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MANAGEMENT DISCUSSION SECTION 
 

James P. Sjoreen 
Senior Vice President-Investor Relations 

Good morning, everyone. If I could ask everybody to take their seats so we can start. 

 

So, again, good morning. And on behalf of all of us from Lincoln Financial, we want to welcome you to the 2014 

Conference for Analysts, Investors and Bankers. So let me start by  thanking y ou for y our participation today. We 

know it's alway s a tough thing to stay out of the office for a half a day  or more, but we appreciate y our attendance 

and y our engagement. So thank y ou for coming. And I also want to acknowledge that this is webcasted, so I want 

to thank those who are participating online.  

 

We have a full schedule this morning, covering a variety of topics. And so, we'll look to wrap up as close to noon as 

possible, but obviously leaving time for your questions. And the slides for today's presentation can be found on 

our website at lincolnfinancial.com. 

 

Briefly , the agenda – front of the books: Dennis Glass, President and CEO, will kick off, followed by  busin ess 

presentations; and then Randy  Freitag, CFO, will conclude the presentation before our final Q&A. We do have two 

question-and-answer sessions scheduled. And as always, we'd ask that in order for everybody to participate that 

y ou limit y ourselves to one question, one follow-up and then we can get back to y ou if time permits. 

 

After the second Q&A session, we would like to inv ite y ou to join us for lunch on the other side of the floor. And I 

want to acknowledge that in addition to the presenters today, we have other members of senior management and 

our corporate leadership group. So we hope that y ou'll have a chance to meet them during the break and during 

lunch. 

 

Before we start, I'd like to turn y our attention to the cautionary language statements on the screen. I won't read 

them, but I want to point out that this morning we will be making forward -looking statements. These forward-

looking statements involve risks and uncertainties that could cause actual results to differ materially from current 

expectations, and are described in the cautionary statement disclosures in the appendix and in our forms 10 -K, 

10-Q and the Form 8-K filed this morning with the SEC. 

 

Today 's presentations contain non-GAAP measures and, where appropriate, we have included reconcilia tions to 

the most comparable GAAP measures, as well as an explanatory note on how we use these measures and then 

reasons we believe they are useful. 

 

So at this time, I would like to start the conference by introducing Dennis Glass, and we'll take it from there. 
................................................................................................................................................................................................................................ 

Dennis R. Glass 
President, Chief Executive Officer & Director 

Good morning. Great to be here, and we really appreciate, build on what Jim said, the fact that y ou've taken so 

much time today to spend with us. Hopefully, we'll be presenting a good amount of information that will help with 

y our understanding of Lincoln. But I can't start – we have this great opportunity, lot of friends in the audience to 

once again thank Jim Sjoreen for all the work he has done for Lincoln over the y ears.  
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I'm reminded of it because I just got an inv itation to his big parliament party. Jim, thank y ou so much for 

everything you do. And also, it's an opportunity for me to welcome Chris. Chris, where are you? We're delighted. 

Chris Giovanni, we're delighted to have you in Jim's role and look forward to working with y ou for a long time to 

come. 

 

So as I look back over the last couple of y ears, we've continued to build the strength of our franchise and have 

effectively powered through some steep challenges, such as the financial crisis and rebuilt the balance sheet after 

that occurred; another steep challenge, which was the drop in interest rates and the re -pricing of our product 

portfolio that we executed well. 

 

So as I stand here today, I think Lincoln is in the strongest position to move forward that I can remember. Given 

this, we've designed the agenda today to reinforce some key points that are frequently asked of us, but also to 

spend more time on where do we go from here, what are the opportunities and the levers we ha ve to continue the 

success of the last several y ears. 

 

One of our team members likes to use the word awesome when describing success and excitement. Well, my  v iew 

is, awesome describes the performance we've had over the recent past. And what do I mean by  t hat? Our 

diversified mix  of business has enabled us to drive consistent results. We have seen steady improvement in our 

financial results that have mostly exceeded expectations.  

