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Recommendation: BUY
Target Price (1 Year): C$36.50
Prior: C$33.00
Total Return (1 Year): 15.1%
Risk: Low

Market Data

Current Price $32.95
52-Wk Range $23.58-34.39
Mkt. Cap. (mm) $18,900
Dividend $1.44
Yield 4.4%

Financial Data

Fiscal Y/E December 31
Shares O/S (mm) 574
BVPS (June 30/08) $28.26
P/BVPS 1.2x
Capital Ratio MCCSR 228%
Total Assets (bill) $120.9
Adj. ROE Annualized 12.4%

Estimates (f.d.)

Year 2010A 2011E 2012E
EPS $2.76 $2.85 $3.15
Prior EPS - $2.90 $3.15

Valuations

Year 2010A 2011E 2012E
P/E Mult. 11.9x 11.6x 10.5x

Sun Life Financial Inc.

Chart Courtesy Big Charts

Robin Cornwell
416-910-7985
rcornwell@catalystresearch.ca

Notes:  
All figures in Canadian dollars, unless otherwise specified.
* Under Review

Please see the final pages of this document for important 
disclosure information.

SUN LIFE FINANCIAL
(SLF - TSX    $32.95)

Q4/10 Underlying Earnings in Line With Expectations
Higher Interest Rates & Equity Markets Help Even More

Earnings Outlook Improves – Upgraded to BUY

Conclusion:  BUY – 12-Month Target Increased to $36.50
Sun Life Financial (SLF) reported Q4/10 net operating income of $508 million or $0.88 per share, 
up 69% from EPS of $0.52 per share in the same quarter last year.  Underlying operating income, exclud-
ing the numerous Items of Note listed below, was $0.62 per share.  We estimate that underlying operating 
EPS this quarter was closer to $0.64 and more in line with our forecast.  Higher equity markets and inter-
est rates during the quarter positively impacted net income by $294 million or $0.51 per share.  

From an operating perspective, SLF reported strong earnings from its U.S. operations but weaker 
results in Canada (hurt by higher interest rate hedging costs) and flat earnings in Asia.  SLF’s asset 
manager (MFS) had a good quarter with net income up 16% Y/Y driven by higher AUM and net sales.  
Reported ROE was 12.4% versus 7.6% in the same period last year.

For 2010, SLF reported operating EPS (fd) of $2.76, up from $0.99 last year.  The Minimum Con-
tinuing Capital Surplus Requirement (MCCRS) ratio remained a very solid 228%, up from 221% as at 
the end of last year.  Reported ROE in fiscal 2010 averaged 9.9% versus 3.5% in 2009.  The dividend per 
share was unchanged in fiscal 2010 at $1.44 per share.

Our 2011 EPS forecast has been lowered to $2.85 from $2.90 which assumes a modest increase in 
long-term U.S. Treasury yields and a small 5% improvement in the outlook for equities.  

We have introduced our 2012 EPS estimate at $3.15 which assumes further modest increases in long-
term U.S. Treasury yields and equities.  The dividend payout ratio approximates 50% and 46% of our 
2011 EPS and our 2012 EPS estimates respectively.  SLF is well capitalized and the dividend is consid-
ered very safe, however, investors should not expect a dividend increase until perhaps 2012.  

We have upgraded our recommendation to a BUY from a HOLD.

Valuation
We have increased our 12-month share price target to $36.50 from $33.00.  This valuation would 
indicate that we expect SLF to support an overall P/E multiple of about 11.6 times our 2012 EPS estimate 
or slightly above the average of the industry group.

Q4/10 Items of Note – Amounted to a Positive $0.26 Per Share
1. Positive $181 million impact from equity markets or $0.31 per share.
2. Positive $113 million impact largely from interest rate assumptions or $0.20 per share.
3. Negative $58 million actuarial assumption changes or $(0.10) per share.  Driven by higher 

expenses and negative mortality assumptions.
4. Negative $29 million from non-recurring expenses or $(0.05) per share.  These were related 

to a software upgrade in Canada and integration expenses at Lincoln Financial’s U.K. business.
5. Negative $45 million experience losses or $(0.08) per share.
6. Negative $13 million in currency & other or $(0.02) per share.

Sensitivity to Equities & Interest Rates – Interest Rate Sensitivity Declines
Management indicated that a 10% increase in equity values would positively increase EPS by about $0.15 
while a 10% decrease would negatively impact EPS by about $0.35 (down slightly from last quarter).  A 
100 bps parallel increase in interest rates would positively impact EPS by about $0.10 to $0.30, down 
marginally from last quarter.  A 100 bps drop would negatively impact EPS by about $0.25 to $0.40.  The 
latter is down by about half.
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MFS – Solid Earnings in Quarter – AUM up 18% Y/Y
MFS reported Q4/10 earnings of $57 million, up 16% Y/Y and 4% sequentially.   AUM increased to US$222 billion, up 18% Y/Y and 9% sequentially.  
MFS reported good net sales in the quarter of US$5.0 billion versus net sales of US$2.3 billion last quarter and net sales of US$6.1 billion in the same quarter 
last year.  Positive market movements accounted for US$13.0 billion of the higher AUM sequentially.  Pre-tax margins increased to 31% versus 29% in the 
same period last year.  Institutional managed funds reported net sales of US$4.3 billion in the quarter.  Retail (mutual funds) had a decent quarter with net 
sales of US$0.7 billion.

