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Sun Life Financial, Inc.
Update to credit analysis

Summary
Sun Life Financial, Inc. (TSX, NYSE: SLF) is a life insurance and wealth management holding
company that offers individual and group life & health insurance, fixed and variable annuities,
and mutual funds in Canada, the United States, Hong Kong, the Philippines, Indonesia, India,
China, Malaysia and Vietnam. SLF has one primary life insurance operating company, Sun
Life Assurance Company of Canada (SLA; insurance financial strength (IFS) at Aa3/stable
outlook) – the company's Canadian and international operating subsidiary. SLF sold its US life
insurance operating company in 2013, but continues to operate in the US through SLA.

SLF's excellent business and financial profiles in Canada remain the lynchpin of the group's
ratings. Moody's does not rate SLF's senior debt, but does rate a preferred share issue (Baa1
(hyb)). Reported net income contribution by business group (Q2 2018 YTD, excluding
corporate) was SLF Canada (36%) SLF Asset Management (30%) SLF US (14%) and SLF Asia
(19%).

Exhibit 1

Net income and return on capital (1 yr. avg.)
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Source: Moody's Investors Service and Company Filings

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1138602
https://www.moodys.com/credit-ratings/Sun-Life-Assurance-Company-of-Canada-credit-rating-724420
https://www.moodys.com/credit-ratings/Sun-Life-Assurance-Company-of-Canada-credit-rating-724420
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Credit strengths

» Excellent market position and brand in the Canadian life insurance market with shares in excess of 10% in nearly all segments

» Stable profitability from its Canadian operation - a business unit with considerable market clout

» US asset management franchise adds diversification and provides additional dividend capacity; however, reliance upon asset
management earnings could turn into a negative if it becomes a significant component of group earnings

Credit challenges

» High total leverage compared to Canadian and similarly rated peers

» Meaningful exposure to secondary guarantees on segregated funds

» A business mix that includes a significant wealth management component, exposing the company to equity market and interest
rate risks

Outlook
The outlook on preferred shares hybrid rating is stable. Items to watch include significant expansion/acquisition of lower-rated, more
volatile insurance operations outside of Canada, maintenance of stable and sustainable consolidated profitability with a return on
capital consistently above 12% at SLA, and the impact of the new regulatory capital regime on SLF

Factors that could lead to an upgrade
The following could result in an upgrade of the hybrid rating:

» Upgrade of SLA

» Significant improvement in SLF's asset management affiliate Sun Life Global Investments Inc.'s (SLGI) assets under management
(AUM) and/or earnings

Factors that could lead to a downgrade
The following could lead to a downgrade of SLF's ratings:

» Downgrade of SLA

» Significant deterioration in SLGI’s AUM and/or earnings

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Key indicators table

Exhibit 2

Sun Life Financial, Inc. [1][2] 2017 2016 2015 2014 2013

As Reported (Canadian Dollar Millions)

Total Assets 269,112                    258,238                246,853                   223,357                 199,531                  

Total Shareholders' Equity 22,971                      22,368                   21,418                      18,872                   17,354                    

Net income (loss) attributable to common shareholders 2,149                        2,485                     2,185                        1,762                      1,696                      

Total Revenue 29,334                     28,573                   19,274                      25,764                   13,874                   

Moody's Adjusted Rat ios

High Risk Assets % Shareholders' Equity 82.1% 82.1% 83.0% 85.5% 89.8%

Goodwill & Intangibles % Shareholders' Equity 31.6% 33.3% 30.6% 28.6% 30.5%

Shareholders' Equity % Total Assets 7.6% 7.7% 7.7% 7.4% 7.6%

Return on avg. capital (1 yr. avg ROC) 8.6% 9.0% 8.5% 7.6% 7.6%

Sharpe Ratio of ROC (5 yr. avg) 1294.8% 741.8% 134.0% 131.9% 108.5%

Financial Leverage 20.8% 22.8% 24.4% 24.7% 27.6%

Total Leverage 33.4% 35.3% 36.7% 37.8% 41.2%

Earnings Coverage (1 yr.) 8.0x 9.2x 9.3x 7.5x 6.5x

Cash Flow Coverage (1 yr.) 8.4x 10.0x 16.2x 7.5x 7.5x

[1] Information based on IFRS financial statements as of Fiscal YE December 31 [2] Certain items may have been relabeled and/or reclassified for global consistency
Source: Moody's Investors Service and Company Filings

Profile
SLA's IFS rating is based on its exceptional market position in Canada, strong product risk and diversification profile, strong and
predictable Canadian earnings, and solid capitalization. This franchise is solidified by a large career insurance sales force, with improving
retention metrics. The strong and generally predictable profitability generated by the company in Canada is the central pillar supporting
the company's high IFS rating.