 

We have further fortified an already strong balance sheet and added to our liquidity profile, while accelerating 

capital allocation to our shareholders. Collaboration across the organization has enabled our powerful distribution 

and our broad product suite to execute our pivot strategies, while maintaining market -leading positions. 

 

And, of course, what we're most excited about – because we work for the shareholders in this room and all of our 

shareholders – what we're most excited about is the stock performance has followed those good results. 

Specifically, for the three years ending December 2013, we were one of the top two performing stocks in our peer 

group for that trailing three-year period. And it appears in December 2014, we'll repeat that performance again 

being one of the top two performers in our space for the following – excuse me, for the proceeding three years. 

And that's what it's all about, creating value for our shareholders. We're very obviously excited about that.  

 

So y ou can tell, bottom line, I'm happy with what we've accomplished, but I'm equally excited about the potential 

opportunities to advance Lincoln even further. Along these lines, I meet with many  of y ou and I regularly get 

asked, what are the catalysts for Lincoln and are they largely tied to higher interest rates? 

 

Well, admittedly, an improving macroeconomic environment and higher interest rates would help Lincoln and the 

rest of the industry , but we remain confident that we have internal levers and inherent product demand that will 

enable our positive momentum to continue. These factors should drive good consistent earnings per share growth, 

even if macro headwinds persist; and Randy  is going to get into detail about these levers later in the morning.  

 

As I just mentioned, I really don't recall the time when our relative strength and industry position has been this 

good. But let's start with an over cap of our – excuse me, a recap of our overall strategy. It starts with the fact that 

we manufacture only retail products, no wholesale products such as funding agreements or closed down pension 

business. And I believe this focus on retail products makes us more competitor resistant and a more resilient 

franchise. 

 

We focus on the fastest growing segments of the broader markets that we serve in. And in the United States we 

invest in distribution and product breadth to both serve changing market demand and, importantly, have access 

to distribution which serves multiple markets; and Will will expand on that quite a bit. We maintain industry -
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leading risk management. And as I've said, we're actively directing capital to best returns, while accelerating 

returning more capital to our shareholders.  

 

So the strategy has been consistent. But if I can use an analogy  of the duck swimming across the pond, the surface 

looks calm as does our consistent overall strategy. But to continue the analogy, Lincoln is doing a lot of paddling 

below the surface to react when necessary to changes and to stay  ahead of the curve. And you know what these 

have been. They include various pivots to faster growing market segments, re-pricing our entire product portfolio 

and increasing its diversification. We're tilting away  from long-dated guarantee products in life and in our variable 

annuities; and we're increasing our emphasize on mortality and morbidity margins. 

 

So steady  strategy, strong execution and response to change has formed the foundation for our success. We have 

potential challenges, of course. The world remains cyclical and subject to shocks; and state, federal and 

international regulation is evolving. But when I look around the industry, I think we have a pretty clean story.  

 

I believe we can be more offensive in executing our plans as we are not in the crosshairs of dual regulation or 

distracted like precarious run-off or closed block businesses. Our 100% domestic footprint better protects us from 

the global macro uncertainty and currency headwinds. It also affords us the opportunity to use our expertise to 

attack the favorable shift in demographics and the preying of traditional government and corporate safety nets.  

 

Taking that optimism for upside even further, with leading distribution capabilities and a balanced and re -priced 

product suite, we expect new business to enhance our already strong book of In -force business. We see 

profitability ultimately being restored in our Group Protection business, which should support our tilt toward 

more mortality and morbidity earnings. And capital generation remains a key  piece of our story; and our move to 

products with less capital strain should give us even more capital management flexibil ity. 

 

So as I think about the Lincoln story, I continue to see it as a company that can produce consistent results and 

provide upside potential. We hope those are the messages that resonate with y ou today when y ou hear from our 

leadership team. 

