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focus more on selling more to our cus-
tomers and we can inerease our market
share. By 2010, we will have been 13
years growing our business.”

Under the WEG umbrella as well is
Bank West, a chartered bank, Western
Lite Assurance Co., which sells life and
health products, and a group of six trav-
el agencies that operate as Marlin Travel.
Further, the company has a 29.7-per-
cent stake in Jennings Capital Inc., a
Calgary-hased investment dealer. Tt has
just moved into a new 3,500-square-foot
headquarters and publishes its own mag-
azine, West. Indeed, by 2020, says
Tannas, WFG s looking 1o become
nothing less than the strongest financial
institution in the West, akin 1o what
National Bank and Desjardins are in
Quebec,

“The company is a pretty good proxy
for what is going on in Western
Canada,” says Brian Pow, an equity ana-
lyst and vice president of rescarch at
Calgary-based Acumen Capital parmers,
who initiated coverage on WEG carlier
this year with a “buy” recommendation
on its stock. “The company has grown
from grass roots and is successfully
taking advantage of opportunities, estab-
lishing one of the first chartered bank in
Western Canada and meeting the needs
of a growing, diversified Western
Canadian economy.

“We may be living in an electronic
world but personal relationships in the
insurance business are stll important,
and that's one thing they've really got
going for them — a personal touch,” he
says. “When you look at the bank and
lending side, they have been able to ke
advantage of all the people looking to
buy second homes and recreation vehi-
cles. They have been able to cater quite
well to that market.”

While Western Financial is deter-
mined o get even bigger, Tannas is
emphatic that it has no intention of
giving up its small-town, Western focus.
He says that WFG will continue to tar-
get small communities located in the
Prairies and has no inclination whatso-
ever to tackle urban areas. He says the
firm prospers quite nicely in towns of
300 to 500 people. Tts biggest market is
Kelowna, B.C., population 100,000.

“l was always convinced that small
towns would be different,” explains

Tannas, who was born and raised in
High River. “Look at how insurance is
sold i a small town: It’s retailing. You
don’t see small town insurance brokers on
the second Moor or off in an industrial
area; they're on the main soeet. Our
reail offices are right downtown. If vou
go into the city, [ daresay that the major-
ity of brokers are in industrial arcas or in
second-tloor offices. It’s a different way
of doing business. So T felt we ought to
focus on one way of doing business and
one way of thinking about the customer.

“Kelowna is the big city for us. We
have offices in places like Clvde, Alta., or
Willowbuneh, Sask.. that are in tiny vil-
lages and yet we do just fine. We make
money, we provide a good serviee to the
community and we get the support we
need to stay there. We're very comfort-
able in smaller communities.”

According to Ken Hughes, one of the
first investors and directors of WFG, the
fact that Western Financial has main-
tined its focus squarely on secondary
markets has been key to it success.
Hughes later left the company to estal)-
lish Alpine Insurance and Financial Ine,

but he says he and Tannas remain “very
friendly competitors”™ because he has
taken the opposite tack and is concen-
trating on larger centres in Alberta,

“They have stuck to their strategyv and
that has protected them from some of
the competition that takes place in the
bigger urban areas.” he savs.

Once WEG runs out of desirable
acquisitions in the Prairies, Tannas says
that the firm will look to western U.S.
states  like Wyoming and Montana
instead of heading further east in
Canada, where his interest stops at the
Ontario-Manitoba border. He figures
he's more attuned with the mindset in
such neighbouring regions than he
would be out in Ontario and beyvond.

“We alwavs knew we wanted to be in
the West. We think that there is a set of
customer demographics, of economic
drivers and industry scctors that are
common in Western  Canada.” he
explains. “They centre around com-
modities, around a high proportion of
rural people in proportion to metro. If
vou're truly responsive to the customer,
then you're going to follow that cus-
tomer dynamic around. You're going to
expand untl you run out of customers
that fit that dynamic. For us, in Canada,
we think that’s the Canadian West,

“Now I've had lots of folks tell me
that I'm limiting myself. that Western
Canada, after all, isn't really that big; it
has only 10 million people while all
of Canada has 30 million,” "lannas
acknowledges. “But thinking of our cus-
tomer dynamic, there are the Plains
states and the Pacific Northwest. [f vou
start (rawing a cirele around that, then
you have a market thar is larger than
Canada. So nobody can tell me that I'm
limiting myself by not being in Toronto.

