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MANAGEMENT DISCUSSION SECTION 
 

 

 
[Abrupt Start] 
 ......................................................................................................................................................................................................................................................  

Jay A. Cohen 
Analyst, Bank of America Corp. 

Today Dennis Glass, President and CEO of Lincoln National. Dennis has been CEO since 2007. Prior to his role 

at Lincoln, Dennis was President and CEO of Jefferson Pilot which merged with Lincoln back in 2006. Under 

Dennis' leadership, Lincoln has delivered stable double-digit ROEs for the last five years, not an easy task given 

the environment and with significant return of capital to shareholders. I imagine Dennis can also maybe take 

some credit for the recent Super Bowl victory by the Philadelphia Eagles, who play in Lincoln Field. I imagine 

there's a couple of slides on that. Let me stop here and turn it over to Dennis. 
 ......................................................................................................................................................................................................................................................  

Dennis R. Glass 
President, Chief Executive Officer & Director, Lincoln National Corp. 

And Jay, thank you very much and we are proud of our Eagles. I was kind of amazed, they had 3 million people at 

the parade to celebrate that in downtown Philadelphia, and mind you Philadelphia only has 6 million people in it. 

 

So, Jay, it's great to be back here again. As I was sitting in the room I was remembering that I have been here, I 

think every year since 1993. So I must be one of the longer tenured participants and I'm always delighted to be 

here because of a great conference and you have great analysts and owners attending it. So we appreciate the 

attention. 

 

The required, I want to point you to the cautionary language in the slide presentation. What I'm going to do today 

is try to touch on some of the trigger points or changes that are occurring and how that might affect Lincoln in the 

context of our business strategy. So our views, some of the numbers that you're seeing already which in 2017 

were pretty exciting. 

 

As you can see here, operating earnings per share is up 20%, book value per share is up 13%. We had year-

over-year sales growth and all of our businesses taking out some unusual items I think had nearly double-digit 

earnings growth, so it's a kind of year you're just – are excited about. 
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But as you'll see on this next slide, it's a continuation of what we've been doing for the last several years. And so, 

again, just taking a look at the numbers, the steady revenue growth 5%, this gets at the strength of our franchise 

and I'm going to talk about that a little bit. 12% CAGR and earnings per share. Book value growth and ROE 

expansion, and then all of this while we're building a much stronger capital base even though we bought I think 

about a third of our shares back since the financial crisis. 

 

We may have a reset. I'm not speculating on where the markets are going to go. But let me talk to you about the 

effect, this 12%, from the combination of equity market growth and low interest rates. About 71% of our earnings 

come from what we call capital market drivers. Those two things, fees on assets under management and 

investment spread. So these numbers aren't on the page but over this period of time, if you just isolate equity 

market growth and of course you know we've had a tremendous bull market over this period of time, but if we 

isolate equity market growth and you isolate spread compression, only 1% of that 12% has to do with capital 

market inputs. So don't come away from the Lincoln story thinking that our 12% is all driven by the strong bull 

market that we've seen, because it has not been as interest rate spread compression has offset the majority of 

that. 

 

Now, when I look forward, I think the reset and again I'm not trying to speculate about interest rates, but as we do 

our – or equity market growth, but as we look at our planning going forward, we assume that maybe the equity 

markets grow 6% over the long term and we assume not really interest rates at too much of a higher level than 

they are today, but somewhat higher than they are. So let me come back to the net. I think the capital market 

tailwinds net 1% over the last five years might be 2% better, because interest rates will be higher and that affects 

us quite dramatically. And so, again, just isolating equity markets 1% in the last five years and with the 

assumption of 6% equity markets going forward and slightly higher interest rates that one point could go to 2% or 

maybe slightly bigger than that. 

 

So that's all there is to say about the effect of interest rates and equity markets. So if there's 12% earnings per 

share growth and only 1% of it comes from capital market inputs, what else is going on to drive the other 11%? 

And that's why I'd like to talk about in general, some of the fundamental things that we've been doing to build the 

franchise and to sort of reshape the strategic architecture of the company, so that we have a more balanced 

business mix on a go forward basis. 

