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Rationale

Business Risk Profile: Very Strong

• Very strong competitive position built on leading market position in Canada, geographic diversity, multichannel

distribution capacity, and positive brand strength

• Positive market position in Canada in group retirement and individual life and annuity segments. The U.S. asset

manager business is growing in importance to the overall revenue mix

• Well diversified by customer, geography, and product

Financial Risk Profile: Very Strong

• Very strong capital and earnings position is expected to persist over the rating horizon

• Strong financial flexibility reflects strong access to external sources of capital and liquidity

• Intermediate Risk position reflects some sector and 'BBB' concentrations in investment portfolio as well as

exposure to market risk

Other Factors

• Strong Enterprise Risk Management (ERM) program

• Earnings at risk and capital at risk are well contained

• Consistent maintenance of exceptional liquidity

• Further improvement needed in earnings from U.S. group life and health

• Integration of recent acquisitions expected to proceed well
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Factors Specific to the Holding Company

• We apply two notches between lead operating subsidiary and the holding company, reflecting the Canadian

regulatory regime and the group's capital structure.

Outlook: Stable

The stable outlook reflects our expectation that Sun Life Financial Inc.'s business risk and financial risk profiles will

remain very strong during the next 18-24 months. We also believe the group's operating performance will remain

in line with that of its key competitors, and that it will maintain its very strong competitive position and strong

financial flexibility. In 2016, we expect Sun Life's consolidated after-tax underlying net income from continuing

operations to exceed 2015's results of C$2.3 billion.

Downside scenario

We could lower the ratings if, contrary to our expectations:

• The company sees deterioration in its ERM practice;

• Sun Life experiences a significant loss of market position, brand strength, or geographic diversity that weakens

its competitive position;

• Capital adequacy deteriorates significantly below the 'AA' confidence level, as measured by our capital model;

or

• Fixed-charge coverage falls below 4x and financial leverage remains higher than 35% on a sustained basis.

Upside scenario

While we view a positive rating action as unlikely during the next 18-24 months, we could raise the ratings if:

• Sun Life's operating performance strengthens and consistently outperforms that of its global peers; or

• Sun Life develops other diversification that positively differentiates its business risk profile.

Base-Case Scenario

Macroeconomic Assumptions

A sluggish Canadian labor market gives us pause, and high consumer debt (although stabilizing) is still limiting

consumers' ability to borrow and spend.

• Canada's real GDP will increase at 1.5% in 2016, 2.2% in 2017, and 2.0% in 2018.

• Government of Canada three-month T-bill rates of 46 bps in 2016, 62 bps in 2017, and 139 bps in 2018.

• Government of Canada 10-year bond rates of 1.65% in 2016, 2.13% in 2017, and 2.66% in 2018.

• CPI inflation rate of 1.3% in 2016, 2.0% in 2017, and 2.0% in 2018.

• Unemployment rate of 7.0% in 2016, 6.9% in 2017, and 6.9% in 2018.

(See "Economic Research: Volatile Commodity Prices Whipsaw Canada's Recovery," Jan. 28, 2016.)
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Company-Specific Assumptions

• Fixed charge coverage will remain about 8x or better and financial leverage will remain below 30%.

• Sun Life will realize continued success across its four-pillar strategy in generating higher returns on equity in

less-volatile businesses.

• Competitive position will remain very strong with Sun Life maintaining its "big-3" position in Canada, and

maintaining or improving its U.S. mutual fund operation (MFS) and U.S. and Asia insurance operations.

Key Metrics

--Year ended Dec. 31--

2017* 2016* 2015 2014 2013

Net income (Mil. C$) >2,200.0 >2,200.0 2,185.0 1,762.0 1,696.0

Financial leverage (%) <30.0 <30.0 27.2 27.7 30.6

Fixed-charge coverage (x) >5.0 >5.0 9.5 7.9 6.7

Standard & Poor's capital adequacy/Redundancy >AA >AA AAA AAA AAA

*Forecast data reflect Standard & Poor's base-case assumptions.