 

So let me give y ou a quick overview of what y ou're going to hear this morning. Will Fuller is going to kick things 

off. He will touch on our powerful distribution franchise, where we, as we've said, are maintaining a consistent 

presence in the market, in the key  markets. And that combined with scale and diversified product portfolios helps 

us to grow sales where we want to grow and on our terms. Mark Konen will speak to Annuities, Life and Group 

business. 

 

Our Annuity  business is really exemplary of the various initiatives we have in place across the organization. Again, 

those are maintaining a consistent presence in the marketplace in the VA business, a tilt in the new business mix  

towards less guaranteed products, and prudently managing risk. All these actions have helped drive steady 

improvement in earnings and the risk management in this business segment.  

 

In our Life business, we've also accelerated our risk reduction. We have less concentration in long -term 

guaranteed business, more product diversification in general; and, again, a completely re-priced product suite, 

which is producing returns of 12% to 15%. 

 

In Group, as we noted in our third quarter earnings call few weeks back, we're still not where we need to be, but 

we continue to make significant progress particularly in renewal pricing; and adding to that, further investments 

in the claims management should help us restore profitability in this business. But, as we said, our progress here 

may  not be linear. 
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Chuck Cornelio will highlight our Retirement Plan Serv ice business. Here, growth in new markets and distribution 

expansion continues to provide a solid pipeline to RPS, combined with in plan organic growth is helping to offset 

spread compression. 

 

Ellen Cooper will address our Investment Management busine ss where we have tempered credit risk since the 

crisis through more asset diversification; and we're benefiting from expansion into yield enhancing debt and 

alternative strategies. 

 

Lastly , but not leastly, Randy will discuss our financials and provide some outlook commentary. His area of focus 

will be our consistent results and steady improvement in our financials. He will spend a little time on risk 

management and sensitivities in our annuity business and the impact of managing a Lincoln in the low int erest 

rate environment, two areas of key focus for most. And lastly, capital generation and deployment remain pillars to 

Lincoln and we're pleased that we continue here the surprise again on the upside.  

 

So with that, I'm going to have Will kick things off. Will, why  don't y ou come up and continue today. Thank y ou. 
................................................................................................................................................................................................................................ 

Will H. Fuller 
President, Lincoln Financial Group Distribution, Lincoln National Corp. 

Thank y ou. Thank y ou. Good morning, and I'd also like to thank y ou for y our time today. We've accomplished a 

great deal since our last Investor Day . We've had our successful life and annuity pivots; we've had the expansion in 

the in the RPS business to the government and the wirehouse space; the shift to sales – to products without long-

term guarantees; consistent new business; consistent net flows; and a more attractive diversified sales mix.  

 

These were all part of our strategy that we talked about at the last Investor Day , and all the while either 

maintaining or improving our market leadership positions in our businesses. So I'm also very happy with how our 

distribution has performed, how our distribution has been aligned and focused on executing the company's 

strategy. And I'm very excited about the opportunities that we have in front of us; looking forward  to talking with 

y ou about that today. 

 

We talk all the time, and y ou hear us say  all the time, how important distribution is to Lincoln. And this is and has 

been a conscious strategic decision of the management team. Because we believe that there is a val ue chain that 

needs to come together in a sy nchronized way to be effective in the retail business that Dennis mentioned, right? 

It's product manufacturing linked and sy nchronized with effective risk management, linked and sy nchronized 

with distribution, all singing off the same song book, one integrated strategy, alignment of objectives and focus on 

execution; and that's how we do it at Lincoln, right? 

 

Together, we choose the markets that we believe are attractive to Lincoln. Together, we choose the produc t 

portfolio that we'll take to that market. And then together, we focus on maximizing our reach; and this really is 

different, right? This is a different model and it's something that we believe is key  to our success. 

 

Now Dennis mentioned that we have a 1 00% domestic footprint, and that's right, and it allows us to have a laser 

like focus on retail products in the four businesses that we are in. No hobbies, no distractions. This is where our 

focus is. 

