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Research Update:

Pacific Life Insurance Group Upgraded To 'AA-,
Aviation Capital Group Upgraded To 'A-'; Outlook
Stable

Overview

» Pacific Life Group continues to inprove its enterprise risk managenent
(ERM program denonstrating strong equity, insurance, and credit risk
controls; at the sane time, we have revised our view of the conpany's
capitalization to include both its nondonmestic and captive reserve
financing rei nsurance subsidiari es.

* W have also revised our view of its ERMto adequate with strong risk
controls and its consolidated financial risk profile to very strong. W
subsequently raised our ratings on Pacific Life and its core insurance
operations to 'AA-' from' A+ .

e« At the sane tine, we revised the group status of Aviation Capital G oup
to strategically inportant based on the | evel of conmitnment, support, and
earnings diversification provided to Pacific Life Goup, and raised both
our stand-alone credit profile and issuer credit rating on the subsidiary
to "A-' from'BBB-'.

e The stable outlook reflects the group's very strong narket position
within the ultra-affluent segnment, revenue-streamdiversification
extrenely strong capital generation, and sound bal ance-sheet
characteristics.

Rating Action

On July 11, 2016, S&P d obal Ratings raised its long-termcounterparty credit
and financial strength ratings on Pacific Life Goup's core operating
subsidiaries to 'AA-" from'A+ . At the sanme tinme, we raised our issuer credit
rati ng on hol di ng conpany Pacific LifeCorp to 'A-' from'BBB+ . W also raised
our issuer credit rating on subsidiary Aviation Capital Goup Corp. (ACG its
aircraft leasing armj to 'A-' from'BBB-'. The outl ook on Pacific LifeCorp

its core operating subsidiaries, and Aviation Capital G oup renmains stable

Rationale

The upgrade of Pacific LifeCorp and its core operating subsidiaries reflects
our view of the conpany's continued inprovenent and progression of its ERM
framewor k. W& now assess the group's consolidated ERM as adequate with strong
ri sk controls because the conpany continues to invest heavily inits
conprehensive capital nodeling capabilities along with inproving upon its
robust credit, equity, and insurance risk controls vis-a-vis peers.
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Historically, it was the conpany's overall |ack of nore robust equity and
interest rate controls that caused the volatility in its generally accepted
accounting principles (GAAP) earnings related to its |egacy variable annuity
(VA) with guaranteed living benefits portfolio. W believe that as Pacific

Li fe becomes nore of a gl obal enterprise, focused on a diverse set of

i nsurance and aircraft-leasing risk exposures, its success will depend on the
continued strength within its set of risks and its ability to further evolve
its ERM program This will be particularly inportant since the group is
starting to wite additional pension risk transfer and | ongevity risk
transactions.

The upgrade also reflects the inproved transparency we have into its
consol i dated capital and earnings base. This includes its internationa

rei nsurance subsidiaries donmciled in the U K and Barbados, as well as its
donestically domicil ed captive reinsurance entities. This, in turn, has

i mproved the overall representativeness of our nodeling and the outcome of our
consol i dated capital analysis maintaining in excess of the 'AA ratings |evel
in our outl ook.

Thr ough year-end 2015, the conpany reported continued strength inits

ri sk-based capital (RBC) ratio of 632% This RBCratio fell fromthe prior
year due in part to increases in the conpany's required capital |evels,
partially offset by a roughly 8% increase in capital and surplus. Through this
sane period, the conpany reported GAAP adjusted EBIT of $992 mllion, growth
year-over-year of 29% and a return on equity (ROE) of 6.5% Through year-end
2016, we expect margins to drop a bit as neasured by adjusted EBIT nainly due
to continuing low interest rates affecting investnment incone and the

mar k-t o- mar ket accounting volatility in its | egacy VA bl ock of business.

We revised our view of group status on ACG s group status to strategically

i mportant stenming fromthe conpany's back office, risk managenent, and equity
alignment. This is further enphasized through its intent to growthis
operating subsidiary further via a potential |PO of part of the conpany's
equity base, albeit Iimted to a mnority interest publicly. ACG currently
accounts for about 20% of Pacific Life's GAAP equity base and contributes an
average 15% 20% of total revenue and adjusted operating income. W view ACG as
providing the group with consistent operating incone that is not significantly
affected by interest rate or equity market disruptions. If the conpany
continues to invest in ACG resulting in outsized portions of the company's
ear ni ngs base, or if it publicly announces an outsized | PO of the subsidiary,
we could re-revise our view of group status on the entity.

Outlook
The stable outlook on Pacific Life and its core insurance operating
subsidiaries reflects our expectation that the group will continue to maintain

its very strong conpetitive position within the highly affluent life and
annuity market with a focus on superior customer service and | ow | apse and
surrender rates. W anticipate this focus on service, coupled with pricing
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discipline, will result in arelative flattening of net prenm uns during the
year to about $2.3 billion-$2.7 billion. W also expect ACG in tandemwth

t he conpany's fee-based product offering, to continue to add to the

di versification of the overall earnings base with consolidated enterprise
adjusted EBIT of $700 million-$1 billion, sonewhat offset by volatility in
both the interest rate and equity nmarkets. W expect the conpany will also
continue to maintain capitalization above the ' AA" [evel as nmeasured by our
RBC nmodel coupled with financial |everage bel ow 25% and EBI TDA fi xed- charge
coverage consistently above 7.0x. We also anticipate Pacific Life will

mai ntain strong ERM controls while maintaining its derisked product portfolio.
We expect this programto remain focused on interest rate risks and effective
hedgi ng programm ng.

