gain position, was nil at December 31, 2012,
unchanged from December 31, 2011.
The Company enters into other derivative contracts
which primarily consist of interest rate swaps utilized
to hedge interest rate risk related to mortgages held
pending sale, or committed to, by the Company as well
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receives investment returns on the reinvestment of
repaid mortgage principal. The notional amount of
these swaps was $931.5 million at December 31, 2012
(2011 – $556.3 million).
The Company also retains certain elements of credit
risk on mortgage loans sold to the Investors Mortgage
and Short Term Income Fund and to the Investors
Canadian Corporate Bond Fund through an agreement
to repurchase mortgages in certain circumstances
benefiting the funds. These loans are not recorded
on the Company’s balance sheet as the Company has
transferred substantially all of the risks and rewards of
ownership associated with these loans.
The Company’s collective allowance for credit losses
was $0.7 million at December 31, 2012, compared to
$0.8 million at December 31, 2011, and is considered
adequate by management to absorb all credit-related
losses in the mortgage portfolios based upon the
following considerations:
• The Company’s lending policy, underwriting
standards and loan servicing capabilities.
• The Company’s practice of originating its mortgages
exclusively through its own network of Consultants
and mortgage planning specialists as part of a client’s
comprehensive financial plan.
• The quality of the Company’s mortgage portfolio
based on: i) historical credit performance experience
and recent trends; ii) current portfolio credit metrics
and other relevant characteristics; and, iii) regular
stress testing of losses under adverse real estate
market conditions.
• The existence of client-insured mortgage default
insurance and mortgage portfolio default insurance
held by the Company.
The Company’s exposure to and management of
credit risk related to cash and cash equivalents, fixed
income securities and mortgage portfolios have not
changed materially since December 31, 2011.
The Company utilizes over-the-counter derivatives to
hedge interest rate risk and reinvestment risk associated
with its mortgage banking and securitization activities,
as well as market risk related to certain stock-based
compensation arrangements. To the extent that the
fair value of the derivatives are in a gain position, the
Company is exposed to credit risk that its counterparties
fail to fulfill their obligations under these arrangements.
The Company participates in the CMB Program by
entering into back-to-back swaps whereby Canadian
Schedule I chartered banks designated by the Company
intermediate between the Company and the Canadian
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as total return swaps and forward agreements on IGM
Financial common shares utilized to hedge deferred
compensation arrangements. The fair value of interest
rate swaps, total return swaps and forward agreements
was $0.1 million on an outstanding notional amount
of $124.5 million at December 31, 2012 compared to
a fair value of nil on an outstanding notional amount
of $76.4 million at December 31, 2011. The exposure
to credit risk, which is limited to the fair value of
those instruments which are in a gain position, was
$1.6 million at December 31, 2012, compared to
$0.8 million at December 31, 2011.
The aggregate credit risk exposure related to
derivatives that are in a gain position of $64.9 million
(2011 – $88.5 million) does not give effect to any netting
agreements or collateral arrangements. The exposure
to credit risk, considering netting agreements and
collateral arrangements, was nil at December 31, 2012
(2011 – $0.3 million). Counterparties are all Canadian
Schedule I chartered banks and, as a result, management
has determined that the Company’s overall credit
risk related to derivatives was not significant at
December 31, 2012. Management of credit risk
related to derivatives has not changed materially since
December 31, 2011.
Additional information related to the Company’s
securitization activities and utilization of derivative
contracts can be found in Notes 2, 7 and 22 to the
Consolidated Financial Statements.
Market Risk

IGM FINANCIAL INC.

Market risk is the potential for loss to the Company
from changes in the values of its financial instruments
due to changes in foreign exchange rates, interest rates
or equity prices. The Company’s financial instruments
are generally denominated in Canadian dollars, and
do not have significant exposure to changes in foreign
exchange rates.
Interest Rate Risk
The Company is exposed to interest rate risk on its loan
portfolio, fixed income securities, Canada Mortgage
Bonds and on certain of the derivative financial
instruments used in the Company’s mortgage banking
and intermediary operations.
The objective of the Company’s asset and liability
management is to control interest rate risk related to its
intermediary operations by actively managing its interest
rate exposure. As at December 31, 2012, the total gap
between deposit assets and liabilities was within the
Company’s trust subsidiary’s stated guidelines.
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The Company utilizes interest rate swaps with
Canadian Schedule I chartered bank counterparties in
order to reduce the impact of fluctuating interest rates
on its mortgage banking operations, as follows:
• The Company has funded fixed rate mortgages
with floating rate ABCP as part of the securitization
transactions with bank-sponsored securitization
trusts. The Company enters into interest rate swaps
with Canadian Schedule I chartered banks to hedge
the risk that ABCP rates rise. However, the Company
remains exposed to the basis risk that ABCP rates
are greater than the bankers’ acceptances rates that it
receives on its hedges.
• The Company has in certain instances funded floating
rate mortgages with fixed rate Canada Mortgage
Bonds as part of the securitization transactions
under the CMB Program. The Company enters
into interest rate swaps with Canadian Schedule I
chartered banks to hedge the risk that the interest
rates earned on floating rate mortgages decline. As
previously discussed, as part of the CMB Program,
the Company is also entitled to investment returns on
reinvestment of principal repayments of securitized
mortgages and is obligated to pay Canada Mortgage
Bond coupons that are generally fixed rate. The
Company hedges the risk that reinvestment returns
decline by entering into interest rate swaps with
Canadian Schedule I chartered bank counterparties.
• The Company is exposed to the impact that
changes in interest rates may have on the fair value
of its investments in Canada Mortgage Bonds.
The Company enters into interest rate swaps with
Canadian Schedule I chartered bank counterparties to
hedge interest rate risk on these bonds.
• The Company is also exposed to the impact that
changes in interest rates may have on the value of
mortgages held, or committed to, by the Company.
The Company may enter into interest rate swaps to
hedge this risk.
As at December 31, 2012, the impact to annual
net earnings of a 100 basis point increase in interest
rates would have been a decrease of approximately
$5.0 million. The Company’s exposure to and
management of interest rate risk have not changed
materially since December 31, 2011.
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Equity Price Risk
The Company is exposed to equity price risk on its
proprietary investment funds which are classified as
available for sale securities and on its equity securities
which are classified as fair value through profit or loss,
as shown in Table 15. Unrealized gains and losses
on available for sale securities are recorded in Other
comprehensive income until they are realized or until
management determines there is objective evidence of
impairment in value, at which time they are recorded in
the Consolidated Statements of Earnings.
The Company sponsors a number of deferred
compensation arrangements where payments to
participants are linked to the performance of the
common shares of IGM Financial. The Company
hedges this risk through the use of forward agreements
and total return swaps.
R I SK S R EL AT ED T O ASSET S UNDER
MA N AG E ME N T

IGM FINANCIAL INC.

At December 31, 2012, IGM Financial’s total assets
under management were $120.7 billion compared to
$118.7 billion at December 31, 2011.
The Company is subject to the risk of asset volatility
from changes in the Canadian and global financial and
equity markets. Changes in these markets have caused
in the past, and will cause in the future, changes in the
Company’s assets under management, revenues and
earnings. Global economic conditions, exacerbated
by financial crises, changes in the equity marketplace,
currency exchange rates, interest rates, inflation rates,
the yield curve, defaults by derivative counterparties
and other factors including political and government
instability that are difficult to predict, affect the mix,
market values and levels of assets under management.
The Company’s assets under management may be
subject to unanticipated redemptions as a result of such
events. Changing market conditions may also cause a
shift in asset mix between equity and fixed income assets
due to market and income as well as net cash flows,

potentially resulting in a decline in the Company’s
revenue and earnings depending upon the nature of the
assets under management and the level of management
fees earned.
Interest rates at unprecedented low levels have
significantly decreased the yields of the Company’s
money market and managed yield mutual funds. Since
2009, Investors Group and Mackenzie have waived a
portion of investment management fees or absorbed
some expenses to ensure that these funds maintained
positive yields. The Company will review its practices in
this regard in response to changing market conditions.
Redemption rates for long-term funds are
summarized in Table 22 and are discussed in the
Investors Group and Mackenzie Segment Operating
Results sections of this MD&A.
IGM Financial provides Consultants, independent
financial advisors, and strategic alliance and institutional
clients with a high level of service and support and
a broad range of investment products based on
asset classes, countries or regions, and investment
management styles which, in turn, should result in
maintaining strong client relationships and lower
rates of redemptions. The Company’s subsidiaries
also continually review product pricing to ensure
competitiveness in the marketplace in relation to the
nature and quality of services provided. During the third
quarter of 2012, Investors Group implemented pricing
and product enhancements related to its mutual fund
offering as previously discussed in the Investors Group
Review of the Business section in this MD&A.
The mutual fund industry and financial advisors
continue to take steps to educate Canadian investors on
the merits of financial planning, diversification and longterm investing. In periods of volatility Consultants and
independent financial advisors play a key role in assisting
investors to maintain perspective and focus on their
long-term objectives.

TABLE 22: TWELVE M O NT H T R AI L I NG R ED EMPT I O N R AT E F O R L O NG - T ER M F UND S

As at December 31

2012

2011

IGM Financial Inc.
Investors Group
Mackenzie
Counsel

10.0 %
17.9 %
14.3 %

8.8 %
15.8 %
10.9 %
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O T H E R R I SK F ACT O R S
Distribution Risk

IGM FINANCIAL INC.

Investors Group Consultant network – Investors Group
derives all of its mutual fund sales through its Consultant
network. Investors Group Consultants have regular
direct contact with clients which can lead to a strong
and personal client relationship based on the client’s
confidence in that individual Consultant. The market
for financial advisors is extremely competitive. The
loss of a significant number of key Consultants could
lead to the loss of client accounts which could have an
adverse effect on Investors Group’s results of operations
and business prospects. Investors Group is focused on
growing its distribution network of Consultants and on
responding to the complex financial needs of its clients
by delivering a diverse range of products and services in
the context of personalized financial advice, as discussed
in the Investors Group Review of the Business section of
this MD&A.
Mackenzie – Mackenzie derives the majority of
its mutual fund sales through an independent retail
financial advisor network. Financial advisors generally
offer their clients investment products in addition to,
and in competition with Mackenzie. Mackenzie also
derives sales of its investment products and services
from its strategic alliance and institutional clients. Due
to the nature of the distribution relationship in these
relationships and the relative size of these accounts, gross
sale and redemption activity can be more pronounced in
these accounts than in a retail relationship. Mackenzie’s
ability to market its investment products is highly
dependent on continued access to these distribution
networks. The inability to have such access could have a
material adverse effect on Mackenzie’s operating results
and business prospects. Mackenzie is well positioned to
manage this risk and to continue to build and enhance its
distribution relationships. Mackenzie’s diverse portfolio
of financial products and its long-term investment
performance record, marketing, educational and service
support has made Mackenzie one of Canada’s leading
investment management companies. These factors
are discussed further in the Mackenzie Review of the
Business section of this MD&A.
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The Regulatory Environment

IGM Financial is subject to complex and changing
legal, taxation and regulatory requirements, including
the requirements of agencies of the federal, provincial
and territorial governments in Canada which regulate
the Company and its activities. The Company and
its subsidiaries are also subject to the requirements of
self-regulatory organizations to which they belong.
These and other regulatory bodies regularly adopt
new laws, rules, regulations and policies that apply to
the Company and its subsidiaries. These requirements
include those that apply to IGM Financial as a publicly
traded company and those that apply to the Company’s
subsidiaries based on the nature of their activities.
They include regulations related to securities markets,
the provision of financial products and services,
including fund management, distribution, insurance
and mortgages, and other activities carried on by
the Company in the markets in which it operates.
Regulatory standards affecting the Company and the
financial services industry are increasing. The Company
and its subsidiaries are subject to regulatory reviews as
part of the normal ongoing process of oversight by the
various regulators.
Failure to comply with laws, rules or regulations
could lead to regulatory sanctions and civil liability,
and may have an adverse reputational or financial effect
on the Company. The Company manages regulatory
risk through its efforts to promote a strong culture
of compliance. It monitors regulatory developments
and their impact on the Company. It also continues to
develop and maintain compliance policies, processes
and oversight, including specific communications
on compliance and legal matters, training, testing,
monitoring and reporting. The Audit Committee of
the Company receives regular reporting on compliance
initiatives and issues.
Particular regulatory initiatives may have the effect
of making the products of the Company’s subsidiaries
appear to be less competitive than the products of other
financial service providers, to third party distribution
channels and to clients. Regulatory differences that
may impact the competitiveness of the Company’s
products include regulatory costs, tax treatment,
disclosure requirements, transaction processes or other
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differences that may be as a result of differing regulation
or application of regulation. Regulatory developments
may also impact product structures, pricing, dealer and
advisor compensation. While the Company and its
subsidiaries actively monitor such initiatives, and where
feasible comment upon or discuss them with regulators,
the ability of the Company and its subsidiaries to
mitigate the imposition of differential regulatory
treatment of financial products or services is limited.
Contingencies

The Company is subject to legal actions arising in the
normal course of its business. Although it is difficult to
predict the outcome of any such legal actions, based on
current knowledge and consultation with legal counsel,
management does not expect the outcome of any of
these matters, individually or in aggregate, to have a
material adverse effect on the Company’s consolidated
financial position.

Acquisition Risk

The Company undertakes thorough due diligence
prior to completing an acquisition, but there is no
assurance that the Company will achieve the expected
strategic objectives or cost and revenue synergies
subsequent to an acquisition. Subsequent changes in the
economic environment and other unanticipated factors
may affect the Company’s ability to achieve expected
earnings growth or expense reductions. The success of
an acquisition is dependent on retaining assets under
management, clients, and key employees of an acquired
company.
Model Risk

The Company uses a variety of models to assist in: the
valuation of financial instruments, operational scenario
testing, management of cash flows, capital management,
and assessment of potential acquisitions. These models
incorporate internal assumptions, observable market
inputs and available market prices. Effective controls
exist over the development, implementation and
application of these models. However, changes in the
internal assumptions or other factors affecting the
models could have an adverse effect on the Company’s
consolidated financial position.

IGM FINANCIAL INC.
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Outlook

T H E F I N AN CI A L S ER V I CES ENV I RONM ENT

IGM FINANCIAL INC.

Canadians held $3.0 trillion in discretionary financial
assets with financial institutions at December 31, 2011
(source: Investors Economics). The nature of holdings
was diverse, ranging from demand deposits held for
short-term cash management purposes to longer-term
investments held for retirement purposes. Over 60%
($1.8 trillion) of these financial assets are held within the
context of a relationship with a financial advisor, and this
is the primary channel serving the longer-term savings
needs of Canadians. Of the $1.2 trillion held outside of
a financial advisory relationship, over 70% consisted of
bank deposits.
Financial advisors represent the primary distribution
channel for the Company’s products and services, and
the core emphasis of the Company’s business model is to
support these financial advisors as they work with clients
to plan for and achieve their financial goals. Multiple
sources of emerging research show significantly better
financial outcomes for Canadians who use financial advisors
compared to those who do not. The Company actively
promotes the value of financial advice and the importance
of a relationship with an advisor to develop and remain
focused on long-term financial plans and goals.
Approximately 35% of Canadian discretionary
financial assets or $1.0 trillion resided in investment
funds at December 31, 2011, making it the largest
financial asset class held by Canadians. Other asset types
include deposit products and direct securities such as
stocks and bonds. Approximately 75% of investment
funds are comprised of mutual fund products, with
other product categories including segregated funds,
hedge funds, pooled funds, closed end funds and
exchange traded funds. With $104 billion in mutual
fund assets under management, the Company is among
the country’s largest investment fund managers.
Management believes that investment funds are likely
to remain the preferred savings vehicle of Canadians.
Investment funds provide investors with the benefits
of diversification, professional management, flexibility
and convenience, and are available in a broad range
of mandates and structures to meet most investor
requirements and preferences.
Competition and technology have fostered a
trend towards financial service providers offering a
comprehensive range of proprietary products and
services. Traditional distinctions between bank branches,
full service brokerages, financial planning firms and
insurance agent sales forces have become obscured
as many of these financial service providers strive to
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offer comprehensive financial advice implemented
through access to a broad product shelf. Accordingly,
the Canadian financial services industry is characterized
by a number of large, diversified, vertically-integrated
participants, similar to IGM, who offer both financial
planning and investment management services.
Canadian banks distribute financial products and
services through their traditional bank branches, as well
as through their full service and discount brokerage
subsidiaries. Bank branches continue to place increased
emphasis on both financial planning and mutual funds.
In addition, each of the “big six” banks has one or more
mutual fund management subsidiaries. Collectively,
mutual fund assets of the “big six” bank-owned mutual
fund managers and affiliated firms represented 53%
of total industry long-term mutual fund assets at
September 30, 2012.
As a result of consolidation activity in the last several
years, the Canadian mutual fund management industry is
characterized by large, often vertically-integrated, firms.
The industry continues to be very concentrated, with
the ten largest firms and their subsidiaries representing
84% of industry long-term mutual fund assets and
84% of total mutual fund assets under management at
September 30, 2012. Management anticipates continuing
consolidation in this segment of the industry as smaller
participants are acquired by larger organizations.
Management believes that the financial services
industry will continue to be influenced by the following
trends:
• Shifting demographics as the number of Canadians in
their prime savings years continue to increase.
• Changes in investor attitudes based on economic
conditions.
• Continued importance of the role of the financial
advisor.
• Public policy related to retirement savings.
• Changes in the regulatory environment.
• An evolving competitive landscape.
• Advancing and changing technology.
T HE COM PET I T I V E L ANDS C A P E

IGM Financial and its subsidiaries operate in a
highly competitive environment. Investors Group
and Investment Planning Counsel compete directly
with other retail financial service providers, including
other financial planning firms, as well as full service
brokerages, banks and insurance companies. Investors
Group, Mackenzie and Investment Planning Counsel
compete directly with other investment managers for

igm financial inc. annual report 2012 / management’s discussion and analysis

D 50

PCC_2012Com_ENG04_IGM_2013-03-05_v3.indd D50

P O W E R C O R P O R AT I O N O F C A N A DA

08/03/13 4:37 PM

assets under management, and their products compete
with stocks, bonds and other asset classes for a share of
the investment assets of Canadians.
Competition from other financial service providers,
alternative product types or delivery channels, and
changes in regulations or public preferences could
impact the characteristics of product and service
offerings of the Company, including pricing, product
structures, dealer and advisor compensation and
disclosure. The Company monitors developments on
an ongoing basis, and engages in policy discussions and
develops product and service responses as appropriate.
IGM Financial continues to focus on its commitment
to provide quality investment advice and financial
products, service innovations, effective management of
the Company and long-term value for its clients and
shareholders. Management believes that the Company
is well-positioned to meet competitive challenges and
capitalize on future opportunities.
The Company enjoys several competitive strengths,
including:
• Broad and diversified distribution with an emphasis
on those channels emphasizing comprehensive
financial planning through a relationship with a
financial advisor.
• Broad product capabilities, leading brands and quality
sub-advisory relationships.
• Enduring client relationships and the long-standing
heritages and cultures of its subsidiaries.
• Benefits of being part of the Power Financial group
of companies.

Broad and Diversified Distribution

IGM Financial’s distribution strength is a competitive
advantage. In addition to owning two of Canada’s largest
financial planning organizations, Investors Group and
Investment Planning Counsel, IGM Financial has,
through Mackenzie, access to distribution through over
30,000 independent financial advisors. Mackenzie also,
in its growing strategic alliance business, partners with
Canadian and U.S. manufacturing and distribution
complexes to provide investment management to a
number of retail investment fund mandates.
Broad Product Capabilities

IGM Financial’s subsidiaries continue to develop and
launch innovative products and strategic investment
planning tools to assist advisors in building optimized
portfolios for clients.
Enduring Relationships

IGM Financial enjoys significant advantages as a result
of the enduring relationships that advisors enjoy with
clients. In addition, the Company’s subsidiaries have
strong heritages and cultures which are challenging for
competitors to replicate.
Benefits of Being Part of the Power Financial Group
of Companies

As part of the Power Financial group of companies,
IGM Financial benefits through expense savings from
shared service arrangements, as well as through access to
distribution, products and capital.