 

And we choose the segments within each of these businesses that offer the most attractive subsets. And it really is 

all about where we can consistently win on our terms, which means we can reach the ultimate consumer at the 

level of risk and the level of return that we want, and that we expect.  
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And behind these segments, you do have this kind of dual tailwind of demographics pushing us, as well as 

consumer preferences that aligned very well, with the ty pe of solutions we sell, solutions around protection, 

solutions around retirement. And as y ou think about boomers entering retirement, more end of life planning 

becomes paramount on one end and the millennials entering the work force, these are not trends that are going to 

go away  any time soon. 

 

And so, we reached these segments through distribution model that we talk about as breadth and depth. The first 

part of breadth and depth is the distribution franchise we have to go into the markets, right? So we have a retail 

franchise in LFN, a wholesale franchise in LFD, really  focused on indiv idual segments. And we have a worksite 

franchise that reaches individuals through employers. 

 

And it's this combination of retail, wholesale and worksite, where each franchise is a leader in their segment, each 

franchise at scale that has what's driv ing this consistency in r esults, the diversification of results and successful 

pivots that you're seeing from us and that we talk about all the time. And through these franchises, we go to 

market – I'd say  the next part of the breadth and depth is how we go to market really is abo ut reaching as many  

producers and then consumers as we possibly can. So making our products as widely available where producers 

are and where consumers go to be served. And that's the channel point. 

 

And here I've highlighted for y ou just a handful not all , but a handful of our core channels; and this is the breadth 

comment, right? We want to go across channels in the marketplace to expand our reach. Each channel has their 

own unique business model. Each channel will have a tendency to focus on certain prod uct segments For example, 

benefit brokers will specialize in group products, wherein financial institutions like banks with those oriented 

towards individual products like annuities and life.  

 

The second point, the depth point, is we want to go into those channels, we want to pick the right partners. We 

want to find and pick the leaders in those channels, generally ones that whose growth prospects are better than 

the overall industry. So check on breadth, then y ou get a check on depth. And we target our sal es focus channel by 

channel by  these market leaders to have faster growth prospects in the industry. That's where the market 

leadership in terms of market share comes from, not from our management of market share that's not how we do 

it at Lincoln. 

 

And this breadth and depth really gets us to what really matters, right? Which is that the success is driven by  

having producers, and a lot of producers that are actively selling new products. And our reach to producers is very 

broad and its diverse because of those three franchises and because of those multiple channels; and it's growing.  

 

And the catalyst for this growing over time, it's growing through crisis, it's growing through pivots. And the 

catalyst for that growth is our strategy, expanding shelf space,  broadening out the product portfolio, enabling new 

channels and new partners and then pivots. The one reality of pivots is that it brings y ou new producers; and I'll 

talk a little bit more about that in a moment.  

 

Now underneath this producer base is upside potential. We have upside potential simply in our core base of 

68,000 through increasing their productivity, right? Key  to producers we have, get them to sell more volume, get 

them to sell more products. And y ou see here of the productivity measures tha t we look at, all right. I'm going to 

spend some time on cross-sell because I think it's particularly unique to Lincoln, and it's because our business 

model is particularly unique to our industry. We're unique in that we run distribution as a standalone bu siness at 

Lincoln. 
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So cross-selling is a natural pursuit. That would be very different if we ran our business in product by product 

silos disconnected from one another. We can bring together technology, producer analytics, training and 

incentives and leverage the army of wholesalers that we have to make producer referrals to one another.  

 

So let me give an example, a variable annuity wholesaler can say, if y ou use variable annuities to protect y our 

client's retirement income, you might be interested in pro tecting the other risk of retirement security, which is 

unexpected long-term healthcare. 