“Its wbout the customer being the
same, We have more in common with
somebody in North Dakota than we do
with somehody in North Bay,”

ENTREPRENEURIAL GENE

“lannas” decision to focus on Western
Canada has not bheen juse 4 husiness deci-
ston but a personal, lifestyle choice as
well. Exeept for mwo vears when his
school teacher father ok the family 1o
Alfrica as part of @ government foreign
aid project, Tannas spent all of his
vounger vears in High River, a small
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community about an hour south of
Calgary, and he had happily planned asa
teenager to stay in his hometown forev-
er. He had come up with business ideas
since he was 13, starting with a disc jockey
service, with his mother squiring him to
gigs, and he thought that he could easily
and contentedly continue along that
path. After “barely” graduating from
high school, having been too busy with
his extracurricular projects, he thought
that the future would continue along the
same lines.

“T was entrepreneurial from the word
2o, perhaps because I come from a line
of entrepreneurs,” says Tannas. “My
great-grandfather was an entrepreneur
who was quite successful, was wiped out
in the Depression, and then started
building it all back again. My grandfa-
ther and all his brothers were merchants
and entreprencurs.

“My father was the first university-
educated member of the family. He
became a teacher and later a school prin-
cipal, but he also was an entrepreneur.
He and my mother had businesses that
they ran in addition to their careers —
they have a travel business and my moth-
er had a little dress shop in High River.
She was a nurse. So they kind of had that
gene in them as well.”

Tannas' mother, however, pushed him
out of the nest, urging him to broaden his
experience before sertling down in High
River. So he was bundled off to college in
Calgary, which he ended up attending fit-
fully as his entrepreneurial urges got the
better of his academic leanings. “T went
to the city and enrolled in college and
then got a job, and then got two jobs, and
pretty soon I wasn’t going to college — 1
was living at the college residence and
not attending classes,” Tannas recalls.
“So I eventually dropped our of college
and went o work full-dme.”

His first serious position was in the
travel business, an industry where he
would end up spending a decade. He
started out working in a call centre
taking reservations for a small but growing
tour company. Five years later, as the
firm took off. he was the operations
manager at the age of 26, running the
call centre with 100 people under his
supervision. Sobered by that responsibility,
given that he had no formal manage-
ment training, ‘lannas decided it was
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time to widen his experience.

“During my first five years in the travel
husiness 1 learned a lot about fast-
growing companies, about people under
stress, about trving to work quickly.
trying to solve problems all the time,
making things up as vou go, and how
important customer service is because
we were all front line staff,” says Tannas.
“Through those five years I really got a

heck of an education but I needed some-
thing more.”

That led him to take a part-time post
as a consultant with Canadian Pacific
Hotels, working for a senior executive,
who ran the Banff Springs Hotel, the
Jasper Park Lodge and Chateau Lake
Louise. He was assigned various proj-
cets and allowed to pursue other oppor-
tunities on the side. His boss, Tannas
remembers, believed in hiring lots of
voung people and giving them lots of
responsibility, so he got his wish for a
broader and wider business background.

“He was a great guy — a visionary
hotelier in the old style. He was an
immigrant and had started out as a bell-

hop and worked his way up through the
organization to its highest levels,”
“Tannas recalls. “THe was a very colourful
character, a legend out here.

“During the five years 1 spent as a
consultant, T got to do a lot of good
stuff and be part of lows of different
things. There were huge problems at
the resorts, particularly around get-
ting staff. So Twas kind of the guy who
was given jobs where I could go in up
to my eyeballs for a short period of
time, try to focus on the issues and see
what the solutions were or what the
strategy was.”