Company Description: Leading Canadian Life Insurer

Sun Life Financial Inc. is a publicly traded non-operating holding company. Its primary operating subsidiary, Sun Life

Assurance Co. of Canada, is the third-largest life insurance provider in Canada, as measured by earnings. The

company's non-Canadian operations include U.S. group and voluntary life insurance conducted through its U.S.

branch; MFS Investment Management (MFS), a U.S.-based mutual fund company; and Asia division which has

presence in China, Hong Kong, India, Indonesia, Malaysia, the Philippines, and Vietnam.

Business Risk Profile: Very Strong

We view Sun Life's business risk profile as very strong. The company generates most of its premiums in Canada,

which, in our view, faces low industry and country risks for life insurers. We regard Sun Life's competitive position as

very strong stemming from its well-recognized brand name, diversified business model, geographic diversification, and

leading market positions in Canada.

Insurance industry and country risk: Very Low Risk

Our very low risk IICRA score on Canada's life insurance industry reflects the stable economic growth prospects,

relatively effective and stable political institutions, sophisticated financial systems, and strong payment culture in

Canada. In our view, life insurance operations in Canada are exposed to low industry risks due to high barriers to entry

given the market is dominated by a small number of life insurers; and a strong institutional framework, given the

primary regulator, the Office of the Superintendent of Financial Institutions (OSFI), maintains highly effective industry

oversight. OSFI's primary solvency metric, the minimum continuing capital and surplus requirements (MCCSR) ratio,

comprehensively captures all insurance risks in each domestic life insurer and their respective international
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subsidiaries. On March 31, 2016, OSFI issued for public consultation the draft guideline: Life Insurance Capital

Adequacy Test (LICAT), which will replace MCCSR and is expected to be introduced in 2018. The LICAT guideline

takes into account lessons learned from the financial crisis, recent developments in financial reporting standards,

actuarial standards, economic and financial practice, and international trends in solvency frameworks.

Low industry risk reflects the oligopolistic characteristics of the market. Insurance products in Canada generally have

less aggressive guarantees. In addition, the industry has a strong track record of very tight asset-liability matching that

is necessitated by a financial reporting and regulatory framework that applies fair value accounting principles equally

to both sides of the balance sheet. The accounting framework tends to be pro-cyclical, resulting in an earlier

recognition of changes in macroeconomic factors and relatively conservative reported financial results. We see the

sensitivity to interest rates and equity-market volatility as somewhat of an offset to these strengths, as they do not

provide a long-term economic view of operating return prospects. We believe a weak global economy, persistent low

interest rates, and established competition will limit the sector's growth prospects and potential for higher operating

margins.

Table 1

Industry And Country Risk

Insurance sector IICRA Business mix (%)

Canada Life Very Low Risk 65

United States Life Low Risk 31

Hong Kong Life Low Risk 3

United Kingdom Life Low Risk 1

IICRA--Insurance industry country risk assessment.

Competitive position: Very Strong

In our opinion, Sun Life has a very strong competitive position stemming from its well-recognized brand name,

geographic diversification, and leading market positions in Canada. The company is a leader in individual life

insurance, group retirement, and life and health products. It also has a broad distribution platform that includes both

career sales force and third-party agents.

Geographically, Sun Life's revenues are well spread out with Canada representing 44%, the U.S. 27%, Sun Life

Investment Management (including MFS) 19%, Asia 8%, and corporate and other 1% as of Dec. 31, 2015.

We view Sun Life's core earnings capacity as solid, driven primarily by its leading insurance franchise in Canada and

growing importance of MFS to the overall group profit mix.

Sun Life continues to generate very strong operating performance. Its underlying net income was C$2.3 billion and

reported net income was C$2.2 billion in 2015; a 26.9% and 24.0% increase, respectively, from the same period last

year. This would equate to a fixed-charge coverage ratio of 9.5x and total financial leverage ratio (including pension

fund deficit) of 27.2% as of year-end 2015. Sun Life's capital and earnings are susceptible to volatility due to the

Canadian fair value financial reporting framework. As of year-end 2015, the company's net income exposure to a 10%

decrease in equity markets and 100 basis points decrease in interest rates was $100 million and $300 million,

respectively. With the launch of its four-pillar growth strategy in 2012, Sun Life has continued to reduce its earnings
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and capital sensitivity to equity market and interest rate changes, thereby improving it quality of earnings. Part of the

execution of this strategy included the sale of its U.S. annuities and certain life insurance businesses to Delaware Life

in August 2013.