 

We have a great solution to MoneyGuard, would you like to meet my  MoneyGuard partner, [ph] Jane (22:49). We 

can felicitate that introduction through producer to producer. The results here are pretty extraordinary. One-third 

of our RPS small market sales and a third of our Money Guard sales are generated through our cross-selling 

strategies. So it's a unique pursuit for us, it's a natural pursuit and it's delivering real ly meaningful results and 

helping to increase the productivity of our producer base to help us reach new markets and our products.  

 

Now at our last Investor Day  I told y ou a story about the Merrill Ly nch retirement business as a way  to help 

explain why  one would want to partner with Lincoln, why  a market-leading firm and a channel would want to 

partner with us and why  we might be different then just another provider. At Merrill Ly nch, they didn't need 

another 401(k) provider; they did not need another product. By  adding there another product is ty pically just to 

take share deal. And what I mean by  that is a new product company comes in, focuses efforts on the people 

already selling that product and just take share, not growing the overall business for that f irm. 

 

Merrill Ly nch's goal was aligned with what we could deliver, which is they want to grow the overall business, 

knowing they  needed more Merrill Lynch producers selling 401(k) plans. And they chose us, even though they did 

not need another product because we can leverage the army of wholesalers in their sy stem to bring 401(k)s to 

producers that weren't already going to do the business. It's a major reason why firms partner with us, why  they 

like to be a strategic partner with Lincoln and the ty pe of benefits we provide them; and in turn, the benefits that 

they  provide us. And we see more opportunity over time for these types of programs. 

 

Now our access to this producer base, this broad diverse producer base is exactly what drove and what drives 

successful pivots, all right? All pivots are driven by producers. You need a lot of people to buy in and change their 

practices to make a pivot work. And so, just look at these two examples. The life pivot was driven by 16,000 

producers. Some were already selling our pivot products, some we had to convince to shift from selling GUL to our 

pivot products, 2,300; and then for those that wouldn't shift, we had to go out and get good new producers.  

 

And so, y ou see this combination come together, that's what de liveries the results from pivot and it's consistent in 

every pivot that we've done. Another one to highlight here is the variable annuity pivot to liv ing benefits, which is 

really  more opportunistic, right? The increase in marginal tax  rates has more erosion and investment returns 

every time for our consumers, so tax  deferral is now more attractive than it once was. Let's go capture that 

opportunity. 

 

And [ph] now (26:10) driven by 9,000 producers, 2,000 were already selling, the rest were shift or the rest  were 

new; and the result to our business is we go from 9% of our sales without having to guarantee now 24% of our 

sales in the third quarter, not having to guarantee. And this is a sy stem, right? There's a couple foundational 

points. Y ou must have a consistent market presence through cycles, right? Y ou must have a broad product 

portfolio, so that y ou've got products to pivot to. And y ou must have the distribution to get y ou access to these 

producers before y ou can have the ability to influence them to get them to change consistently. 

 

And I would submit to y ou that pivots never end; pivots should never end. They're about pivoting from challenges, 

like low interest rates in life; or pivoting the opportunities like VA. But it's a discipline every distribution  
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organization should have, and we have it, we do it well. And I'm confident that if there is a challenge or if there is 

an opportunity, as a company we're nimble and flexible enough that we will pivot better than any one on it.  

 

So where are we focusing our sales efforts now and in the future and what will be the cataly st for future growth? 

First, as I just mentioned, our core markets have upside potential simply through expanding organically the 

productivity of our 68,000 producer base. 

 

Now to drive this further, we have multi-year sales force expansions for wholesalers in life, annuity , MoneyGuard 

and our RPS business. We're also expanding our advisors and insurance producers, affiliated with Lincoln 

Financial Network through recruiting and investments that we're making to make the overall LFN sy stem more 

attractive to advisors. So there's upside in our core.  

 

Second, we have product enhancements and we have new products that we get from time -to-time that allow us to 

create new opportunities; and I've got a few of these listed here. Of note, the investment-only VA to help drive that 

non-guaranteed VA tax deferred consumer opportunity is an example. We're already showing meaningful sales 

results just been after this for a y ear, $2.1 billion in sales and the addition of our Investor Advantage product, 

which is our investment-only product without a guarantee was launched in June; and we're seeing nice success in 

having that be accepted by producers. 

