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MANAGEMENT DISCUSSION SECTION 
 
 

Operator: Good morning. My name is Sean, and I will be your conference operator today. At this time, I would 

like to welcome everyone to the Sun Life Financial Q4 2016 Financial Results Conference Call. All lines have 

been placed on mute to prevent any background noise. After the speakers' remarks, there will be a question-and-

answer session. [Operator Instructions] 

 

I'll now turn the conference over to Gregory Dilworth, Vice President, Investor Relations. Please go ahead. 
................................................................................................................................................................................................................................ 

Gregory A. Dilworth 
Vice President-Investor Relations, Sun Life Financial, Inc. 

Thank you, Sean, and good morning, everyone. Welcome to Sun Life Financial's earnings conference call for the 

fourth quarter of 2016. Our earnings release and the slides for today's call are available on the Investor Relations 

section of our website at sunlife.com. We will begin today's presentation with an overview of our fourth quarter 

and full year results by Dean Connor, President and Chief Executive Officer of Sun Life Financial. 

 

Following Dean's remarks, Colm Freyne, Executive Vice President and Chief Financial Officer, will present the 

fourth quarter financial results. After the prepared remarks, we will move to the question-and-answer portion of 

the call. Other members of management will also be available to answer your questions on today's call.  

 

Turning to slide two, I draw your attention to the cautionary language regarding the use of forward-looking 

statements and non-IFRS financial measures, which form part of this morning's remarks. As noted in the slides, 

forward-looking statements may be rendered inaccurate by subsequent events.  

 

And with that, I'll turn things over to Dean. 
................................................................................................................................................................................................................................ 

Dean A. Connor 
President, CEO & Non-Independent Director, Sun Life Financial, Inc. 

Thanks, Greg, and good morning, everyone. Turning to slide four, the company reported fourth quarter net 

income of CAD 728 million, capping off a strong 2016. For the full year, reported income was CAD 2.5 billion. 

Underlying net income for the fourth quarter was CAD 560 million and for the full year, was CAD 2.3 billion or 

CAD 3.80 per share. 

 

We generated an underlying return on equity of 12.2%, delivering within our target range of 12% to 14%. Full -year 

results reflect both good organic growth as well as the benefits from the capital deployed on acquisitions over the 

past few years. 

 

Full-year results reflect 5% growth in expected profit, lower new business strain, strong investing gains, and 

favorable credit experience. Insurance sales for the year were CAD 2.8 billion of new annualized premium, up 

27% from prior year. Wealth sales totaled CAD 138 billion, up 14% from prior year. Assets under management 

grew to CAD 903 billion in 2016. 

 

We've executed on our strategy and allocated capital in a disciplined way to generate strong returns for our 

shareholders. Over the course of 2016, we deployed a substantial amount of capital to drive long-term earnings 

growth and future ROE improvement through both organic and inorganic initiatives.  We also increased our 
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quarterly common share dividend twice in the year for a total dividend increase of 7% over prior year. This 

represents a dividend payout ratio of 43% of our underlying earnings in 2016, delivering within our target range of 

40% to 50%. 

 

Turning to slide five, I'll discuss a few key highlights across our four pillars for the year. In SLF Canada, the 

investments we've been making in new solutions and businesses are driving growth. Wealth manufacture sales 

were up 33% from growth in our new segregated fund suite as well as growth in Sun Life Global Investment sales, 

which finished at CAD 4.7 billion gross and CAD 3.4 billion net for the year, placing us among the top-five in 

Canada. 

 

Individual insurance sales for the full year were up 36% over the prior year, including fourth quarter sales that 

doubled to reach CAD 203 million, driven partly by purchases made ahead of the January 1 tax changes. In 

Defined Benefit Solutions, we continued to lead and innovate in the DB buyout market with annuity sales of CAD 

1.1 billion for the year. 

 

In 2016, we made great strides to enhance the client experience in Canada. For example, we completely 

eliminated the need for ECGs in life insurance underwriting and we now need blood work for only about one-third 

of insurance applications. We expanded our mobile app to make it easy to find medical providers like 

physiotherapists and chiropractors with a leading-edge rating tool that enables Sun Life clients to share their 

feedback with providers and with each other. It's this commitment to our clients that saw Sun Life recognized as 

the most trusted life insurance company in Canada by Reader's Digest for the eighth year in a row.  

 

Turning to Asset Management, at MFS, the pre-tax operating profit margin for the full year declined to 36%. Gross 

sales totaled $81.7 billion in 2016, an increase of 8% over 2015. For the year, net outflows were $12.6 billion, with 

the majority of that taking place in the fourth quarter in institutional separate accounts, as clients rebalanced their 

portfolios and pension plans derisk. Net flows also continued to be impacted by the shift to passive investing by 

the prior closing of certain funds to new sales and by variable annuity insurers moving to passive funds to improve 

hedging performance. 

 

MFS's long-term performance remained strong with 61%, 75% and 97% of U.S. retail mutual fund assets ranked 

in the top half of their Lipper categories based on three, five and 10-year performance, respectively. MFS 

experienced a decline in its assets in the fourth quarter from a combination of rising interest rates on the fixed 

income portfolios; a decline in certain global equity markets; and in the U.S., the positioning of portfolios relative 

to sectors that benefited the most from the post-election rally. Mike Roberge is on the call with us today and can 

provide additional color in the Q&A portion of the call.  

 

At Sun Life Investment Management, net inflows for the year were very strong at CAD 4.4 billion, and assets 

under management finished the year at CAD 53 billion. Sun Life Investment Management generated above-

average returns for clients in 2016, and we remain well-aligned with clients as we develop new products and 

leverage our balance sheet to co-invest alongside institutional clients. 

 

Turning next to the U.S., the integration of Assurant Employee Benefits progressed on time and on budget in 

2016 while fully achieving our synergy and accretion targets for the year. Full -year Group Benefits sales grew 

43% to $794 million, reflecting the contribution of the acquisition, and a 3% increase in sales year-over-year 

compared to the combined sales of these prior two companies, which is a good result in an integration year. With 

our most recent January 1 renewals, we've now repriced over 80% of the legacy Sun Life group life and disability 

business. And we've also now repriced around 80% of the stop-loss business, which experienced unfavorable 

morbidity in 2016. 
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International business delivered strong underlying and operating earnings for the year. In International life, we've 

broadened our offering in the life insurance market, and sales increased by 16% over the prior year.  

 

Shifting to Asia, we've seen tremendous growth over the past five years where underlying earnings have grown 

from approximately CAD 100 million in 2012 to almost CAD 300 million in 2016, which is a compound annual 

growth rate of almost 30%. In 2016, we made a number of investments to help maintain this momentum by 

expanding our strong suite of products and building upon our distribution excellence. 

 

Last year, we invested approximately CAD 500 million in Asia by increasing our joint venture positions in India, 

Vietnam and Indonesia, and by acquiring mandatory provident fund business in Hong Kong. These investments 

are directly on strategy and support our plan to make Asia a much larger part of Sun Life.  

 

Total individual life sales in Asia were CAD 628 million last year, up 29% over 2015, reflecting progress on our 

most respected agency initiative and the benefit of increased joint venture ownership levels. Across Asia, our 

agency count increased by 12% to nearly 95,000 advisors, and we continue to develop alternate distribution 

channels. 