IGM FINANCIAL INC.
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Critical Accounting Estimates and Policies

SU MMAR Y O F CR I T I C AL ACCOUNT I NG
EST I MAT ES

IGM FINANCIAL INC.

The preparation of financial statements in conformity
with IFRS requires management to exercise judgment in
the process of applying accounting policies and requires
management to make estimates and assumptions that
affect amounts reported in the Consolidated Financial
Statements and accompanying notes. In applying these
policies, management makes subjective and complex
judgments that frequently require estimates about
matters that are inherently uncertain. Many of these
policies are common in the financial services industry;
others are specific to IGM Financial’s businesses and
operations. IGM Financial’s significant accounting
policies are described in detail in Note 2 of the
Consolidated Financial Statements.
Critical accounting estimates relate to the fair value
of financial instruments, goodwill and intangibles,
income taxes, deferred selling commissions, provisions
and employee benefits.
The major critical accounting estimates are
summarized below.
• Fair value of financial instruments – The Company’s
financial instruments are carried at fair value, except
for loans, deposits and certificates, obligations to
securitization entities, and long-term debt which
are all carried at amortized cost. The fair value of
publicly traded financial instruments is determined
using published market prices. The fair value of
financial instruments where published market prices
are not available, including derivatives related to the
Company’s securitized loans, are determined using
various valuation models which maximize the use of
observable market inputs where available. Valuation
methodologies and assumptions used in valuation
models are reviewed on an ongoing basis. Changes in
these assumptions or valuation methodologies could
result in significant changes in net earnings.
The Company’s investment securities which
are classified as available for sale are comprised of
equity securities held for long-term investment and
investments in proprietary mutual funds. Unrealized
gains and losses on securities that are not part of
a designated hedging relationship are recorded
in Other comprehensive income until realized or
until there is objective evidence of impairment, at
which time they are recorded in the Consolidated
Statements of Earnings. Management regularly
reviews the investment securities classified as available
for sale to assess whether there is objective evidence
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of impairment. The Company considers such factors
as the nature of the investment and the length of
time and the extent to which the fair value has been
below cost. A significant change in this assessment
may result in unrealized losses being recognized in
net earnings. During 2012, the Company assessed the
measurement of the available for sale securities and
determined there was no impairment in the value of
these securities.
• Goodwill and intangible assets – Goodwill, indefinite
life intangible assets, and definite life intangible assets
are reflected in Note 11 of the Consolidated Financial
Statements. The Company tests the fair value of
goodwill and indefinite life intangible assets for
impairment at least once a year and more frequently
if an event or circumstance indicates the asset may
be impaired. An impairment loss is recognized if the
amount of the asset’s carrying amount exceeds its
recoverable amount. The recoverable amount is the
higher of an asset’s fair value less selling expenses
and its value in use. For the purposes of assessing
impairment, assets are grouped at the lowest levels for
which there are separately identifiable cash inflows
(cash generating units). Finite life intangible assets are
tested for impairment whenever events or changes in
circumstances indicate that the carrying amounts may
not be recoverable.
These tests involve the use of estimates and
assumptions appropriate in the circumstances. In
assessing the recoverable amounts, valuation approaches
are used that include discounted cash flow analysis and
application of capitalization multiples to financial and
operating metrics based upon precedent acquisition
transactions and trading comparables. Assumptions
and estimates employed include future changes in
assets under management resulting from net sales and
investment returns, pricing and profit margin changes,
discount rates, and capitalization multiples.
The Company completed its annual impairment
tests of goodwill and indefinite life intangible assets
based on March 31, 2012 financial information and
determined there was no impairment in the value of
those assets.
• Income taxes – The provision for income taxes is
determined on the basis of the anticipated tax treatment
of transactions recorded in the Consolidated Statements
of Earnings. The determination of the provision for
income taxes requires interpretation of tax legislation in
a number of jurisdictions. Tax planning may allow the
Company to record lower income taxes in the current
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length of service and final average earnings. The
measurement date for the Company’s defined
benefit pension plan assets and for the accrued
benefit obligations on all defined benefit plans is
December 31.
Due to the long-term nature of these plans, the
calculation of benefit obligations depends on various
assumptions including discount rates, rates of return
on assets, the level and types of benefits provided,
healthcare cost trend rates, projected salary increases,
retirement age, and mortality and termination rates.
The discount rate assumption is determined using
a yield curve of AA corporate debt securities. The
benefit expense on the Company’s funded defined
benefit pension plan is determined using an expected
rate of return on assets. In determining the expected
long-term rate of return, the Company considers
the historical returns and the future expectations
for returns for each asset class as well as the
investment policy of the plan. All other assumptions
are determined by management and reviewed by
independent actuaries who calculate the pension and
other future benefits expenses and accrued benefit
obligations. Actual experience that differs from the
actuarial assumptions will result in actuarial gains
or losses as well as changes in benefits expense. The
Company records actuarial gains and losses on all of its
defined benefit plans in Other comprehensive income.
During 2012, the performance of the defined
benefit pension plan assets was positively impacted
by market conditions. Pension plan assets increased
to $213.9 million at December 31, 2012 from
$207.1 million at December 31, 2011. The increase
in plan assets was due to market performance of
$12.7 million compared to an estimated rate of
return of $14.3 million based on the Company’s
expected long-term rate of return assumption. The
resulting actuarial loss of $1.6 million was recorded
in Other comprehensive income in 2012. Bond yields
decreased in 2012 thereby impacting the discount
rate used to measure the Company’s various defined
benefit plan obligations. The discount rate utilized
to value the defined benefit plan obligation at
December 31, 2012 was 4.45% compared to 5.35%
at December 31, 2011 and resulted in actuarial losses
of $47.8 million which were recorded in Other
comprehensive income in 2012. The total pension
obligation was $306.4 million at December 31, 2012
compared to $240.9 million at December 31, 2011.
As a result of these changes, the defined benefit

igm financial inc. annual report 2012 / management’s discussion and analysis

P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG04_IGM_2013-03-05_v3.indd D53

IGM FINANCIAL INC.

year and income taxes recorded in prior years may be
adjusted in the current year to reflect management’s
best estimates of the overall adequacy of its provisions.
Any related tax benefits or changes in management’s
best estimates are reflected in the provision for income
taxes. The recognition of deferred tax assets depends
on management’s assumption that future earnings will
be sufficient to realize the future benefit. The amount
of the deferred tax asset or liability recorded is based
on management’s best estimate of the timing of the
realization of the assets or liabilities. If our interpretation
of tax legislation differs from that of the tax authorities
or if timing of reversals is not as anticipated, the
provision for income taxes could increase or decrease in
future periods. Additional information related to income
taxes is included in the Summary of Consolidated
Operating Results in this MD&A and in Note 15 to the
Consolidated Financial Statements.
• Deferred selling commissions – Commissions paid on
the sale of certain mutual fund products are deferred
and amortized over a maximum period of seven years.
The Company regularly reviews the carrying value
of deferred selling commissions with respect to any
events or circumstances that indicate impairment.
Among the tests performed by the Company to
assess recoverability is the comparison of the future
economic benefits derived from the deferred selling
commission asset in relation to its carrying value.
At December 31, 2012, there were no indications of
impairment to deferred selling commissions.
• Provisions – A provision is recognized when there is
a present obligation as a result of a past transaction
or event, it is “probable” that an outflow of resources
will be required to settle the obligation and a reliable
estimate can be made of the obligation. In determining
the best estimate for a provision, a single estimate,
a weighted average of all possible outcomes, or the
midpoint where there is a range of equally possible
outcomes are all considered. A significant change in
assessment of the likelihood or the best estimate may
result in additional adjustments to net earnings.
• Employee benefits – The Company maintains a
number of employee benefit plans. These plans
include a funded registered defined benefit
pension plan for all eligible employees, unfunded
supplementary executive retirement plans for certain
executive officers (SERPs) and an unfunded postemployment health care and life insurance plan
for eligible retirees. The funded registered defined
benefit pension plan provides pensions based on
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pension plan had a funding deficit of $92.5 million
at December 31, 2012 compared to a funding deficit
of $33.8 million at the end of 2011. The unfunded
SERPs and other post-employment benefits plans
had accrued benefit obligations of $46.9 million and
$42.0 million, respectively, at December 31, 2012
compared to $42.0 million and $34.6 million in 2011.
A change of 0.25% in the discount rate utilized in
2012 would result in a change of $11.3 million in the
accrued pension obligation, $10.5 million in other
comprehensive income, and $0.8 million in pension
expense. A change of 0.25% in the long-term rate
of return on assets assumed for 2012 would result
in a change of $0.5 million in other comprehensive
income. Additional information regarding the
Company’s accounting for pensions and other postretirement benefits is included in Notes 2 and 14 of
the Consolidated Financial Statements.
CH AN G E S I N A CCO U N TI NG POL I CI ES
IFRS 7 Financial Instruments Disclosures

On January 1, 2012, the Company adopted Disclosures –
Transfers of Financial Assets (Amendments to IFRS 7).
The amendments require additional disclosures related
to the Company’s securitization transactions (Note 7 to
the Consolidated Financial Statements).
F U T U R E A CCO U N T I N G CHANGES

The Company continuously monitors the potential
changes proposed by the International Accounting
Standards Board (IASB) and analyzes the effect that
changes in the standards may have on the Company’s
operations.
IFRS 9 Financial Instruments
IGM FINANCIAL INC.

The IASB issued IFRS 9 that amends the classification
and measurement criteria for financial instruments.
This is the first phase of a three-phase project to replace
IAS 39, the current standard for accounting for financial
instruments. The remaining phases of the project are
currently under development and include impairment
methodology and hedge accounting. The impact of this
new standard will be assessed once the remaining phases
of the project are completed. The standard is currently
effective for annual periods beginning on or after
January 1, 2015.
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IFRS 10 Consolidated Financial Statements

The IASB issued IFRS 10 which introduces a single
consolidation model for all entities which focuses on
control, including the rights an investor has to variable
returns resulting from its involvement with the investee
and the investor’s ability to affect those returns through
its power over the investee. The standard is not expected
to have a significant impact on the Company’s financial
position or results of operations. The standard is
applied retroactively and is effective for annual periods
beginning on or after January 1, 2013.
IFRS 12 Disclosures of Interests in Other Entities

The IASB issued IFRS 12 which integrates all of the
disclosure requirements for interests in subsidiaries, joint
arrangements, associates and unconsolidated structured
entities into a single standard. The required disclosures
provide information to evaluate the nature of, and risks
associated with, an entity’s interest in other entities, and
the effects of those interests on the entity’s financial
statements. The standard is expected to result in
additional disclosures and is effective for annual periods
beginning on or after January 1, 2013.
IFRS 13 Fair Value Measurement

The IASB issued IFRS 13 to consolidate all the fair
value measurement and disclosure guidance into one
standard. Fair value is defined as the price that would
be received on the sale of an asset or paid to transfer
a liability in an orderly transaction between market
participants. The standard requires more extensive
financial statement disclosure but is not expected to have
a significant impact on the Company’s financial position
or results of operations. The standard is effective on a
prospective basis for annual periods beginning on or
after January 1, 2013.
IAS 1 Presentation of Financial Statements

The IASB amended IAS 1 with respect to the
presentation of other comprehensive income (OCI). The
most significant change resulting from the amendments
was a requirement for entities to group items presented
in OCI on the basis of whether or not they will be
reclassified subsequently to net earnings. The amended
standard relates only to presentation and will not have
an impact on the Company’s financial position or results
of operations. The amendments are applied retroactively
and are effective for annual periods beginning on or after
July 1, 2012.
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IAS 19 Employee Benefits

The IASB issued IAS 19 that amends the measurement,
presentation and disclosure requirements for defined
benefit plans. The standard is applied retroactively and
is effective for annual periods beginning on or after
January 1, 2013. These amendments include:
• The elimination of the deferral and amortization
approach (corridor approach) for recognizing
actuarial gains and losses in net earnings. Actuarial
gains and losses are to be recognized immediately in
Other comprehensive income (OCI). Actuarial gains
and losses recognized in OCI are not reclassified to
net earnings in subsequent periods. This amendment
will have no impact on the Company as actuarial
gains and losses are currently recognized immediately
in OCI.
• Changes in the recognition of past service costs.
Past service costs resulting from plan amendments
or curtailments are recognized in net earnings
in the period in which the plan amendments or
curtailment occurs, without regard to vesting. The
effect of applying this standard retroactively will
increase retained earnings as at January 1, 2012 by
$3.5 million, net of income taxes of $1.3 million, and
net earnings for the year ended December 31, 2012
will decrease by $0.4 million, net of income taxes of
$0.2 million.

• The elimination of the concept of an expected return
on assets (EROA). Amended IAS 19 requires the
use of the discount rate in the place of EROA in
the determination of the net interest component
of the pension expense. No adjustment is required
to retained earnings as at January 1, 2012 as all
actuarial gains (losses) are currently recorded in
retained earnings. Net earnings for the year ended
December 31, 2012 will decrease by $2.5 million, net
of income taxes of $0.9 million, offset by an increase
in Other comprehensive income.
Other

The IASB is currently undertaking several projects
which will result in changes to existing IFRS standards
that may affect the Company:

IFRS Standard

Expected date
of issuance

IFRS 9: Financial Instruments
Classification and
Measurement
Q3 2013 – Final Standard
Impairment
Q1 2013 – Exposure Draft
Hedge Accounting –
General Hedge
Accounting
Q1 2013 – Final Standard
Hedge Accounting –
Macro Hedge
Accounting
Q1 2013 – Discussion Paper
Leases
Q1 2013 – Exposure Draft
Revenue Recognition
Q1 2013 – Final Standard
Source: IASB website at www.iasb.org

IGM FINANCIAL INC.
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Disclosure Controls and Procedures
The Company’s disclosure controls and procedures are
designed to provide reasonable assurance that (a) material
information relating to the Company is made known to
the Co-Presidents and Chief Executive Officers and the
Chief Financial Officer by others, particularly during the
period in which the annual filings are being prepared, and
(b) information required to be disclosed by the Company
in its annual filings, interim filings or other reports filed
or submitted by it under securities legislation is recorded,
processed, summarized and reported within the time
periods specified in securities legislation.

The Company’s management, under the supervision
of the Co-Presidents and Chief Executive Officers
and the Chief Financial Officer, has evaluated the
effectiveness of the Company’s disclosure controls
and procedures. Based on their evaluations as of
December 31, 2012, the Co-Presidents and Chief
Executive Officers and the Chief Financial Officer have
concluded that the Company’s disclosure controls and
procedures are effective.

Internal Control Over Financial Reporting

IGM FINANCIAL INC.

The Company’s internal control over financial reporting
is designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation
of financial statements for external purposes in
accordance with IFRS. The Company’s management is
responsible for establishing and maintaining adequate
internal control over financial reporting.
All internal control systems have inherent limitations
and may become inadequate because of changes in
conditions. Therefore, even those systems determined
to be effective can provide only reasonable assurance
with respect to financial statement preparation and
presentation.
The Company’s management, under the supervision
of the Co-Presidents and Chief Executive Officers
and the Chief Financial Officer, has evaluated the
effectiveness of the Company’s internal control over

70

financial reporting based on the Internal Control –
Integrated Framework published by The Committee of
Sponsoring Organizations of the Treadway Commission.
Based on their evaluations as of December 31, 2012,
the Co-Presidents and Chief Executive Officers and
the Chief Financial Officer have concluded that the
Company’s internal control over financial reporting is
effective in providing reasonable assurance regarding the
reliability of financial reporting and the preparation of
financial statements for external purposes in accordance
with IFRS.
During the fourth quarter of 2012, there have been
no changes in the Company’s internal control over
financial reporting that have materially affected, or are
reasonably likely to materially affect, the Company’s
internal control over financial reporting.
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Other Information

T R A N SACT I O N S W I T H REL AT ED PART I ES

OUT ST ANDI NG SHAR E D A TA

Outstanding common shares of IGM Financial as at
December 31, 2012 totalled 252,098,907. Outstanding
stock options as at December 31, 2012 totalled
8,115,461, of which 3,570,846 were exercisable. As at
February 6, 2013, outstanding common shares totalled
251,937,335 and outstanding stock options totalled
8,022,105, of which 3,493,771 were exercisable.
Perpetual preferred shares of $150 million were
outstanding as at December 31, 2012, unchanged at
February 6, 2013.
SEDAR

Additional information relating to IGM Financial,
including the Company’s most recent financial
statements and Annual Information Form, is available
at www.sedar.com.
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IGM Financial enters into transactions with GreatWest Life, London Life Insurance Company (London
Life) and The Canada Life Assurance Company
(Canada Life), which are all subsidiaries of its affiliate,
Lifeco. These transactions are in the normal course
of operations and have been recorded at fair value as
described below.
• During 2012 and 2011, the Company provided to and
received from Great-West Life certain administrative
services enabling each organization to take advantage
of economies of scale and areas of expertise.
• The Company distributed insurance products under
a distribution agreement with Great-West Life and
Canada Life and received $70.4 million in distribution
fees (2011 – $62.8 million). The Company received
$15.3 million (2011 – $15.9 million) related to the
provision of sub-advisory services for certain GreatWest Life, London Life and Canada Life segregated
mutual funds. The Company paid $52.9 million
(2011 – $52.2 million) to London Life related to the
distribution of certain mutual funds of the Company.
• In order to manage its overall liquidity position, the
Company’s mortgage banking operation is active in
the securitization market and also sells residential
mortgage loans to third parties, on a fully serviced
basis. During 2012, the Company sold residential
mortgage loans to Great-West Life and London Life
for $231.7 million compared to $201.7 million in 2011.
The Company entered into tax loss consolidation
transactions with its parent company, Power Financial
Corporation, after obtaining advance tax rulings:
• On February 23, 2011, the Company acquired
$1.0 billion of 6.01% preferred shares of a whollyowned subsidiary of Power Financial Corporation.
As sole consideration for the preferred shares, the
Company issued $1.0 billion of 6.00% secured
demand debentures to Power Financial Corporation.
The Company has legally enforceable rights to
settle these financial instruments on a net basis
and the Company intends to exercise these rights.
Accordingly, the preferred shares and debentures
and related dividend income and interest expense
are offset in the Consolidated Financial Statements
of the Company. Tax savings arise due to the tax
deductibility of the interest expense.

• On December 30, 2011, the Company acquired
the shares of a wholly-owned subsidiary of Power
Financial Corporation which had entered into a
transaction similar to that described above that
generated tax losses. This transaction was unwound
immediately prior to the Company’s acquisition of
the shares. The Company has recognized the benefit
of the tax losses acquired.
• On January 10, 2012, the Company acquired an
additional $250 million of 6.01% preferred shares
of a wholly-owned subsidiary of Power Financial
Corporation. As sole consideration for the preferred
shares, the Company issued $250 million of 6.00%
secured demand debentures to Power Financial
Corporation.
For further information on transactions involving
related parties, see Notes 9 and 26 to the Consolidated
Financial Statements.
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Independent Auditor’s Report
To the Shareholders of IGM Financial Inc.
We have audited the accompanying consolidated financial statements of IGM Financial Inc., which comprise the
consolidated balance sheets as at December 31, 2012 and 2011, and the consolidated statements of earnings, statements
of comprehensive income, statements of changes in shareholders’ equity and statements of cash flows for the years then
ended and a summary of significant accounting policies and other explanatory information.
Management’s Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with International Financial Reporting Standards, and for such internal control as management determines
is necessary to enable the preparation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We conducted
our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we comply
with ethical requirements and plan and perform the audits to obtain reasonable assurance about whether the consolidated
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the consolidated financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for
our audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of
IGM Financial Inc. as at December 31, 2012 and 2011, and its financial performance and cash flows for the years then
ended in accordance with International Financial Reporting Standards.

Signed,
Deloitte LLP
Chartered Accountants
IGM FINANCIAL INC.