 

So what are some of the significant things we've done over the last couple of years? We announced several years 

ago that we wanted to tilt away a little bit from the sale of long-term guarantee products. At the time, our long-term 

guarantee products mostly guaranteed lifetime income and guaranteed universal life were 70% of our sales, we 

wanted to flip that, so that our guaranteed lifetime – or excuse me, our long duration sales would be 30% and our 

shorter duration sales would be 70%. And over time I think that will make a big difference in the in-force book and 

we've achieved that. So, today our sales are 70% non-guaranteed in total and 30% guaranteed, and we like the 

capital intensive of 30% businesses. 

 

And diversify and grow sales, I'm going to come back to Annuity sales in a little while, because that's another I 

think trigger point that has been important and I want to spend a little bit more time on it. As you know, some of 

our earnings growth in that 12% comes from a recovery in the Group business, so what did we do there? We 

installed a whole new management team, we got the right people in the right place, we re-priced the portfolio, we 

took out expenses and in a three-year period we went from margins about 1% to 5% and now we're building that 

business again with the acquisition of Liberty Mutual's Group business, and I'll talk about the effects of that in a 

minute as well. We want to expand mortality and morbidity again to get a better balance of business and that's the 

Liberty Mutual deal as I just mentioned. 
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And let me go to the next page, fundamentally our franchise is built around the concept of having the best 

distribution for the products we sell in the United States and by distribution I mean our whole selling force and the 

shelf space that we have with the people who distribute our products. So we match that distribution with a wide 

product portfolio, so that as consumer preferences change and as markets affect the profitability of products, we 

can pivot from one place to the other. 

 

So this leadership position in distribution has demonstrated itself a couple of times. Again back to diversification of 

sales at one point – we have 65% of our life sales in the guarantee – excuse me in the universal life space, today 

that's 16%. And so we've made a tremendous shift and again it's the ability to sell products with a strong 

distribution force. Annuities we're doing somewhat similar to that. In the RPS business we've expanded 

distribution and added products. 

 

So, our leverage and leadership position through distribution is pretty powerful. You know, get to that, get to that 

12% expense management is an important part of it, and you saw on this previous slide that the attention to 

keeping our expenses growing at a slower rate than our revenue which is our normal way of running the business 

and then interjecting new ideas where we can take a step down in our expense structure and a couple of those 

new ideas include the digitization program and I'll talk to that in a minute as well. 

 

I want to talk to the issue of best-in-class risk management. When you see these results and you see that our 

multiples are a little bit less than the industry average. I think over time there's been some question about – when 

interest rates were lower there was some question about the effect of interest rates on our growth potential. And I 

think we've proven that we can grow even at a low interest rate margin. There is some concern about whether or 

not their interest rates would affect our balance sheet. We said no, and it didn't happen. So I think we've taken 

that off the shelf of worries. 

 

The other issue is just the – some of the competitors have had big hits to their balance sheet from the variable 

Annuity business. We have had none, and our hedge program is in very good shape. Let me speak to that for a 

minute. If you can't have an extremely valuable variable annuity book, unless when you started the business 10 

years ago you had a good value proposition and you had all the Greeks hedged. So 10 or 12 years ago, we 

started with a value proposition which was account value growth matters and oh! by the way you have guarantee 

too. And so we never got involved in these guarantee price wars where people were giving 6%, 7%, 8% roll-up 

features and compounding and all those things. So, the value proposition and the way we've been running the 

business over the last 10 years is why we have such a good business today. 

 

Now we've continued to improve on our hedge strategy and we haven't had any serious economic blow-ups 

because of the hedge program. And I might say this is new information, that despite the volatility that we've seen 

over the last couple of weeks in the stock market and in interest rate movements, we've had no material breakage 

because our hedge program is been improved and it's doing very well. So no breakage. 

 

And again back to sort of biting some of the competition's challenges. The other thing that has caused balance 

sheet problems for the competitors is policyholder behavior assumptions that didn't meet with actual results. Now 

we've had some policyholder behavior assumptions that weren't quite right, taking us down a little bit in terms of 

the future. But we had a lot of policyholder behavior assumptions that turned out to be quite better than what we 

expected. 