 

Wealth sales grew by 25% to CAD 8.8 billion, driven by strong growth in our Indian mutual fund business and 

MPF business in Hong Kong. 

 

So, to conclude, 2016 was a strong year for Sun Life, and we delivered across many fronts. We saw double-digit 

sales growth in insurance and wealth across all of our pillars and double-digit growth in [ph] VNB (9:41). We 

achieved strong financial results, executed well on growth, and embarked on a journey to significantly raise the 

bar on how we deliver for our clients. 

 

As we look ahead, we feel we're well-positioned. We have a strong balance sheet, we have a strong risk and 

capital generation profile, we have a balanced and diversified business model, and each of our pillars is 

competitive in its own right. These strengths allow us to play both a strong defense and a strong offense. And that 

gives us confidence as we deliver on our medium-term financial objectives. We will look forward to providing more 

detail on this at our upcoming Investor Day on March 9. 

 

I'll now turn the call over to Colm Freyne, who will take us through the financial results.  
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. 

Thank you, Dean, and good morning, everyone. Turning to slide seven, we take a look at some of the financial 

results from the fourth quarter of 2016. Our operating net income for the quarter was CAD 728 million, up from 

CAD 536 million in the fourth quarter last year. Fourth quarter operating results benefited from strong market 

gains, but also reflected higher operating costs. 

 

Underlying net income, which excludes the net impact of market factors and assumption changes amounted to 

CAD 560 million compared to a strong result of CAD 646 million in the same quarter last year. Our underlying 

return on equity was 11.4% for the quarter. Fourth quarter adjusted premiums and deposi ts were CAD 43.2 

billion, and assets under management ended the quarter at CAD 903 billion.  

 

We maintained a strong capital position, ending the year with a minimum continuing capital and surplus 

requirements ratio for Sun Life Assurance Company of Canada of 226%. The MCCSR ratio for the holding 
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company, Sun Life Financial Inc., was also strong at 253%. Higher ratio at the SLF level largely reflect the excess 

cash of CAD 1.6 billion held by SLF Inc. 

 

Our book value per share increased 2% in the quarter, reflecting strong reported earnings, and our leverage ratio 

at the end of the quarter was 25.2%. We announced our intention to redeem CAD 800 million of subordinated 

debt in March, and pro forma leverage would be 23%. And of course, SLF cash would be lower by  CAD 800 

million and pro forma MCCSR at SLF would be 243%. 

 

Turning to slide eight, we provide details of underlying earnings by business group for the quarter. In SLF 

Canada, underlying earnings were solid for the quarter, reflecting new business gains from strong sales in 

Individual Life and Wealth and Group Retirement Services and a benefit from the release of litigation provision. 

This was partially offset by continued investments in growing our business.  

 

In SLF U.S., underlying earnings were down from a strong result seen in the fourth quarter of 2015, where we 

benefited from a number of favorable items, including a one-time adjustment related to modifications to our U.S. 

post-retirement benefits plan. Results for the quarter reflected favorable invest ing activity and credit experience, 

offset by unfavorable morbidity results in our Group business and unfavorable mortality results in our In-force 

business from higher claims. 

 

In SLF Asset Management, MFS had underlying earnings growth over the fourth quarter of 2015, driven by higher 

average net assets and a lower tax rate. But results were adversely impacted by the strengthening of the U.S. 

dollar against global currencies. MFS operating margins declined to 35% and net outflows were $9.5 billion for the 

quarter. MFS saw outflows in both retail and institutional with the majority of the outflows coming from portfolio 

rebalancing in institutional accounts. Sun Life Investment Management, we had inflows of CAD 2.3 billion and 

generated net income of CAD 9 million. 

 

In Asia, underlying earnings reflected business growth across a number of markets that was partially offset by 

higher levels of expenses associated with investments and projects and initiatives.  

 

Turning next to slide nine, we provide details on our sources of earnings presentation. Back to profit of CAD 707 

million, increased by CAD 27 million from the same period last year. Excluding the impact of currency and the 

results of SLF Asset Management, expected profit grew by 18%. The year-over-year increase reflects strong 

business growth in Canada, the U.S. and Asia, as well as the benefit of the Employee Benefits acquisition in the 

U.S. and increased ownership levels in a number of our Asian businesses.  

 

New business strain was CAD 19 million for the quarter. Lower levels of new business strain were driven primarily 

by pricing gains in SLF Canada from higher sales and individual insurance. These pricing gains in the quarter do 

not fully reflect recent improvements in the interest rate environment, as new business gains and losses are 

based on economics at the beginning of each quarter. At our upcoming Investor Day on March 9, we expect to 

comment further on the impact of interest rates, on the level of new business strain relative to our current 

expected range for new business strain of CAD 40 million to CAD 50 million per quarter.  

 

Experience gains of CAD 167 million for the quarter reflect favorable market impacts, positive credit experience, 

favorable investing activity and other experience. Market impacts were particularly strong, as the benefits of 

higher long-term interest rates, non-parallel shifts in the yield curve and asset repositioning throughout the quarter 

helped generate meaningful gains. Offsetting some of these gains were the unfavorable impact of mortality, 

morbidity and expense experience. 
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Expense experience includes incentive compensation costs related to short and long-term incentives as a result 

of strong performance in 2016. Expense experience in the quarter also reflects continued investments in our 

business in Canada and Asia. Assumption changes and management actions contributed to CAD 17 million pre-

tax to net income in the quarter. 

 

Earnings on surplus of CAD 91 million are CAD 21 million lower than the fourth quarter last year, reflecting a 

lower level of gains on available-for-sale assets and higher interest costs from CAD 1 billion of replacement 

financing issued in the third quarter in advance of our upcoming redemption of subordinated debt in March. Our 

lower level of AFS gains was in response to the positive market impact of higher interest rates in the quarter.  

 

We had an income tax expense of CAD 197 million on pre-tax operating net income of CAD 963 million, 

representing an effective income tax rate of 20.5% for the quarter. On an underlying net income basis, the tax rate 

for the quarter was 16.5%. For the full year, our underlying tax rate was 20.9% and in line with our stated range of 

18% to 22%. We continue to view an effective tax rate in this range as representative.  

 

Slide 10 shows strong sales results across our insurance and wealth businesses. Total insurance sales were up 

40% with double-digit increases across Canada, the U.S. and Asia. In Canada, sales this quarter benefited from 

strong growth in group benefits and recent product-level tax changes in Canada effective in 2017 with the 

increased volumes being supported by effective underwriting and administration processes in individual 

insurance. 

 

Higher sales also reflect the contributions of recent acquisitions, including the employee benefits business in the 

United States and our increased ownership levels in India, Indonesia and Vietnam. Excluding the benefits of 

these acquisitions, insurance sales were up 22%, representing a good balance between organic growth and 

contributions from the businesses we've acquired. 

 

Total wealth sales of CAD 37.3 billion were up 29% over the prior year. The increase in sales were primarily as a 

result of higher sales of mutual and managed funds at MFS, strong sales performance at Sun Life Investment 

Management, and group retirement services in Canada, excellent growth in India and growth in Hong Kong.  