MFS reported net income of $208 million for fiscal 2010, up 37% Y/Y.  This represents about $0.37 per SLF share and was about in line with our expected 
$0.38 per SLF share.  We forecast net income for fiscal 2011 to increase by 10% based on a similar increase in AUM and relatively stable pre-tax margins.  
This level of net income would represent about $0.40 per share.
 
Sale of Reinsurance Business
On December 31, 2010, SLF completed the sale of its reinsurance business to Berkshire Hathaway for an undisclosed amount.  The sale was consistent with 
management’s strategy to better deploy capital to other parts of the business that could achieve higher growth.  This transaction increased SLF’s regulatory 
capital by 14 bps.  In addition, the sale removed a business line that historically had been somewhat volatile for SLF.

Other Quarterly Highlights
• SLF overall consolidated net income in Q4/10 was reported at $508 million or $0.88 per share versus $296 million or $0.52 per share in the same 

quarter last year and net income of $453 million or $0.79 per share last quarter.  This quarter had several Items of Note as previously discussed.  
Excluding most of these items, net income on an operating basis would have been closer to $0.64.

• SLF Canada reported net income in Q4/10 of $182 million, down 25% from $243 million reported in the same quarter last year and 30% 
sequentially.  The lower earnings resulted primarily from net unfavourable changes in interest rates (hedging costs), swap spreads and actuarial 
assumptions.  There was a partial offset from higher equity markets.  Individual Insurance net income was $84 million versus $138 million in the 
same quarter last year (earnings in the same quarter last year were positively impacted by higher equity markets and higher long-term interest rate 
assumptions).  Individual sales increased 14% Y/Y driven by strong participating life sales.  Sales of individual fixed interest products increased a 
surprising 11% Y/Y.  Sales of Group Benefits tripled Y/Y driven by large-case sales, however, net income decreased 13% Y/Y.  Group Wealth net 
income increased 9% Y/Y.  Sales of Group Retirement services more than doubled Y/Y due to increased industry activity overall (during the reces-
sion sales had been underperforming).  AUM increased by 7% to $134 billion. 

• SLF U.S. reported a net profit of $267 million versus net loss of $9 million in the same period last year and net profit of $41 million last quarter.  
Last year reflected the unfavourable impact from reserve increases for downgrades on the investment portfolio and higher credit impairments.  The 
results this quarter reflected higher equity valuations and higher interest rates.  Fixed annuity sales continued to decrease as the product is de-empha-
sized.  The annuities business benefited from higher equity markets and reported a net profit of US$97 million versus a loss of US$80 million in the 
same quarter last year.  Individual insurance reported net income of US$126 million versus US$50 million in the same quarter last year and a loss 
of $171 million last quarter.  Individual Insurance sales decreased 46% Y/Y due in part to the exit of the no-lapse guarantee universal life business.  
The Employee Benefits Group saw an increase in earnings to US$40 million, up from US$22 million last year.

• SLF Asia reported earnings of $28 million, up marginally from $27 million last year but down 24% from last quarter.  The quarter reflected 
slower sales in India which resulted in lower new business strain.  Hong Kong had lower net income as new business strain increased..  AUM in-
creased to $27 billion, up 11% Y/Y. 
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Definition of Risk Rankings
Low:  Low financial and operational risk, high predictability of financial results with stronger than average balance sheet and strong free cash flows.  Company may 
pay substantial dividends or have an active share repurchase program. 
Medium:  Moderate financial and operational risk, moderate predictability of financial results, positive free cash flows and may or may not pay a dividend.
High:  High financial and/or operational risk, low predictability of financial results.  Limited financial history, negative free cash flows, adequate working capital and 
no dividends.

Definition of Research Ratings
The Catalyst research recommendation structure consists of the following categories:
Buy:  The stock’s total return, including dividends paid, is expected to exceed a minimum of 15% on a risk-adjusted basis, over the next 12 months.
Hold:  The stock’s total return, including dividends paid, is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months.
Sell:  The stock’s total return, including dividends paid, is expected to be negative over the next 12 months.
Speculative:  The stock’s total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with the investment that 
could result in significant loss.
Note:  Analysts have discretion within 500 basis points of the upper and lower limit of each rating to maintain the recommendation.

Analyst Certification
All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the subject securities or issuers.  No 
part of the compensation of the responsible analyst(s) named herein is, or will be, directly or indirectly, related to the specific recommendations or views expressed 
by the responsible analyst(s) in this report.
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tained in this report represent Catalyst’s judgment as of the date of this report and are subject to change without notice and are provided in good faith but without legal 
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