Tackling the seaff problem was one of
Tannas’ big successes. As the tourist sea-
son gradually became extended beyond
August and into early October, the
Alberta resorts had a six-week window
where they had wouble finding employees
once summer students returned 1o
school. Tle came up with the idea of
recruiting brand new immigrants and
refugees, who typically didn't speak
English and had no job skills, bringing
them in to bridge the gap. The immi-
grants were trained as chambermaids
and dishwashers and they got some
Canadian job experience to put on their
resumes. CP also started a sehool to help
teach them English, so they came away
with improved language ability,

“At the end of that period of time, we
had a graduation. They got a piece of
paper that said they were the best darn
dishwashers there cver were and they
had English as a second language, so
they had a start,” says Tannas. “These
were people, many of them, who had
been in the country for less than a few
months and were from some pretty
awful places. So for them it was a real
great beginning. Now, if | go to the
Banff Springs, I sill see some of those
people: there are many, many of them
who staved and  became  full-time
employees. In fact, a number of them are
supervisors.”

Another problem Tannas took on was
the dilemma of linding affordable per-
manent housing in Banff for the people
who worked there year-round. Tle
organized a project with 20-odd busi-
nesses to build a housing project, under-
taking the enterprise on a success fee
basis. It worked out and "Lannas received
a “nice” fee. With a wife and twa chil-



dren by then, the oldest one ready to
enter grade ong, he decided that it was
time to finally return home and use his
new nest egg to build some kind of busi-
ness in High River.

After some consideration, Tannas
picked general insurance, attracted by
the complicated nature of the business,
the relationship-building aspect, and the
big role that trust plays. As well, after 10
years of hard work, he wanted a lifestyle
change, he says, pointing out that “every
insurance guy I ever knew was a great
golfer.” He approached his family’s
insurance brokerage, Hi-Alta, which had
served not only him for 10 years but his
father, grandfather and great-grandfa-
ther before him. The firm had been
established in 1901 and had then been
owned for 20 years by two partners who
didn’t have children in the business and
were pondering retirement.

Considering Hi-Alta the strongest
and most respected firm in the town and
in the region, Tannas made a pitch. He
couldn’t afford to purchase the entire
agency outright so he proposed becoming
a third partner who would buy the other
two out over time. The owners agreed to
the arrangement and Tannas found his
niche.

He then embarked on what he
describes as “the Ray and Wfllly manage-
ment training program.” He spent his
first year with Hi-Alwa as a customer
service representative, an experience that
stands him in good stead today when
called upon to deal with front line issues.
In his second year, he became a producer,
selling to commercial accounts.

“They didn't really give me much of a
map on how to do it since they'd never
had a salesman before, so it was new ter-
ritory,” says Tannas. “I just rook the
phone book and highllghted all of the
business names in the phone book and
then looked them up in the computer to
see whether or not we had them as cus-
tomers. If we didn’t, then | wrote them a
letter saying I was coming to see them. [
had the simplest sales line in the world:
Could T quote on your insurance when it
comes due for renewal; I think I might
be able to save vou some money. What
businessman is going to say absolutely
not, I don’t want to do that?”

Following that vear of prospecting,
Tannas took over all of the brokerage’s

management duties and his two partners
started to scale back their input. At that
point, he began attending insurance bro-
kers’ meetings and conventions to meet
colleagues, getting involved with insur-
ance companies, and dealing with the
staff. “I really took the lead on every-
thing and they started taking long lunch-
¢s and coming in late and leaving early
and going on longer vacations,” he says.
“So that’s how [ kind of got eased into
the business.”

WEIGHING THE FUTURE

In the driver’s seat by 1995, with a load
of debt on his shoulders, Tannas began
some long-term strategizing. He identi-
fied three trends that concerned him and
would shape his business planning.

First of all, he felt that the insurance
companies were changing, especially as
consolidation increased, and with that
shift relationships based on trust and
longevity no longer meant as much as
pure economics. “It became all about
how big could this relationship get, how
are you going to get me more volume,
and less about how we trust you, we sure
love the history we have with you, and
how can we help develop the business.”