Table 2

Sun Life Financial Inc. -- Competitive Position

--Year ended Dec. 31--

2015 2014 2013 2012 2011

Gross premiums written (mil. C$) 16,824 15,499 15,072 13,415 13,221

Change in gross premiums written (%) 8.5 2.8 12.4 1.5 (12.9)

Net premiums earned (mil. C$) 10,395 9,996 9,639 8,247 8,238

Total assets under management (mil. C$) 736,748 683,077 625,000 503,026 449,335

Growth in assets under management (%) 7.9 9.3 24.2 11.9 0.1

Life: reinsurance utilization - reserves (%) 4.5 3.7 3.8 3.5 3.2

Financial Risk Profile: Very Strong

We view Sun Life's financial risk profile as very strong, benefiting from very strong capital and earnings and strong

financial flexibility.

Capital and earnings: Very Strong

The group reports very strong capital and earnings, which we anticipate will persist in our base-case forecast, despite

low-but-gradually increasing bond yields on new investments. Based on our proprietary capital model, we continue to

believe that the company's capital adequacy position supports the ratings. The capital adequacy positions of Sun Life's

U.S., Asian, and U.K. operations are captured within our Canadian capital model as well as within the regulatory

MCCSR ratio, because the U.S. businesses for the most part operate as a branch of the lead Canadian operating

subsidiary, or as wholly owned subsidiaries. We view Sun Life Assurance Co. of Canada's 2015 year-end MCCSR ratio

of 240% and net Tier I MCCSR ratio of 183% as very strong.

Table 3

Sun Life Financial Inc. -- Capitalization Statistics

--Year ended Dec. 31--

2015 2014 2013 2012 2011

Common shareholders' equity (mil. C$) 19,161 16,615 14,851 14,043 13,141

Change in common shareholders' equity (%) 15.32 11.88 5.75 6.86 (6.51)

Total reported capital (mil. C$) 26,158 23,889 22,606 22,135 21,234

Change in total capital (reported) (%) 9.5 5.7 2.1 4.2 (6.1)

Table 4

Sun Life Financial Inc. -- Earnings Statistics

--Year ended Dec. 31--

(Mil. C$) 2015 2014 2013 2012 2011

Total revenue 19,274 25,764 13,874 17,559 19,830
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Table 4

Sun Life Financial Inc. -- Earnings Statistics (cont.)

--Year ended Dec. 31--

(Mil. C$) 2015 2014 2013 2012 2011

EBIT adjusted 3,121 2,603 2,292 2,014 866

EBITDA adjusted 3,291 2,756 2,415 2,130 970

Net income (attributable to all shareholders) 2,285 1,873 1,809 1,501 341

Return on revenue (%) 16.2 10.1 16.5 11.5 4.4

Return on assets (%) 1.4 1.3 1.1 0.9 0.4

Return on shareholders' equity (reported) (%) 11.3 10.3 10.7 9.3 2.2

Risk position: Intermediate Risk

In our view, Sun Life's risk position reflects intermediate risks and benefits from the diversity of its investments and

insurance risks. The company's investment portfolio has no significant sector or single-name investment

concentration, and as of year-end 2015, the bond portfolio had an average rating of 'A'. Sun Life's high-risk general

account assets to total adjusted capital ratio is moderately high; however, in our view the impact is diminished due to

the presence of profit-sharing liabilities.

Sun Life's stated investment policy calls for very tight ALM matching, both on cash-flow and duration bases, and the

company does not take interest-rate risk. The company segments its assets based on liability requirements and

maintains a fairly close duration match in its interest-sensitive portfolios. Management closely monitors any

mismatched position and uses derivative instruments for hedging.

On a net basis, we believe that Sun Life is less exposed to credit risk than are many of its North American peers.

However, if the credit markets deteriorate, the portfolio could be exposed to significant losses from its positions in

'BBB' rated bonds, financial institutions, and commercial mortgages.

The company's portfolio is well balanced among primary asset classes. Assets backing Canadian, U.S., U.K., and Asian

liabilities are largely invested in their own currencies, creating a natural hedge relative to liabilities. As of Dec. 31,

2015, Sun Life's total consolidated investments included bonds (51.4%), mortgages (28.7%), cash and cash equivalents

(6.6%), equities (3.9%), real estate (4.8%), policy loans (2.3%), and other investments (2.3%). The investment portfolio

is well diversified worldwide, and the top-10 fixed-income single-name corporate exposures are well spread and

represent less than 3% of total invested assets.