February 8, 2013
Winnipeg, Manitoba
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Consolidated Statements of Earnings

2012

2011

$ 1,766,348
337,155
321,071
80,611
72,322

$ 1,892,728
344,887
333,461
81,887
79,489

2,577,507

2,732,452

858,248
664,483
92,188

894,860
637,487
102,807

1,614,919

1,635,154

Earnings before income taxes and discontinued operations
Income taxes (Note 15)

962,588
191,604

1,097,298
250,497

Net earnings from continuing operations
Net earnings from discontinued operations (Note 3)

770,984
-

846,801
62,644

Net earnings
Perpetual preferred share dividends

770,984
8,850

909,445
8,850

For the years ended December 31 (in thousands of Canadian dollars, except shares and per share amounts)

Revenues
Management fees
Administration fees
Distribution fees
Net investment income and other
Proportionate share of affiliate’s earnings (Note 9)

Expenses
Commission
Non-commission (Note 4)
Interest

Net earnings available to common shareholders

$

Average number of common shares (in thousands) (Note 24)
– Basic
– Diluted
Earnings per share (in dollars) (Note 24)
Net earnings available to common shareholders from continuing operations
– Basic
– Diluted
Net earnings available to common shareholders
– Basic
– Diluted

762,134

$

254,853
255,277

900,595

258,151
259,075

$
$

2.99
2.99

$
$

3.25
3.24

$
$

2.99
2.99

$
$

3.49
3.48

IGM FINANCIAL INC.

(See accompanying notes to consolidated financial statements.)
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Consolidated Statements of Comprehensive Income

2012

For the years ended December 31 (in thousands of Canadian dollars)

Net earnings

$

Other comprehensive income (loss), net of tax
Employee benefits
Net actuarial gains (losses), net of tax of $15,825 and $11,293

770,984

2011

$

(42,781)

Available for sale securities
Net unrealized gains (losses), net of tax of $(33) and $188
Reclassification of realized (gains) losses to
net earnings, net of tax of $(201) and $1,555
Investment in affiliate and other
Other comprehensive income (loss), net of tax of $49 and $57

(30,548)

312

(1,788)

327

(3,488)

639

(5,276)

(16,013)

816

(58,155)
Comprehensive income

$

909,445

712,829

(35,008)
$

874,437

(See accompanying notes to consolidated financial statements.)

IGM FINANCIAL INC.
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Consolidated Balance Sheets

2012

As at December 31 (in thousands of Canadian dollars)

Assets
Cash and cash equivalents
Securities (Note 5)
Accounts and other receivables
Income taxes recoverable
Loans (Note 6)
Derivative financial instruments (Note 22)
Other assets (Note 8)
Investment in affiliate (Note 9)
Capital assets
Deferred selling commissions (Note 10)
Deferred income taxes (Note 15)
Intangible assets (Note 11)
Goodwill (Note 11)

$

Liabilities
Accounts payable and accrued liabilities
Income taxes payable
Repurchase agreements (Note 5)
Derivative financial instruments (Note 22)
Deposits and certificates (Note 12)
Other liabilities (Note 13)
Obligations to securitization entities (Note 7)
Deferred income taxes (Note 15)
Long-term debt (Note 16)

IGM FINANCIAL INC.

Shareholders’ Equity
Share capital
Perpetual preferred shares
Common shares
Contributed surplus
Retained earnings
Accumulated other comprehensive income (loss)

2011

1,059,090
268,338
307,907
42,280
4,922,169
63,299
31,115
621,100
122,703
696,229
78,609
1,121,601
2,638,954

$

1,052,423
292,432
281,982
27,796
4,085,929
88,092
40,228
612,480
109,953
750,763
59,612
1,117,858
2,640,523

$ 11,973,394

$

11,160,071

$

$

300,094
62,816
227,280
111,424
150,716
357,959
3,827,339
308,968
1,325,000

282,373
34,445
225,445
70,783
163,194
403,782
4,700,871
309,891
1,325,000
7,515,784

6,671,596

150,000
1,572,573
36,468
2,715,865
(17,296)

150,000
1,578,270
35,842
2,726,285
(1,922)

4,457,610
$ 11,973,394

4,488,475
$

11,160,071

(See accompanying notes to consolidated ﬁnancial statements.)

These financial statements were approved and authorized for issuance by the Board of Directors on February 8, 2013.

Signed,
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Signed,

Murray J. Taylor

John McCallum

Director

Director
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Consolidated Statements of Changes in Shareholders’ Equity
SHARE CAPITAL

ACCUMULATED

PERPETUAL

(in thousands of Canadian dollars)

OTHER

PREFERRED

COMMON

SHARES

SHARES

(N OTE 17)

(N OTE 17)

COMPREHENSIVE
CONTRIBUTED

RETAINED

SURPLUS

EARNINGS

35,842

$ 2,726,285

INCOME

(LOSS)

(NOTE 20)

TOTAL

SHAREHOLDERS ’

EQUITY

2012

Balance, beginning
of year

$

Net earnings
Net actuarial gains (losses)
on employee benefit
plans, net of tax
Other comprehensive
income (loss), net of tax
Total comprehensive
income (loss)
Common shares
Issued under stock
option plan
Purchased for
cancellation
Stock options
Current period expense
Exercised
Perpetual preferred
share dividends
Common share dividends
Common share
cancellation excess
and other (Note 17)
Balance, end of year

150,000

$ 1,578,270

-

-

-

770,984

-

770,984

-

-

-

(42,781)

-

(42,781)

-

-

-

-

(15,374)

(15,374)

-

-

-

728,203

(15,374)

712,829

-

27,401

-

-

-

27,401

-

(33,098)

-

-

-

(33,098)

-

-

4,784
(4,158)

-

(8,850)
(546,497)

-

-

-

-

$

4,784
(4,158)
-

$

(8,850)
(546,497)

-

-

$

150,000

$ 1,572,573

$

36,468

$ 2,715,865

(183,276)
$

$

150,000

$ 1,567,725

$

37,785

$ 2,559,238

$

-

-

-

(1,922)

(17,296)

$ 4,488,475

(183,276)
$ 4,457,610

2011

Balance, beginning
of year

2,538

$ 4,317,286

909,445

-

909,445

(30,548)

-

(30,548)

Net earnings
Net actuarial gains (losses)
on employee benefit
plans, net of tax
Other comprehensive
income (loss), net of tax

-

-

-

-

-

-

-

(4,460)

Total comprehensive
income (loss)

-

-

-

878,897

(4,460)

-

36,093

-

-

-

36,093

-

(25,548)

-

-

-

(25,548)

-

-

2,231
(4,174)

Balance, end of year

$

2,231
(4,174)

874,437

-

-

-

-

-

(8,850)
(541,002)

-

(8,850)
(541,002)

-

-

-

(161,998)

-

(161,998)

150,000

$ 1,578,270

$

35,842

$ 2,726,285

$

(1,922)

IGM FINANCIAL INC.

Common shares
Issued under stock
option plan
Purchased for
cancellation
Stock options
Current period expense
Exercised
Perpetual preferred
share dividends
Common share dividends
Common share
cancellation excess
and other (Note 17)

(4,460)

$ 4,488,475

(See accompanying notes to consolidated financial statements.)
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Consolidated Statements of Cash Flows

2012

For the years ended December 31 (in thousands of Canadian dollars)

Operating activities – continuing operations
Earnings before income taxes and discontinued operations
Income taxes paid
Adjustments to determine net cash from operating activities
Deferred selling commission amortization
Amortization of capital and intangible assets
Changes in operating assets and liabilities and other

$

Deferred selling commissions paid

Financing activities – continuing operations
Net increase (decrease) in deposits and certificates
Net decrease in obligations related to assets sold under repurchase agreements
Net increase in obligations to securitization entities
Repayment of long-term debt
Issue of common shares
Common shares purchased for cancellation
Perpetual preferred share dividends paid
Common share dividends paid

2011

962,588
(236,663)

$ 1,097,298
(307,329)

266,149
33,521
(104,424)

281,540
33,121
(90,288)

921,171
(211,615)

1,014,342
(237,748)

709,556

776,594

12,478
(1,835)
873,465
24,487
(214,942)
(8,850)
(548,954)

(3,593)
(408,022)
318,619
(450,000)
35,098
(185,826)
(8,850)
(536,154)

135,849
Investing activities – continuing operations
Purchase of securities
Proceeds from the sale of securities
Net increase in loans
Net additions to capital assets
Net cash used in dispositions (acquisitions) and additions to intangible assets
Proceeds on disposal of MRS (Note 3)

IGM FINANCIAL INC.

Increase (decrease) in cash and cash equivalents from continuing operations
Decrease in cash and cash equivalents from discontinued operations
Cash and cash equivalents from continuing and discontinued operations, beginning of year

(1,238,728)

(57,871)
90,175
(825,431)
(30,819)
(14,792)
-

(17,114)
446,922
(370,360)
(19,844)
(9,531)
198,693

(838,738)

228,766

6,667
1,052,423

(233,368)
(287,835)
1,573,626

Cash and cash equivalents, end of year

$ 1,059,090

$ 1,052,423

Cash
Cash equivalents

$

$

Supplemental disclosure of cash flow information related to operating activities
Amount of interest and dividends received
Amount of interest paid during the year

100,750
958,340

96,966
955,457

$ 1,059,090

$ 1,052,423

$
$

$
$

201,397
191,638

203,246
186,153

(See accompanying notes to consolidated financial statements.)
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Notes to Consolidated Financial Statements
december 31, 2012 and 2011 (In thousands of Canadian dollars, except shares and per share amounts)

1.

CO R PO R AT E I NF ORM AT I ON

IGM Financial Inc. (the Company) is a publicly listed company (TSX: IGM), incorporated and domiciled in Canada.
The registered address of the Company is 447 Portage Avenue, Winnipeg, Manitoba, Canada, R3C 3B6. The
Company is controlled by Power Financial Corporation.
IGM Financial Inc. is a financial services company which serves the financial needs of Canadians through its
principal subsidiaries, each operating distinctly within the advice segment of the financial services market. The
Company’s principal subsidiaries are Investors Group Inc. and Mackenzie Financial Corporation.
2.

SU MMAR Y OF SI GNI F I CANT ACCOUNT I NG POL I CI ES

The Consolidated Financial Statements of the Company have been prepared in accordance with International Financial
Reporting Standards (IFRS). The policies set out below were consistently applied to all the periods presented unless
otherwise noted.
Use of judgment, estimates and assumptions

The preparation of financial statements in conformity with IFRS requires management to exercise judgment in the
process of applying accounting policies and requires management to make estimates and assumptions that affect the
amounts reported in the Consolidated Financial Statements and accompanying notes. The key areas where judgment
has been applied include: the determination of which financial assets should be derecognized; the assessment of the
appropriate classification of financial instruments, including those classified as fair value through profit or loss; and the
assessment that significant influence exists for its investment in affiliate. Key components of the financial statements
requiring management to make estimates include: the fair value of financial instruments, goodwill, intangible assets,
income taxes, deferred selling commissions, provisions and employee benefits. Actual results may differ from such
estimates.
Basis of consolidation

The Consolidated Financial Statements include the accounts of the Company and all subsidiaries on a consolidated
basis after elimination of intercompany transactions and balances.
The Company’s investment in Great-West Lifeco Inc. (Lifeco) is accounted for using the equity method. The
investment in Lifeco was initially recorded at cost and the carrying amount is increased or decreased to recognize the
Company’s share of comprehensive income and the dividends received since the date of acquisition.
Changes in accounting policies

IFRS 7 Financial Instruments Disclosures
On January 1, 2012, the Company adopted Disclosures – Transfers of Financial Assets (Amendments to IFRS 7). The
amendments require additional disclosures related to the Company’s securitization transactions (Note 7).
Revenue recognition
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Management fees are based on the net asset value of mutual fund or other assets under management and are recognized
on an accrual basis as the service is performed. Administration fees are also recognized on an accrual basis as the service
is performed. Distribution fees derived from mutual fund and securities transactions are recognized on a trade date basis.
Distribution fees derived from insurance and other financial services transactions are recognized on an accrual basis.
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2.

SU MMAR Y O F SI G NI F I CANT ACCOUNT I NG POL I CI ES (continued)

Financial instruments

All financial assets are classified in one of the following categories: available for sale, fair value through profit or loss,
or loans and receivables. The classification depends on the purpose for which the financial assets were acquired.
Management determines the classification of its financial assets upon initial recognition. Financial assets at fair value
through profit or loss are financial assets classified as held for trading or upon initial recognition are designated by the
Company as fair value through profit or loss. Financial assets are classified as held for trading if acquired with the intent
to sell in the short-term. Derivatives are also categorized as held for trading unless they are designated as hedging
instruments. Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. Available for sale financial assets are non-derivative financial instruments that are either
designated in this category or not classified in any of the other categories.
All financial assets are carried at fair value in the Consolidated Balance Sheets, except loans and receivables which
are carried at amortized cost using the effective interest method. Financial liabilities are classified either as financial
liabilities measured at amortized cost using the effective interest method or as fair value through profit or loss, which
are carried at fair value.
Unrealized gains and losses on financial assets classified as available for sale as well as other comprehensive income
amounts, including unrealized foreign currency translation gains and losses related to the Company’s investment in
its affiliate, are recorded in the Consolidated Statements of Comprehensive Income on a net of tax basis. Accumulated
other comprehensive income forms part of Shareholders’ equity.
Cash and cash equivalents

Cash and cash equivalents comprise cash and temporary investments consisting of highly liquid investments with
short-term maturities. Interest income is recorded on an accrual basis in Net investment income and other in the
Consolidated Statements of Earnings.
Securities

IGM FINANCIAL INC.

Investment securities, which are recorded on a trade date basis, are classified as either available for sale or fair value
through profit or loss.
Available for sale securities comprise equity securities held for long-term investment, investments in proprietary
investment funds and fixed income securities. Realized gains and losses on disposal of available for sale securities,
dividends declared, interest income, as well as the amortization of discounts or premiums using the effective interest
method, are recorded in Net investment income and other in the Consolidated Statements of Earnings. Unrealized
gains and losses on available for sale securities are recorded in Other comprehensive income until they are realized or
until management determines that there is objective evidence of impairment in value, at which time they are recorded
in the Consolidated Statements of Earnings.
Fair value through profit or loss securities are held for trading and are comprised of Canada Mortgage Bonds and
fixed income and equity securities. Unrealized and realized gains and losses, dividends declared, and interest income on
these securities are recorded in Net investment income and other in the Consolidated Statements of Earnings.
Loans

Loans are classified as either held for trading or loans and receivables, based on the Company’s intent to sell the loans
in the near term.
Loans classified as held for trading are recorded at fair value, with changes in fair value recorded in Net investment
income and other in the Consolidated Statements of Earnings. Loans classified as loans and receivables are carried
at amortized cost less an allowance for credit losses. Interest income is accounted for on the accrual basis using the
effective interest method for all loans and is recorded in Net investment income and other in the Consolidated
Statements of Earnings.
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2.

SU MMAR Y OF SI GNI F I CANT ACCOUNT I NG POL I CI ES (continued)

Loans (continued)

A loan is classified as impaired when, in the opinion of management, there no longer is reasonable assurance of
the timely collection of the full amount of principal and interest. A loan is also classified as impaired when interest
or principal is contractually past due 90 days, except in circumstances where management has determined that the
collectibility of principal and interest is not in doubt.
The Company maintains an allowance for credit losses which is considered adequate by management to absorb all
credit related losses in its portfolio. Specific allowances are established as a result of reviews of individual loans. There
is a second category of allowance, the collective allowance, which is allocated against sectors rather than specifically
against individual loans. This allowance is established where a prudent assessment by management suggests that losses
have occurred but where such losses cannot yet be identified on an individual loan basis.
Derecognition

The Company enters into transactions where it transfers financial assets recognized on its balance sheet. The
determination of whether the financial assets are derecognized is based on the extent to which the risks and rewards of
ownership are transferred. The gains or losses and the servicing fee revenue for financial assets that are derecognized
are reported in Net investment income and other in the Consolidated Statements of Earnings. The transactions for
financial assets that are not derecognized are accounted for as secured financing transactions.
Deferred selling commissions

Commissions paid on the sale of certain mutual funds are deferred and amortized over their estimated useful lives,
not exceeding a period of seven years. Commissions paid on the sale of deposits are deferred and amortized over their
estimated useful lives, not exceeding a period of five years. When a client redeems units in mutual funds that are subject
to a deferred sales charge, a redemption fee is paid by the client and is recorded as revenue by the Company. Any
unamortized deferred selling commission asset recognized on the initial sale of these mutual fund units is recorded
as a disposal. The Company regularly reviews the carrying value of deferred selling commissions with respect to any
events or circumstances that indicate impairment. Among the tests performed by the Company to assess recoverability
is the comparison of the future economic benefits derived from the deferred selling commission asset in relation to its
carrying value.
Capital assets

Capital assets are recorded at cost of $298.1 million at December 31, 2012 (2011 – $274.5 million), less accumulated
amortization of $175.4 million (2011 – $164.6 million). Buildings, furnishings and equipment are amortized on a
straight-line basis over their estimated useful lives, which range from 3 to 17 years for equipment and furnishings and
10 to 50 years for the building and its components. Capital assets are tested for impairment whenever events or changes
in circumstances indicate that the carrying amount may not be recoverable.
IGM FINANCIAL INC.

Goodwill and intangible assets

The Company tests the carrying value of goodwill and indefinite life intangible assets for impairment at least once
a year and more frequently if an event or circumstance indicates the asset may be impaired. An impairment loss is
recognized if the amount of the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the
higher of an asset’s fair value less costs to sell or its value in use. For the purposes of assessing impairment, assets are
grouped at the lowest levels for which there are separately identifiable cash inflows (cash generating units).
Mutual fund management contracts have been assessed to have an indefinite useful life as the contractual right to
manage the assets has no fixed term.
Trade names have been assessed to have an indefinite useful life as they contribute to the revenues of the Company’s
integrated asset management business as a whole and the Company intends to utilize them for the foreseeable future.
Intangible assets with finite lives are amortized on a straight-line basis over their estimated useful lives, not
exceeding a period of 20 years. Finite life intangible assets are tested for impairment whenever events or changes in
circumstances indicate that the carrying amounts may not be recoverable.
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2.

SU MMAR Y O F SI G NI F I CANT ACCOUNT I NG POL I CI ES (continued)

Employee benefits

The Company maintains a number of employee benefit plans which are related parties in accordance with IFRS.
These plans include a funded defined benefit pension plan for eligible employees, unfunded supplementary executive
retirement plans (SERP) for certain executive officers, an unfunded post-employment health care and life insurance
plan for eligible retirees and defined contribution pension plans for eligible employees.
The defined benefit pension plan provides pensions based on length of service and final average earnings.
The cost of pension and other post-employment benefits earned by employees is actuarially determined using the
projected unit credit method prorated on service based upon management’s assumptions about the expected longterm rate of return on plan assets, discount rates, compensation increases, retirement ages of employees, mortality and
expected health care costs. Any changes in these assumptions will impact the carrying amount of pension obligations.
The discount rate used to value liabilities is determined using a yield curve of AA corporate debt securities. The defined
benefit pension plan assets are invested in proprietary equity, balanced and fixed income mutual funds and are carried
at fair value.
Benefits expense or income, which is included in Non-commission expense, includes the cost of pension or other
post-employment benefits provided in respect of the current year’s service, interest cost on the accrued benefit liability,
and the expected return on plan assets. Benefits expense or income also includes past service costs or past service credits
related to the pension plan, SERPs and other post-employment benefits. Unvested past service costs or credits are
amortized over the vesting period which is the expected average remaining service life of the affected employee group
for the pension plan and SERPs and over the period to full eligibility for the post-employment benefit plan. Vested
past service costs or credits are recognized immediately in benefits expense or income.
The Company recognizes actuarial gains and losses immediately through other comprehensive income.
The accrued benefit asset or liability represents the cumulative difference between the expense and funding
contributions and is included in Other assets or Other liabilities.
Payments to the defined contribution pension plan are expensed as incurred.
Share-based payments

The Company uses the fair value based method to account for stock options granted to employees. The fair value of
stock options is determined on each grant date. Compensation expense is recognized over the period that the stock
options vest, with a corresponding increase in Contributed surplus. When stock options are exercised, the proceeds
together with the amount recorded in Contributed surplus are added to Share capital.
The Company recognizes a liability for cash settled awards including those granted under the Performance Share
Unit plan and the Deferred Share Unit plan. Compensation expense is recognized over the vesting period, net of
related hedges. The liability is remeasured at fair value at each reporting period.
Provisions
IGM FINANCIAL INC.