Tannas explains.

“There was a time when we could
pick up the phone and say we believe in
this customer, we’re advocating for him,
and we want you to take our word that
this is a good way to go,” he remembers.
“Our word wasn’t worth as much as it
was in the past. It was going to be worth
less going forward. You could just see
these guys were getting bigger and big-
ger. If we stayed the same size, then a
dilution in relationships was going to
take place without question. To me there
was a size issue that was not present in
the past that was going to be prevalentin
the future.”

The second challenge-cum-threat
Tannas pinpointed was technology. e
says that Hi-Alta was an early adopter of
computers but they didn’t always live up
to their vaunted promise. He found the
existing technology inefficient and he
foresaw never-ending costs in what
looked liked it would he a constant need
for improvement. “I had come from the
travel business where they have had very
efficient computer systems for 30 years. 1
couldn’t understand why everything was
less efficient in this industry,” he says.
“You'd be better off with recipe cards
than computers. All T could see was con-
tinual investment in the system with no
payback and no efficiency. Boy, was 1
right. Here we are 10 years later, still
with no solution that’s really capturing
any really meaningful efficiency for us.”

The third issue was the incursion of
banks into the p&c arena — what Tannas
deems as the “the real storm cloud on
the horizon.” They had got their foot in
the door with some changes to the Bank
Act and he believes that they will not
stop until they eventually force their way
right in. “That made me convinced that

certainly by the end of my career, 1

would be leaving an industry where the
banks, credit unions and potentially
these large insurance companies that I
had as my suppliers would be my com-
petitors in the future, not the guy down
the street that T could out-hustle — it
would be big institutions.

“I really saw some things that worried
me, that led me to believe that the busi-
ness was undergoing some pretty big
changes, that the ground was starting to
shift. What I heard from colleagues was
that they didn’t always agree,” says
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Tannas. “But I felt strongly enough
about it and T really was nervous, I had
been given such a great opportunity by
Ray and Wally and T was going to owe
them a lot of money for a long time, and
there was going to come a point where |
was going to sull owe them money and
they would not be capable of taking the
business back if it ever failed.”

Tannas met with other brokers who
were talking abour working rogether
through clustering — wherein separate
and individual brokers come together in
a loose alliance to solve prt;hh:mf. and
acquire greater leverage in various areas.
But he was not keen on that approach,
having seen it in action in the travel
industry. Clustering only works, he says,
until there is trouble in the ranks.

“The minute that you most need
everybody to pull rogether is exactly
when everybody rides off in pursuit of
their own interest, and the whole thing
falls apart. So you wind up going down a
road with a false sense of security, only o
fall apart atr the exact wrong moment. [
saw it time and again in the tavel busi-
ness. I believe that vou've got to be com-
mitted through ownership if you're
going to get through the hard times.”

BUY, BUY, BUY
With that analysis, Tannas concluded
that his only option was to get bigger
and thereby increase his buying power
with insurers, enjoy economies of scale
on the technology front, and be pre-
pared to take on the banks. He decided
to stick with small towns because they
were tamiliar and he considers rural bro-
kerages to be more stable with a loyal
client base. And he decided to take the
company public in order to raise money
for acquisitions. Was he daunted about
going from one office to dozens, from a
private company to a public one? No, he
says, thanks to his CP experience.
“Canadian Pacific was the premiere
company in Canada with all kinds of
resources, so you had the biggest canwvas
that you could possibly have and vou
could say anything out loud and you
wouldn't be judged on the basis of oh, we
couldn’t possibly do that. It was judged
on well, does that make sense? Can we
actually accomplish that and what value
would be created? It was never oh, we
could never possibly do that. Those

words were never in their voeabulary. Tt
was a matter of whether something was
desirable, not if it was possible.”

With his game plan in hand. one of

the first potential investors that Tannas
approached was entreprencur Hughes, a
former Member of Parliament who
ended up signing on as a director as well.
Hughes later left Hi-Alra in 2000 to try
the brokerage business on his own.