 

Turning next to slide 11, we present a breakdown of the change in our year-to-date operating expenses over the 

prior year. Overall operating expenses for 2016 were CAD 6 billion, up CAD 963 million or 19% over the prior-

year period. 

 

The increase in expenses was driven primarily by the inclusion of expenses of recently acquired businesses, 

currency movements and volume-related expenses, which are directly driven by sales and asset levels. As noted, 

the company's strong business performance for the year also led to higher incentive compensation costs. When 

we adjust for these items, our controllable expense growth amounted to 3.3%, as our investments in growth have 

been partially funded through productivity gains. 

 

Before moving to the Q&A portion of the call, I will summarize by saying we achieved solid underlying results for 

the quarter, contributing to an overall strong year in 2016. We begin 2017 from a position of strength of delivering 

on organic initiatives, executing well on acquisitions, which had generated strong top-line growth, and our balance 

sheet and capital position are robust as we prepare for the transition through the LICAT capital framework in 

2018. 

 

With that, I'll turn the call over to Greg before the Q&A portion of the call.  
................................................................................................................................................................................................................................ 
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Gregory A. Dilworth 
Vice President-Investor Relations, Sun Life Financial, Inc. 

Thank you, Colm. To help ensure that all of our participants have an opportunity to ask questions on today's call, I 

would ask each of you to please limit yourselves to one or two questions and then to re-queue with any additional 

questions. 

 

With that, I'll now ask Sean to please poll the participants for questions . 
................................................................................................................................................................................................................................ 
 

QUESTION AND ANSWER SECTION 
 
 

Operator: [Operator Instructions] Your first question comes from the line of Steve Theriault with Eight Capital. 

Your line is now open. 
................................................................................................................................................................................................................................ 

Steve Theriault 
Analyst, Eight Capital Q 
Thanks very much. Good morning, everyone. So a few questions on MFS for me, and maybe starting with taxes. 

We saw a nice step-down in the tax rate at MFS. So, maybe Mike can comment on – or Colm can comment on 

the – to the extent that's sustainable. And then maybe just a discussion on corporate tax rates generally with a lot 

of – getting a lot of attention of late. Would you expect – so if we think about that, would you expect that any 

benefit from tax reductions in the U.S. will drop to the bottom line in a pretty straightforward fashion or are t here 

competitive forces, other things we should be aware of that would reduce the impact versus what the simple 

arithmetic would tell us? 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
Yes. Colm here. So, I'll tackle that one. And maybe just on the second point around the impact of corporate tax 

rates – so I know there's a lot of discussion, obviously, about what will or might happen in the United States. So if 

we think about that, we certainly would see a benefit from a reduced U.S. corporate tax rate. And I think the 

specifics over whether that would be competed away or not would really be very dependent on how it came in and 

over what timeframe and the interactions and the impacts of competitive forces in each of the individual 

businesses. I think the reality is that there would be a benefit that would be seen. And longer-term, you might see 

some consequential activity. But that's not something that we would see as being something that we'd be 

concerned about in the near-term. 

 

You know what? In respect of MFS, I think the right way to think about the taxes is to think about our overall tax 

rate at Sun Life Financial in the 18% to 22% range. And certainly, we do break out the taxes, obviously, by 

business segment, but we don't provide an overall level of target range for the individual segments. We do 

manage our overall tax affairs at the consolidated level. So I definitely would want you to keep that 18% to 22% 

effective tax rate in your mind. 

 

Having said all of that, we did see a lower tax rate at MFS this quarter. It's approximately 30%. If you look back 

over the past couple of years, Steve, the – it has been at a higher rate, maybe in the high-30%s. In fact, as high 

as 40%. 
................................................................................................................................................................................................................................ 
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Steve Theriault 
Analyst, Eight Capital Q 
Yeah. 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
MFS itself is, of course, an international company. So it has its own complex tax management affairs to manage 

and it depends on location of earnings and it depends on mix of earnings and other drivers of tax. So we did see a 

reduction this quarter. And we do expect us to be able to sustain a lower level of MFS taxes throughout 2017. But 

we're not going to give you a specific number to target at. But one way to think of it might be to say, rather than 

being at the high-30%s, 40% range, it would be in the lower 30%s range. And however, bring it back to the total 

company level of 18% to 22%, that gives you more comfort that we can operate it quite comfortably in that 18% to 

22% at the total company level. 
................................................................................................................................................................................................................................ 

Steve Theriault 
Analyst, Eight Capital Q 
Okay. That's – thanks, Colm, for that. That's very helpful. And then maybe – so, just to continue with MFS, but 

maybe turning to the margin front, Mike, last quarter you talked about potential downside from regulatory costs, 

fee pressure generally. So, I guess, given the decline in margin we saw in Q4, looking forward, it would be helpful 

to have a sense as to how defensible you think margins are at this level now that we saw few hundred basis point 

decline there in Q4. So if markets are just okay, what's the risk we go from the high-30%s to the mid-30%s to the 

low-30%s, either on the back of industry-wide challenges or some MFS-specific challenges? I would like to get a 

sense for the risk of that heading continually lower from here. 
................................................................................................................................................................................................................................ 

Michael William Roberge 
Chief Executive Officer and President, MFS Investment Management A 
Yeah. Steve, this is Mike. Yeah, I think – I think it's more related to the industry challenges as we look forward on 

margins. The challenges the industry faces now is the fee pressures from passive, regulatory pressures around 

the world, and then organic – the lack of organic growth in the industry. So I think you are going to continue to see 

margins pressured some in the industry. It's hard to provide a number around that. We won't be immune to that, 

but I don't think there's anything specific to MFS relative to what we're going to see in the industry.  
................................................................................................................................................................................................................................ 

Steve Theriault 
Analyst, Eight Capital Q 
Not even on the back of continued outflows on the institutional side? 
................................................................................................................................................................................................................................ 

Michael William Roberge 
Chief Executive Officer and President, MFS Investment Management A 
Again, if you look industry-wide and you look at asset - 
................................................................................................................................................................................................................................ 

Steve Theriault 
Analyst, Eight Capital Q 
Yeah. 
................................................................................................................................................................................................................................ 
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Michael William Roberge 
Chief Executive Officer and President, MFS Investment Management A 
– managers industry-wide, most asset managers are actually seeing negative organic order in outflows. In the 

retail channel – if you look at the retail channel last year, of the top-10 active managers or sellers of mutual funds 

last year, we were the only firm that had positive net flows last year, to provide some context for how tough 

industry is. 

 

The challenge the industry currently has isn't a sales problem, it's a redemption problem. We've seen redemptions 

go up pretty significant in the industry. And just for point of context, last year we had a record gross sales here in 

U.S. retail for the firm at over CAD 46 billion with a net number below two. In 2013, we sold just under CAD 46 

billion and had CAD 16 billion of positive net flows. And so, had we had that same redemption experience last 

year, we would have been in positive flows for across the organization.  

 

So the industry has currently has a redemption problem. We think some of that is cyclical related to the market 

environment, clients trying to find return in markets to move to passive. We think once we get more volatility, you 

do see some more market turbulence. We think that you'll see some of that come back into active, but we're going 

to have to live through some of that volatility. 
................................................................................................................................................................................................................................ 

