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Research Update:

Insurer Swiss Life's Core Entities Upgraded To
'A-' On Improved Sustainability Of Its Business

Model; Outlook Stable

Overview

e In our opinion, Switzerland-based i nsurance group Swiss Life has taken
significant steps to enhance the sustainability of its business nodel by
i mproving operational efficiency. Swiss Life also naintained its capita
adequacy, according to our criteria, despite difficult market conditions.

* W are therefore raising our long-termratings on Swiss Life's core
operating entities to 'A-' from' BBB+'.

» The stable outlook reflects our expectation that Swiss Life will be able
to inprove its operating performance further, nmamintain at |east strong
capitalization, and conserve its strong conpetitive position

Rating Action

On May 3, 2012, Standard & Poor's Ratings Services raised its long-term
counterparty credit and insurer financial strength ratings on Swiss Life's
core operating conpanies to "A-' from'BBB+ . W also raised the long-term
counterparty credit ratings on Swiss Life Holding to 'BBB' from'BBB-'. The
out | ooks are stable.

Rationale

The upgrade of Swiss Life reflects our opinion that Swiss Life has managed to
rebuild its financial profile to strong levels, inline with its business
profile.

The group has al so nanaged to naintain its capital adequacy according to our
criteria in very difficult market conditions, and we expect it to continue to
do so in 2012 and 2013. Against our initial base-case assunption, governnent
rates in Switzerland and Gernmany deteriorated further in 2011. Nonet hel ess,
Swiss Life's bottomline profitability in 2011 was in |ine with our
expectati ons because its efforts to inprove cost and risk results continued to
bear fruit. Prospective profitability, as measured by narket-consi stent
enbedded val ue (MCEV)-based new busi ness nargi ns, was bel ow our initial
expectation, nostly because of |ower interest rates. W consider that this was
of fset by the inproved operational efficiency.

W see Swiss Life's strong capitalization and strong conpetitive position

particularly in its donmestic market, as strengths to the ratings. These
positive factors are partly offset by the conpany's only good operating
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performance and its focus on European life insurance nmarkets, which we view as
chal | engi ng.

Swiss Life's capitalization has renmmined strong in 2011, in our view, despite
the difficult financial market conditions. W note that Swi ss Life has
substantially decreased its nmarket risk--equity risk in particular, partly
based on asset value fluctuations, partly based on active
managenent - -t hroughout 2011. It has al so reduced its exposure to periphera
Eur opean sovereigns. Based on the outconme of our risk-adjusted capital nodel
we currently assess Swiss Life's capital adequacy as very strong and quality
of capital as strong. Qur assessnment also takes into account Swiss Life's
regul atory sol vency position, which we view as healthy. Going forward, we
anticipate that Swiss Life will maintain at |east strong capitalization in
2012 and 2013.

We continue to assess Swiss Life's operating performance as good. Swiss Life's
successful inplenentation of strategic initiatives led to reduced operating
expenses and i ncreased nontraditional new business contribution. Overall,

t hese changes have reduced Swi ss Life's dependence on its investnent results.
Record low interest rates, particularly in Switzerland, however, restricted
Swiss Life's profitability on an MCEV basis in 2011. Furthernore, although the

percentage of traditional life products in its new business is falling, Sw ss
Life's business-in-force is still concentrated on traditional |ife products.
W consider that these product lines still pose a threat to Swiss Life's

future accounting and MCEV profitability.

