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E-L Financial (“ELF”) is a Toronto-based holding 

company that was incorporated in 1968. ELF essentially 

has two segments: a portfolio of investments 

(“Corporate”) and a life insurance company, Empire Life 

(“Empire”). I estimate that Corporate is worth $720/share 

and that Empire is worth $380/share yet ELF is trading at 

only $847/share. This spread between my assessed value 

and the market value gives us a potential upside of 30%.  

 

Bigger Picture Concept: Assessed-Market Value Spread 

For us to capture the 30% upside, ELF’s market price 

would have to reach my assessed value. In general, the 

closing of this assessed-market value spread should occur 

over time due to catalysts such as the following: a) 

financial releases and investor outreach, which could 

attract the attention of analysts (as may have been the case 

with Timbercreek); b) increased dividends, which could 

attract yield-seeking investors; c) share repurchases, 

which put upward pressure on a stock’s price (Berkshire’s 

repurchases put upward pressure on Berkshire’s stock if 

it drops below 1.2x book value); and/or d) a cash payout, 

via an acquisition (as with Pacific Insight Electronics) or 

a special one-time dividend, which is large enough to 

close the spread. Alternatively, the spread could close 

because my assumptions turn out to be wrong, causing my 

assessed value to be revised down to market value. 

 

It is important to note that the stock price could rise while 

the spread expands if the stock price rises at a slower rate 

than our assessed value (the assessed value should rise 

over time due to earnings). This has been the case with 

ELF as its share price has increased by 22% since it 

released its 2013 results on March 7, 2014, but my 

assessed value has actually increased 40%. So, the share 

price can increase without the spread closing, but it is 

more favourable from a risk/return perspective to have the 

spread close. The reason being that, in addition to 

providing upside potential, the spread creates downside 

protection; if some of my assumptions turn out to be 

wrong and I reassess my value to the current price of $847 

yet the spread closes, we won’t lose money, but if the 

spread remains, we would lose 23%1.  

 

Risk: ELF’s Persistent Assessed-Market Value Spread 

ELF’s apparent undervaluation has been persistent since 

2014 when the stock seemed to have a 13% assessed-

market value spread. But, why has the spread expanded?  

 

The valuation of other life insurers has remained 

relatively stable, so it doesn’t seem to be an industry-wide 

factor. Perhaps the expansion of the spread was due to 

ELF selling its property and casualty (“P&C”) business in 

2013 and paying out some of the proceeds in the form of 

a $75 special dividend in December of that year. This 

divesture may have caused investors who liked the P&C 

business to sell (this was the case with one of Canada’s 

top investors, Francis Chou), pushing the stock lower and 

the spread wider. Also, investors may have been 

expecting more asset sales or special dividends and when 

no further actions materialized, they may have gradually 

sold their shares in disappointment, causing the spread to 

widen over time. So, one potential cause of ELF’s 

expanding spread is the sale of the P&C business and the 

events that followed. 

 

The persistency of the spread could be due to stock 

market forces such as the following: a) stock illiquidity 

(only about 300 ELF shares get traded per day), which 

makes it hard for institutional portfolio managers to buy 

or sell quickly without adversely moving the market 

price; b) management’s lack of stock promoting efforts 

shown by ELF not having a website, investor 

presentations or conference calls; c) its lack of appeal to 

retail investors, who may be more interested in fast 

growing, trendy companies; d) its size (ELF’s market cap 

is $3.3B), which may be too big for small cap managers 

and too small for large cap funds; and/or e) its high insider 

ownership as one family has power over 72% of ELF’s 

shares, which may deter activist investors.  

 

I haven’t been able to find another company with these 

characteristics in the Canadian market, so these stock 

market factors may or may not be to blame. But they do 

make some logical sense and if they are to blame, the 

club’s small size, flexible mandate and heavy emphasis 

on underlying company fundamentals (which we will 

start discussing in the next section), enables us to take 

advantage of situations like this. But we may have to wait, 

perhaps years, for the assessed-market spread to close. 

Fortunately, we’re in it for the long term.  

 

Corporate: Holds Securities, Worth $720/Share 

ELF’s balance sheet shows that Corporate owns $4.1B of 

investments (after some adjustments) and owes $0.3B of 

liabilities and $0.3B of preferred shares, leaving a Net 

1. “A 30% upside from market value to assessed value” is mathematically equivalent to “a 23% discount to assessed value” 



Asset Value (“NAV”) of $3.5B or ~$870/share. But we 

can’t get too excited yet as Corporate’s assets may be 

overstated. 