“I was motivated to work with Scott
because I knew him to be a very
straightforward, honourable person who
would work hard to make a Sybads at
whatever he turned his hand to,” says
Hughes. “None of us at the outset had
the grand vision that has been imple-
mented but I knew at the time that we
had a good shot at building the business
because nobody is more persistently
creative in making things happen than
Scott. And he did end up carving out a
new economic force.”

The company became Hi-Alea
Capital Ine., a capital pool corporation
listed on the Alberta Stock Exchange; a
few months later, it was listed on the
Toronto Stock Exchange. Tannas started
adding offices, beginning with one in the
next town. He went around wooing
potential candidates and, as he recalls,
there was “a lot of romancing done” in
the first 10 deals before the company
gained momentum. By the time that the
roster hit 15, a template for acquisition
and integration had been hammered out.
In 2002, the company changed its name
to Western Financial Group Inc. and a
year later Tannas was recognized as the
2003 Ernst & Young Entrepreneur of
the Year in the professional/financial
services category for the Prairie region.

“At around 15 locations we had had
the battles, determined who was boss,
who was really going to emerge as the
leader. That was a difficult process but 1
think, for the most part, we made the
right decisions about what to do. And
then that was over,” Tannas explains. “So
now when you come to us we sav here’s
what's going to happen when you join.

“Our pitch to potential sellers has
changed a lot. It used to be: Come join
us and lay vour sword on the table with
the rest of us, and we will figure it all out
together, which was atractive. Now, we
say that all those decisions have been
made and we know what% going to hap-

pen. But for a lot of people it gives them
some certainty. They know what their
status is going to be and they know what
they're getting into.”

Now, WFG will snap up brokers as
the opportunity arises, Tannas says,
planning to push the expansion of the
network along. Acquired operations typ-
ically keep their own name along with
incorporating the Western Financial
Group master brand, and the existing
staff is maintained. However, common
standards and service requirements are
introduced. Overall business is 55-per-
cent commercial and 43-per-cent per-
sonal lines,

Could WEFG be an acquisition target
iself? Not so easily anymore. Farlier
this year, the company adopted a
sharcholder rights plan to “discourage
discriminatory, coercive or unfair
takeovers.”

ONE-STOP SHOPPING

With the brokerage network r.hugﬂmu
along, WEG made a strategic invest-
ment in Jennings Capital in 2002 that
gave it a 29.7-per-cent interest in the
firm. A couple of thousand of its cus-
tomers now have Jennings Capital
accounts. Ultimately, the goal is to offer
investment products under WFG’s own
banner but Tannas says that the compa-
ny will not rush in this direction until it
finds the right product, something that
truly adds value and would make
Western Finaneial stand out in what is
already a crowded field.

“I think it will probably be something
in the area of retirement savings where
there is a clear formula that if you do
this, then when you retre this will hap-
pen. I think that's what people are look-
ing for,” he suggests. “The whole
romance of saying I'm in and I'm out of
the market, I'm wading this and T'm
buying that, is too fleeting.

“Whatever you put forward, the taste
will change. But there is a reality that
every person has and it's that some day
they’re going to retire and they're going
to have to live off the money that they’ve
saved up. So, to me, finding something
that addresses that fundamental need is
what we're most interested in.”

To further the idea of providing one-
stop shopping, WFG attracted consider-
able notice when in January 2003, following
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changes to the Bank Act, it created Bank
West, a chartered bank offering GICs,
loans, mortgages, premium financing and
other products. That means that if the
p&c industry must deal with greater bank
powers then Western Financial “can at
least figure out a way to bundles products
and services and provide extra value,” says
Tannas. “We want to be able to say oh,
they’re going to give you that — well,
here, we can find a way to save you money
or help you to get both of those things as
well, That’s what drove us.”

It has not been an easy road, Tannas
concedes, but he thinks the bank has
finally found its legs. Indeed, in the first
quarter of this year it turned its first
profit; by the end of March it also passed
the $100-million mark in total outstanding
loan balances.