A provision is recognized if, as a result of a past event, the Company has a present obligation where a reliable estimate
can be made, and it is probable that an outflow of resources will be required to settle the obligation.
Income taxes

The Company uses the liability method in accounting for income taxes whereby deferred income tax assets and
liabilities reflect the expected future tax consequences of temporary differences between the carrying amounts of assets
and liabilities and their tax bases and tax loss carryforwards. Deferred income tax assets and liabilities are measured
based on the enacted or substantively enacted tax rates which are anticipated to be in effect when the temporary
differences are expected to reverse.
Earnings per share

Basic earnings per share is determined by dividing Net earnings available to common shareholders by the average
number of common shares outstanding for the year. Diluted earnings per share is determined using the same method as
basic earnings per share except that the average number of common shares outstanding includes the potential dilutive
effect of outstanding stock options granted by the Company as determined by the treasury stock method.
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2.

SU MMAR Y OF SI GNI F I CANT ACCOUNT I NG POL I CI ES (continued)

Derivative financial instruments

Derivative financial instruments are utilized by the Company in the management of equity price and interest rate risks.
The Company does not utilize derivative financial instruments for speculative purposes.
The Company formally documents all hedging relationships, as well as its risk management objective and strategy
for undertaking various hedge transactions. This process includes linking all derivatives to specific assets and liabilities
on the Consolidated Balance Sheets or to anticipated future transactions. The Company also formally assesses, both at
the hedge’s inception and on an ongoing basis, whether the derivatives that are used in hedging transactions are highly
effective in offsetting changes in fair values or cash flows of hedged items. Derivative financial instruments are recorded
at fair value in the Consolidated Balance Sheets.
Derivative instruments specifically designated as a hedge and meeting the criteria for hedge effectiveness offset the
changes in fair values or cash flows of hedged items. A hedge is designated either as a cash flow hedge or a fair value
hedge. A cash flow hedge requires the change in fair value of the derivative, to the extent effective, to be recorded in
Other comprehensive income, which is reclassified to the Consolidated Statements of Earnings when the hedged item
affects earnings. The change in fair value of the ineffective portion of the derivative in a cash flow hedge is recorded in
the Consolidated Statements of Earnings. A fair value hedge requires the change in fair value of the hedging derivative
and the change in fair value of the hedged item relating to the hedged risk to both be recorded in the Consolidated
Statements of Earnings.
The Company enters into interest rate swaps as part of its mortgage banking and intermediary operations. These
swap agreements require the periodic exchange of net interest payments without the exchange of the notional principal
amount on which the payments are based. These instruments are not designated as hedging instruments. Changes in
fair value are recorded in Net investment income and other in the Consolidated Statements of Earnings.
The Company also enters into total return swaps and forward agreements to manage its exposure to fluctuations in the
total return of its common shares related to deferred compensation arrangements. Total return swap and forward agreements
require the exchange of net contractual payments periodically or at maturity without the exchange of the notional principal
amounts on which the payments are based. Certain of these derivatives are not designated as hedging instruments and
changes in fair value are recorded in Non-commission expense in the Consolidated Statements of Earnings.
Derivatives continue to be utilized on a basis consistent with the risk management policies of the Company and are
monitored by the Company for effectiveness as economic hedges even if specific hedge accounting requirements are
not met.
Future accounting changes

The Company continuously monitors the potential changes proposed by the International Accounting Standards Board
(IASB) and analyzes the effect that changes in the standards may have on the Company’s operations.

IGM FINANCIAL INC.

IFRS 9 Financial Instruments
The IASB issued IFRS 9 that amends the classification and measurement criteria for financial instruments. This is the
first phase of a three-phase project to replace IAS 39, the current standard for accounting for financial instruments.
The remaining phases of the project are currently under development and include impairment methodology and hedge
accounting. The impact of this new standard will be assessed once the remaining phases of the project are completed.
The standard is currently effective for annual periods beginning on or after January 1, 2015.
IFRS 10 Consolidated Financial Statements
The IASB issued IFRS 10 which introduces a single consolidation model for all entities which focuses on control,
including the rights an investor has to variable returns resulting from its involvement with the investee and the
investor’s ability to affect those returns through its power over the investee. The standard is not expected to have a
significant impact on the Company’s financial position or results of operations. The standard is applied retroactively
and is effective for annual periods beginning on or after January 1, 2013.
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2.

SU MMAR Y O F SI G NI F I CANT ACCOUNT I NG POL I CI ES (continued)

Future accounting changes (continued)

IFRS 12 Disclosures of Interests in Other Entities
The IASB issued IFRS 12 which integrates all of the disclosure requirements for interests in subsidiaries, joint
arrangements, associates and unconsolidated structured entities into a single standard. The required disclosures provide
information to evaluate the nature of, and risks associated with, an entity’s interest in other entities, and the effects of
those interests on the entity’s financial statements. The standard is expected to result in additional disclosures and is
effective for annual periods beginning on or after January 1, 2013.
IFRS 13 Fair Value Measurement
The IASB issued IFRS 13 to consolidate all the fair value measurement and disclosure guidance into one standard. Fair
value is defined as the price that would be received on the sale of an asset or paid to transfer a liability in an orderly
transaction between market participants. The standard requires more extensive financial statement disclosure but is
not expected to have a significant impact on the Company’s financial position or results of operations. The standard is
effective on a prospective basis for annual periods beginning on or after January 1, 2013.
IAS 1 Presentation of Financial Statements
The IASB amended IAS 1 with respect to the presentation of other comprehensive income (OCI). The most
significant change resulting from the amendments was a requirement for entities to group items presented in OCI
on the basis of whether or not they will be reclassified subsequently to net earnings. The amended standard relates
only to presentation and will not have an impact on the Company’s financial position or results of operations. The
amendments are applied retroactively and are effective for annual periods beginning on or after July 1, 2012.

IGM FINANCIAL INC.

IAS 19 Employee Benefits
The IASB issued IAS 19 that amends the measurement, presentation and disclosure requirements for defined benefit
plans. The standard is applied retroactively and is effective for annual periods beginning on or after January 1, 2013.
These amendments include:
• The elimination of the deferral and amortization approach (corridor approach) for recognizing actuarial gains and
losses in net earnings. Actuarial gains and losses are to be recognized immediately in OCI. Actuarial gains and losses
recognized in OCI are not reclassified to net earnings in subsequent periods. This amendment will have no impact
on the Company as actuarial gains and losses are currently recognized immediately in OCI.
• Changes in the recognition of past service costs. Past service costs resulting from plan amendments or curtailments
are recognized in the period in which the plan amendments or curtailment occurs, without regard to vesting. The
effect of applying this standard retroactively will increase retained earnings as at January 1, 2012 by $3.5 million,
net of income taxes of $1.3 million, and net earnings for the year ended December 31, 2012 will decrease by
$0.4 million, net of income taxes of $0.2 million.
• The elimination of the concept of an expected return on assets (EROA). Amended IAS 19 requires the use of the
discount rate in the place of EROA in the determination of the net interest component of the pension expense. No
adjustment is required to retained earnings as at January 1, 2012 as all actuarial gains (losses) are currently recorded
in retained earnings. Net earnings for the year ended December 31, 2012 will decrease by $2.5 million, net of
income taxes of $0.9 million, offset by an increase in Other comprehensive income.
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3.

D I SCO N T I N UED OPERAT I ONS

On November 16, 2011, the Company completed the sale of 100% of the common shares of M.R.S. Trust Company
and M.R.S Inc. (MRS). Cash consideration was $198.7 million in addition to the repayment of $20 million of
subordinated debt and the assumption of the liability related to amounts held on deposit with MRS by Investors Group
Securities Inc.
In accordance with IFRS 5 – Non-Current Assets Held for Sale and Discontinued Operations, the operating results
and cash flows of MRS, which were previously included in the Mackenzie reportable segment, have been classified as
discontinued operations.
Net earnings from discontinued operations
period ended
november 15,
2011

Revenues
Expenses

$

Earnings before income taxes

32,516
26,778
5,738

Income taxes
Operations
Change in estimate related to tax filing positions

1,579
(28,162)
(26,583)
32,321

Gain on sale
Income taxes

32,246
1,923
30,323

Net earnings from discontinued operations

$

62,644

Cash flows from discontinued operations

Included within the Company’s cash flows are the following amounts attributable to discontinued operations:
period ended
november 15,
2011

$

7,256
(32,867)
164,431

Net increase in cash and cash equivalents

$

138,820
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Net cash flows from operating activities
Net cash flows used in financing activities
Net cash flows from investing activities
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4.

N O N - CO MMI SSI O N EX PENSE
2012

Salaries and employee benefits
Amortization of capital and intangible assets
Occupancy
Other

5.

2011

$

315,973
33,521
50,745
264,244

$

294,501
33,121
49,023
260,842

$

664,483

$

637,487

SECU R I T I E S
2012
C O ST

Available for sale:
Equity securities
Proprietary investment funds

Fair value through profit or loss:
Equity securities
Canada Mortgage Bonds
Fixed income securities

$

35,351

2011

FA IR V A LUE

$

36,685

COST

$

4,876
30,725

FAIR VALUE

$

4,876
31,173

35,351

36,685

35,601

36,049

6,057
220,432
-

6,163
225,490
-

220,432
30,817

227,206
29,177

226,489

231,653

251,249

256,383

$ 261,840

$ 268,338

$

286,850

$

292,432

Fair value through profit or loss

IGM FINANCIAL INC.

Canada Mortgage Bonds
As part of the Company’s interest rate risk management activities relating to its mortgage banking operations, Canada
Mortgage Bonds were purchased and subsequently sold under repurchase agreements. These activities represent shortterm funding transactions whereby the Company sells securities that it owns and commits to repurchase these securities
at a specified price on a specified date in the future.
These securities had a fair value of $225.5 million at December 31, 2012 (2011 – $227.2 million). The
obligation to repurchase the securities is recorded at amortized cost and had a carrying value of $225.4 million
(2011 – $227.3 million). The interest expense related to these obligations is recorded in Net investment income
and other in the Consolidated Statements of Earnings.
Fixed income securities
Fixed income securities which were comprised of the restructured notes of the master asset vehicle (MAV) conduits
were disposed of in the fourth quarter of 2012 for proceeds of $35.0 million resulting in a gain of $1.6 million.
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6.

LOANS
C O N T RA C T UA L MA T URIT Y

Loans and receivables
Residential mortgages

$

1 YE A R
O R LE SS

1 - 5
YE A RS

778,562

$ 3,891,840

$

OVER
5 YE AR S

2012

2011

TOTAL

TOTAL

3,641

$ 4,674,043

$ 3,794,613

669

793

4,673,374
248,795

3,793,820
292,109

$ 4,922,169

$ 4,085,929

Less: Collective allowance
Held for trading

The change in the collective allowance for credit losses is as follows:
Balance, beginning of year
Recoveries
Provision for credit losses
Allowance for credit losses - sale of MRS (Note 3)
Balance, end of year

$

793 $
(34)
(90)
-

$

669

$

4,338
(70)
285
(3,760)
793

Total impaired loans as at December 31, 2012 were $963 (2011 – $1,078).
Total interest income on loans classified as loans and receivables was $146.6 million (2011 – $147.6 million). Total
interest expense on obligations to securitization entities, related to securitized loans, was $96.2 million (2011 – $84.3 million).
Gains realized on the sale of residential mortgages totalled $19.0 million (2011 – $16.8 million). Other gains and fair value
adjustments related to mortgage banking operations totalled $10.0 million (2011 – nil). These amounts were included in
Net investment income and other. Net investment income and other also includes other mortgage banking related items
including interest income on mortgages held for trading, portfolio insurance, issue costs, and other items.

IGM FINANCIAL INC.
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7.

SECU R I T I Z A T I O N S

The Company securitizes residential mortgages through the Canada Mortgage and Housing Corporation (CMHC)
sponsored National Housing Act Mortgage-Backed Securities (NHA MBS) Program and Canada Mortgage Bond (CMB)
Program and through Canadian bank-sponsored asset-backed commercial paper (ABCP) programs. These transactions do
not meet the requirements for derecognition as the Company retains prepayment risk and certain elements of credit risk.
Accordingly, the Company has retained these mortgages on its balance sheets and has recorded an offsetting liability for
the net proceeds received as Obligations to securitization entities which is carried at amortized cost.
The Company earns interest on the mortgages and pays interest on the obligations to securitization entities. As part
of the CMB transactions, the Company enters into a swap transaction whereby the Company pays coupons on CMBs
and receives investment returns on the NHA MBS and the reinvestment of repaid mortgage principal. A component of
this swap, related to the obligation to pay CMB coupons and receive investment returns on repaid mortgage principal,
is recorded as a derivative and had a negative fair value of $56.2 million at December 31, 2012.
Under the NHA MBS and CMB Program, the Company has an obligation to make timely payments to security
holders regardless of whether amounts are received from mortgagors. All mortgages securitized under the NHA MBS
and CMB Program are insured by CMHC or another approved insurer under the program. As part of the ABCP
transactions, the Company has provided cash reserves for credit enhancement which are carried at cost. Credit risk is
limited to these cash reserves and future net interest income as the ABCP Trusts have no recourse to the Company’s
other assets for failure to make payments when due. Credit risk is further limited to the extent these mortgages are
insured.
2012
securitized
mortgages

obligations to
securitization
entities

$ 3,284,932
1,354,049

$ 3,312,273
1,388,598

$

(27,341)
(34,549)

Total

$ 4,638,981

$ 4,700,871

$

(61,890)

Fair value

$ 4,685,492

$ 4,786,705

$ (101,213)

Carrying value
NHA MBS and CMB Program
Bank sponsored ABCP

net

The carrying value of Obligations to securitization entities, which is recorded net of issue costs, includes principal
payments received on securitized mortgages that are not due to be settled until after the reporting period. Issue costs
are amortized over the life of the obligation on an effective interest rate basis.
8.

O T H E R ASSET S

IGM FINANCIAL INC.

2012

Deferred and prepaid expenses
Other

2011

$

27,468
3,647

$

30,362
9,866

$

31,115

$

40,228

Total other assets of $10.3 million as at December 31, 2012 (2011 – $14.7 million) are expected to be realized within
one year.

90

igm financial inc. annual report 2012 / notes to consolidated financial statements

D 76

PCC_2012Com_ENG04_IGM_2013-03-05_v3.indd D76

P O W E R C O R P O R AT I O N O F C A N A DA

08/03/13 4:37 PM

9.

I N V E ST ME N T I N AF F I L I AT E

Investment in affiliate represents the Company’s investment in Lifeco. Lifeco is a publicly listed company that is
incorporated and domiciled in Canada and is controlled by Power Financial Corporation. Lifeco is a financial services
holding company with interests in the life insurance, health insurance, retirement savings, investment management and
reinsurance businesses, primarily in Canada, the United States, Europe and Asia.
The Company’s proportionate share of Lifeco’s earnings is recorded in the Consolidated Statements of Earnings.
At December 31, 2012, the Company held 37,787,388 (2011 – 37,787,388) shares of Lifeco, which represented an
equity interest of 4.0% (2011 – 4.0%). The Company uses the equity method to account for its investment in Lifeco
as it exercises significant influence. Significant influence arises from several factors, including but not limited to,
the following: common control of Lifeco by Power Financial Corporation, directors common to the boards of the
Company and Lifeco, certain shared strategic alliances, significant intercompany transactions and service agreements
that influence the financial and operating policies of both companies.
2012

612,480
77,882
(5,560)
(46,478)

2011

Balance, beginning of year
Proportionate share of earnings
Proportionate share of changes in affiliate’s litigation provision
Dividends received
Proportionate share of other comprehensive
income (loss) and other adjustments

$

$

580,478
74,529
4,960
(46,478)

Balance, end of year

$

621,100

$

612,480

Share of equity, end of year

$

488,375

$

479,710

Fair value, end of year

$

918,611

$

768,973

(17,224)

(1,009)

Lifeco directly owned 9,200,000 shares of the Company at December 31, 2012.
Lifeco’s financial information as at December 31, 2012 can be obtained in its publicly available information.
10. D E F ER R ED SEL L I NG COM M I SSI ONS
2012

Cost
Less: accumulated amortization

$ 1,448,619
(752,390)

$ 1,551,410
(800,647)

$

696,229

$

750,763

$

750,763

$

794,555

211,615
(266,149)

237,748
(281,540)

(54,534)
$

Balance, end of year

696,229

IGM FINANCIAL INC.

Changes in deferred selling commissions:
Balance, beginning of year
Changes due to:
Sales of mutual funds
Amortization

2011

(43,792)
$

750,763

Amortization of deferred selling commissions includes $43.3 million (2011 – $44.3 million) of disposals related to
redemption activity and is recorded in Commission expense in the Consolidated Statements of Earnings.
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11. G O O D WI L L A N D I NT ANGI BL E ASSET S

The components of goodwill and intangible assets are as follows:
finite-life

indefinite-life

DI S T R I B UT I ON
A N D OT H ER
M A N A GEM EN T
C ON T R A C T S

M UT UA L F UN D
M A N A GEM EN T
C ON T R A C T S

T R A DE
N A M ES

88,490 $ 110,361 $ 739,750
(60,408)
(41,769)
-

$ 285,177
-

$1,223,778 $ 2,638,954
(102,177)
-

$ 739,750

$ 285,177

$1,121,601

S OF T W A R E

TOTAL
I NT A NG I BL E
ASSETS

G O O D WI L L

2012

Cost
Less: accumulated amortization

Changes in goodwill
and intangible assets:
Balance, beginning of year
Additions
Disposals
Amortization
Balance, end of year

$
$

28,082

$

68,592

$

19,445 $
18,457
(1,500)
(8,320)

73,486 $ 739,750
2,578
(186)
(7,286)
-

$ 285,177
-

$1,117,858 $ 2,640,523
21,035
(1,686)
(1,569)
(15,606)
-

$

28,082

$

68,592

$ 285,177

$1,121,601

$

77,610
(58,165)

$

739,750
-

$

285,177
-

$ 1,210,531 $ 2,640,523
(92,673)
-

$

19,445

$

73,486

$

739,750

$

285,177

$ 1,117,858

$

20,894
6,513
(577)
(7,385)

$

77,185 $
3,581
(120)
(7,160)

739,750
-

$

285,177
-

$ 1,123,006 $ 2,643,123
10,094
(697)
(2,600)
(14,545)
-

$

19,445

$

73,486

739,750

$

285,177

$ 1,117,858

$ 739,750

$ 2,638,954

$ 2,638,954

2011

Cost
Less: accumulated amortization

Changes in goodwill
and intangible assets:
Balance, beginning of year
Additions
Disposals
Amortization

$

$ 2,640,523

$ 2,640,523

IGM FINANCIAL INC.