Table 5

Sun Life Financial Inc. -- Risk Position

--Year ended Dec. 31--

2015 2014 2013 2012 2011

Total invested assets (mil. C$) 227,537 207,250 184,836 196,212 202,212

Net investment income (mil. C$) 3,555 11,315 519 6,284 8,796

Net investment yield (%) 2.74 9.75 0.49 5.78 7.95

Portfolio composition (% of general account invested assets)

Cash and short-term investments (%) 6.60 5.53 7.03 6.78 7.75
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Table 5

Sun Life Financial Inc. -- Risk Position (cont.)

--Year ended Dec. 31--

2015 2014 2013 2012 2011

Bonds (%) 51.36 53.70 50.43 52.49 55.19

Equity investments (%) 3.90 4.24 4.78 4.85 4.01

Real estate (%) 4.81 4.95 5.60 5.74 4.66

Mortgages (%) 28.73 27.31 27.89 26.31 24.34

Loans (%) 2.32 2.35 2.57 2.59 2.87

Other investments (%) 2.29 1.93 1.71 1.23 1.18

Financial flexibility: Strong

Sun Life has strong financial flexibility, in our view, given its strong and diverse operating cash flows, proven access to

markets, and exceptional liquidity position. The financial leverage ratio (including pension fund deficits) was 27.2% as

of year-end 2015, which is within the tolerance of leverage ratios limits and supports our rating. Fixed-charge coverage

as of year-end 2015 was 9.5x and we expect it to remain above 5x over our two-year rating horizon, factoring in

stresses associated with our downside scenario.

Table 6

Sun Life Financial Inc. -- Financial Flexibility

--Year ended Dec. 31--

2015 2014 2013 2012 2011

EBITDA fixed-charge coverage (x) 9.5 7.9 6.7 5.5 0.4

Financial leverage including pension deficit & operating leases as debt (%) 27.2 27.7 30.6 32.7 35.0

Other Assessments

Enterprise risk management

Standard & Poor's considers Sun Life's ERM program to be strong, supported by positive scores for all five subfactors

(risk management culture, overall risk controls, risk models, emerging risk management, and strategic risk

management). We view ERM as of high importance to Sun Life's financial strength rating because the company has a

very complex risk profile due to its operations in multiple countries around the world and in multiple lines of

businesses.

Sun Life's ERM culture continues to be viewed as positive, due to its well-staffed, independent ERM function, active

board participation, formal risk appetite statement, and obvious ties between risk and compensation.

Overall, Sun Life's risk controls are viewed as positive, with noted strength in most key risk controls. The only risk

control score that changed this year was that for insurance risk controls. Insurance risk controls are now viewed as

neutral, a change from the prior positive score, reflecting challenges in the U.S. group life and health business that

demonstrate inconsistencies in the management of this risk type. The company changed its approach to managing this

risk in 2015, and its new practices will need to be seasoned and proven effective before a positive score is again
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considered.

Standard & Poor's scores Sun Life's risk models as positive, reflecting the company's ability to perform both stochastic

and deterministic analyses, formal approach to model governance, and extensive evidence of model use in

risk-informed decision-making.

Emerging risk management is viewed as positive, an improvement from the prior neutral score, due to increased stress

testing and a more formalized approach to managing these types of risks. Sun Life has a well-established process for

identifying, assessing, quantifying (where possible), and mitigating emerging risks, as evidenced by its Key Risk Report

and frequent scenario analyses.

Strategic risk management is viewed as positive, due to sufficient evidence of the use of risk metrics to inform

decision-making, as well as a successful track record of execution.

Management and Governance: Satisfactory

Our management and governance score of satisfactory on Sun Life reflects the company's progress on strategic

planning, comprehensiveness of financial standards, and depth and breadth of management. It also reflects the

progress that we have seen on the group's four-pillar growth strategy, taking aside the speed bump that the company

hit in 2014 with its earnings in its U.S. group life and health business, which it is now addressing.