SLA holds the number one, two, or three market share positions in virtually all its market segments which gives it the pricing power to
maintain attractive margins. The Canadian life insurance industry benefits from two long-term trends that should continue to generate
strong demand for insurance and wealth management products. The first trend is the many baby-boomers entering or approaching
retirement. Second is the increasing efforts of employers and of governments to shift health and pension costs and responsibilities to
employees and citizens. Therefore, the challenge for the industry continues to be designing products to satisfy this consumer demand
without retaining excessive risks for the insurance company.

These strengths are tempered by a business mix that has a pronounced weighting in “wealth management” products. These products -
which include segregated funds (i.e., variable annuities) - expose SLA to equity market and interest rate risks, and drive a higher degree
of earnings volatility than protection products. At 30 June 2018 the firm reported that a 10% drop in equity markets could reduce its
Life Insurance Capital Adequacy Test (LICAT) ratio by 0.5% and a 50 basis point increase in interest rates would reduce its LICAT ratio
by up to 3.5%.

The group's acquisition activity has led to a high level of goodwill relative to its equity base, which strains its overall asset quality and
financial flexibility to some extent.

SLA also operates in Hong Kong, the Philippines, Indonesia, India, China, Malaysia and Vietnam. The product offerings in these
geographies are oriented towards straightforward protection products distributed through independent agency channels and a growing
bancassurance capability. SLA plans to grow these operations to become a more significant contributor to earnings. In the first quarter
of 2018 the company transferred its International business unit from SLF US to SLF Asia with the goal of accelerating the development
of its high net worth insurance business in Asia.

Asset management operations
SLF also has substantial equity positions in several U.S. and Canadian investment management companies and operates them under its
asset management segment SLF Asset Management which reported AUM of CAD684 billion at 30 June 2018. The segment owns 95%

3          22 October 2018 Sun Life Financial, Inc.: Update to credit analysis



MOODY'S INVESTORS SERVICE FINANCIAL INSTITUTIONS

of U.S.- based Massachusetts Financial Services Company (MFS). At USD474.1 billion in AUM as of 30 June 2018, MFS has significant
scale. Investment performance has been positive over time, supporting growth. AUM diversification is balanced with approximately
50% of AUM in retail mutual funds, 34% in traditional institutional funds and 16% in assets managed for insurance companies, a
niche in which it is a leader. Global institutional distribution is through an internal sales force and independent consultants. Mutual
and segregated funds are distributed in Canada through SLF's peer leading proprietary sales force, and elsewhere through financial
intermediaries such as full service brokerage firms and banks. Although controlled by SLF, MFS maintains distinct branding, which we
view as an advantage in seeking new mandates.

MFS is primarily an active manager with an emphasis on equity funds (approximately 80% of total AUM) of which more than half are
invested in international equities. MFS, together with all active managers, has been negatively affected by the continuing trend away
from active management, as net outflows for 2017 were CAD28.5B.

SLF has completed a number of asset management acquisitions, including Excel Funds, Prime Advisors, Ryan Labs Asset Management
and Bentall Kennedy Group in recent years. These acquisitions are consistent with SLF's strategy to build on its existing third-party
asset management capabilities and will be accretive to earnings going forward.

Detailed credit considerations
Capital structure and liquidity
To understand capital structure and liquidity at SLF overall, Moody's believes it is critical to understand its corporate structure. SLF's
corporate structure is made up of two major segments:

1. Sun Life Assurance Company of Canada (SLA; Aa3 for insurance financial strength). This entity houses the life, health and annuities
businesses of the Company's Canadian operations, the majority of its protection businesses in the United States, and all of its
operations in the United Kingdom and Asia.

2. Sun Life Global Investments Inc. (SLGI; unrated). Under this entity, SLF has placed most of its investment management businesses
in Canada and the United States. Also owned by SLGI, either directly or indirectly, are MFS and MFS Investment Management
Canada, and Sun Life Investment Management.

