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eResearch and Catalyst share a common mission: to provide quality investment research analysis, by 
ensuring that the research is a credible resource that investors can rely on.  
 
eResearch was established in 2000 as Canada's first equity issuer-sponsored research organization. Our 
various research packages allow corporate management to choose the form of research coverage that best 
meets their company’s needs.  
 
Catalyst, which was founded in 2003, is Canada’s sole independent equity research company 
specializing exclusively in the financial services sector. Headed by Robin Cornwell, who has more than 
30 years of experience in research and investment analysis of financial companies, Catalyst provides 
comprehensive investment research and advisory services to the investment community. 
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Note: Information and opinions expressed in Catalyst Equity Research Inc. reports and presented on the 
eResearch Corporation web-site are those of the contributing author and are provided in good faith and 
without legal responsibility. No representations, express or implied, are made by eResearch Corporation as 
to the accuracy, completeness, or correctness of this research. Such information and opinions expressed 
are as of the date of publication, and are subject to change without notice. Neither eResearch Corporation 
nor Catalyst Equity Research Inc. accepts any liability whatsoever for any direct or indirect loss resulting 
from any use of the research or the information it contains. Further, eResearch Corporation offers no 
opinion, express or implied, on the commentary herein, nor does it endorse the views and opinions 
expressed in this research report, which are those of Catalyst Equity Research Inc. only. 
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Sun Life Financial 
(SLF-TSX - $24.50) 

 

U.S. Annuity & Life Business Hurt By Lower  
Interest Rates & Equity Markets More Than Expected 

 BUY Rating Is Under Review 
 
Event:  Sun Life Financial (SLF) announced on October 17, 2011 preliminary estimates for its Q3/11 
earnings.  SLF now expects to report a loss of $621 million for the quarter.  On an operating basis the loss is 
expected to be $572 million or about $1.00 per share.  SLF also announced a change in accounting for 
hedging costs which could result in a charge of $0.85 per share in Q4/11. 
 

• The Q3/11 expected loss relates to the substantial declines in both equity markets and interest rate 
levels, which impacted the individual life and variable annuity businesses in SLF U.S.  North American 
equity markets declined 12% - 14% in the quarter, while yields on U.S. long-term treasury rates reached 
historic lows with 30-year yields down 146 bps to 2.91%.  Under Canadian accounting rules (IFRS), the 
future impact of market conditions as at the end of Q3/11 must be reflected in current results.  

 
• The impact was at the high end of managements estimates as the interest rate movements were very 

uneven across the yield curve.  Additionally the results reflected large simultaneous movements in both 
interest rates and equity markets. 

 
• SLF normally updates its actuarial assumptions in Q3/11.  The changes in assumptions contributed 

about $200 million to the expected loss.  
 

• SLF’s MCCSR ration is expected to decline to 210% from 231% as at the end of Q2/11. 
 

• SLF expects to make a change to its accounting for hedging expenses which will impact Q4/11.  
Historically SLF expensed its hedging cost for variable annuities and segregated funds in the period 
incurred.  Going forward SLF will take an estimated lifetime hedging charge.  Under current market 
conditions this charge would approximate a negative $500 million as at the end of Q4/11.  The future 
impact will be expected to result in a higher level of future earnings from in-force contracts. 

 
Impact: Negative  - 12 Month Target Lowered To $29.00  
The impact of the lower interest rates and equity markets was higher than expected.  Our 2011 EPS forecast 
has been lowered to $0.28 from $2.90.  Our 2012 EPS estimate has been lowered to $3.00 from $3.15 which 
assumes no change in long-term U.S. Treasury yields and a modest increase in equities.  The dividend payout ratio 
approximates 48% of our 2012 EPS estimate.  SLF is well capitalized and the dividend at current levels is 
considered safe, however, investors should not expect a dividend increase for at least 12 to 18 months.   
 
We have lowered our 12 month share price target to $29.00 from $33.00.  This lower target is in line with the 
lower P/E multiples that we are ascribing to the life insurance companies generally and the lower expected earning 
for 2012.  We believe the lower valuations more appropriately reflect the increased volatility of the group’s 
earnings.  We expect SLF to support an overall P/E multiple of about 10.0 times (previously 10.5 times) our 2012 
EPS estimate or slightly above the average of the industry group.  We have placed our BUY recommendation 
under review awaiting the full Q3/11 results. 
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__________________________________________________________________________________________________________________________________ 
Definition of Risk Ratings 
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. 
____________________________________________________________________________________________________________________________________ 
The information contained in this report has been compiled by Catalyst Equity Research Inc. (“Catalyst”) from sources believed to be reliable, but no representation 
or warranty, express or implied, is made by Catalyst, its affiliates or any other person as to its accuracy, completeness or correctness.  All opinions and estimates 
contained 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 responsibility.  This report is not an offer to sell or a solicitation to buy any securities.  Catalyst and its affiliates may have a relationship or may receive 
compensation for services with some or all of the issuers mentioned.  Catalyst or its affiliates or officers, directors, representatives, associates may have a position in 
the securities mentioned herein, and may make purchases or sales of these securities from time to tome in the open market or otherwise.  The securities discussed may 
not be eligible for sale in all jurisdictions.  To the full extent permitted by law neither Catalyst nor any of its affiliates, nor any other person, accepts any liability 
whatsoever for any direct or consequential loss arising from any use of this report or the information contained herein.  No matter contained in this document may be 
reproduced or copied by any means without the prior consent of Catalyst.  This report is not for dissemination in the United States of America. 
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