 

Some of Corporate’s investments include shares of 

closed-end funds (managed with a high quality, value 

mandate), which are like the investment club in the sense 

that they invest in public securities but different in the 

sense that closed-end funds themselves are publicly 

traded, they incur fees and instead of being able to redeem 

your units for cash paid out by the club, the only way you 

can cash out of closed-end funds is by selling your shares 

to other investors. Because of the illiquidity, lack of 

institutional interest (fund managers don’t like paying 

fees to other fund managers) and structure of closed-end 

funds, they typically trade at a discount to NAV, so I 

made a downward adjustment of 23% to Corporate’s 

closed-end funds to account for their current discount. 

Corporate also has stakes in private firms, which may or 

may not be worth their balance sheet values. Just to be 

safe, I reduced the private investments by the same 23%. 

 

Another adjustment should be made as Corporate may not 

pay out the value of its holdings to shareholders anytime 

soon and until then, operating expenses will be incurred. 

These expenses have ranged from 0.5% to 0.6% of NAV 

since 2014, and the future cost of these expenses, along 

with the adjustments for closed-end funds and private 

companies held, bring the value of Corporate to the $2.8B 

or $720/share figure mentioned earlier. 

 

You may have noticed that the 23% figure is a recurring 

theme as ELF is trading at a 23%1 discount relative to my 

assessed value and ELF’s closed-end funds are trading at 

a 23% discount to NAV. This raises an important 

question: Could ELF as a whole be considered a closed-

end fund? I don’t believe so because of its Empire 

segment, which makes it more than just a holder of public 

securities, and if it must be viewed as a fund of some sort, 

it should not trade at a discount as it is run by capable and 

aligned management, which makes it akin to a lower tier 

Berkshire (I mean this as a compliment). The case for 

Corporate alone to be treated as a closed-end fund is more 

reasonable and if we were to discount Corporate’s NAV 

of $870 by 23%, the value of Corporate would drop to 

$670/share, but ELF would still have an upside of 24%.  

 

Empire: Life Insurance Company, Worth $380/Share 

Empire has been in business since 1923 and its operations 

involve providing life insurance, wealth management and 

employee benefit plans to individuals and businesses. 

Empire is now the 6th largest life insurance company in 

Canada based on assets. To value Empire, I used a simple 

10x adjusted earnings valuation to arrive at $380/share.  

I believe this value is fair because of the following: 1) the 

largest Canadian life insurers by market cap, Manulife, 

Great-West, Sun Life and Industrial Alliance, are all 

trading above 10x earnings; 2) Empire’s capital ratios are 

in line or higher than the insurers above, indicating that 

Empire may be less risky, at least according to regulators; 

3) $380 is not overly optimistic because if Empire were 

to simply stop selling new policies and let its existing 

business run-off, it should be worth its book value of 

$324/share, which would reduce our total ELF upside to 

23%, assuming Empire estimated its liabilities correctly; 

4) Empire has made a profit every year going back to 

1993 (as far back as I could see from public filings), 

indicating that even if management did underestimate 

Empire’s insurance liabilities in the past, the extent of any 

misjudgements were not severe. Given the points in this 

section, a value of $380/share for Empire is reasonable. 

 

Management: Strong Track Record and Alignment 

Empire has been under the watch of the Jackman family 

since 1956, first by Harry Jackman, then by his son Hal 

and now by Duncan, Hal’s son. Hal has held a stake in 

ELF since it was founded in 1968 and from then to 2016, 

ELF’s net worth has grown by 12.5%/year vs. 10% for the 

TSX, demonstrating a strong record of deploying capital. 

 

Since 2013, the Jackmans and the companies in which 

they hold interest, have increased their stake in ELF from 

67.7% to 72.4%, and ELF has increased its stake in 

Empire from 80% to 99.2%. I’m not sure if the family’s 

interest in companies that hold ELF shares has increased, 

but the changes above along with a) ELF not issuing 

options to executives and b) the Jackmans not paying 

themselves excessive compensation, indicate strong 

stewardship and high shareholder alignment.  

 

Management’s track record and alignment led to ELF’s 

investment classification of High Business Strength. 

 

Summary and Recommendation 

ELF’s strong management, low risk of obsolescence, 

simple to assess business and favourable return profile 

overcome its negative of having a persistent assessed-

market value spread. An initial position of 10% is 

warranted with the possibility to increase the position to 

15% if the stock drops for no good reason. 

 

Disclosure: I, Ashvin Moorjani, plan to purchase ELF for 

myself and for my family within the next 5-10 days. 

 

 

 

 

1. “A 30% upside from market value to assessed value” is mathematically equivalent to “a 23% discount to assessed value” 