Downside scenario

We could lower our ratings on Pacific Life and its core insurance operating
subsidiaries if, contrary to our expectations, operating performance as
neasured by adjusted EBIT, return on assets, or ROE were to deteriorate to
significantly less than our expectations for a prol onged period beyond our
two-year ratings horizon. This could be exacerbated by outsized investnment

| osses or major nargin deviation fromplan on the conpany's |egacy VA
portfolio. We could also lower the ratings if the conpany were show i nvest nment
| osses or operating perfornance degradation that directly hurt its capita
base in conjunction with our RBC nodel outcone, or if the conpany becones
increasingly aggressive in its financial policies, resulting in heightened
financial |everage netrics above 35%wi th EBI TDA fi xed-charge coverage of |ess
than 5.0x for a prol onged period.

Upside scenario

We could raise the ratings on Pacific Life and its core insurance operating
subsidiaries if the conpany continues to build its capital and surplus
organi cal ly, maintaini ng RBC above 750% and the ' AAA" | evel per our
consol i dated RBC nodel. This includes any prospective dividend activity and
bol t-on acquisitions of about $400 nillion-$500 nmillion with consistent
declines in the legacy VA portfolio. W would al so expect ROE to renain
consi stently above 8% per year, with financial |everage of |ess than 15% and
EBI TDA fi xed-charge coverage above 10. Ox.

Related Criteria And Research

e Treatnment of U. S. Life Insurance Reserves And Reserve Fi nancing
Transactions, March 12, 2015

» Met hodol ogy For Assessing Capital Charges For U S. RVMBS And CMBS
Securities Held By |nsurance Conpanies , Aug. 29, 2014

* G oup Rating Methodol ogy, Nov. 19, 2013

e Insurers: Rating Methodol ogy, May 7, 2013

» Enterprise Ri sk Managenent, May 7, 2013

 Methodol ogy for Linking Short-Term and Long- Term Rati ngs For Cor por at e,
I nsurance, and Sovereign |ssuers , May 7, 2013

» Met hodol ogy: Managenment And Governance Credit Factors For Corporate
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Entities And Insurers, Nov. 13, 2012

» Met hodol ogy For Assessing Capital Charges For Commerci al Mortgage Loans
Held By U.S. Insurance Conpanies, May 31, 2012

* Refined Methodol ogy And Assunptions For Anal yzing I nsurer Capital
Adequacy Usi ng The Ri sk-Based | nsurance Capital Model, June 7, 2010

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

 Hybrid Capital Handbook: Septenber 2008 Edition, Sept. 15, 2008

Ratings List

Rati ngs Affirned

Pacific Life Insurance Co.
Counterparty Credit Rating
Local Currency --/--1 A1+

Pacific Life Insurance Co.
Conmrer ci al Paper A-1+

Upgr aded
To From
Paci fic LifeCorp
Counterparty Credit Rating
Local Currency A-/ Stabl e/ -- BBB+/ St abl e/ - -

Pacific Life & Annuity Co.
Paci fic Life Reinsurance Conpany |l Ltd.
Counterparty Credit Rating
Fi nancial Strength Rating
Local Currency AA-/ St abl e/ - - A+/ St abl e/ - -

Pacific Life Re Ltd.
Pacific Life Re (Australia) Pty Limted
Paci fic Life |Insurance Co.
Fi nancial Strength Rating
Local Currency AA-/ St abl e/ - - A+/ St abl e/ - -

Paci fic Life Insurance Co.
Fi nanci al Enhancement Rati ng
Local Currency AA-[--]-- At --1/--

Paci fic LifeCorp
Seni or Unsecur ed A- BBB+

Avi ation Capital G oup Corp.
Seni or Unsecur ed A- BBB-

Pacific Life Funding LLC
Seni or Secured AA- A+
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Pacific Life d obal Funding
Seni or Secured AA- A+

Pacific Life I nsurance Co.
Subor di nat ed A A-

Upgr aded; Qutl ook Action

To From
Avi ation Capital G oup Corp.
Corporate Credit Rating A-/ Stabl e/ -- BBB-/ Posi tive/ - -
Upgr aded; Ratings Affirned
To From
Pacific Life Insurance Co.
Counterparty Credit Rating
Local Currency AA-/ St abl e/ A- 1+ A+/ St abl e/ A- 1+

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

i nfornati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliqg.com All
ratings affected by this rating action can be found on the S& d obal Ratings
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 11, 2016 6

1672925 | 301406171



Copyright © 2016 by Standard & Poor's Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitalig.com
(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information
about our ratings fees is available at www.standardandpoors.com/usratingsfees.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 11, 2016 7

1672925 | 301406171



	Research:
	Overview
	Rating Action
	Rationale
	Outlook
	Downside scenario
	Upside scenario

	Related Criteria And Research
	Ratings List