Balance, end of year

107,994 $
(34,508)
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11. G O O D WI L L A ND I NT ANGI BL E ASSET S (continued)

The goodwill and indefinite life intangible assets consisting of mutual fund management contracts and trade names
are allocated to each cash generating unit (CGU) as summarized in the following table:

G O O D W ILL

2012

2011

IN D E FINI TE
LIFE
IN T A N G I BL E
A SS ETS

G O O D WI L L

I ND E F I NI T E
LIFE
I NT A NG I BL E
ASSETS

Investors Group
Mackenzie
Other

$ 1,347,781
1,168,580
122,593

$

1,002,681
22,246

$ 1,347,781
1,170,149
122,593

$

1,002,681
22,246

Total

$ 2,638,954

$ 1,024,927

$ 2,640,523

$ 1,024,927

The recoverable amount of goodwill for all CGUs at December 31, 2012 is based on fair value less costs to sell.
The valuation models used to assess fair value utilized assumptions that included levels of growth in assets under
management from net sales and market, pricing and margin changes, synergies achieved, discount rates, and observable
data from comparable transactions.
The fair value less costs to sell was compared with the carrying amount of goodwill and indefinite life intangible
assets and it was determined there was no impairment in the value of these assets.
12. D E PO S I T S A ND CERT I F I CAT ES

Deposits and certificates are classified as other financial liabilities measured at amortized cost.
Included in the assets of the Consolidated Balance Sheets are cash and cash equivalents, loans, and accounts and other
receivables amounting to $163.2 million (2011 – $150.7 million) related to deposits and certificates.
T E RM T O MA T URIT Y
1 YE A R
O R LE SS

D E MA N D

Deposits
Certificates

1–5
YE A RS

2012

O VER
5 YEAR S

TOTAL

2011
total

$ 136,101
-

$

9,381
225

$

11,910
1,335

$

1,777
2,465

$ 159,169
4,025

$ 146,649
4,067

$ 136,101

$

9,606

$

13,245

$

4,242

$ 163,194

$ 150,716

13. O T H E R L I A BI L I T I ES
2012

$

137,709
20,664
185,630
40,573
19,206

$

140,166
26,719
115,105
54,416
21,553

$

403,782

$

357,959

IGM FINANCIAL INC.

Dividends payable
Interest payable
Accrued benefit liabilities (Note 14)
Provisions
Other

2011

The Company establishes restructuring provisions related to business acquisitions and divestitures and other
provisions in the normal course of its operations. Changes in provisions during 2012 consisted of additional estimates
of $2.5 million and payments of $16.3 million.
Total other liabilities of $184.9 million as at December 31, 2012 (2011 – $210.0 million) are expected to be settled
within one year.
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14. EMP L O Y E E B EN EF I T S
Defined benefit plans

The Company maintains a number of employee pension and post-employment benefit plans. These plans include a
funded registered defined benefit pension plan for all eligible employees, unfunded supplementary executive retirement
plans (SERP) for certain executive officers, and an unfunded post-employment health care, dental and life insurance plan
for eligible retirees.
Effective July 1, 2012, the defined benefit pension plan was closed and will only accept members hired prior
to July 1, 2012. For all eligible employees hired after July 1, 2012, the Company introduced a registered defined
contribution pension plan.
An actuarial valuation is performed for funding purposes every three years for the registered defined benefit pension
plan. The most recent actuarial valuation was completed as at December 31, 2009 and the next required valuation will
be completed based on a measurement date of December 31, 2012. The Company’s obligation to make contributions in
2013 will be determined once the valuation is completed.
Plan assets, benefit obligations and funded status:
2012
D E FIN E D
B E N E FIT
P E N SIO N
P LA N

Fair value of plan assets
Balance, beginning of year
Employee contributions
Benefits paid
Expected return
Actuarial (losses) gains

$ 207,146 $
3,535
(9,459)
14,339
(1,642)

-

213,919

-

Balance, end of year
Accrued benefit obligation
Balance, beginning of year
Benefits paid
Current service cost
Employee contributions
Interest cost
Past service cost
Actuarial losses (gains)
IGM FINANCIAL INC.

Balance, end of year
Funded status - plan
surplus (deficit)
Unamortized past
service cost
Accrued benefit asset
(liability)
Actuarial assumptions
to calculate benefit
obligation
Discount rate
Rate of compensation
increase

94

SE RP

defined
benefit
pension
plan

O T HE R P O ST E MP LO YME N T
B E N E FIT S

$

-

$

-

226,584
4,007
(7,642)
15,733
(31,536)

serp

$

207,146

-

other postemployment
benefits

$

-

-

240,875
(9,459)
10,614
3,535
13,050
47,842

41,969
(1,482)
1,231
2,124
3,038

34,566
(1,397)
975
1,732
6,083

213,762
(7,642)
8,469
4,007
12,106
10,173

36,218
(1,382)
858
2,058
4,287
(70)

32,818
(1,087)
919
1,714
202

306,457

46,880

41,959

240,875

41,969

34,566

(92,538)

(46,880)

(41,959)

(33,729)

(41,969)

(34,566)

2,007

(6,260)

2,482

(7,323)

$

2011

(92,538) $

(44,873) $

4.45% 4.15%-4.60%
4.36%

4.36%

(48,219)

4.10%
N/A

$

(33,729)

$

(39,487) $

5.35% 4.95%-5.30%
4.36%

4.36%

(41,889)

5.00%
n/a
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14. EMP L O Y E E BENEF I T S (continued)
Defined benefit plans (continued)

Summarized plan information:
2012
D E FIN E D
B E N E FIT
P E N SIO N
P LA N

SE RP

Present value of defined
benefit obligation
Fair value of plan assets

$ 306,457
213,919

(Deficit)/surplus in the plan

$

(92,538) $

Experience gains (losses) on:
Plan liabilities
Plan assets

$

(47,842) $
(1,642)

$

46,880
-

2011
defined
benefit
pension
plan

O T HE R P O ST E MP LO YME N T
B E N E FIT S

$

serp

41,969
-

other postemployment
benefits

41,959
-

$

240,875
207,146

$

$

(46,880) $

(41,959)

$

(33,729)

$

(41,969) $

(3,038) $
N/A

(6,083)
N/A

$

(10,173)
(31,536)

$

70
n/a

$

34,566
(34,566)
(202)
n/a

Asset allocation of defined benefit pension plan by asset category:
Equity securities
Fixed income securities
Cash and cash equivalents

2012

2011

60.0 %
38.6 %
1.4 %

64.4 %
33.9 %
1.7 %

100.0 %

100.0 %

In determining the assumption for the expected long-term rate of return on assets for the defined benefit pension
plan, the Company considered the historical returns and the future expectations for returns for each asset class as well as
the investment policy of the plan. As a result, the assumption for the expected long-term rate of return on assets for 2012
was 7.00% (2011 – 7.00%). In 2012, the actual return on plan assets was $12.7 million (2011 – $(15.8) million).
Benefit expense:
2012
D E FIN E D
B E N E FIT
P E N SIO N
P LA N

$

10,614
-

$

13,050

1,231
475

9,325

$

$

975
(1,063)

2,124

1,732

-

-

(14,339)
$

O T HE R P O ST E MP LO YME N T
B E N E FIT S

3,830

$

1,644

$

8,469
-

serp

$

12,106
(15,733)
$

4,842

$

858
1,805

other postemployment
benefits

$

919
(1,063)

2,058

1,714

-

-

4,721

$

1,570
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Current service cost
Past service cost
Interest cost on accrued
benefit obligation
Expected return on plan
assets

SE RP

2011
defined
benefit
pension
plan
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1 4. EMP L O Y E E B EN EF I T S (continued)
Defined benefit plans (continued)

Actuarial assumptions to calculate benefit expense:
2012
D E FIN E D
B E N E FIT
P E N SIO N
P LA N

Discount rate
Expected long-term rate of
return on plan assets
Rate of compensation
increase
Health care cost trend
rate(1)

5.35%

SE RP

O T HE R P O ST E MP LO YME N T
B E N E FIT S

4.95%-5.60%

7.00%
4.36%
N/A

N/A

4.36%
N/A

5.00%

2011
defined
benefit
pension
plan

5.60%

serp

other postemployment
benefits

5.40%-5.50%

5.20%

N/A

7.00%

n/a

n/a

N/A

4.36%

4.36%

n/a

n/a

n/a

6.60%

6.18%

(1) Trending to 4.50% in 2029 and remaining at that rate thereafter.

The cumulative amount of actuarial losses recognized as a charge in other comprehensive income as at
December 31, 2012 was $133.8 million (2011 – $75.2 million).
Sensitivity analysis:
The effect of a 1% increase in assumed health care cost trend rates would be an increase in the accrued other postemployment benefit obligation of $2.3 million as at December 31, 2012. The increase in the 2012 other postemployment benefit expense would not be significant. A decrease of 1% in assumed health care cost trend rates would
result in a decrease in the accrued other post-employment benefit obligation of $2.0 million as at December 31, 2012.
The decrease in the 2012 other post-employment benefit expense would not be significant.
Defined contribution pension plans

The Company maintains a number of defined contribution pension plans for eligible employees. The total expense
recorded in Non-commission expense was $0.6 million (2011 – $0.5 million).
Group Retirement Savings Plan (RSP)

IGM FINANCIAL INC.

The Company maintains a group RSP for eligible employees. The Company’s contributions are recorded in Noncommission expense as paid and totalled $5.9 million (2011 – $5.3 million).
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1 5. I N C O ME T A X ES

Income tax expense on continuing operations:
2012

Income taxes recognized in net earnings
Current taxes
Tax on current year’s earnings
Adjustments in respect of prior years

$

232,690
(38,893)

2011

$

193,797
(2,193)

Deferred taxes

Deferred income taxes recovery in retained earnings

262,329
(9,851)
252,478
(1,981)

$

191,604

$

250,497

$

(15,825)

$

(11,293)

Effective income tax rate on continuing operations:
2012

2011

Income taxes at Canadian federal and provincial statutory rates
Effect of:
Proportionate share of affiliate’s earnings (Note 9)
Tax loss consolidation (Note 26)
Other items
Reduction in estimates related to certain tax filings
Rate changes on deferred income taxes related
to indefinite life intangible assets
Proportionate share of affiliate’s provision (Note 9)

26.53 %

28.15 %

(2.17)
(2.08)
(0.66)
(2.53)

(1.92)
(2.33)
(0.94)
-

0.67
0.15

(0.13)

Effective income tax rate

19.91 %

22.83 %

As of January 1, 2012, the federal corporate tax rate decreased from 16.5% to 15%. The previously enacted Ontario
corporate tax rate decrease from 11.5% to 11% scheduled for July 1, 2012 was rescinded on June 20, 2012 resulting in an
increase to the tax rate for 2012.
Deferred income taxes

Sources of deferred income taxes:
2012

$

Deferred income tax liabilities
Deferred selling commissions
Intangible assets
Other
$

50,105
20,943
35,968

$

31,069
19,501
41,940

107,016

92,510

185,673
142,789
9,836

197,252
134,339
10,275

338,298

341,866

231,282

$

IGM FINANCIAL INC.

Deferred income tax assets
Accrued benefit liabilities
Loss carryforwards
Other

2011

249,356

Deferred income tax assets and liabilities are presented on the Consolidated Balance Sheets as follows:
2012

Deferred income tax assets
Deferred income tax liabilities

2011

$

78,609
309,891

$

59,612
308,968

$

231,282

$

249,356
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16. L O N G - T E R M D EB T
maturity

March 7, 2018
April 8, 2019
December 13, 2027
May 9, 2031
December 31, 2032
March 7, 2033
December 10, 2040

rate

series

2012

6.58%
7.35%
6.65%
7.45%
7.00%
7.11%
6.00%

2003
2009
1997
2001
2002
2003
2010

$

150,000
375,000
125,000
150,000
175,000
150,000
200,000

$ 1,325,000

2011

$

150,000
375,000
125,000
150,000
175,000
150,000
200,000

$ 1,325,000

Long-term debt consists of unsecured debentures which are redeemable by the Company, in whole or in part, at any
time, at the greater of par and a formula price based upon yields at the time of redemption.
Long-term debt is classified as other financial liabilities and is carried at amortized cost.
Interest expense relating to long-term debt was $92.2 million (2011 – $102.8 million).
The $450.0 million 2001 Series 6.75% debentures matured and were repaid on May 9, 2011.
17. SH AR E C API T A L
Authorized

Unlimited number of:
First preferred shares, issuable in series
Second preferred shares, issuable in series
Class 1 non-voting shares
Common shares, no par value
Issued and outstanding
2012
SHA RE S

Perpetual preferred shares – classified as equity:
First preferred shares, Series B

IGM FINANCIAL INC.

Common shares:
Balance, beginning of year
Issued under Stock Option Plan (Note 19)
Purchased for cancellation
Balance, end of year

6,000,000

2011
shares

ST A T E D V A LUE

$

150,000

6,000,000

stated value

$

150,000

256,658,488
788,319
(5,347,900)

$ 1,578,270
27,401
(33,098)

259,717,507
1,125,981
(4,185,000)

$ 1,567,725
36,093
(25,548)

252,098,907

$ 1,572,573

256,658,488

$ 1,578,270

Normal course issuer bid

In 2012, 5,347,900 (2011 – 4,185,000) shares were purchased at a cost of $214.9 million (2011 – $185.8 million). The
premium paid to purchase the shares in excess of the stated value was charged to Retained earnings.
The Company commenced a normal course issuer bid, effective for one year, on April 12, 2012. Pursuant to this
bid, the Company may purchase up to 12.8 million or 5% of its common shares outstanding as at March 31, 2012. On
April 12, 2011, the Company commenced a normal course issuer bid, effective for one year, authorizing it to purchase
up to 12.9 million or 5% of its common shares outstanding as at March 31, 2011.
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17. SH AR E C API T AL (continued)
Normal course issuer bid (continued)

In connection with its normal course issuer bid, the Company established an automatic securities purchase plan
for its common shares. The automatic securities purchase plan was established to provide standard instructions
regarding how IGM Financial’s common shares are to be purchased under its normal course issuer bid during certain
pre-determined trading blackout periods, subject to pre-established parameters. Outside of these pre-determined
trading blackout periods, purchases under the Company’s normal course issuer bid will be completed based upon
management’s discretion.
18. CAPI T A L MANAGEM ENT

The Company’s capital management objective is to maximize shareholder returns while ensuring that the Company
is capitalized in a manner which appropriately supports regulatory requirements, working capital needs and business
expansion. The Company’s capital management practices are focused on preserving the quality of its financial position
by maintaining a solid capital base and a strong balance sheet. Capital of the Company consists of long-term debt,
perpetual preferred shares and common shareholders’ equity. The Company regularly assesses its capital management
practices in response to changing economic conditions.
The Company’s capital is primarily utilized in its ongoing business operations to support working capital
requirements, long-term investments made by the Company, business expansion and other strategic objectives.
Subsidiaries subject to regulatory capital requirements include investment dealers, mutual fund dealers, exempt
market dealers, portfolio managers, investment fund managers and a trust company. These subsidiaries are required to
maintain minimum levels of capital based on either working capital, liquidity or shareholders’ equity. The Company’s
subsidiaries have complied with all regulatory capital requirements.
The total outstanding long-term debt was $1,325.0 million at December 31, 2012, unchanged from
December 31, 2011. Long-term debt is comprised of debentures which are senior unsecured debt obligations of the
Company subject to standard covenants, including negative pledges, but which do not include any specified financial or
operational covenants.
Perpetual preferred shares of $150 million at December 31, 2012 remain unchanged from December 31, 2011.
The Company purchased 5,347,900 common shares during the year ended December 31, 2012 at a cost of
$214.9 million under its normal course issuer bid (Note 17). The Company commenced a normal course issuer bid on
April 12, 2012 to purchase up to 5% of its common shares in order to mitigate the dilutive effect of stock options issued
under the Company’s stock option plan and for other capital management purposes. Other activities in 2012 included
the declaration of perpetual preferred share dividends of $8.9 million or $1.475 per share and common share dividends
of $546.5 million or $2.15 per share. Changes in common share capital are reflected in the Consolidated Statements of
Changes in Shareholders’ Equity.
IGM FINANCIAL INC.

19. SH AR E - B ASED PAY M ENT S
Stock option plan

Under the terms of the Company’s Stock Option Plan (Plan), options to purchase common shares are periodically
granted to employees at prices not less than the weighted average trading price per common share on the Toronto
Stock Exchange for the five trading days preceding the date of the grant. The options are subject to time and/or
performance vesting conditions set out at the grant date. Options vest over a period of up to 7.5 years from the grant
date and are exercisable no later than 10 years after the grant date. A portion of the outstanding options can only be
exercised once certain performance targets are met. At December 31, 2012, 11,662,622 (2011 – 12,450,941) common
shares were reserved for issuance under the Plan.
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19. SH AR E - B ASED PAY M ENT S (continued)
Stock option plan (continued)

During 2012, the Company granted 1,120,855 options to employees (2011 – 876,820). The weighted-average fair
value of options granted during the year ended December 31, 2012 has been estimated at $5.23 per option (2011 – $6.59)
using the Black-Scholes option pricing model. The weighted average share price at the grant dates was $45.20. The
assumptions used in these valuation models include:
2012

Exercise price
Risk-free interest rate
Expected option life
Expected volatility
Expected dividend yield

$

45.63
1.80 %
6 years
22.00 %
4.71 %

2011

$

46.70
3.02 %
6 years
22.00 %
4.39 %

Expected volatility has been estimated based on the historic volatility of the Company’s share price over six years
which is reflective of the expected option life. Stock options were exercised regularly throughout 2012 and the average
share price in 2012 was $41.62.
The Company recorded compensation expense related to its stock option program of $4.8 million (2011 – $2.2 million).
2012

2011

W E IG HT E D NUMBER OF

AVERAGE

O P T IO N S

E X E RC ISE P RIC E

weightedaverage
exercise price

Balance, beginning of year
Granted
Exercised
Forfeited

8,414,392
1,120,855
(788,319)
(631,467)

$ 39.64
45.63
29.48
39.66

8,958,494
876,820
(1,125,981)
(294,941)

$ 37.59
46.70
28.34
41.44

Balance, end of year

8,115,461

$ 41.45

8,414,392

$ 39.64

Exercisable, end of year

3,570,846

$ 40.34

3,737,122

$ 37.90

E X P IRY

E X E RC ISE

Options outstanding at December 31, 2012

DATE

IGM FINANCIAL INC.

2013
2014
2015
2016
2017
2018
2019
2020
2021
2022

100

number of
options

P RIC E ($ )

25.66 - 28.66
33.52 - 35.77
37.09 - 37.78
46.68
50.60 - 50.92
42.09 - 44.60
26.67 - 44.00
40.45 - 42.82
42.49 - 46.72
45.56 - 47.23

OP TI ONS

OP TI ONS

O UT S TAND I NG

EXER C I S ABL E

119,367
634,575
857,211
543,521
1,049,214
870,323
1,155,119
990,484
804,302
1,091,345

119,367
412,271
857,211
375,857
549,117
434,730
406,892
282,015
133,386
-

8,115,461

3,570,846

igm financial inc. annual report 2012 / notes to consolidated financial statements

D 86

PCC_2012Com_ENG04_IGM_2013-03-05_v3.indd D86

P O W E R C O R P O R AT I O N O F C A N A DA

08/03/13 4:37 PM

19. SH AR E - B ASED PAY M ENT S (continued)
Performance share unit plan

In 2011, the Company introduced a Performance Share Unit (PSU) plan for eligible employees to assist in retaining
and further aligning the interests of senior management with those of the shareholders. Under the terms of the plan,
PSUs are awarded annually and are subject to time and performance vesting conditions. The value of each PSU is
based on the share price of the Company’s common shares. The PSUs are cash settled and vest over a three year
period. Certain employees can elect at the time of grant to receive a portion of their PSUs in the form of deferred
share units which vest over a three year period. Deferred share units are redeemable when a participant is no longer
an employee of the Company or any of its affiliates by a lump sum payment based on the value of the deferred share
unit at that time. Additional PSUs and deferred share units are issued in respect of dividends payable on common
shares based on a value of the PSU or deferred share unit at the dividend payment date. The Company recorded
compensation expense, excluding the impact of hedging, of $5.2 million in 2012 (2011 – $2.6 million) and a liability of
$7.4 million at December 31, 2012 (2011 – $2.5 million).
Share purchase plans

Under the Company’s share purchase plans, eligible employees and financial planning consultants can elect each year
to have a percentage of their annual earnings withheld, subject to a maximum, to purchase the Company’s common
shares. The Company matches 50% of the contribution amounts. All contributions are used by the plan trustee to
purchase common shares in the open market. Shares purchased with Company contributions vest after a maximum
period of three years following the date of purchase. The Company’s contributions are recorded in Non-commission
expense as paid and totalled $10.7 million (2011 – $9.8 million).
Deferred share unit plan

The Company has a Deferred Share Unit (DSU) plan for the directors of the Company to promote a greater alignment
of interest between directors and shareholders of the Company. Under the terms of the plan, directors are required
to receive 50% of their annual retainer in the form of DSUs and may elect to receive the balance of their annual
retainer in cash or DSUs. Directors may elect to receive their attendance fees in a combination of DSUs and cash.
The number of DSUs granted is determined by dividing the amount of remuneration payable by the average closing
price on the Toronto Stock Exchange of the common shares of the Company on the last five days of the fiscal quarter
(value of deferred share unit). A director who has elected to receive DSUs will receive additional DSUs in respect of
dividends payable on common shares, based on the value of a deferred share unit at the dividend payment date. DSUs
are redeemable when a participant is no longer a director, officer or employee of the Company or any of its affiliates
by a lump sum cash payment, based on the value of the deferred share units at that time. At December 31, 2012, the
fair value of the DSUs outstanding was $14.5 million (2011 – $13.3 million). Any difference between the change in fair
value of the DSUs and the change in fair value of the total return swap, which is an economic hedge for the DSU plan,
is recognized in Non-commission expense in the period in which the change occurs.
IGM FINANCIAL INC.