 

So again back to VA program, started off with a good idea, how value matters. Oh! by the way, you have a 

guarantee, fully hedged our Greeks. Conserve, I hate to use the word conservative but policyholder assumptions 

that turned out to be pretty close and so we haven't had any big benefits. So the VA business will be taken off the 
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shelf as a reason in my mind, for our evaluation that's slightly less than what we think it should be. And finally, 

during this period of time, the VA book has had a 20% return on equity and we hold equity at levels as high or 

higher than the competition. So it's been very good business. 

 

And last point I want to make is, again, as you all know, we generate 50% to 55% of our – 50% to 55% of our 

operating earnings is free cash flow up to the holding company. We've had strong dividend increases over the last 

several years, double-digit dividend increases. And to repeat what I said a minute ago, since the crisis we've 

bought back almost one-third of our outstanding shares. 

 

So, that's what we've been doing to help get to that 12%. Let me talk a little bit about the power of our retail 

franchise and profitable growth. And this slide is a little is off in that the 700 wholesalers have to do with Lincoln 

Financial distributors which distribute our individual products. So Life, Annuity and small case 401(k). It doesn't 

have in it – and should have in it another 200 people, reps in our Group business. So we're pretty close to 900 to 

– sort of powerful people in the marketplace. 

 

And again, we have broad and deep shelf space for all the products that we sell. And we're exclusively 

independent, and that's pretty good. I think we talk about 90,000 independent distributors in a 24-month period 

sell a Lincoln product. Well, behind that 90,000 financial advisors there is probably each of them I don't know how 

many customers they have, but we have this huge base of customers behind the 90,000 financial advisors that 

we'll need as we pivot, there's this huge market for people as we pivot from one product to other for whatever 

reason that are there to buy it. So it's a pretty good business model. 

 

And again I'll come back to the idea of distribution without product breadth is not that helpful, so strong distribution 

and product growth. I'll point out, in terms of distribution, I made the decision a decade ago that we would have – 

a business that's distribution. So we have a single business leader that's responsible for all of the individual 

distribution. And I think that's important because that business leader sits at the table with the rest of the team and 

can keep us abreast of what's going on in the marketplace, keep abreast of all those strategies that we're thinking 

about, but most importantly we can recruit the best sales people in America because we're the only company that 

can say, you can start out as the sales rep and ultimately sit on the senior management committee and there's no 

reason why a distribution guy couldn't at some point in time be the CEO. So the ability to be able to make that 

story creates a much more enthusiasm and excitement on the part of sales people as we try to recruit, and the 

quality of these people that we're talking about is reflected in that perspective. 

 

So as we've said, and you can see on this slide, in 2017 we had really good sales growth. The red lines, so 

Retirement Plan Services is12%, Life Insurance 8%, Group Protection 7%, and Annuities 6%, all good growth. 

And let me focus on Annuities, because you can see over the last five years there was a 5% decline in sales. So 

how do you go from a 5% decline in sales to a 6% growth in sales? 

 

And I'll tell you it's the same playbook that we use all the time, which is build a broader product portfolio and 

enhance the distribution. So just a couple of key points on this one, some of that decline is a function of 

guaranteed lifetime income products, variable annuities in the industry sliding south, part in reaction to the 

Department of Labor Fiduciary Rule. But some of it was Lincoln's own loss of market share and it was because 

we were focusing – I think we held on a little bit too long to the idea that we were a guaranteed lifetime income 

company as compared to more broadly meeting solutions that annuity products in general solved for consumers. 

 

And so our product development, so it has twofold – two-pronged approach today. It started about 18 months ago 

which is yes, we're building products that will create new markets five to seven years from now. We talk about our 

fee-based ETF product as one of those that will develop sales over the five - 
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next five to seven years. But the 20% growth of that 6% year-over-year comes from other new products and the 

other new products is going into the marketplace with products that already have a market and are selling by 

other competitors and taking share. But in addition to taking share because of the strength of Lincoln's distribution 

for increasing the size of the market. So we have new products that are in the marketplace, being sold by other 

competitors. We're taking a little bit of share but we're also, for the benefit of the entire industry, with the quality of 

our distribution adding to the size of the market. So we're quite pleased with recovering Annuities. 