Steve Theriault 
Analyst, Eight Capital Q 
Okay. That's fair. And then just to finish maybe, Dean mentioned certain positioning in the U.S.  And I noted that 

the performance levels did slip a little quarter-to-quarter. So maybe you can give us a little detail on that front as 

well. 
................................................................................................................................................................................................................................ 

Dean A. Connor 
President, CEO & Non-Independent Director, Sun Life Financial, Inc. A 
Yeah. I mean, I'd start by saying long-term performance continues to be strong. We compensate the teams here 

on long-term performance. We're not trying to chase around short-term performance in the marketplace. There 

was a delta on performance between Q3 and Q4, and much of that could be tied to what happened in the 

marketplace, really, not just only post-Trump, but also post-Brexit. 

 

So if you look at companies in the marketplace that have low ROEs and high financial leverage and high beta, 

they outperform companies that we tend to invest in, which are high ROE, low financial leverage, tend to be a little 

bit lower beta than the market by 10% in the second half of the year. And so the market is trading this reflation 

trade with an expectation that we're going to see economic growth, a lot of regulatory reform, tax cuts, which is 

going to drive significantly higher economic growth and, hence, earnings. It's rare. And at eight years in doable 

market to see a market do that, it tends to happen after the end of a market correction.  

 

So we're skeptical. We continue to focus in the long-term, identifying those companies that we think will drive high 

returns with low volatility for clients. Those are the stock that tend to do well in down markets, and we're going to 

continue to invest that way on behalf of clients. 
................................................................................................................................................................................................................................ 

Steve Theriault 
Analyst, Eight Capital Q 
Thanks for that color. Appreciate it. 
................................................................................................................................................................................................................................ 
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Operator: Your next question comes from the line of Humphrey Lee with Dowling & Partners. Your line is now 

open. 
................................................................................................................................................................................................................................ 

Humphrey Hung Fai Lee 
Analyst, Dowling & Partners Securities LLC Q 
Good morning, and thank you for taking my question. Just to stay on MFS, you mentioned that the institutional 

side, the pressure that you're seeing kind of coming from pension funds rebalancing and then some of the 

variable annuity play – write-offs shifting to passive to full-risk management. Can you just talk about in terms of – 

for those outflows, were they concentrated among a few clients or was it more broadly across the board? 
................................................................................................................................................................................................................................ 

Michael William Roberge 
Chief Executive Officer and President, MFS Investment Management A 
Yeah. It was pretty broad in terms of the flows. We saw it across clients. We saw it across distribution channels if 

you look at the institutional separate account relative to the insurance sub-advise business. What I would say is 

when you look at it by a purpose, so we go out and we talk to those clients around why they're redeeming us, the 

lowest percentage of the rationale for them is performance. So it was not at all performance-related. It is asset 

allocation, change, derisking, move to passive, clients that are moving to a different structure of their overall plan. 

And so it's hard to anticipate this. You don't know when they're coming. They can be lumpy at times. But it's very 

much related to what clients are doing and some of the changes that they're making in their overall portfolios.  
................................................................................................................................................................................................................................ 

Humphrey Hung Fai Lee 
Analyst, Dowling & Partners Securities LLC Q 
Okay. And then maybe can you update us on the progress on some of the newer strategies that you recently 

launched or introducing and then how – and in terms of their traction so far? 
................................................................................................................................................................................................................................ 

Michael William Roberge 
Chief Executive Officer and President, MFS Investment Management A 
Yeah. We've talked about blended research. We did see a significant increase in blended sales last year. Fixed 

income is something that has a longer tail to it in terms of the rollout as we institutionalize that business. We're 

going to work hard this year to get in front of consultants and clients in fixed income. And we think, hopefully, the 

fruits – we'll see the fruits of that maybe next year. That was never meant to be immediate. And hopefully, we'll 

begin to see that. 

 

What I would say though is we looked at 2016, we had over CAD 1 billion of sales in 25 strategies last year. And 

so we are not selling one particular strategy. There's breadth of sales going on. And we believe that if the 

redemption rate in the business normalizes, we're very well-positioned to see an improvement of flows. 
................................................................................................................................................................................................................................ 

Humphrey Hung Fai Lee 
Analyst, Dowling & Partners Securities LLC Q 
Thank you. And if I can sneak one more in, just on the U.S. Group Benefits, the stop-loss performance, you talked 

about a little bit underperformed in 2016 and you're going through the repricing cycle. Can you talk about – in 

terms of great actions, have you taken any great actions for the underperforming blocks? And then – and a high-

level comment on the [ph] general (29:38) renewal? 
................................................................................................................................................................................................................................ 

Daniel Richard Fishbein 
President-US Business, Sun Life Financial, Inc. A 
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Sure, Humphrey. Good morning. It's Dan. We have taken great actions throughout the year. As you know, we 

started recognizing some increased morbidity in our stop-loss business during the first half of 2016. We began 

taking significant action at that time that started to affect both new business and renewals as soon as 

approximately August. As of this point, because so much of that business renews on January 1, we've re-priced 

about 78% of that business. So, that kind of reinforces the nature of stop-loss where it can be re-priced generally 

in a year. 

 

We have achieved significant rate increases. Now, that business, as a baseline, gets a meaningful rate increase 

each year. But for January 1, our achieved rate increases are over 16% on the book of business that's renewed, 

which is significantly higher than in prior years. We also have lapse on business as we do every year, and the 

performance of that business has significantly higher loss ratios than the business we're retaining. So we think 

we've taken fairly quick action and we should see the impact of that as 2017 goes on.  
................................................................................................................................................................................................................................ 

Humphrey Hung Fai Lee 
Analyst, Dowling & Partners Securities LLC Q 
So, on a net-net basis, would you say that In-force strong relative to last year level because of the great actions? 
................................................................................................................................................................................................................................ 

Daniel Richard Fishbein 
President-US Business, Sun Life Financial, Inc. A 
No. The In-force stop-loss business will actually grow slightly, partly because of the rate increases and underlying 

medical cost trend, which is an underlying driver of the business. In very rough terms, our sales for one-one and 

our lapses were roughly equivalent, but then we get growth on top of that from the rate increases. Sales year-

over-year are also relatively in line as compared with prior years where sales had been growing at a good pace, 

and that reflects the more measured approach to pricing that we took this fall.  
................................................................................................................................................................................................................................ 

Humphrey Hung Fai Lee 
Analyst, Dowling & Partners Securities LLC Q 
Okay. Got it. Thank you. 
................................................................................................................................................................................................................................ 
 

Operator: Your next question comes from the line of Meny Grauman of Cormark Securities. Your line is now 

open. 
................................................................................................................................................................................................................................ 

Meny Grauman 
Analyst, Cormark Securities, Inc. Q 
Hi, good morning. Positive net interest and equity market impacts certainly stand out given what we've seen 

across North America at your peers. And I'm just wondering if you could walk us through some of your actions in 

terms of managing your hedging program, how you think about it, and specifically, if there's anything unusual that 

you did in the quarter or maybe something that would have implications going forward that would be notable. 

That'd be appreciated. 
................................................................................................................................................................................................................................ 