20. ACCU MU L A T ED OT HER COM PREHENSI V E I NCOM E ( L OSS)
net unrealized gain (losses), net of tax
available
for sale
securities

2012

investment
in affiliate
and other

total

Balance, beginning of year
Other comprehensive income (loss)

$

324
639

$

(2,246)
(16,013)

$

(1,922)
(15,374)

Balance, end of year

$

963

$

(18,259)

$

(17,296)

$

(3,062)
816

$

2,538
(4,460)

$

(2,246)

$

(1,922)

2011

Balance, beginning of year
Other comprehensive income (loss)

$

Balance, end of year

$

5,600
(5,276)
324
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21. R I SK MA N AG E ME NT

The Company actively manages its liquidity, credit and market risks.
Liquidity and funding risk related to financial instruments

Liquidity and funding risk is the risk of the inability to generate or obtain sufficient cash in a timely and cost-effective
manner to meet contractual or anticipated commitments as they come due or arise.
The Company’s liquidity management practices include: controls over liquidity management processes; stress
testing of various operating scenarios; and oversight of liquidity management by Committees of the Board of Directors.
A key liquidity requirement for the Company is the funding of commissions paid on the sale of mutual funds.
Commissions on the sale of mutual funds continue to be paid from operating cash flows.
The Company also maintains sufficient liquidity to fund and temporarily hold mortgages. Through its mortgage
banking operations, residential mortgages are sold or securitized to:
• Investors Mortgage and Short Term Income Fund and Investors Canadian Corporate Bond Fund;
• Third parties, including CMHC or Canadian bank sponsored securitization trusts; or
• Institutional investors through private placements.
Certain subsidiaries of the Company are approved issuers of National Housing Act Mortgage Backed Securities
(NHA MBS) and are approved sellers into the Canada Mortgage Bond Program (CMB Program). This issuer and
seller status provides the Company with additional funding sources for residential mortgages. The Company’s
continued ability to fund residential mortgages through Canadian bank-sponsored securitization trusts and NHA MBS
is dependent on securitization market conditions that are subject to change. A condition of the NHA MBS and CMB
Program is that securitized loans be insured by an insurer that is approved by CMHC. The availability of mortgage
insurance is dependent upon market conditions that are subject to change.
The Company’s contractual maturities were as follows:
As at December 31, 2012 ($ millions)

DEM A N D

LES S T H A N 1 Y EA R

1 – 5 Y EA R S

A F T E R 5 Y E A RS

TOTAL

Repurchase agreements
$
Derivative financial instruments
Deposits and certificates
Obligations to securitization entities
Long-term debt
Operating leases(1)

136.1
-

$

225.4
22.9
9.6
789.1
52.9

$

45.0
13.2
3,877.0
152.3

$

2.9
4.3
34.8
1,325.0
78.5

$

225.4
70.8
163.2
4,700.9
1,325.0
283.7

Total contractual obligations

136.1

$

1,099.9

$

4,087.5

$

1,445.5

$

6,769.0

$

(1) Includes office space and equipment used in the normal course of business.
Lease payments are charged to earnings in the period of use.

IGM FINANCIAL INC.

In addition to the Company’s current balance of cash and cash equivalents, liquidity is available through the
Company’s operating lines of credit. The Company’s operating lines of credit with various Schedule I Canadian
chartered banks totalled $525 million as at December 31, 2012, compared to $325 million as at December 31, 2011.
On October 26, 2012, the Company entered into an additional $200 million committed line of credit to provide
financing to the Company’s mortgage operations. The operating lines of credit as at December 31, 2012 consisted of
committed lines of $350 million (2011 – $150 million) and uncommitted lines of $175 million (2011 – $175 million).
The Company has accessed its uncommitted operating lines of credit in the past; however, any advances made by a
bank under the uncommitted operating lines are at the bank’s sole discretion. As at December 31, 2012 and 2011, the
Company was not utilizing its committed lines of credit or its uncommitted operating lines of credit.
The Company accessed capital markets most recently in December 2010; however, its ability to access capital
markets to raise funds in future is dependent on market conditions.
The Company’s liquidity position and its management of liquidity and funding risk have not changed materially
since December 31, 2011.
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21. R I SK MA N AGEM ENT (continued)
Credit risk related to financial instruments
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Credit risk is the potential for financial loss to the Company if a counterparty to a transaction fails to meet its obligations.
The Company’s cash and cash equivalents, securities holdings, mortgage portfolios, and derivatives are subject to credit
risk. The Company monitors its credit risk management practices on an ongoing basis to evaluate their effectiveness.
At December 31, 2012, cash and cash equivalents of $1,059.1 million (2011 – $1,052.4 million) consisted of cash
balances of $100.8 million (2011 – $97.0 million) on deposit with Canadian chartered banks and cash equivalents
of $958.3 million (2011 – $955.4 million). Cash equivalents are comprised of Government of Canada treasury bills
totalling $233.1 million (2011 – $521.3 million), provincial government and government guaranteed commercial
paper of $472.6 million (2011 – $340.4 million) and bankers’ acceptances issued by Canadian chartered banks of
$252.6 million (2011 – $93.7 million). The Company regularly reviews the credit ratings of its counterparties. The
maximum exposure to credit risk on these financial instruments is their carrying value. The Company manages credit
risk related to cash and cash equivalents by adhering to its Investment Policy that outlines credit risk parameters and
concentration limits.
Fair value through profit or loss securities include Canada Mortgage Bonds with a fair value of $225.5 million
(2011 – $227.2 million). The fair value represents the maximum exposure to credit risk at December 31, 2012 (Note 5).
The Company regularly reviews the credit quality of the mortgage portfolios, related to the Company’s mortgage
banking operations and its intermediary operations, as well as the adequacy of the collective allowance. As at
December 31, 2012, mortgages totalled $4.9 billion (2011 – $4.1 billion) and consisted of residential mortgages:
• Sold to securitization programs which are classified as loans and receivables and totalled $4.6 billion compared to
$3.8 billion at December 31, 2011. An offsetting liability, Obligations to securitization entities, has been recorded
and totalled $4.7 billion at December 31, 2012, compared to $3.8 billion at December 31, 2011.
• Related to the Company’s mortgage banking operations which are classified as held for trading and totalled
$248.8 million compared to $292.1 million at December 31, 2011. These loans are held by the Company pending
sale or securitization.
• Related to the Company’s intermediary operations which are classified as loans and receivables and totalled
$35.1 million at December 31, 2012, compared to $31.3 million at December 31, 2011.
As at December 31, 2012, the mortgage portfolios related to the Company’s intermediary operations were
geographically diverse, 100% residential (2011 – 100%) and 86.2% insured (2011 – 99.4%). As at December 31, 2012,
impaired mortgages were nil, unchanged from December 31, 2011. Uninsured non-performing mortgages over
90 days were nil, unchanged from December 31, 2011. The characteristics of the mortgage portfolio have not changed
significantly during 2012.
The NHA MBS and CMB Program requires that all securitized mortgages be insured against default by an
approved insurer. The ABCP programs do not require mortgages to be insured; however, at December 31, 2012,
66.6% of these mortgages were insured compared to 86.5% at December 31, 2011. At December 31, 2012, 88.3% of
the securitized portfolio and the residential mortgages classified as held for trading were insured compared to 93.0%
at December 31, 2011. As at December 31, 2012, impaired mortgages on these portfolios were $1.0 million, compared
to $1.1 million at December 31, 2011. Uninsured non-performing mortgages over 90 days on these portfolios were
$0.6 million at December 31, 2012, compared to nil at December 31, 2011.
The Company retains certain elements of credit risk on securitized loans. At December 31, 2012, 90.2% of
securitized loans were insured against credit losses compared to 96.2% at December 31, 2011. The Company’s credit
risk on its securitization activities is limited to its retained interest. The fair value of the Company’s retained interests
in securitized mortgages was $69.1 million at December 31, 2012 compared to $24.3 million at December 31, 2011.
Retained interests include:
• Cash reserve accounts and rights to future net interest income – which were $23.7 million (2011 – $10.7 million) and
$101.6 million (2011 – $90.5 million), respectively, at December 31, 2012. Cash reserve accounts are reflected on
the balance sheet, whereas rights to future net interest income are not reflected on the balance sheet and will be
recorded over the life of the mortgages.
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21. R I SK MA N AG E ME NT (continued)
Credit risk related to financial instruments (continued)

IGM FINANCIAL INC.

The portion of this amount pertaining to Canadian bank-sponsored securitization trusts of $55.1 million
(2011 – $44.9 million) is subordinated to the interests of the trust and represents the maximum exposure to credit
risk for any failure of the borrowers to pay when due. Credit risk on these mortgages is mitigated by any insurance
on these mortgages, as previously discussed, and the Company’s credit risk on insured loans is to the insurer.
Rights to future net interest income under the NHA MBS and CMB Program totalled $70.2 million
(2011 – $56.3 million). Under the NHA MBS and CMB Program, the Company has an obligation to make timely
payments to security holders regardless of whether amounts are received from mortgagors. All mortgages securitized
under the NHA MBS and CMB Program are insured by CMHC or another approved insurer under the program.
Outstanding mortgages securitized under these programs are $3.3 billion (2011 – $ 2.7 billion).
• Fair value of principal reinvestment account swaps – which had a negative fair value of $56.2 million at
December 31, 2012 (2011 – $76.9 million) and is reflected on the Company’s balance sheet. These swaps represent
the component of a swap entered into under the CMB Program whereby the Company pays coupons on Canada
Mortgage Bonds and receives investment returns on the reinvestment of repaid mortgage principal. The notional
amount of these swaps was $931.5 million at December 31, 2012 (2011 – $556.3 million).
The Company also retains certain elements of credit risk on mortgage loans sold to the Investors Mortgage and
Short Term Income Fund and to the Investors Canadian Corporate Bond Fund through an agreement to repurchase
mortgages in certain circumstances benefiting the funds. These loans are not recorded on the Company’s balance sheet
as the Company has transferred substantially all of the risks and rewards of ownership associated with these loans.
The Company’s collective allowance for credit losses was $0.7 million at December 31, 2012, compared to
$0.8 million at December 31, 2011, and is considered adequate by management to absorb all credit-related losses in the
mortgage portfolios based upon the following considerations:
• The Company’s lending policy, underwriting standards and loan servicing capabilities.
• The Company’s practice of originating its mortgages exclusively through its own network of Consultants and
mortgage planning specialists as part of a client’s comprehensive financial plan.
• The quality of the Company’s mortgage portfolio based on: i) historical credit performance experience and recent
trends; ii) current portfolio credit metrics and other relevant characteristics; and, iii) regular stress testing of losses
under adverse real estate market conditions.
• The existence of client-insured mortgage default insurance and mortgage portfolio default insurance held
by the Company.
The Company’s exposure to and management of credit risk related to cash and cash equivalents, fixed income
securities, and mortgage portfolios have not changed materially since December 31, 2011.
The Company utilizes over-the-counter derivatives to hedge interest rate risk and reinvestment risk associated with
its mortgage banking and securitization activities, as well as market risk related to certain stock-based compensation
arrangements. To the extent that the fair value of the derivatives are in a gain position, the Company is exposed to
credit risk that its counterparties fail to fulfill their obligations under these arrangements.
The Company participates in the CMB Program by entering into back-to-back swaps whereby Canadian Schedule
I chartered banks designated by the Company intermediate between the Company and the Canadian Housing Trust.
The Company receives coupons on NHA MBS and eligible principal reinvestments and pays coupons on the Canada
Mortgage Bonds. The Company also enters into offsetting interest rate swaps with the same bank counterparties
to hedge interest rate and reinvestment risk associated with the CMB Program. The negative fair value of these
swaps totalled $26.5 million at December 31, 2012 (2011 – $25.9 million) and the outstanding notional amount was
$5.7 billion (2011 – $4.4 billion). Certain of these swaps relate to securitized mortgages that have been recorded on the
Company’s balance sheet with an associated obligation. Accordingly, these swaps, with an outstanding notional amount
of $3.3 billion (2011 – $2.7 billion) and having a negative fair value of $29.2 million (2011 – $33.3 million), are not
reflected on the balance sheet. Principal reinvestment account swaps and hedges of reinvestment and interest rate risk,
with an outstanding notional amount of $2.4 billion (2011 – $1.7 billion) and having a fair value of $2.7 million (2011 –
$7.4 million), are reflected on the balance sheet. The exposure to credit risk, which is limited to the fair value of swaps
in a gain position, totalled $63.1 million at December 31, 2012 compared to $87.1 million at December 31, 2011.
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21. R I SK MA N AGEM ENT (continued)
Credit risk related to financial instruments (continued)

The Company utilizes interest rate swaps to hedge interest rate risk associated with mortgages securitized
through Canadian bank-sponsored ABCP programs. The negative fair value of these interest rate swaps totalled
$4.9 million (2011 – $23.4 million) on an outstanding notional amount of $435.0 million at December 31, 2012
(2011 – $1.0 billion). The exposure to credit risk, which is limited to the fair value of swaps in a gain position, totalled
$0.2 million at December 31, 2012 compared to $0.6 million at December 31, 2011.
The Company also utilizes interest rate swaps to hedge interest rate risk associated with its investments in Canada
Mortgage Bonds. The negative fair value of these interest rate swaps totalled $5.4 million (2011 – $7.4 million) on
an outstanding notional amount of $200.0 million at December 31, 2012 (2011 – $200.0 million). The exposure
to credit risk, which is limited to the fair value of the interest rate swaps which are in a gain position, was nil at
December 31, 2012, unchanged from December 31, 2011.
The Company enters into other derivative contracts which consist primarily of interest rate swaps utilized to hedge
interest rate risk related to mortgages held pending sale, or committed to, by the Company as well as total return swaps
and forward agreements on the Company’s common shares utilized to hedge deferred compensation arrangements.
The fair value of interest rate swaps, total return swaps and forward agreements was $0.1 million on an outstanding
notional amount of $124.5 million at December 31, 2012 compared to a fair value of nil on an outstanding notional
amount of $76.4 million at December 31, 2011. The exposure to credit risk, which is limited to the fair value of
those instruments which are in a gain position, was $1.6 million at December 31, 2012, compared to $0.8 million at
December 31, 2011.
The aggregate credit risk exposure related to derivatives that are in a gain position of $64.9 million
(2011 – $88.5 million) does not give effect to any netting agreements or collateral arrangements. The exposure to credit
risk, considering netting agreements and collateral arrangements, was nil at December 31, 2012 (2011 – $0.3 million).
Counterparties are all Canadian Schedule I chartered banks and, as a result, management has determined that the
Company’s overall credit risk related to derivatives was not significant at December 31, 2012. Management of credit
risk related to derivatives has not changed materially since December 31, 2011.
Market risk related to financial instruments

Market risk is the potential for loss to the Company from changes in the values of its financial instruments due to
changes in foreign exchange rates, interest rates or equity prices. The Company’s financial instruments are generally
denominated in Canadian dollars, and do not have significant exposure to changes in foreign exchange rates.
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Interest Rate Risk
The Company is exposed to interest rate risk on its loan portfolio, fixed income securities, Canada Mortgage Bonds and
on certain of the derivative financial instruments used in the Company’s mortgage banking and intermediary operations.
The objective of the Company’s asset and liability management is to control interest rate risk related to its
intermediary operations by actively managing its interest rate exposure. As at December 31, 2012, the total gap
between deposit assets and liabilities was within the Company’s trust subsidiary’s stated guidelines.
The Company utilizes interest rate swaps with Canadian Schedule I chartered bank counterparties in order to
reduce the impact of fluctuating interest rates on its mortgage banking operations, as follows:
• The Company has funded fixed rate mortgages with floating rate ABCP as part of the securitization transactions
with bank-sponsored securitization trusts. The Company enters into interest rate swaps with Canadian Schedule I
chartered banks to hedge the risk that ABCP rates rise. However, the Company remains exposed to the basis risk
that ABCP rates are greater than the bankers’ acceptances rates that it receives on its hedges.
• The Company has in certain instances funded floating rate mortgages with fixed rate Canada Mortgage Bonds as
part of the securitization transactions under the CMB Program. The Company enters into interest rate swaps with
Canadian Schedule I chartered banks to hedge the risk that the interest rates earned on floating rate mortgages
decline. As previously discussed, as part of the CMB Program, the Company is also entitled to investment returns
on reinvestment of principal repayments of securitized mortgages and is obligated to pay Canada Mortgage Bond
coupons that are generally fixed rate. The Company hedges the risk that reinvestment returns decline by entering
into interest rate swaps with Canadian Schedule I chartered bank counterparties.
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21. R I SK MA N AG E ME NT (continued)
Market risk related to financial instruments (continued)

Interest Rate Risk (continued)
• The Company is exposed to the impact that changes in interest rates may have on the fair value of its investments
in Canada Mortgage Bonds. The Company enters into interest rate swaps with Canadian Schedule I chartered bank
counterparties to hedge interest rate risk on these bonds.
• The Company is also exposed to the impact that changes in interest rates may have on the value of mortgages held,
or committed to, by the Company. The Company may enter into interest rate swaps to hedge this risk.
As at December 31, 2012, the impact to annual net earnings of a 100 basis point increase in interest rates would have
been a decrease of approximately $5.0 million (2011 – $4.3 million). The Company’s exposure to and management of
interest rate risk have not changed materially since December 31, 2011.
Equity Price Risk
The Company is exposed to equity price risk on its proprietary investment funds which are classified as available for
sale securities and its equity securities which are classified as fair value through profit or loss (Note 5). Unrealized gains
and losses on available for sale securities are recorded in Other comprehensive income until they are realized or until
management determines there is objective evidence of impairment in value, at which time they are recorded in the
Consolidated Statements of Earnings.
The Company sponsors a number of deferred compensation arrangements where payments to participants are
linked to the performance of the common shares of IGM Financial Inc. The Company hedges this risk through the use
of forward agreements and total return swaps.
Risks related to assets under management

IGM FINANCIAL INC.