There hadn’t been a bank started
from scratch in Canada for decades, he
points out, so a lot of mistakes were
made as the insttuton evolved. “It’
been in the last year to 14 months where
we knew that we were onto something,
that, oh, this was going to work and
we've got the momentum that we need
to carry on. But for the first couple of
years we struggled and we questioned
ourselves, and fought against ourselves
in trying to do it. We just did lots of
things wrong.”

Bank West sells all its products not
through branches but through WFG
brokerage offices, which accept
deposits on behalf of the bank and
refer mortgages and loans to the cen-
tral High River location. The bank
also works with some WTG customers
who refer business — such as car, RV
and boat dealers, mortgage brokers,
and realtors, In fact, some 86 per cent
of the loan transactions are in Western
Financial Group communities but they
come from all kinds of sources. More
than 80-per-cent of the business is
consumer-driven.

The next step is to be able to expand
and tailor Bank West’s products — such
as providing credit cards and lines of
credit — but Tannas estimates that will
take some time yet because of the rech-
nology demands and his desire to intro-
duce something innovative that will dif-
ferentiate the bank from the crowd. He
says the company will continue to watch
and learn for a while longer because “we
do not want to fall on our face in front of
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all of our customers and make them
mad.” Perhaps in a couple of years, he
estimates, Bank West will have the
resources — and the courage — to take
things further.

“Right now, the bank is $130 million
and we'll finish up the year at maybe
$150 million. I can see maybe five years
from now that it may be a half-billion-
dollar organization,” he projects. “That’s
the kind of size I think where it will be

able to start doing interesting things,”
Tannas is also excited about the
cross-selling possibilities opened up by

the February
Federated Life Insurance Co., which
WFG  renamed  Western  Life
Assurance Co, Its products are distrib-
uted through WFG brokerages as well
as the alternate channels that existed
before the change in ownership. In the
previous 10 years before WEG came
into the picture, Tannas says that
Western Lile was pretty much a mature
company but it has now turned into a
growth business, with year-over-year
sales up 12 per cent.

“We get a lot of credit for having been
clever in starting up the bank but, five
years from now, I think that the cleverest

2005 acquisition of

thing that we will have done will prove
to be the life insurance company because
the sales are so easily integrated,” he
says. “Everything that we do with the life
insurance company from a financial
point of view today, every sale we make,
has a positive influence on the life com-
pany’s bottom line. It’s instantly valuable.
“The bank is a long-term build, We're
competing in the banking business with
companies that have been there fora 100
years or more. They've had a 100 years
to get their systems running right, to get
their balance sheets right, to develop
their reputations. It’s going to be a long
time before the bank, from a financial
point of view, is a real shining star.”

BOTTOM LINE

Tannas believes that Western Financial
is somewhat insulated from the general
p&e market cycle, enjoying less pro-
nounced peaks and valleys because a
quarter of its volume comes from
agribusiness that tends to be less sought
after in soft markets and less affected in
hard markets. Then, he points out, per-
sonal lines are becoming highly regulated,
almost like a utility — that means that
altogether some 70 per cent of WFG%
business is not really affected by cycle
turns. “One of the nice advantages of
being out in the sticks is that things are a
little more stable,” he says.

In the first quarter of 2006, WFG saw
its profit rise 8 per cent to $1.1 million
or four cents a share from $1 million or
four cents a share a year carlier. Revenue
increased more than 37 per cent to $16.7
million from $12.12 million previously.
In 2005, profit jumped 43 per cent to
$4.8 million from $3.4 million. Earnings
per share declined to 15 cents from 16
cents. Revenue was up 51 per cent at
$63.6 million, compared with $42.2
million in 2004-

In his latest research report, analyst
Pow sees revenue climbing to $83.8 mil-
lion in 2006 and $97.7 million in 2007,
He estimates earnings per share at 17
cents and 21 cents in those two years
respectively. His 12- month share target
price for Western Financial is §3.30.

“We've got a huge amount on our
plate,” says Tannas. “But we believe that
we will always be first and foremost,
insurance brokers, insurance retailers,
and that everything else will be in
support of that central role.” ¢=£20
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