Sun Life's four-pillar business strategy centers on achieving scale, diversification, generating higher-quality earnings,

and operational excellence across and within the group's four major business units: Canada, MFS, Asia, and the U.S. &

International Markets. More specifically, Sun Life plans to build on its leadership position in Canada, expand its asset

management franchise that is anchored by MFS, strengthen its competitive position in Asia, and build out its position

in the U.S. group and International high net worth markets. This plan was first unveiled in early 2012 following the

appointment of a new CEO in December 2011 and last year Sun Life met its 2015 earnings objective of $1.85 billion.

Examples of execution on the four-pillar business strategy include: the sale of the U.S. annuities and certain life

insurance businesses to Delaware Life Holdings in 2013; expansion into lower capital intensive businesses in Canada,

the U.S., and Asia; the launch of the Canadian mutual fund company and Sun Life Investment Management; and

increased financial flexibility through reduced financial leverage. Recent acquisitions include Bentall Kennedy, Ryan

Labs Asset Management, Prime Advisors, Inc., the U.S. employee benefits business of Assurant, and increased

ownership of its businesses in Vietnam, India and Indonesia.

The Canadian operations generated solid momentum with new sales volumes in 2015. Earnings are up, with results

being driven largely by the retail protection and wealth management book. MFS' underlying earnings continue to show

strong momentum and Asia's underlying earnings have more than doubled over the past two years. The international

high net worth and closed U.S. life books are performing as expected but the U.S. group benefits business, excluding

stop loss incurred operating losses in fourth-quarter 2014. Action plans are in place to turn the existing business

around, but progress will require time given the two-to-three-year time duration of contracts in place. Sun Life's

success in turning around its U.S. group life and health operations will have an impact on our continuing view of

management. The company is expected to realize additional scale in the U.S. employee benefits markets following its

acquisition of the U.S. employee benefits business of Assurant, which closed on March 1, 2016. We view the
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acquisition as strategic in nature and expect it will improve Sun Life's market position in U.S. group benefits as well as

giving the company a strong presence in the U.S. dental benefits business.

Management has built a well-diversified portfolio of products, including individual life insurance and annuity, group life

insurance, health insurance, and savings products. Management has continued to develop what we consider

innovative savings and retirement products, and has developed robust ERM to ensure that the options embedded in

many of the company's products are effectively managed under all but the most severely stressed environments. We

believe that Sun Life's asset-management businesses remain a fundamental strength of the franchise.

The Asian market continues to be developed as a source of future earnings and growth. Sun Life has a long-term

presence in Hong Kong and the Philippines and is developing opportunities in China, India, Indonesia, Malaysia, and

Vietnam, which appear to be high-potential markets that also have a significant amount of associated economic,

political, and operational risk. Sun Life has signed commitments to increase joint venture ownerships of PVI Sun Life in

Vietnam (from 49% to 75%), BSLI in India (from 26% to 49%), and PT CIMB Sun Life in Indonesia (from 49% to

100%).

Liquidity: Exceptional

Sun Life has consistently maintained exceptional liquidity, and we believe that it has well-established policies to ensure

that it will have sufficient cash to meet its liquidity requirements, including liquidity demands well above normal

expectations. The company has designed its products to reduce the likelihood of unexpected liquidity demands. It

ensures its assets and liabilities are well matched. In addition, the Sun Life group has demonstrated that it has strong

access to the capital markets.

As of year-end 2015, the company's liquidity resources included liquid assets of about C$9 billion in cash and cash

equivalents, C$24 billion in investment-grade government bonds, and a substantial proportion of marketable

investment-grade bonds in its investment portfolio; utilization under the US$500 million syndicated (committed) bank

credit facility was US$77 million and the facility has no material adverse change clauses. Of these liquid assets, SLF

Inc. and its wholly owned holding companies held a cash position of US$1.0 billion. Sun Life's liquidity profile also

reflects its high-quality asset portfolio and stable block of liabilities, which has only limited exposure to institutional

guaranteed investment contracts and a well-spread maturity profile. As of December 2015, about C$72.6 billion of the

company's C$138 billion investment portfolio assets was in government, investment-grade corporate bonds and cash.

Ongoing operations have consistently generated positive cash flows.