Risks related to the performance of the equity markets, changes in interest rates and changes in foreign currencies
relative to the Canadian dollar can have a significant impact on the level and mix of assets under management. These
changes in assets under management directly impact earnings.
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22. D E R I V AT I V E F I NANCI AL I NST RUM ENT S

The Company enters into derivative contracts which are either exchange-traded or negotiated in the over-the-counter
market on a diversified basis with Schedule I chartered banks or Canadian bank-sponsored securitization trusts that
are counterparties to the Company’s securitization transactions. In all cases, the derivative contracts are used for
non-trading purposes. Interest rate swaps are contractual agreements between two parties to exchange the related
interest payments based on a specified notional amount and reference rate for a specified period. Total return swaps
are contractual agreements to exchange payments based on a specified notional amount and the underlying security
for a specific period. Options are contractual agreements which convey the right, but not the obligation, to buy or sell
specific securities at a fixed price at a future date. Forward contracts are contractual agreements to buy or sell a financial
instrument on a future date at a specified price.
The amount subject to credit risk is limited to the current fair value of the instruments which are in a gain position.
The credit risk is presented below without giving effect to any netting agreements or collateral arrangements and does
not reflect actual or expected losses. The total estimated fair value represents the total amount that the Company would
receive or pay to terminate all agreements at each year end. However, this would not result in a gain or loss to the
Company as the derivative instruments which correlate to certain assets and liabilities provide offsetting gains or losses.
The following table summarizes the Company’s derivative financial instruments:
N O T IO N A L A MO UN T
1 YE A R

1–5

OVER

O R LE SS

YE A RS

5 YE A RS

TOTAL

$

813,007
2,702

$ 1,931,990
18,669

$ 400,177
-

$ 3,145,174
21,371

$

63,299
-

$

63,299
-

$

69,291
1,492

$

815,709

$ 1,950,659

$ 400,177

$ 3,166,545

$

63,299

$

63,299

$

70,783

$

617,138
-

$ 1,914,894
10,233

$

407,862
-

$ 2,939,894
10,233

$

88,092
-

$

88,092
-

$

110,662
762

$

617,138

$ 1,925,127

$

407,862

$ 2,950,127

$

88,092

$

88,092

$

111,424

2012

Swaps
Forward contracts

F AI R VAL U E
C RED I T
RISK

AS S ET

L I ABI L I TY

2011

Swaps
Forward contracts

IGM FINANCIAL INC.
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23. F AI R V A L U E O F F I NANCI AL I NST RUM ENT S

The following table presents the fair value of financial instruments using the valuation methods and assumptions
described below. Fair values are management’s estimates and are generally calculated using market conditions at
a specific point in time and may not reflect future fair values. The calculations are subjective in nature, involve
uncertainties and are matters of significant judgment.
2012

Assets
Cash and cash equivalents
Securities
Accounts and other receivables
Loans
Derivative financial instruments
Other financial assets
Total financial assets
Liabilities
Accounts payable and accrued liabilities
Repurchase agreements
Derivative financial instruments
Deposits and certificates
Other financial liabilities
Obligations to securitization entities
Long-term debt
Total financial liabilities

2011

C A RRYIN G
V A LUE

FA IR
V A LUE

CA RRY I NG
VALUE

FAIR
VALUE

$ 1,059,090
268,338
307,907
4,922,169
63,299
1,300

$ 1,059,090
268,338
307,907
4,969,188
63,299
1,300

$ 1,052,423
292,432
281,982
4,085,929
88,092
6,300

$ 1,052,423
292,432
281,982
4,144,347
88,092
6,300

$ 6,622,103

$ 6,669,122

$ 5,807,158

$ 5,865,576

$

$

$

$

282,373
225,445
70,783
163,194
198,945
4,700,871
1,325,000

$ 6,966,611

282,373
225,445
70,783
164,811
198,945
4,786,705
1,628,894

$ 7,357,956

300,094
227,280
111,424
150,716
221,301
3,827,339
1,325,000

$ 6,163,154

300,094
227,280
111,424
151,978
221,301
3,930,446
1,586,710

$ 6,529,233

Fair value is determined using the following methods and assumptions:
The fair value of short-term financial instruments approximate carrying value. These include cash and cash
equivalents, accounts and other receivables, certain other financial assets, accounts payable and accrued liabilities,
repurchase agreements, and certain other financial liabilities.
Securities are valued using quoted prices from active markets, when available. When a quoted market price is not
readily available, valuation techniques are used that require assumptions related to discount rates and the timing and
amount of future cash flows. Wherever possible, observable market inputs are used in the valuation techniques.
IGM FINANCIAL INC.

Loans are valued by discounting the expected future cash flows at market interest rates for loans with similar credit
risk and maturity.
Obligations to securitization entities are valued by discounting the expected future cash flows by prevailing market
yields for securities issued by these securitization entities having similar terms and characteristics.
Deposits and certificates are valued by discounting the contractual cash flows using market interest rates currently
offered for deposits with similar terms and credit risks.
Long-term debt is valued using quoted prices for each debenture available in the market.
Derivative financial instruments are valued based on quoted market prices, where available, prevailing market rates
for instruments with similar characteristics and maturities, or discounted cash flow analysis.
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23. F AI R V A L U E OF F I NANCI AL I NST RUM ENT S (continued)
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All financial instruments measured at fair value are classified into one of three levels that distinguish fair value
measurements by the significance of the inputs used for valuation.
Fair value is determined based on the price that would be received for an asset or paid to transfer a liability in the
most advantageous market, utilizing a hierarchy of three different valuation techniques, based on the lowest level input
that is significant to the fair value measurement in its entirety.
Level 1 – Unadjusted quoted prices in active markets for identical assets or liabilities;
Level 2 – Observable inputs other than Level 1 quoted prices for similar assets or liabilities in active markets; quoted
prices for identical or similar assets or liabilities in markets that are not active; or inputs other than quoted
prices that are observable or corroborated by observable market data; and
Level 3 – Unobservable inputs that are supported by little or no market activity. Valuation techniques are primarily
model-based.
Markets are considered inactive when transactions are not occurring with sufficient regularity. Inactive markets
may be characterized by a significant decline in the volume and level of observed trading activity or through large or
erratic bid/offer spreads. In those instances where traded markets are not considered sufficiently active, fair value is
measured using valuation models which may utilize predominantly observable market inputs (Level 2) or may utilize
predominantly non-observable market inputs (Level 3). Management considers all reasonably available information
including indicative broker quotations, any available pricing for similar instruments, recent arms length market
transactions, any relevant observable market inputs, and internal model-based estimates. Management exercises
judgment in determining the most appropriate inputs and the weighting ascribed to each input as well as in the
selection of valuation methodologies.
Level 1 assets include liquid, exchange-traded equity securities, liquid open-end investment fund units, and
investments in Government of Canada Bonds and Canada Mortgage Bonds in instances where there are quoted prices
available from active markets.
Level 2 assets and liabilities include fixed income securities, investment funds with less frequent than daily
transaction activity, mortgages classified as fair value through profit or loss and derivative financial instruments.
The fair value of fixed income securities, which include Canadian chartered bank senior deposit notes and floating
rate notes and corporate bonds, are determined using quoted market prices or independent dealer price quotes,
which are evaluated for reasonableness. The fair value of investment funds are based on calculated fund net asset
values. Mortgages classified as fair value through profit or loss are valued by discounting the expected future cash
flows at observable market rates for loans with similar credit risk and maturity. The fair value of derivative financial
instruments, which include interest rate swaps, total return swaps and forward contracts, are determined using valuation
models, discounted cash flow methodologies, or similar techniques using primarily observable market inputs.
Level 3 assets and liabilities include derivative financial instruments and financial liabilities and also included
restructured notes of the MAV at December 31, 2011.
The Company records substantially all of its financial instruments at fair value or amounts that approximate fair
value. The following table presents the balances of assets and liabilities measured at fair value on a recurring basis.
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23. F AI R V A L U E O F F I NANCI AL I NST RUM ENT S (continued)
2012

Assets
Securities
– Available for sale
– Held for trading
Loans
– Held for trading
Derivative financial instruments

Liabilities
Derivative financial instruments
Financial liabilities

LE V E L 1

$

36,685
230,649

LE V E L 2

$

-

164

L EVEL 3

$

248,795
63,104

840

TOTAL

$

195

36,685
231,653
248,795
63,299

$

267,334

$

312,063

$

1,035

$

580,432

$

-

$

14,343
-

$

56,440
20,931

$

70,783
20,931

$

-

$

14,343

$

77,371

$

91,714

$

36,049
227,206

$

-

$

29,177

$

36,049
256,383

2011

Assets
Securities
– Available for sale
– Held for trading
Loans
– Held for trading
Derivative financial instruments

Liabilities
Derivative financial instruments
Financial liabilities

-

292,109
88,092

-

292,109
88,092

$

263,255

$

380,201

$

29,177

$

672,633

$

-

$

34,486
-

$

76,938
26,106

$

111,424
26,106

$

-

$

34,486

$

103,044

$

137,530

IGM FINANCIAL INC.

There were no significant transfers between Level 1 and Level 2 in 2012 and 2011.

110

igm financial inc. annual report 2012 / notes to consolidated financial statements

D 96

PCC_2012Com_ENG04_IGM_2013-03-05_v3.indd D96

P O W E R C O R P O R AT I O N O F C A N A DA

08/03/13 4:37 PM

23. F AI R V A L U E OF F I NANCI AL I NST RUM ENT S (continued)

The following table provides a summary of changes in Level 3 assets and liabilities measured at fair value on
a recurring basis.
B A LA N C E
J A N UA R Y 1

2012

Assets
Securities
– Held for trading
Liabilities
Derivative financial
instruments, net
Financial liabilities

$

29,177

GA I N S / ( LOS S ES )
I N C LUDED I N
N ET EA R N I N GS ( 1)

$

76,938
26,106

6,300

PUR C H A S ES
A N D I S S UA N C ES

$

9,568
(3,795)

799

S E T T L E M E NT S

$

2,684
1,244

35,436

BA L A NCE
D E CE M BE R 3 1

$

13,809
10,214

840

56,245
20,931

2011

Assets
Securities
– Held for trading
Liabilities
Derivative financial
instruments, net
Financial liabilities

$

27,601

$

26,107
18,592

2,060

(61,543)
(4,951)

$

-

121
3,184

$

484

10,833
621

$

29,177

76,938
26,106

(1) Included in Net investment income in the Consolidated Statements of Earnings.

There were no transfers in or out of Level 3 in 2012 and 2011.
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2 4.

EAR N I N G S P ER COM M ON SHARE
2012

Earnings
Net earnings from continuing operations
Net earnings from discontinued operations

$

770,984
-

2011

$

770,984
8,850

Net earnings
Perpetual preferred share dividends
$

Net earnings available to common shareholders

762,134

846,801
62,644
909,445
8,850

$

900,595

Number of common shares (in thousands)
Average number of common shares outstanding
Add:
– Potential exercise of outstanding stock options

254,853
424

258,151
924

Average number of common shares outstanding – diluted basis

255,277

259,075

Earnings per common share (in dollars)
Basic
From continuing operations available to common shareholders
From discontinued operations
Net earnings available to common shareholders
Diluted
From continuing operations available to common shareholders
From discontinued operations

2.99
-

$

3.25
0.24

$

2.99

$

3.49

$

2.99
-

$

3.24
0.24

$

2.99

$

3.48

IGM FINANCIAL INC.

Net earnings available to common shareholders

$

112

igm financial inc. annual report 2012 / notes to consolidated financial statements

D 98

PCC_2012Com_ENG04_IGM_2013-03-05_v3.indd D98

P O W E R C O R P O R AT I O N O F C A N A DA

08/03/13 4:37 PM

2 5. C O N T I N G E N T L I ABI L I T I ES, COM M I T M ENT S AND GUARANT EES
Contingent liabilities

The Company is subject to legal actions arising in the normal course of its business. Although it is difficult to predict
the outcome of any such legal actions, based on current knowledge and consultation with legal counsel, management
does not expect the outcome of any of these matters, individually or in aggregate, to have a material adverse effect on
the Company’s consolidated financial position.
Commitments

The Company is committed to the following annual lease payments under its operating leases: 2013 – $52.9 million;
2014 – $47.2 million; 2015 – $41.7 million; 2016 – $34.6 million; and 2017 and thereafter – $107.3 million.
Guarantees

In the normal course of operations, the Company executes agreements that provide for indemnifications to third parties
in transactions such as business dispositions, business acquisitions, loans and securitization transactions. The Company
has also agreed to indemnify its directors and officers. The nature of these agreements precludes the possibility of
making a reasonable estimate of the maximum potential amount the Company could be required to pay third parties
as the agreements often do not specify a maximum amount and the amounts are dependent on the outcome of future
contingent events, the nature and likelihood of which cannot be determined. Historically, the Company has not
made any payments under such indemnification agreements. No provisions have been recognized related to these
agreements.
2 6. R EL AT ED PART Y T RANSACT I ONS
Transactions and balances with related entities

igm financial inc. annual report 2012 / notes to consolidated financial statements

P O W E R C O R P O R AT I O N O F C A N A DA

PCC_2012Com_ENG04_IGM_2013-03-05_v3.indd D99

IGM FINANCIAL INC.

The Company enters into transactions with The Great-West Life Assurance Company (Great-West), London Life
Insurance Company (London Life) and The Canada Life Assurance Company (Canada Life), which are all subsidiaries
of its affiliate, Lifeco, which is a subsidiary of Power Financial Corporation. These transactions are in the normal
course of operations and have been recorded at fair value:
• During 2012 and 2011, the Company provided to and received from Great-West certain administrative services.
The Company distributes insurance products under a distribution agreement with Great-West and Canada Life
and received $70.4 million in distribution fees (2011 – $62.8 million). The Company received $15.3 million (2011 –
$15.9 million) related to the provision of sub-advisory services for certain Great-West, London Life, and Canada
Life segregated mutual funds. The Company paid $52.9 million (2011 – $52.2 million) to London Life related to
the distribution of certain mutual funds of the Company.
• During 2012, the Company sold residential mortgage loans to Great-West and London Life for $231.7 million
(2011 – $201.7 million).
The Company entered into tax loss consolidation transactions with its parent company, Power Financial
Corporation, after obtaining advance tax rulings:
• On February 23, 2011, the Company acquired $1.0 billion of 6.01% preferred shares of a wholly-owned subsidiary
of Power Financial Corporation. As sole consideration for the preferred shares, the Company issued $1.0 billion of
6.00% secured demand debentures to Power Financial Corporation. The Company has legally enforceable rights
to settle these financial instruments on a net basis and the Company intends to exercise these rights. Accordingly,
the preferred shares and debentures and related dividend income and interest expense are offset in the Consolidated
Financial Statements of the Company. Tax savings arise due to the tax deductibility of the interest expense.
• On December 30, 2011, the Company acquired the shares of a wholly-owned subsidiary of Power Financial
Corporation which had entered into a transaction similar to that described above that generated tax losses. This
transaction was unwound immediately prior to the Company’s acquisition of the shares. The Company has
recognized the benefit of the tax losses acquired.
• On January 10, 2012, the Company acquired an additional $250 million of 6.01% preferred shares of a whollyowned subsidiary of Power Financial Corporation. As sole consideration for the preferred shares, the Company
issued $250 million of 6.00% secured demand debentures to Power Financial Corporation.
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26. R E L AT ED PAR T Y T RANSACT I ONS (continued)
Key management compensation

The total compensation and other benefits to directors and employees classified as key management, being individuals
having authority and responsibility for planning, directing and controlling the activities of the Company, are as follows:
2012

Compensation and employee benefits
Post-employment benefits
Share-based payments

2011

$

3,617
2,902
2,201

$

3,373
1,388
2,790

$

8,720

$

7,551

27. SEG MEN T ED I N F O RM AT I ON

IGM FINANCIAL INC.

The Company’s reportable segments are:
• Investors Group
• Mackenzie
• Corporate and Other
These segments reflect the current organizational structure and internal financial reporting. Management measures
and evaluates the performance of these segments based on earnings before interest and taxes.
Investors Group earns fee-based revenues in the conduct of its core business activities which are primarily related
to the distribution, management and administration of its mutual funds. It also earns fee revenues from the provision
of brokerage services and the distribution of insurance and banking products. In addition, Investors Group earns
intermediary revenues primarily from mortgage banking and servicing activities and from the assets funded by deposit
and certificate products.
Mackenzie earns fee-based revenues from services it provides as fund manager to its mutual funds and as investment
advisor to sub-advisory and institutional accounts.
The operating results of Mackenzie for the year ended December 31, 2011 exclude discontinued operations (Note 3).
Corporate and Other includes Investment Planning Counsel, equity income from its investment in Lifeco (Note 9),
net investment income on unallocated investments, other income, and also includes consolidation elimination entries.
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27. SEG MEN T ED I NF ORM AT I ON (continued)
2012
IN V E ST O RS

C OR P OR ATE

G RO UP

Revenues
Management fees
Administration fees
Distribution fees
Net investment income and other

$ 1,086,083
220,242
190,789
61,625

Expenses
Commission
Non-commission

Earnings before undernoted

$

MA C K E N ZIE

$

634,192
105,780
16,954
2,497

$

AND OTH ER

TOTAL

46,073
11,133
113,328
94,371

$ 1,766,348
337,155
321,071
158,493

1,558,739

759,423

264,905

2,583,067

488,510
373,060

259,570
248,733

110,168
42,690

858,248
664,483

861,570

508,303

152,858

1,522,731

112,047

1,060,336

697,169

$

251,120

$

Interest expense
Proportionate share of affiliate’s provision

(92,188)
(5,560)

Earnings before income taxes
Income taxes

962,588
191,604

Net earnings
Perpetual preferred share dividends

770,984
8,850

Net earnings available to common shareholders

$

762,134

Identifiable assets
Goodwill

$ 6,194,857
1,347,781

$ 1,310,160
1,168,580

$ 1,829,423
122,593

$ 9,334,440
2,638,954

Total assets

$ 7,542,638

$ 2,478,740

$ 1,952,016

$11,973,394

IGM FINANCIAL INC.
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27. SEG MEN T ED I N F O RM AT I ON (continued)
2011
I N VES T OR S

C ORP O RA T E

GR OUP

Revenues
Management fees
Administration fees
Distribution fees
Net investment income and other

$ 1,152,380
225,980
188,172
70,190

Expenses
Commission
Non-commission

Earnings before undernoted

$

M A C K EN ZI E

$

695,268
108,344
20,166
2,455

$

A N D O T HE R

TOTAL

45,080
10,563
125,123
83,771

$ 1,892,728
344,887
333,461
156,416

1,636,722

826,233

264,537

2,727,492

489,573
351,989

285,894
239,757

119,393
45,741

894,860
637,487

841,562

525,651

165,134

1,532,347

99,403

1,195,145

795,160

$

300,582

$

Interest expense
Proportionate share of affiliate’s provision

(102,807)
4,960

Earnings before income taxes
Income taxes

1,097,298
250,497

Net earnings from continuing operations
Net earnings from discontinued operations

846,801
62,644

Net earnings
Perpetual preferred share dividends

909,445
8,850

Net earnings available to common shareholders

$

900,595

$ 5,341,041
1,347,781

$ 1,318,428
1,170,149

$ 1,860,079
122,593

$ 8,519,548
2,640,523

Total assets

$ 6,688,822

$ 2,488,577

$ 1,982,672

$ 11,160,071

IGM FINANCIAL INC.

Identifiable assets
Goodwill
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PARGESA HOLDING SA
Power Financial and the Frère group of Charleroi, Belgium, control on an equal basis Parjointco N.V., a
Netherlands-based company that, as at December 31, 2012, held a 75.4% voting interest and a 55.6% equity
interest in Pargesa Holding SA (Pargesa), the Pargesa group’s parent company. Pargesa has its head office in
Geneva, Switzerland and its shares are listed on the Swiss Exchange (SWX). The Pargesa group holds interests in
a limited number of large European companies active primarily in the following sectors: energy, water, waste
services, industrial minerals, cement and building materials, and wines and spirits.
At year-end, the carrying value of Power Financial’s interest in Parjointco was $2.1 billion, compared to
$2.2 billion in 2011.
As at December 31, 2012, Pargesa held a 50.0% equity interest (same in 2011) in Groupe Bruxelles Lambert
(GBL), representing 52.0% of the voting rights. GBL, a holding company whose head office is in Brussels,
Belgium, is listed on the Euronext Exchange. At the same date, GBL held a 56.9% interest in Imerys (industrial
minerals), 21.0% in Lafarge (cement, aggregates and concrete), 4.0% in Total (energy – oil and gas), 5.1% in
GDF Suez (energy – electricity and gas), 7.5% in Pernod Ricard (wines and spirits) and 7.2% in Suez
Environnement (water and waste services), all of which are listed on the Paris Exchange.