 

We said a couple of weeks ago on our earnings call that the Annuities sales will be a little bit lower because of 

seasonality in the first quarter than they were in the fourth quarter. But the basic strength of these new products, 

the distribution strength, the DOL sort of off the table for the moment, we continue to believe that the strength that 

we saw in 2017 will continue in 2018 in the Annuity business and of course in the Group Protection, Life 

Insurance, Retirement Plan Services, we feel as it will have good growth as well. 

 

And by the way, just the other point of this slide is that we don't sell products unless we're getting a return on 

them. And you've seen us have to pivot a couple of times, when interest rates fell dramatically in 2009 and 2010, 

the returns on our guaranteed UL products dropped from 11% or 12% to 6% or 7%. We got out of the market, I 

think sales down 20% or 30% and we re-priced the product. I don't want to sell a lot of business where we weren't 

getting the kind of returns that we needed. And so, when we got out of the guaranteed universal life market, we 

used that capital that would have otherwise been used for product sales support and we bought our shares back. 

 

Similarly, with the VA business, we've had a pop in the ability to buy more shares as the markets declined. And so 

active capital management and a focus on getting the appropriate returns on new business is a sort of part of our 

DNA. That's the kind of thing that we do on an ongoing basis. 

 

I just got to say again, I don't believe there is a more powerful aggregate distribution organization in the United 

States in the insurance business than Lincoln. And I know that there is no broader set of solutions properly priced 

than what Lincoln brings to the marketplace in the entire insurance industry. 

 

Let me talk for a minute about the digital program and this gets back to a couple of things. One, let me just make 

the broad statement for the industry and Lincoln being part of the industry. From a customer experience, every 

industry is competing with the born digital companies. So the service expectations that we have in the Life 

Insurance business aren't being compared against Met or AXA. They're being compared against Amazon and 

Uber. Those are what I mean by the born digital companies. 

 

So every company that's going to be successful over the long-term has to elevate the customer experience to the 

same level as the born digital companies. So that's sort of the first strategic thrust of our digital program. 

Interestingly though, you can in today's age with robots and optical character recognition, not only increase the 

customer experience digitally or [ph] chatbots (00:22:33) or things like that, but you can lower your cost. 

 

In the old days, if you wanted to increase the customer experience, you had to raise your staffing ratios, which 

means extra cost. Today, you can elevate the customer experience and simultaneously, reduce your costs 

because of automation and things like that. And we've talked about the numbers, we think through digitization 

over the next three or four years we'll generate $90 million to $150 million in savings. And, of course, that comes 

with an investment. Our experience for every $1 of run rate it takes about $1 to $1.5 of initial investment. And 

Randy will keep you posted on the progress. But, again, it's a combination of elevating the customer experience 

over the next five years to the born digital companies level and taking cost out as we go along. 

 



Lincoln National Corp. (LNC) 
Bank of America Merrill Lynch Insurance Conference 

Corrected Transcript 
15-Feb-2018 

 

 
1-877-FACTSET   www.callstreet.com 

 7 
Copyright © 2001-2018 FactSet CallStreet, LLC 

 

Let me spend a couple of minutes on the Liberty Mutual acquisition and we had an hour on this couple of weeks 

ago when we announced the deal. I think it's a very exciting deal for Lincoln. You've heard Lincoln talk about 

wanting to increase, as you see on this next slide, the amount of mortality or, excuse me, underwriting profits. I 

think over time shifting a little bit away or tilting a little bit away from earnings that are driven by capital market 

inputs even though as I just talked about it's not been a big deal from the earnings growth perspective, but just 

sort of more stability in the earnings over cycles. And so we wanted to get to 33%. I looked at every deal that 

came to the market in the group's space over the last four or five years. And I can tell you my team and I looked at 

everything, and I can tell you that in terms of the things that we were looking for hands down, without question, 

the Liberty Mutual fit our strategic goals. 