Qur base-case assunption is that interest rates throughout 2012 and 2013 wi ||
i ncrease noderately, at best. Based on that, we expect new business nargins to

i ncrease noderately as well, to about 1.4%1.6%in 2012 and 2013 from 1. 2% at
year-end 2011. Despite our interest rate expectation for 2012 and 2013, we
anticipate that Swiss Life's investnent result will hold up conparatively wel

inthis tine; we expect it to achieve a net investnent yield of about 3.5% As
aresult, we expect its profit fromoperations to be higher than Swiss franc
(CHF) 800 million in 2012 and 2013, versus CHF699 million in 2011

Swiss Life's conpetitive position is strong, in our view. The group benefits
froma market-leading position in the Swiss life insurance market,
particularly in group life. Furthernore, Swiss Life has built its franchise in
ot her European national life insurance markets, such as France and Germany,
and in the international cross-border business. However, we consider the

Swi ss, French, and German |life insurance markets to be difficult operating
environnents. For 2012 and 2013, we expect only noderately increasing prem um
vol unes. In general, we consider that Swiss Life's key weakness, conmpared with
nore-diversified groups in its peer group, is its concentration on life

busi ness i n Europe.
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Outlook

The stable outl ook reflects our expectation that Swiss Life will continue to

i mprove its operating performance, in ternms of both profit from operations and
new business nmargins. It is also based on our expectation that Swiss Life wll
maintain its strong capitalization and its strong conpetitive position

W& woul d consider a negative rating action if Swiss Life failed to neet the

foll owi ng nmeasures in 2012 or 2013:

e Counteract unfavorable investnent conditions by further inproving margin
managenent and by reducing interest rate dependence, reflected in
increasing risk and cost results and in profit fromoperati ons and new
busi ness margins sinmlar to those stated above;

e Maintain a healthy spread of about 100 basis points between net
i nvestnment yield and average guaranteed rates, as well as a
wei ght ed- average duration m smatch of bel ow 1;

e Conserve group capital adequacy according to our nodel at least at strong
| evel s, and maintain a healthy regulatory sol vency position (including
that under the Swi ss Sol vency Test (SST) regine), both hel ped by a
conservative asset allocation;

e Maintain the proportion of traditional products bel ow 30% of new busi ness
producti on;

» Leverage financial advisory conpany AW Hol ding AG (not rated) to attain
at least stable EBIT nargins of above 10% and to noderately increase its
new busi ness contribution further

» Keep group fixed charge coverage higher than 5x and a financial |everage
ratio | ower than 30%

Based on our criteria and the information currently available to us, we see no
potential for a positive rating action in the next two years.

Related Criteria And Research

Al articles listed below are available on RatingsDirect on the dobal Credit

Portal, unless otherw se stated.

e Assunptions For Quantitative Metrics Used In Rating Insurers d obally,
April 14, 2011

e Refined Methodol ogy And Assunptions For Analyzing Insurer Capita
Adequacy Using The Ri sk-Based | nsurance Capital Mdel, June 7, 2010

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

* Hol di ng Conpany Anal ysis, June 11, 2009

* Interactive Ratings Methodol ogy, April 22, 2009

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

» Sutmmary OF Standard & Poor's Enterprise Ri sk Managenent Eval uation
Process For Insurers, Nov. 26, 2007

 Flexible Gapping O Ratings Reflects Regional Variations In Structura
Subordi nation As Well As Differing Debt-Servicing Capacities, My 25
2005
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e Counterparty Credit Ratings And The Credit Franework, April 14, 2004
Ratings List

Upgr aded; CreditWatch/ Qutl ook Action
To From
Swi ss Life AG
Swiss Life AG Niederlassung fuer Deutschland
Counterparty Credit Rating A-/ Stabl e/ -- BBB+/ Posi tive/ - -
Financial Strength Rating A-/ Stabl e/ -- BBB+/ Posi tive/ - -

Swi ss Life Hol ding

Counterparty Credit Rating BBB/ St abl e/ - - BBB-/ Posi tive/--
Upgr aded
To From
Swiss Life AG
Subor di nat ed BBB BBB-
Juni or Subor di nat ed* BBB BBB-

*Q@uar ant eed by Swi ss Life Hol ding.

Additional Contact:
Insurance Ratings Europe;Insurancelnteractive_Europe@standardandpoors.com

Conplete ratings information is avail able to subscribers of RatingsDirect on
the @ obal Credit Portal at www gl obal creditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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