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Solid Competitive Position: Pacific LifeCorp, with its insurance subsidiaries (collectively
PLC), is one of the leading providers of individual life insurance and retirement savings
products in the U.S. The company maintains a strong competitive position within the affluent
market. The company also benefits from an extensive distribution network.
Strong Statutory Capital: PLC’s total adjusted capital (TAC) grew by $640 million, or 8.2%, to
$8.5 billion in 2015. Over the past several years, the company diversified and derisked its
product portfolio and moved away from the sale of capital-intensive products. PLC also has a
robust variable annuity (VA) hedging program, which should lessen the capital impact if equity
markets experience significant deterioration.
Reduced RBC Volatility: Pacific Life Insurance Company (PLIC) changed the valuation
basis/method for VA statutory reserves, which produced statutory reserves greater than the
required minimum standard basis. PLC also formed a captive subsidiary to reinsure a portion of
its VA business. Both actions reduced RBC volatility. At year-end 2015, PLIC’s RBC ratio of
632% was well above Fitch Ratings’ median ratio guideline for the current rating level.
Earnings Volatility from Legacy VAs: PLC’s $17 billion block of legacy VA business with
living and death benefit riders, which was primarily written between 2006 and 2008, caused
higher than expected GAAP and statutory earnings volatility. Fitch expects prospective returns
to be less volatile due to the company’s more diversified earnings stream, but to lag precrisis
levels due to hedging costs, lower investment yields and higher interest expenses.
Moderate Investment Risk: Fitch views the overall quality of PLC’s investment portfolio as
generally good. While not a new strategy for the company, Fitch notes that PLC’s large
exposure to corporate bonds rated ‘BBB’ could have a material effect on earnings and capital
in a severe credit market downturn. PLC’s large commercial mortgage portfolio makes it
susceptible to weakness in the real estate market, although it is well managed.
Macroeconomic Uncertainty: Ongoing low interest rates and geopolitical uncertainty pose
risks to Fitch’s outlook for life insurers and could have a material negative effect on PLC’s
earnings and capital.

Rating Sensitivities
Reduced Leverage: A decline in financial leverage below 20% could lead to a positive rating
action. PLC’s total financing and commitments (TFC) ratio is high relative to peers. A decline in
the TFC ratio below 1.0x would be favorable to the ratings.
Sustained Improvement in Operating Performance: Other factors that could result in an
upgrade include sustained improvement in operating performance as evidenced by an increase
in GAAP EBIT/interest coverage ratios to near 10x and proven success in expanding PLC’s
product lines and reducing the company’s VA exposure.
Significant Earnings and Capital Volatility: Factors that could result in a downgrade include
a sustained decline in statutory capital of 10%, losses or rapid growth at the aircraft leasing
subsidiary or an increase in the TFC ratio above 1.4x.
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The ratings above were solicited by, or on behalf of, the issuer, and therefore, Fitch has been
compensated for the provision of the ratings.
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