 

A couple of things is when you're in a small market and you buy a small market company, the top line, dis-

synergies often overwhelm the cost saves that you might get. So we had complete saturation of our sales force in 

the small market business. So we didn't need to do an acquisition there. And so the idea that we're now both in 

the small market and the large market, and that we will be providing ancillary group products to small companies 

and large companies across America is sort of the driving force behind that. 

 

Of course there will be consolidation savings that we've talked about and we'll see earnings boost from that. I 

think we talked about this deal being generally accretive over the next couple of years. And importantly, as I've 

talked to analysts, we sort of get stuck on the Life Insurance business and the Annuity business and we had these 

two other businesses and we think they were good businesses, but they needed to be bigger or at least the Group 

business needed to be bigger to be a meaningful part of the story. And that's what the Liberty transaction does for 

us as well. 

 

So now when you look at our franchise, and I say this with some confidence, I think we have the best U.S. based 

insurance franchise in America with great distribution, great product breadth, three of our businesses have top 

five market positions and why is top five important? It's not important for bragging rights. It's important because 

you have to have scale so that your distribution organization makes a difference in the marketplace. And so as 

people want to get into new markets, they know our distribution is so strong that we can help them. So a Merrill 

Lynch brings us on to the 401(k) platform, not because they need another 401(k) platform but because we have 

250 wholesalers that can help cross-sell and make it a bigger deal for Merrill Lynch. So that's important. So it's 

again, it's a great acquisition for us and we expect it to be important. 

 

Let me come back to that. So you see, Dennis you're top three in three business and you have a 401(k) business 

and then second part of the story or you have the Retirement business where we're not top five. The reason that 

business makes so much sense for us on a go-forward basis is because it fits our strength and particularly back 

to small case sales. Our distribution is so strong in the market, in the distribution channels that sell small case 

401(k) that it has a meaningful impact on our overall sales volumes. 

 

So the strength of our distribution in predominantly the wider channels where these things are sold is big enough 

to drive the top line in RPS, whereas if we were 3 times the size it wouldn't be as important, so it wouldn't be as 

meaningful in terms of growth. 

 

And the second thing is, and back to the idea what does scale mean, we're big enough in the Retirement 

business to drive our costs down to competitive cost really across the board. We can compete on cost with 

anybody. So scale, distribution, power and enough scale to bring your costs down and then finally enough 

excitement in the businesses to be able to attract the best people to Lincoln. 
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So, oops, I was expecting my pages to change when I press the clicker, but I guess that doesn't happen. So I 

think this last is just again the Liberty acquisition, it's a great acquisition, best one that we could have done of all 

the things that we looked at over the years, some work to do on re-pricing and integration. We're pros at that. 

You've just seen us do with our own business. So we're very confident that we can reach the kind of numbers that 

we've talked about with respect to the acquisition. 

 

So I'll just finish by saying, I think we've done a good job. I know we've done a good job over the last five years, 

and it's not because of the strength of the equity markets, because of the strength of our franchise. So balance of 

our earnings and on a go-forward basis that balance is improving, the strength of our distribution will improve, 

breadth of our products will improve. Active share buybacks will continue after this first couple of quarters, where 

we're using some of that capital to finance the Liberty acquisition. So on a go-forward basis, very powerful 

franchise, continued active share repurchases as part of our strategic plan. And we're quite excited about being 

able to produce good results. So thank you. Jay? 
 ......................................................................................................................................................................................................................................................  
 

QUESTION AND ANSWER SECTION 
 

Jay A. Cohen 
Analyst, Bank of America Corp. Q 
Yeah. If there's a question, just raise your hand and wait for a mic. Let me throw out at least one or two. Dennis, 

as you mentioned interest rates have been a headwind for you and everyone else, the 10 years back up to four or 

five year high right now. 
 ......................................................................................................................................................................................................................................................  

Dennis R. Glass 
President, Chief Executive Officer & Director, Lincoln National Corp. A 
Yeah. 
 ......................................................................................................................................................................................................................................................  