Kevin Morrissey 
Senior Vice President & Chief Actuary, Sun Life Financial, Inc. A 
Yes, Meny. It's Kevin Morrissey speaking. So the net interest gain in Q4 was CAD 130 million after-tax. This was 

higher than implied by our note sensitivities. The credit spreads and swap spread component were in line with our 

sensitivities. About two-thirds of that positive variance, I would call out as being from normal sources, specifically 

rate – which rates changed and how quickly they changed. When we look at the yield curve shift in our note 
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sensitivity, there's an – parallel shift is embedded in that. We benefited from the fact that longer-term rates in 

North America went up by more than the shorter-term rates. 

 

We also benefited from rebalancing in the period. So we have a number of different hedging programs. Some of 

those are quite dynamic that we look at factors everyday and rebalance. So, to the extent that rates move more 

slowly than implied in our note sensitivity which is uniformly over five days, we get gains. So, for example, rates 

went up more slowly. We rebalanced each day and we mitigated our losses in that regard. That was 

contributable. Two-thirds of the positive variance – about one-third of the positive variance was more one-time in 

nature. We were in the midst of transitioning one of our hedge programs in term of more dynamic program.  

 

And so we had taken what I would call more opportunistic actions that resulted in a tactical position that 

generated some additional gains as well. That's something that I'd call out as unusual and specific to the quarter.  
................................................................................................................................................................................................................................ 

Meny Grauman 
Analyst, Cormark Securities, Inc. Q 
Thank you very much. 
................................................................................................................................................................................................................................ 
 

Operator: Your next question comes from the line of John Aiken with Barclays. Your line is now open. 
................................................................................................................................................................................................................................ 

John Charles Robert Aiken 
Analyst, Barclays Capital Canada, Inc. Q 
Good morning. Colm, are you willing to lessen out the value of the litigation reserve release was within Canada? 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
John, that's the type of detail that we would not normally enter into. You can imagine that these types of things 

have a sensitivity associated with them. I can point you to the other notable item – line item in our disclosures, 

and I can let you know that the litigation release went through that line item. So I think that would give you a 

sense of where the majority of that would be represented. 
................................................................................................................................................................................................................................ 

John Charles Robert Aiken 
Analyst, Barclays Capital Canada, Inc. Q 
Great. Thank you very much. That's what I classified as willing. And then, Colm, along – within the MD&A, you 

talked about the investments in businesses that's ongoing, and on your prepared commentary, you talked about 

that in Canada and Asia. Is this – particularly for Asia, are these expenses that are going over and above the 

incremental run rate you're getting from the acquisitions? 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
Yes. So maybe I'll just say a word on that and then Kevin Strain will probably want to add a few words. But we 

called out Asia and Canada particularly, because in that line item on the notable items on the expense side, when 

you back out the incentive compensation costs, et cetera, you have an expense variance of CAD 30 million, and 

about one-third of that relates to Asia, and primarily it relates to our ongoing investments and distribution in Asia. 

We have a program in place around Indonesia at the moment. We've got ongoing investments and initiatives in 

digital and telecom initiatives. So that would account for that.  
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But Kevin, you might want to add to that? 
................................................................................................................................................................................................................................ 

Kevin D. Strain 
President Sun Life Financial Asia, Sun Life Financial, Inc. A 
So, for Asia, the primary increase in the expense growth was due to contractual volumes and distribution costs 

and commission. So that was the biggest increase to the [ph] 274 million (36:04) in the sub-pack. We also did – 

now we consolidate Vietnam and we consolidate CSL, which also was a significant factor in the increase. There's 

a small amount of currency. And then Colm points out the additional investments we've been making plus the [ph] 

AIT (36:19). 

 

If you look at the overall expense gap, it actually went down quarter-over-quarter. So, despite the fact that 

expenses went up, the sales were providing additional allowable. So I look at it and say it's fairly normal increase 

due to volumes and the acquisition work alongside some investments we're making for future growth in digital and 

other things. 
................................................................................................................................................................................................................................ 

John Charles Robert Aiken 
Analyst, Barclays Capital Canada, Inc. Q 
Great. Thanks very much. I'll re-queue. 
................................................................................................................................................................................................................................ 

 

Operator: Your next question comes from the line of Sumit Malhotra with Scotia Capital. Your line is now open.  
................................................................................................................................................................................................................................ 

Sumit Malhotra 
Analyst, Scotia Capital, Inc. Q 
Thanks. Good morning. Just want to go back to Mike with MFS and maybe tie in some of the tax question. 

Thinking about this more from a business perspective, if we were to see a significant corporate tax reduc tion in 

the U.S., as has been discussed, we look at the numbers and, as was said, we can do the math there. But do you 

think, in your business in particular, given the competition for asset growth and especially with what's happening 

with flows right now, is your business one maybe countered to the underlying insurance business where that tax 

benefit would be harder to keep as far as margins are concerned? What's your view on that? 
................................................................................................................................................................................................................................ 

Michael William Roberge 
Chief Executive Officer and President, MFS Investment Management A 
Yeah. Colm, I'm going to pump that one to you in terms of how you think about that corporate - 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
Yeah. So I think – I know I touched on this. And I think some of the – just a couple of thoughts around this. I 

mean, first of all, we have to see some tax reform before we can really speculate on the second order effect as to 

whether it would be competed away. And I think there'll be a lot of attent ion given to what is the nature of the 

reform. Will there be a broadening of the tax base? Will there be other border-type adjustments put in place? So 

what exactly will transpire here? 

 

I think when we see all the details of that and we see how different entities deal with that, we'll then be a able to 

assess whether it's sustainable or whether it, in fact, is going to be, over some period of time, competed away. 

But I think we're getting into a second order of speculation around competing away something t hat hasn't actually 

happened yet. So we're just a little bit cautious to get into that discussion at this point.  
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Sumit Malhotra 
Analyst, Scotia Capital, Inc. Q 
Yeah. And to be – to be candid, I mean, the reason I asked it to Mike is it's more of a – it's more business related 

and tax related. As I said, with taxes, we can all do the math. And look, it's not exactly the same business, but if I 

look at the retail brokerage or the discount brokerage space, we have one of the larger players there cut pricing 

by a decent amount and maybe you can tie that to their margin improvement that comes from potential tax 

benefits. Maybe you can. That's why I was just curious whether in asset management, given the competitive 

environment that we're seeing in the U.S., whether it would be harder to keep the benefits there in particular.  
................................................................................................................................................................................................................................ 

Michael William Roberge 
Chief Executive Officer and President, MFS Investment Management A 
Yeah. I would – this is Mike. I mean, I think that – what's different about the asset management business than 

many of those other businesses is clients don't shop on price. And so we will lower our fees 20% tomorrow. We 

don't bring in more business. We've got to convince clients. We've got an alpha platform that works for them. And 

they've got to get comfortable with that and are actually – they're willing to pay a reasonable fee for that if, in fact, 

they believe that you can provide an after-fee return to them. And so I do not believe it gets competed away. 

 

I think what happens is, and which is why you're seeing margins come down in this business over time, is that 

move to passive focuses people more on the cost of management, and that's pressuring all of us to gradually 

bring the fee down. I don't think it would have anything to do with what's going to happen on the tax front. 
................................................................................................................................................................................................................................ 