During the credit crisis, Sun Life took prudent steps to enhance its liquidity position by stockpiling cash and

government bonds. More recently, it has deployed some of the cash into government bonds and other investments to

enhance yield.
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Accounting Considerations

We conduct our financial analysis of Sun Life on the group's consolidated International Financial Reporting Standards

(IFRS) financial statements, as there are very few assets held directly by the top holding company (other than the

equity investments made in its various insurance subsidiaries, cash and cash equivalents, and intercompany loans).

The majority of Sun Life's general fund contracts continue to be classified as insurance contracts. These contracts use

the Canadian Asset Liability Method (CALM) valuation methodology for insurance contracts. CALM includes fair value

accounting principles that became effective Jan. 1, 2007, and introduced increased levels of accounting volatility to the

statements. Philosophically, we continue to look through a number of changes brought about by fair value accounting

where they make limited economic sense given the long-term nature of life insurance products. Because there is only

one accounting convention used in Canada, it remains our belief that this improves the integrity of the information.

OSFI also uses fair value accounting in its calculation of a firm's capital adequacy position.

Sun Life also prepares a sources-of-earnings statement in accordance with Canadian regulatory guidelines. In our view,

this statement provides very granular information on the various elements that determine net income, and it is a

valuable tool for assessing the underlying quality and consistency of a life insurance company's earnings. We also
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review deconsolidated financial statements at the top holding company and at various levels within the corporate

structure. In addition, we analyze the U.S. statutory filings, but we give these statements only secondary consideration,

given that the group manages its business on the basis of Canadian IFRS. Because operating and financial leverage are

issued at both the holding-company and operating-company levels, we examine key financial ratios at all levels within

the organization in our analysis.

Sun Life's actuarial assumptions are reviewed at least annually, both internally and externally, to ensure that regulatory

and professional requirements are met. The Canadian Institute of Actuaries sets out very detailed professional and

governance standards. In addition to its internal reviews and the annual sign-off by the company's appointed actuary,

Sun Life's actuarial reserves are subject to three levels of external review annually: the qualified actuaries employed by

the external auditors, a third-party actuarial firm (as stipulated under OSFI guideline E15), and the regulator's team of

actuaries.

Related Criteria And Research

Related Criteria

• Group Rating Methodology, Nov. 19, 2013

• Insurers: Rating Methodology, May 7, 2013

• Enterprise Risk Management, May 7, 2013

• Methodology For Linking Short-Term And Long-Term Ratings For Corporate, Insurance, And Sovereign Issuers,

May 7, 2013

• Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012

• Refined Methodology And Assumptions For Analyzing Insurer Capital Adequacy Using The Risk-Based Insurance

Capital Model, June 7, 2010

• Hybrid Capital Handbook: September 2008 Edition, Sept. 15, 2008

• Use Of CreditWatch And Outlooks, Sept. 14, 2009

• Life Insurance Criteria: Liquidity, April 22, 2004

Ratings Detail (As Of April 15, 2016)

Holding Company: Sun Life Financial Inc.

Issuer Credit Rating A/Stable/A-1

Preferred Stock
Canada National Scale Preferred Share P-2(High)

Preferred Stock BBB+

Senior Unsecured A

Subordinated A-

Operating Companies Covered By This Report

Sun Life Assurance Co. of Canada

Financial Strength Rating

Local Currency AA-/Stable/--

Counterparty Credit Rating AA-/Stable/A-1+

Preferred Stock
Canada National Scale Preferred Share P-1(Low)

Preferred Stock A

Subordinated A
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Ratings Detail (As Of April 15, 2016) (cont.)

Subordinated A+

Sun Life and Health Insurance Co. (U.S.)

Financial Strength Rating

Local Currency AA-/Stable/--

Issuer Credit Rating

Local Currency AA-/Stable/--

Sun Life Assurance Co. of Canada (U.S. branch)

Financial Strength Rating

Local Currency AA-/Stable/--

Issuer Credit Rating

Local Currency AA-/Stable/--

Sun Life Capital Trust

Preferred Stock
Canada National Scale Preferred Share P-1(Low)

Preferred Stock A

Sun Life Capital Trust II

Preferred Stock
Canada National Scale Preferred Share P-1(Low)

Preferred Stock A

Domicile Canada

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable

across countries. Standard & Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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