PARGESA HOLDING SA

HIGHLIGHTS
In December 2012, the Power group and the Frère family group announced that the term of the agreement in
effect since 1990 within Parjointco, Pargesa’s controlling shareholder, had been extended to December 31, 2029,
with provision for possible extension.
The main transactions carried out by Pargesa and GBL in 2012 and early 2013 were as follows:
x In March 2012, GBL sold its entire interest in Arkema for €433 million and 2.3% of Pernod Ricard’s capital
for €499 million, with GBL still holding a 7.5% stake in Pernod Ricard. Cash proceeds from these two
transactions amounted to €932 million, while GBL recorded a capital gain of €461 million, Pargesa’s share
of which amounting to SF288 million.
x In April 2012, GBL reimbursed the €184 million balance of its convertible bonds redeemable in GBL shares.
x In September 2012, GBL issued bonds exchangeable into Suez Environnement shares, for an amount of
€400 million. The bonds are exchangeable into 35 million shares of Suez Environnement, which represents
almost all GBL’s interest in the company. The bonds have a three-year maturity and bear interest at a rate of
0.125% per annum, and the exchange price represented a 20% premium to the reference share price. The
bonds will be redeemed at par in 2015 subject to GBL’s option to deliver Suez Environnement shares to the
holders and pay in cash any balance between the value of the shares to be delivered and the par value of the
bonds.
x During the year, Pargesa continued to repurchase in the market its bonds exchangeable for bearer shares
maturing in 2013 and 2014, for a notional amount of SF46 million. In March 2012, Pargesa also repurchased
all of its bonds exchangeable for registered shares maturing in 2013 and 2014 for a notional amount of
SF152 million. Out of a total of SF1,672 million in exchangeable bonds issued in 2006 and 2007, the
aggregate repurchases stood at SF750 million as at December 31, 2012.
x In January 2013, GBL completed a placement of €1 billion in bonds exchangeable into GDF Suez shares.
The bonds, which have a four-year maturity and bear interest at a rate of 1.25% per annum, are exchangeable
into approximately 54 million shares of GDF Suez, which represents almost half the interest held by GBL in
the company. The exchange price represents a 20% premium to the reference share price. GBL has the
option of delivering GDF Suez shares to the holders of the bonds and paying in cash any balance between
the value of the shares delivered and the par value of the bonds.
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Pargesa Group – Financial information
Pargesa
Holding
SA

As at December 31, 2012
[in millions of dollars][1]
Cash and temporary investments

759

Long-term debt (including current portion)
Bank credit facilities

– convertible bonds
– bonds issued in 2010
– authorized amount
– amount used
– maturity

Shareholders’ equity
Market capitalization

989 [2]
162 [4]
268
0
2015
7,863
5,762

Groupe
Bruxelles
Lambert
2,217 [6]
526 [3]
459 [5]
2,361
787
2014-17
16,267
12,730

[1] Foreign currencies have been converted into Canadian dollars using rates of 1.0867 for Swiss francs and 1.3118 for euros.
[2] Includes the balance of convertible bonds issued in March 2006 ($469 million maturing in 2013) and June 2007 ($520 million maturing in 2014)
by Pargesa and its wholly owned subsidiaries, as presented on Pargesa’s balance sheet.
[3] Includes a bond exchangeable for Suez Environnement shares issued by GBL in September 2012, 0.125% coupons, maturing in 2015.
[4] Bond issued by Pargesa in 2010, 2.5% coupons, maturing in 2016.
[5] Bonds issued by GBL in 2010, 4.0% coupons, maturing in 2017.
[6] Includes the 3.8% of GBL shares held by GBL, valued at their stock price of $480 million.

At the end of December 2012, Pargesa’s adjusted net asset value was SF7,648 million ($8,311 million) or
SF90.4 per Pargesa share compared with SF78.99 at the end of 2011, an increase in 2012 of 14.4%. Pargesa’s
adjusted net asset value is calculated using the stock market prices for listed holdings (these companies account
for more than 97% of the portfolio’s total value), and the estimated fair value or the share of consolidated
shareholders’ equity in unlisted holdings, as per the most recent information provided by these companies.
Pargesa – Breakdown of adjusted net asset value [flow-through basis]
As at December 31, 2012
[in millions of dollars]

Net Assets
[Pargesa’s share]

Total
GDF Suez
Imerys
Lafarge
Pernod Ricard
Suez Environnement
Other investments
Net cash and short-term assets, net of debt[1]

%

2,405
1,198
1,355
1,908
1,141
209
292
(197)
8,311

29
14
16
23
14
3
4
(3)
100

Figures have been converted into Canadian dollars using a rate of 1.0867.
[1] Pargesa’s share of net cash and short-term assets and debt held by the group’s holding companies based on Pargesa’s economic interest.
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PARGESA HOLDING SA

EARNINGS SUMMARY – ECONOMIC PRESENTATION
Pargesa reports its financial statements under International Financial Reporting Standards (IFRS). A simplified
presentation of the Statement of Earnings based on IFRS appears at the end of this section. In addition to the IFRS
presentation, Pargesa continues to present an economic analysis of its results to identify the sources of earnings
and provide a breakdown between operating and non-operating earnings.
As shown in the economic analysis below, Pargesa’s operating earnings were up 4.7% to SF359 million in 2012
versus SF343 million the previous year. Lafarge’s increased contribution to Pargesa’s operating income offset the
decrease in Total’s contribution which, in 2011, included the non-recurring impact of the change by Total of its
distribution policy. 2011 earnings had also been impacted by an exchange loss on euros received by Pargesa after
its stake in Imerys was sold to GBL. Pargesa’s 2012 earnings also reflect the 2.3% decline in the average rate of
the euro against the Swiss franc over the year.
Imerys’ net current operating earnings, expressed in euros, increased 2.3% and its contribution to Pargesa,
expressed in Swiss francs, fell from SF122 million in 2011 to SF111 million in 2012, as the average rate of
Pargesa’s economic interest in Imerys fell from 32.7% in 2011 to 29.6% in 2012 after Pargesa sold its Imerys
shares to GBL in April 2011. Lafarge’s contribution was SF101 million in 2012 versus SF56 million in 2011.
The other principal holdings of Pargesa are recorded at cost, therefore their contributions to earnings represent
Pargesa’s share of the net dividends received by GBL from these companies; expressed in Swiss francs, the
contribution from these holdings was impacted, as previously indicated, by the change in Total’s dividend policy
and the 2.3% drop in the euro against the Swiss franc compared to the average 2011 rate.
In 2012, Total’s Annual Meeting of Shareholders approved a dividend of €2.28 per share unchanged from the
previous year. Total’s contribution to Pargesa’s earnings fell from SF164 million in 2011 to SF126 million in
2012, due to the weakening of the euro and the above-noted dividend distribution policy change (quarterly since
2011), which increased 2011 operating earnings by SF32 million.
GDF Suez paid a dividend of €1.50 per share, stable compared to last year. Suez Environnement also maintained
a dividend per share equal to the previous year’s at €0.65. Pernod Ricard, whose year-end is June 30, saw its
annual dividend per share rise to €1.58 from €1.44.
The current contribution from other holdings includes the contribution of Ergon Capital Partners, held by GBL,
and the dividends paid by Iberdrola.
Other operating income from holding operations, which is the net sum of revenues and financial expenses,
overhead and taxes, represented a net charge of SF122 million, compared with a SF151 million net charge in
2011. In 2011, this income included a SF55 million exchange loss on the sale of euros resulting from Pargesa’s
divestiture of the interest in Imerys.
In 2012, non-operating income of SF59 million included Pargesa’s SF288 million share in capital gains related to
GBL’s sale of its 10.0% interest in Arkema and 2.3% of its interest in Pernod Ricard, as well as the recognition of
an impairment charge on GBL’s interest in GDF Suez, resulting in a net charge of SF172 million. In 2011, the
non-operating charge of SF408 million essentially included an impairment charge recorded by GBL, in
accordance with IAS 28 and IAS 36, on its investment in Lafarge.
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Economic analysis of Pargesa’s net earnings
Cumulative
Equity
Interest

[in millions of Swiss francs]

Pargesa’s
Economic
Interest

As at December 31 and the years then ended
Contribution from principal holdings:
Equity method or consolidated
Imerys (specialty minerals)
Lafarge (cement, aggregates and concrete)
Non-consolidated
Total (oil and gas)
GDF Suez (electricity and gas)
Suez Environnement (water and waste water)
Pernod Ricard (wines and spirits)

Contribution to
Pargesa’s Earnings[1]
2012

2011[4]

%

%

56.9
21.0

28.5
10.5

111
101

122[3]
56

4.0
5.1
7.2
7.5

2.0
2.5
3.6
3.7

126
110
14
20

164
114
15
24

482

495

(1)
(122)

(1)
(151)

359

343

59

(408)

418

(65)

446

(73)

Other holdings
Operating income from holding companies
Operating earnings
Non-operating income (charge)
Net income in Swiss francs
[2]

Net income in Canadian dollars

[1] Earnings as shown in the table are those reported by Pargesa and do not include adjustments or reclassifications that could be made by Power Financial.
As mentioned above, Pargesa uses IFRS accounting standards.
[2] Average Swiss franc to Canadian dollar exchange rate: 1.0662 in 2012 and 1.1187 in 2011.
[3] Imerys’ contribution was recorded in the first quarter of 2011 based on an economic interest of 41.7% and the remainder of the year at 29.7%, for an
annual weighted average rate of 32.7%.

IMERYS

Imerys, a world leader in specialty minerals, experienced new growth in 2012 in an economic environment
characterized by the intensification of geographic contrasts that emerged in mid-2011. The United States regained
some momentum, as evidenced in the second half of 2012, but several European countries slowed significantly.
Emerging markets continued to grow, though at a more moderate pace.
Trends in the group’s markets varied among sectors and regions. Demand for industrial investments (machinetool, aerospace), consumer durables (automobile, household appliances) and housing was stable or down in
Europe, as shown by the decline in steel production or housing starts, but remained robust in North America.
Consumer products were resilient, in Europe as elsewhere. Lastly, business remained steady for some of Imerys’
specialty applications (mobile energy, technical ceramics). After several quarters of weakening against the dollar,
the euro strengthened towards the end of 2012. Raw material and energy cost trends showed no signs of reversing
compared to 2011.
Against this backdrop, sales were up 5.7% to €3.9 billion (down 2.1% at comparable group structure and
exchange rates), driven by 2011 and 2012 acquisitions. Current operating income stood at €490 million, up 0.6%,
the operating margin on sales was 12.6% (13.3% in 2011) and net income was €301 million versus €282 million
in 2011. The group’s operations generated €287 million in current free operating cash flow (€265 million in 2011)
and the net financial debt stood at €875 million as at December 31, 2012 (€1.0 billion as at December 31, 2011).
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LAFARGE

Lafarge, world leader in construction materials (cement, aggregates and concrete), recorded declining sales
volumes in 2012 under the impact of a construction slowdown in Europe. The decline was largely mitigated,
however, by higher sales in Asia, Latin America and most Middle Eastern and African markets. In the fourth
quarter, unfavourable weather conditions in the northern hemisphere, particularly in the United States and in
Central and Eastern Europe, weighed on volumes. Sales were up 3.5% to €15.8 billion, driven by price hikes
across all business lines in response to cost inflation, higher cement volumes in Latin America and Asia, and
favourable exchange rate trends.
As a percentage of sales, the gross current operating margin rose to 21.8% in 2012 from 21.0% in 2011. Current
operating income was up 12.0% to €2.4 billion. Earnings before interest, taxes, depreciation and amortization
(EBITDA) was up 7.2% to €3.4 billion, driven by growth in the Middle East and Africa (9%), Latin America
(20%), Asia (37%) and North America (27%) combined with favourable exchange rate trends. EBITDA declined
in Western Europe and Central and Eastern Europe (17% and 22%, respectively) due to poor weather conditions
in the first and fourth quarter of the year, lower proceeds from the sale of carbon credits (down €78 million over
the year compared to 2011) and a challenging economic climate.
The group continued to implement its performance and innovation program. Cost savings contributed
€410 million to the year’s earnings and innovation actions generated €80 million. Net earnings declined,
mainly due to the recording of impairments on assets while 2011 net earnings included the gains on the
divestment of gypsum assets. Net debt was reduced by €0.7 billion over the year to total €11.3 billion as at
December 31, 2012.
TOTAL

PARGESA HOLDING SA

Total, one of the largest international oil and gas groups, benefited from an oil environment that was extremely
stable for upstream operations, with a Brent price stable at US$111/barrel and an average selling price of gas that
saw a modest rise of 3% in comparison with 2011. In downstream operations, the European refining margin rose
sharply to US$36.0/tonne on average from US$17.4/tonne in 2011. In 2012, hydrocarbon production was down
2.0% from 2011. The renewal rate for proved reserves, established under SEC rules, stood at 93%, and at average
2012 production levels, the lifespan of reserves is more than 13 years.
In these conditions, Total’s 2012 operating income was up 2% in euros and down 6% in dollars compared to
2011. Net income, after non-recurring items, stood at €10.7 billion versus €12.3 billion in 2011. Operating cash
flow was up 15% to €22.5 billion, mainly due to favourable changes in working capital requirements. The group’s
net investments totalled €17.1 billion over the year versus €16.0 billion the previous year. The net debt to equity
ratio was 21.4% at the end of 2012 compared to 23.0% a year earlier.
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GDF SUEZ

GDF Suez, a world energy leader in electricity and natural gas, reported growth in operating results. The group’s
sales rose 7.0% to €97.0 billion and earnings before interest, tax, depreciation and amortization (EBITDA)
totalled €17.0 billion, up 3.0% from 2011. Net income, after non-recurring items, stood at €1.6 billion, down from
the previous year, after taking account of €2 billion of impairment charges, net of tax, mainly on European assets.
The group’s net financial debt was €43.9 billion as at December 31, 2012 compared with €37.6 billion a year
earlier and, the adjusted net debt/equity ratio on EBITDA was 2.5X. The group is rated A/A1, respectively, by
S&P and Moody’s.
The various business lines performed as follows:
x Energy International Business Line saw its EBITDA rise 2.4% to €4.3 billion, due to a positive scope effect
and favourable exchange rates.
x Energy Europe Business Line’s EBITDA was up 3.5% to €4.2 billion after a return to normal weather
conditions, more favourable gas supply conditions and recovery of rate shortfalls in France. This performance
prevailed despite many adversities in the market, such as increased competitive and regulatory pressures, the
unavailability of the Doel 3 and Tihange 2 nuclear power stations in Belgium and a general decline in
European electricity market prices.
x Global Gas & LNG Business Line posted strong organic growth in EBITDA, which was up 27.8% to
€2.4 billion, driven by exploration-production activities (favourable volume and price effects) and increased
LNG sales, particularly to Asia.
x Infrastructures Business Line saw its EBITDA grow by 1.9% to €3.0 billion as temperatures returned to
historical averages, but suffered from lower sales of storage capacity in France.
x Energy Services Business Line reported organic growth of 1.7%, bringing EBITDA to €1.0 billion,
in challenging economic conditions in most of its European markets.
SUEZ ENVIRONNEMENT

Suez Environnement, a world leader in water and waste management, recorded sales of €15.1 billion in 2012, up
1.8% from the previous year. Current operating income was up 10.3% to €1.1 billion and net income stood at
€251 million, a 22.3% decline resulting from non-recurring expenses recorded in the first semester. The group’s
net debt stood at €7.4 billion at year-end (€7.5 billion at the end of 2011). By business line:
x Water Europe posted sales of €4.3 billion in 2012, up 2.8%. Business benefited by favourable price effects
related to rate indexing formulas in France, Spain and Chile, and drinking water volume sales that were higher
in Chile, stable in France and down slightly in Spain. Construction activities were up in France, but contracted
sharply in Spain. Gross operating income was up 1.0% to €1.2 billion.
x Waste Europe posted sales of €6.5 billion, up 2.0%. The segment was affected by a challenging economic
environment. Volume of waste disposed in tonnes was down 9.5%, in keeping with a long-anticipated trend.
On the other hand, recovery operations grew, with healthy volumes and the construction of energy recovery
units in the United Kingdom and France. Gross operating income was down 9.2% to €804 million.
x The International Division recorded sales of €4.2 billion in 2012, up 0.5%. Higher sales in Asian-Pacific
markets, continuing sound volumes in China and strong growth in Australian waste operations offset a
decrease in Degrémont’s sales with the finalization of the contract for the Melbourne desalination plant. Gross
operating income was up 3.3% to €504 million.
PERNOD RICARD
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Pernod Ricard, joint global leader in wines and spirits, recorded sales of €8.2 billion for 2011–2012, up 7%,
including organic growth of 8% generated by emerging markets and a 2% increase in mature markets. The
group’s 14 strategic brands (60% of sales) grew by 3%. Current operating income was up 11% to €2.1 billion.
Excluding France, impacted by higher duties, all markets contributed to organic growth in income, with
particularly strong growth in Asia and an acceleration in the United States and Eastern Europe. Emerging
markets, increasingly buoyant areas of growth, accounted for 39% of this income. Net income was up 10% to
€1.2 billion.
For the first six months ended December 31, 2012, sales increased 6% to €4.9 billion and net income
reached €847 million, up 6% from the previous year. Net debt stood at €9.1 billion as at December 31, 2012
versus €9.4 billion as at December 31, 2011.
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DIVIDEND
At the next Annual Meeting of Shareholders on May 8, 2013, Pargesa’s Board of Directors will propose paying a
stable dividend of SF2.57 per bearer share, for a total distribution of SF217.5 million.
OUTLOOK
The Pargesa group remains loyal to its long-term wealth creation model, which is built on a set of key industrial
values. The group’s activities will be conducted, as in the past, using a prudent and disciplined approach that takes
into account a still-uncertain economic environment.
SIMPLIFIED PRESENTATION OF THE FINANCIAL STATEMENTS IN ACCORDANCE WITH IFRS
UNDER IFRS, PARGESA MUST INCLUDE THE FINANCIAL STATEMENTS OF GBL AND IMERYS IN ITS FINANCIAL STATEMENTS.

Statement of earnings – Simplified presentation
[in millions of Swiss francs]
Operating revenue
Operating profit from continuing operations
Dividends and interest on long-term investments
Other financial income
Taxes
Income in associated companies

2012

2011

5,094.8

4,833.0

718.1
526.0
(182.4)
(146.9)
102.6
1,017.4

132.7

Attributable to non-controlling interests
Attributable to Pargesa shareholders [group share]

599.5
417.9

197.6
(64.9)

Average €/SF exchange rate

1.205

1.234

PARGESA HOLDING SA

Net profit from continuing operations

(236.1)
617.5
(255.1)
(147.4)
153.8
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Corporate
Information

Sto c k L i st i n g s

Shareholder Services

Shares of Power Corporation of Canada are listed

Shareholders with questions relating to the payment

on the Toronto Stock Exchange:

of dividends, change of address and share certificates

Subordinate Voting Shares: POW

should contact the Transfer Agent:

Participating Preferred Shares: POW.PR.E

Computershare Investor Services Inc.

First Preferred Shares 1986 Series: POW.PR.F

Shareholder Services

First Preferred Shares, Series A: POW.PR.A

100 University Avenue, 9th Floor

First Preferred Shares, Series B: POW.PR.B

Toronto, Ontario, Canada M5J 2Y1

First Preferred Shares, Series C: POW.PR.C

Telephone: 1-800-564-6253

First Preferred Shares, Series D: POW.PR.D

(toll-free in Canada and the U.S.)

First Preferred Shares, Series G: POW.PR.G

or 514-982-7555
www.computershare.com

t r a n s f e r Ag e n t a n d r e g i s t r a r
Computershare Investor Services Inc.
Offices in:

Website
www.powercorporation.com

Montréal, Québec; Toronto, Ontario;
Vancouver, British Columbia
www.computershare.com

Power Corporation of Canada has been designated
“A Caring Company” by Imagine, a national program to
promote corporate and public giving, volunteering and
support in the community.

751 Victoria Square
Montréal, Québec, Canada

H2Y 2J3

514-286-7400

Printed in Canada

w w w.powercorpor ation.com