Jay A. Cohen 
Analyst, Bank of America Corp. Q 
At what point does it become no longer a headwind? 
 ......................................................................................................................................................................................................................................................  

Dennis R. Glass 
President, Chief Executive Officer & Director, Lincoln National Corp. A 
So the portfolio yield is 4.70%, and I guess, we get a 130 to 150 basis points of credit spread, so 4.70% from a 

150 basis points, 3.20%,  which is not that far from where we are and spread compression goes away. And I'd 

only qualify that by saying there might be a year where higher earning assets are falling off and so there might be 

a little bit of noise in that. But generally, 30 basis points higher than we are, 30 to 40 basis points higher than we 

are, and that 3% goes away completely. You heard me say that I thought some of the 3% the headwind from 

spread compression will go away at these levels but it goes completely away. We're now 30 to 40 basis points. 

And so the net, but again with a 6% equity assumption and interest rates at 3.30%, the capital market would give 

us a 3% earning – capital market input would give us a 3% earnings boost. 

 

I really want to come back to that because the power of our franchise is the diversity of our earnings. And again 

equity market drivers are important but they've been offset and we think going forward with a fairly modest growth 

assumption of 6% that the combined effect will be more positive going forward of rising interest rates and 6% 

equity market growth than what it's been over the last five years. 
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Jay A. Cohen 
Analyst, Bank of America Corp. Q 
Question over here. 
 ......................................................................................................................................................................................................................................................  

 

 
Q 

I know it's an equity conference, but there was announcement of a recent debt deal, could you talk a little bit 

about that? 
 ......................................................................................................................................................................................................................................................  

Dennis R. Glass 
President, Chief Executive Officer & Director, Lincoln National Corp. A 
Yeah. We raised a $1 billion. We're very – pardon – $1.1 billion to be exact. The proceeds were used, I think, 

$500 million of it was part of the anticipated financing of the Liberty Mutual Group. The other $600 million was 

replacing debt that was outstanding. And the good news is, I think the total interest cost on the $1.1 billion is 

about the same interest cost that was on the $600 million that we're replacing, because we issued that in the 

depths of the financial crisis. And we would have had an 8.75% or so of coupon on it. 

 

I'd also say that the – we get very good execution on it. I think the spread over the treasuries was about 98 basis 

points. And the deal was 6 times oversubscribed. You have a powerful statement I think from the capital markets, 

about the strength of from a bond perspective of the Lincoln organization. 
 ......................................................................................................................................................................................................................................................  

Jay A. Cohen 
Analyst, Bank of America Corp. Q 
Any other last minute questions? Last one right here, [ph] Alan (00:33:29). 
 ......................................................................................................................................................................................................................................................  

 

 
Q 

Yeah, hi. Just curious with the VIX going up quite a bit, your cost of hedging I assume the last few years has been 

pretty low. And now with volatility increasing, but we noticed as an outsider that your cost of hedging is probably 

going up. 
 ......................................................................................................................................................................................................................................................  

Dennis R. Glass 
President, Chief Executive Officer & Director, Lincoln National Corp. A 
I think the other way around actually, the cost of our hedge is more dependent on the 30-year swap rate, and 

that's been rising. So our cost of hedging has been going down. I think the math on this is a 25 basis point 

increase in the 30 year swap adds a 1% improvement to our return on capital in the market. You look confused 

maybe on this. 
 ......................................................................................................................................................................................................................................................  

 

 
Q 

Yeah, and I look at the return on capital, I'm not sure how to translate that to earnings? 
 ......................................................................................................................................................................................................................................................  

Dennis R. Glass 
President, Chief Executive Officer & Director, Lincoln National Corp. A 
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The reduction in the cost of the money for the hedges, from a 25 basis point rise in the 30 year swap rate 

contributes enough additional lower cost to boost the return on capital, all things considered by 1%. So if we were 

earning 14% on our VA new products, and the swap rate goes up 25 basis points, we'll now be earning 15%. 

Okay? 
 ......................................................................................................................................................................................................................................................  

Jay A. Cohen 
Analyst, Bank of America Corp. 

So I'll leave it at that. Dennis, thank you very much. 
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