Sumit Malhotra 
Analyst, Scotia Capital, Inc. Q 
That's fair. Thank you. Yes. 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
Sumit, if I could sneak in a last word on this, I mean, I would also say that if tax reform does happen and if it does 

translate into greater business activity and greater profitability in firms, presumably that has a knock -on effect to 

economic activity. So there's just so many things that one has to consider in this kind of analysis because you 

may have some margin compression happening, but you might have some greater activity levels that are causing 

all boats to rise. 
................................................................................................................................................................................................................................ 

Sumit Malhotra 
Analyst, Scotia Capital, Inc. Q 
No, I – I hear you, and I know this is a complicated issue. So I appreciate that. Just sometimes it's easy for me to 

go to the model and change 35% tax rate for MFS to 20% and enjoy the benefits, but it – I have a feeling it won't 

be quite that easy. I'll leave it – this last question for Dean. 

 

LICAT. You've given us a little bit of color a few months ago that you didn't think this was going to have a major 

change to how Sun Life thinks about their capital position. We've gotten some more information in the subsequent 

few months, and maybe you're going to give us a little bit more color at your Investor Day. Just was hoping for an 

update from you as to how you're thinking about the LICAT methodology affecting Sun Life's capital position and, 

more importantly, Sun Life's capital deployment. You were quite active in 2015 with a number of acquisitions. It's 

been a little bit quieter of late. Just wanted to get an update from you on how capital adequacy and deployment 

are sitting in your mind? 



Sun Life Financial, Inc. (SLF) 
Q4 2016 Earnings Call 

Corrected Transcript 
16-Feb-2017 

 

 
1-877-FACTSET   www.callstreet.com 

 16 
Copyright © 2001-2017 FactSet CallStreet, LLC 

 

Dean A. Connor 
President, CEO & Non-Independent Director, Sun Life Financial, Inc. A 
Thanks, Sumit. Well, first of all, on LICAT, as you know, we're still working through, with OSFI in the industry, all 

the details. And it's, as you would appreciate, a tremendous effort to get ready for January 1, 2018. So,  all hands 

are on deck. Lots of work being done to model this out, and not just to get the capital position set, but also to 

figure out the impact on products and business and product mix and business growth. So, lots of work underway. 

And it's too soon to say exactly what the impact will be. 

 

I'd come back to the more general point around LICAT being a more risk-based system. And as you know, we've 

done a lot to reposition Sun Life away from longer-tailed, capital-intensive businesses. And so I think, as we look 

ahead, we think that that will get reflected through the LICAT process. Exactly what it means, again, it's too early 

to say. Does it change our thinking on capital allocation? No. 

 

Our first priority is organic growth, and we've got lots of things, as you know, in the hopper and lots of investment 

in organic growth, and seeing the fruits of that coming through. Sun Life Global Investments broke even last year 

and is positioned to make a profit this year as one example of that.  

 

The second focus is around M&A. And first of all, integrating the acquisitions that we have made, and that's 

moving ahead well, but there's still lots of work to do there. We do not need to do acquisitions to achieve our 

medium-term financial objectives. But we, of course, continue to be in the deal flow. As Colm noted and as I 

noted, we've got a very strong opening position, our current position on the balance sheet before you consider 

LICAT. So we think we're in good, good shape there. 

 

And last but not least, under the heading of capital allocation, it's worth mentioning share buybacks. We've done 

those before, and they continue to be among the things that we have at our disposal in terms of capital allocation. 

All of that is focused on driving ROE towards our 12% – we're in the 12% to 14% band, and the focus is how do 

we move up to the mid and the higher end of that band. 
................................................................................................................................................................................................................................ 

Sumit Malhotra 
Analyst, Scotia Capital, Inc. Q 
And just to be clear, and I'll leave it here. It's – if I've got you right, LICAT and the transition isn't really a major 

impediment to Sun Life deploying capital through external needs here, like a buyback or an acquisition. You could 

do that right now if you wanted. It's nothing to do with waiting for a final blessing on LICAT.  
................................................................................................................................................................................................................................ 

Dean A. Connor 
President, CEO & Non-Independent Director, Sun Life Financial, Inc. A 
That's right. 
................................................................................................................................................................................................................................ 

Sumit Malhotra 
Analyst, Scotia Capital, Inc. Q 
Thank you for your time. 
................................................................................................................................................................................................................................ 

 

Operator: Your next question comes from the line of Paul Holden with CIBC. Your line is now open.  
................................................................................................................................................................................................................................ 

Paul Holden 
Analyst, CIBC World Markets, Inc. Q 
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Thank you. Good morning. So, that last discussion might be a bit of a good segue to my first question, which 

pertains to Sun Life Canada specifically. So, as we think about the levers of growth there and you have grown the 

size of the business well year-over-year, and we think about additional expenditures on technology, et cetera, that 

you're putting into that business, how should we think about the growth run rate for SLF Canada specifically going 

forward on an underlying income basis? 
................................................................................................................................................................................................................................ 

Kevin P. Dougherty 
President-Sun Life Financial Canada, Sun Life Financial, Inc. A 
Thanks for the question. It's Kevin Dougherty speaking. So – yeah. I'd say a couple of things I'd take you to – 

expected profit was up CAD 16 million on the quarter, it's at 9% year-over-year. And that's really reflective of 

momentum in the business and growing business volumes, both sales and excellent retention rates in the group 

businesses in particular. I think we have strong sales momentum really across all of our major lines of business, 

and the newer businesses in particular are picking up more and more momentum. So, whether it's SLGI or DB 

solutions or client solutions. 

 

Some of these new growth engines that we've been investing in. So, on benefit solutions, client solutions, SLGI, 

individual wealth footprint are starting to mature and come online. And you'll see that happening more and more 

over 2017, 2018 and through 2020. So, the investments that we're making in Canada are starting to come on 

stream. I don't see an uptick from the current levels. And – so the goal in SLF Canada is to need to be able to be 

in that 8% to 10% range that the company set for itself. And so that is really growth from the core at 4% or 5% 

and then these new businesses taking us into that higher range. 
................................................................................................................................................................................................................................ 

Paul Holden 
Analyst, CIBC World Markets, Inc. Q 
Okay. Perfect. It's really what I was trying to get at there, which is the size of the business across and the size of 

the business enough to overcome investment expense growth, and it sounds like the answer is yes. So that's 

good. 

 

Moving on quickly, U.S. group. When I put together repricing, potential cost synergies, growth on the size of that 

business, including voluntary benefit sales, it looks to me like there's potential for earnings from that business to 

double or even more. Am I kind of in the right ballpark there? Does that kind of make sense? 
................................................................................................................................................................................................................................ 

Daniel Richard Fishbein 
President-US Business, Sun Life Financial, Inc. A 
Well, I won't necessarily speculate on an amount, but the – our biggest opportunities, as we've talked about over 

the past couple of years, is from our firm continuing to improve the margins in that business. We've made quite a 

bit of progress on that the past two years, but there's still lots  of opportunity there. 