Through the first half of 2018, SLF on a consolidated basis reported net income of CAD1,375 million. Excluding the corporate segment,
SLF Canada generated CAD511 million in reported net income, the US segment reported net income of USD157 million, SLF Asset
Management contributed CAD424 million in reported net income and SLF Asia accounted for CAD266 million.

On comparative IFRS basis, financial leverage metrics have improved since 2013 due to strong earnings from positive operating
performance as well as a reduction in financial debt. The adjusted financial leverage has decreased to 20.8% in 2017 from 27.6% in
2013. Total leverage was high at 41.2% in 2013, but has trended lower for the past five years. The primary driver of SLF’s higher total
leverage is the inclusion of captive reinsurance arrangements related to closed blocks of individual universal life insurance with no-lapse
guarantee benefits. These structures provide financing of US statutory reserve requirements in excess of those required under IFRS and
are supported by a guarantee from SLF.

In 2017, equity benefited from CAD2.2 billion in net income. Sun Life's one-year earnings coverage ratio stood at 8x at year-end 2017
– down slightly from 9.3x for 2015. SLF's more normalized earnings levels observed from 2015 to 2017 restored a healthier level
of financial flexibility that we expect to continue over the medium term. That said, Sun Life's high total leverage ratio implies the
company could have less marginal debt capacity in a stress period than similarly rated peers.

The firm's liquidity policies require each operating subsidiary to keep sufficient liquidity to meet expected liabilities in both a one
month and one-year stress test. The holding company targets CAD500 million in excess cash and have access to USD400 million
in fully committed credit facilities as at 31 December 2017. SLF ended Q2 2018 with CAD2.6 billion of cash and liquid assets at the
holding company, up from CAD2 billion at year-end 2017 primarily attributable to the upstreaming of a CAD1.2 billion dividend
from SLA, partially offset by the repayment of CAD400 million of subordinated debentures and the repurchase of CAD206 million of
common shares. There is also dividend capacity available to the holding company from its Canadian life insurance and US investment
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management franchises. SLF’s unrestricted subsidiary dividend capacity totaled approximately CAD3.7 billion at year-end 2017.
Moody's calculates MLI's dividend capacity on the basis of the company maintaining its MCCSR ratio above 200%.1

These sources, in total, exceed the 2017 major uses of cash at the holding company, which include CAD1,159 million in common
and preferred share dividends paid and CAD257 million of interest expense paid. In 2017, SLF increased its dividend by a total of 8%
representing a payout ratio of 42% of underlying net income. In August company announced Board and OSFI approval of a normal
course issuer bid for up to 14 million shares through to August 2019. Scheduled maturities within the next five years include CAD300
million of Series D senior unsecured debentures due 2019 and CAD300 million of Series E senior unsecured debentures due 2021.

The company has no commercial paper outstanding.

Exhibit 3
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Support and structural considerations
On 30 May 2018 Moody's upgraded the preferred stock rating of Sun Life Financial, Inc. from to Baa1 (hyb) from Baa2 (hyb). The
action followed the release of a new cross sector methodology for assigning instrument ratings for insurers, allowing for narrower
notching for certain Insurance groups domiciled in locations with enhanced regulatory supervision at a group-wide level. Moody's
considers regulation by the Office of the Superintendent of Financial Institutions (OSFI) to be enhanced group supervision, justifying
the narrower notching.

The spread between SLF's Baa1 (hyb) preferred shares and SLA's Aa3 IFS rating is four notches. This reflects a two notch differential
between SLF's implied senior debt rating and the Aa3 IFS rating of SLA. SLF has considerable latitude to upstream dividends from its
life insurance operating companies, particularly from Canadian- based SLA, because the dividend regulations are relatively liberal in
Canada. The company also receives dividends from its intermediate holding company SLGI.

Moody’s related publication
Outlook
Insurance – Canada: 2018 Outlook

Sector in-depth
Q2 2018 Earnings – Domestic earnings improve capital levels, a credit neutral quarter

Issuer profile
Sun Life Financial, Inc. Key Facts and Statistics - FYE Dec 2017
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Ratings

Exhibit 4
Category Moody's Rating
SUN LIFE FINANCIAL, INC.

Rating Outlook STA
Pref. Stock Baa1 (hyb)

Source: Moody's Investors Service

Endnotes
1 2017 and prior cash flow coverage metrics are based on MCCSR ratios. Beginning fiscal year end 2018, the calculation will be based upon LICAT ratios
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