 

So, a few points. As you know, we are improving our situation in stop-loss, and we should see some of that start 

to occur in the short-term. We've been going through a three-year program of improving the performance in the 

legacy Sun Life business that a lot of that's been completed, but not all of it. There's still opportunity there. And 

then we layer on top of that the synergies related to the Assurant Employee Benefits acquisition, which we really 

only began in 2016. So when you put all those things together, there's still quite a bit of opportunity with the levers 

that we're pulling to continue improving the margins of the Group Benefits business.  
................................................................................................................................................................................................................................ 

Dean A. Connor 
President, CEO & Non-Independent Director, Sun Life Financial, Inc. A 
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And Paul, it's Dean. We'll be shining a brighter light on that at Investor Day on March 9.  
................................................................................................................................................................................................................................ 

Paul Holden 
Analyst, CIBC World Markets, Inc. Q 
Okay. Fairly helpful. Thank you. And then just one final quick one, if I may. Just on MFS, were there any port folio 

manager – management departures in the last six months to nine months? And if there were, can you give us a 

sense of how much AUM they may have managed? 
................................................................................................................................................................................................................................ 

Michael William Roberge 
Chief Executive Officer and President, MFS Investment Management A 
Yeah. We had one announcement mid-year this year of a retirement, Dave Mannheim. He is going to stay at the 

firm for the next one to two years depending on how the succession progress goes. And we've been out in front 

with clients on that over that period of time. He's part of a team that manages around CAD 70 billion. But we've 

historically seen very little – we had one in the prior year. We've seen no loss of assets on that particular book of 

business. We've seen very little loss of assets on the global equity book at this point in time. And so we're actively 

managing that process with clients. 
................................................................................................................................................................................................................................ 

Paul Holden 
Analyst, CIBC World Markets, Inc. Q 
Thank you. 
................................................................................................................................................................................................................................ 
 

Operator: Your next question comes from the line of Tom MacKinnon with BMO Capital. Your line is now open. 
................................................................................................................................................................................................................................ 

Tom MacKinnon 
Analyst, BMO Capital Markets (Canada) Q 
Thanks very much. Good morning, everyone. A question for Colm. You had mentioned you had a lower level of 

gains, AFS gains, in the earnings on surplus in response to some positioning as a resul t of the rate movement in 

the quarter. Just trying to get a feeling as to if you can put – if you can quantify that to any extent just to help us 

kind of model what the earnings on surplus might look like going forward? 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
Yeah. So, Tom, I think the point I was getting at here is that in a period of declining interest rates, which we saw in 

the early part of 2016, we did trigger some additional AFS gains, and that was I think an effective response to low 

interest rates where we're able to capture some gains. And then, as we saw the year unfold and particularly with 

the strong increase in interest rates in the fourth quarter, we expected our operating result to come in strong and 

we saw that it did, as a result of the uptick in interest rates. So we said, well, we'll dial back a little bit. We don't 

need to be quite as active on the available for sale of securities.  

 

And if you go back, so 2016 was a kind of a mixed period because you have that effect at the start of the year, 

then you have the change at the end of the year. But if you go back to, say, the prior year, we typically had AFS 

gains of around CAD 30 million a quarter as being a sort of a run rate that people had in their mind. That got 

changed, as I say, a little bit over the course of 2016, but that's probably not a bad number to have in your mind. 

And last quarter, we did – in Q4, we did CAD 20 million relative to that CAD 30 million. So that would give you a 

bit of a sense of the difference. 
................................................................................................................................................................................................................................ 
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Tom MacKinnon 
Analyst, BMO Capital Markets (Canada) Q 
Okay. And that's pre-tax? 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
That's pre-tax. Yeah. 
................................................................................................................................................................................................................................ 

Tom MacKinnon 
Analyst, BMO Capital Markets (Canada) Q 
Okay. 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
Because [indiscernible] (51:49) on the earnings on surplus is where we tend to talk about this item.  
................................................................................................................................................................................................................................ 

Tom MacKinnon 
Analyst, BMO Capital Markets (Canada) Q 
And as a second question maybe for Kevin or Colm as well. If you look at the strain in Canada, a big tailwind in 

the quarter, but then that has to be attributable to some extent to the fact that your individual sales – individual 

insurance sales were exceptionally strong. And you'd probably view the sales level that we had in the quarter to 

be a bit more of a one-time thing as a result of the tax change coming. So I'm trying to get a feel as to if the sales 

were half, if the individual insurance sales were kind of half a level they were in the quarter, what would the strain 

have been in Canada? 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
Yeah. So, Tom, just maybe I'll take the first part of that around just the overall level of strain. And certainly in the 

fourth quarter, we do see that seasonal impact where the fourth quarter strain tends to be on the low side relative 

to that CAD 40 million to CAD 50 million that we've previously communicated. So in Canada, you saw a benefit 

over the course of the year of about CAD 7 million in respect to strain. And certainly a good portion of that relates 

to the higher levels of sales. But it can be impacted by other areas such as sales and defined benefits solutions. 

But I would also point out that Asia also contributed to the overall decline and strain. So it's not just in respect of 

Canada. 

 

And as I mentioned earlier, that is also impacted by the economics at the start of the quarter. So we do expect to 

see some impact on strain this year based on the higher interest rates that we're currently experiencing. And we'll 

be updating for that. But maybe I'll just ask Kevin to say a word on the sales achievement in the fourth quarter. 
................................................................................................................................................................................................................................ 

Kevin P. Dougherty 
President-Sun Life Financial Canada, Sun Life Financial, Inc. A 
Yes. Hi, Tom. So I think you're right. We had a nice uptick in strain in the quarter due to individual sales, which 

were at over CAD 200 million. And – but we didn't get the same amount of uptick that we would normally see from 

places like defined benefits solutions. So these benefits can come from different areas of the organization, as well 

as Colm pointed out, we calculate this based on values at the beginning of the quarter. So, really the full effect, 

you don't really see in the quarter. 
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At the same time, I think we've got – we've got very strong underlying sales momentum in our retail life business 

in Canada even when you take the sort of the spike effect out. It's been growing in the 10% to 12% range for the 

last two years or three years on the strength of growing career sales force, growing penetration in individual 

channels. So we see that as continuing. We've got a strong pipeline going into Q1. So we'll see some continued 

effect from tax over and above that in 2017. 

 

And then, maybe the last thing I would mention to you is we're probably the only provider in Canada that took the 

opportunity of the tax changes to effectively relaunch our entire li fe insurance product line. So, rather than just 

tweak it for tax or decommissions and products, we really relaunched everything. No underwriting rules, no 

features, no illustration software, really targeted at markets like small business. And in the Asian market, the 

feedback has been very, very positive. So we were very optimistic about 2017 and how our product line is 

positioned to sell in what will be, hopefully, a better underlying interest rate environment as well.  
................................................................................................................................................................................................................................ 

Tom MacKinnon 
Analyst, BMO Capital Markets (Canada) Q 
All right. Thank you. 
................................................................................................................................................................................................................................ 
 

Operator: Your next question comes from the line of Doug Young with Desjardins Capital Markets. Your line is 

now open. 
................................................................................................................................................................................................................................ 

Doug Young 
Analyst, Desjardins Securities, Inc. Q 
Hi, good morning. I guess my first question is for Mike. Just back to the outflows. I think there were CAD 7.3 

billion on the institutional side. You mentioned insurance being one area, and I guess that's the [ph] VA (56:17) 

side. So, curious – was there an outsized redemption from the book that you sold to a third party from which you 

still manage the money or was that just one of many? Can you give a little color? And what's the size of that [ph] 

VA (56:32) insurance book that you still manage? 
................................................................................................................................................................................................................................ 

Michael William Roberge 
Chief Executive Officer and President, MFS Investment Management A 
Yeah. If you look at – we had a – we had a CAD 1 billion redemption out of one sub-advisory relationship in the 

quarter that went from active products to entirely passive products as a way to hedge the risk.  More easily hedge 

the risk associated with that book. If you use – if you take that redemption, though, and look at our entire 

insurance sub-advisory business, which is CAD 36 billion. The redemption rate on the book last year was actually 

slightly lower than our retail rate. And so while you're seeing redemptions within that book of business, it actually 

was running a little bit below the retail business last year, even including that one big redemption in the fourth 

quarter. 
................................................................................................................................................................................................................................ 

Doug Young 
Analyst, Desjardins Securities, Inc. Q 
And can you talk a bit about maybe on the institutional and the retail side, what you're seeing in Q1? And I know 

you don't want to give numbers, but just any qualitative – like if there's a lot of uncertainty in Q4, a lot of volatility, 

have you seen a stability in your pipeline on the sales side – the net sales side? 
................................................................................................................................................................................................................................ 
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Michael William Roberge 
Chief Executive Officer and President, MFS Investment Management A 
Yeah. I mean, all I'll do is say, if you look at January retail flows in the industry, they didn't look dissimilar from last 

year, without providing specific context around our clients. So I think you should expect the industry to continue to 

be challenged. As I said earlier, we think that while there's a secular component to this, given the move to passive 

in smart beta and some of the other alternatives clients have, again, we think some of this is cyclical.  

 

It's been -- we've been now eight years into a market that's gone nothing but up. As active managers, clients want 

liquidity. We're sitting on cash. That's a drag in a big-up market. Volatility has been exceptionally low during this 

period of time. Stock dispersion has been exceptionally low during this period of time. Those are periods that are 

very difficult for active management. 

 

The minute we get volatility dispersion, and we think downside in the market, active managers will do well. We 

think that we will do better in that environment and we think that you'll seize more normal redemption rates on the 

other side of that particular cycle. What we don't know obviously is when that's going to happen.  
................................................................................................................................................................................................................................ 

Doug Young 
Analyst, Desjardins Securities, Inc. Q 
Okay. And then just, Dan, on the U.S. group insurance side, I think the net margin this quarter was 3.6% and I 

think you've talked about taking this up towards a 5%-plus range. I don't want to put words in your mouth, but I 

believe that we've been thrown out there before. How long does it take you to get there? 
................................................................................................................................................................................................................................ 

Daniel Richard Fishbein 
President-US Business, Sun Life Financial, Inc. A 
Doug, we'll talk more about that in Investor Day, but you're right. The margin is up significantly especially over the 

past two years. And we should see further improvement in that in 2017 and in future years. But we'll provide more 

detail and color on that at Investor Day. 
................................................................................................................................................................................................................................ 

Doug Young 
Analyst, Desjardins Securities, Inc. Q 
Okay. And then, maybe just lastly on the International business, obviously a lot of volatility. Can you talk to what 

was going on in the quarter in that business? 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
There are number of different elements. We did have some one-time expenses related to the run off of the 

International Wealth business. Year-over-year sales are up, although Q4 sales in International Life were about 

equal to Q3. Obviously there's also some impacts of investing gains. But overall, in underlying fundamentals, it 

was a solid quarter and we're continuing to see some good sales momentum in the International Life business. 
................................................................................................................................................................................................................................ 

Doug Young 
Analyst, Desjardins Securities, Inc. Q 
Okay. I may follow up with you guys on that. Okay. That's all I've got. Thank you very much.  
................................................................................................................................................................................................................................ 

Gregory A. Dilworth 
Vice President-Investor Relations, Sun Life Financial, Inc. A 
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Hi, Sean, it's Greg Dilworth here. We have time one more question before we end today's call.  
................................................................................................................................................................................................................................ 
 

Operator: Thank you. And your final question comes from the line of Nick Stogdill with Credit Suisse. Your line is 

now open. 
................................................................................................................................................................................................................................ 

Nick Stogdill 
Analyst, Credit Suisse Securities (Canada), Inc Q 
Hi, good morning. Just on the notable items this year, I was just hoping you could comment on what you think the 

contribution could look like next year. It was CAD 0.14 in 2016, although we did see investment gains on the high 

side and then they came down into Q4. So I'm just trying to tie this to the 8% to 10% medium-term EPS objective. 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
Yeah, Nick. It's Colm here. The notable items are difficult to forecast because they include insurance activity and 

other items that are going to have a random fluctuation aspect to them in addition to an underlying trend. So, 

clearly, we wouldn't be in a position to forecast future mortality or morbidity . It can vary quarter-to-quarter. But 

what you can take away, I think, is that we've had strong investing gains over not just one quarter, but over a 

number of quarters. And in fact, over the past couple of years, the number has been quite strong. We believe that 

there's potential to continue to capitalize on investing gains.  

 

We've had strong credit experience over the last couple of years. We don't know when the credit cycle will turn, 

but we don't see anything immediate on the horizon that says we don't expect to have a good result overall on top 

of these metrics as we go into 2017. But we wouldn't come up with a forecast for you.  
................................................................................................................................................................................................................................ 

Nick Stogdill 
Analyst, Credit Suisse Securities (Canada), Inc Q 
Great. Thank you. And just one more quick one on the balance sheet flexibility and maybe you'll provide an 

update in March. But at the 2015 Investor Day, you targeted a leverage ratio below 30%. Is that still the right 

number to use as a benchmark? And then, is there a buyback in place currently? 
................................................................................................................................................................................................................................ 

Colm J. Freyne 
Chief Financial Officer & Executive Vice President, Sun Life Financial, Inc. A 
No, we do not have a buyback in place currently. And in terms of the leverage ratio, our long-term ratio that we 

target is 25%. So, as I mentioned earlier, pro forma, the debt redemption in March will be two points below that. 

So, clearly, that gives you a sense that we have a lot of flexibility, and we're comfortable to be above the 25% up 

to the 30% level, and that would again depend on what we're deploying capital against acquisitions and the like. 

So we have a lot of flexibility, and we think that's one of the hallmarks of the company at this time.  
................................................................................................................................................................................................................................ 

Nick Stogdill 
Analyst, Credit Suisse Securities (Canada), Inc Q 
Thank you. 
................................................................................................................................................................................................................................ 
 

Operator: And there are no further questions. I'll turn the conference back to Greg Dilworth for closing remarks.  
................................................................................................................................................................................................................................ 
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Gregory A. Dilworth 
Vice President-Investor Relations, Sun Life Financial, Inc. 

Thank you, Sean. I would like to thank all of our participants today. And if there are any additional questions, we 

will be available after the call. And should you wish to listen to the rebroadcast, it will be available on our website 

later this afternoon. Thank you, and have a good day. 
................................................................................................................................................................................................................................ 
 

Operator: And this concludes today's conference. You may now disconnect. 
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