 

Flex  pay  MoneyGuard allows us to really go down-market in age, expands the population of people who will be 

able to buy  MoneyGuard because they can buy it over time, over a period of y ears versus having it be a single 

premium. 22% of our Money Guard sales are now in y ounger ages that we really were never able to reach  before. 

And next y ear, we will have a mass affluent term offering, so lower face amount [ph] debt benefit for term (29:35). 

This has been something that our core producers – life producers have been asking us to do for some time, so that 

will help create some upside. 

 

And lastly , we build out new channels. We're constantly looking for new channels and new partners that would 

demonstrate kind of incremental and promising growth, right? So good examples of that are the government 

space and new small market partners and RPS, the employee space for group, middle market channel partners 

like Primerica for annuities. And the new term offering, I just mentioned, is actually a platform that will allow us 

to sell through the Internet distributors and really reach that do-it-yourself consumer. And that is a new market 

for Lincoln, an additive market for Lincoln. 

 

So to recap, we've got upside in our core and we have upside in our [ph] node (30:30). Now in terms of wrapping 

this altogether, what I'd like y ou to walk away  with is that, we do it different at Lincoln. It's a coordinated strategy, 

across that entire value chain that I talked about. And it's about executing Lincoln's plan. So laser like focus on 

retail products, no distractions, no hobbies. Focusing in on those segments that are attractive, we are attractive to 

the consumer and they are attractive to us, we get that, we can reach them, we can get that risk and we can get the 

return that we want. 

 

The powerful distribution network that gives us diversity and b readth and allows us to achieve the goals and make 

the ty pes of pivots that we need to be successful. And as a distribution company, we are as committed as y ou can 

be in delivering consistent results, driving the upside potential, doing it profitability, a nd not seeking market share 

is alway s on our terms. 

 

So with that, I'll conclude my remarks and inv ite Mark to talk about the Life business.  
................................................................................................................................................................................................................................ 
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Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. 

Thanks, Will. 
................................................................................................................................................................................................................................ 

Will H. Fuller 
President, Lincoln Financial Group Distribution, Lincoln National Corp. 

Thank y ou. 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. 

Good morning, everybody. Let's talk about the Life Insurance business first. Fr ankly, I am pretty excited to stand 

up here and tell y ou about the Life business. I know we're positioned to win, positioned to win now and for the 

long-term and in fact, I'd say , we are in the strongest position we've been in y ears. Let me tell y ou why . 

 

We've long been a consistent market leader in this business right, creating opportunities as the challenges, 

through our innovation, and disciplined risk management, which has been core to that market leadership. And 

that market leader position has resulted in where we are at today. Strong new business returns with upside, and 

limited downside, product diversification and scale, and the potential for future growth, faster than the rest of the 

industry , a pretty powerful place to be. 

 

We've done what we've needed to do from a product perspective, to restore compelling new business returns, 

putting us in the strong position we are today. The chart behind me shows some of that activity over the last few 

y ears. The hash marks y ou see, those are major pricing and  product efforts, as we responded to the headwinds 

that we saw mostly  related to interest rates. 

 

We took returns, expected new business returns from 10% or so in 2012 up to the 12% to 15% range that we see 

today . Our scale and market leadership enabled us to do that. We were able to stay  a relevant force in the 

marketplace as we made the shift. And not only did we end up with 12% to 15% expected returns, we have the 

added benefit of reducing our dependence from this portfolio, on interest rates from a new business return 

perspective, although rising rates do remain a positive.  

 

So, let me do a little bit deeper dive on this interest rate topic. Our recent actions, those hash marks back on the 

prev ious slide, were priced in a lower interest rate environment than today, but they had an expectation that rates 

would rise over time. That's what y ields our expectation of a 12% to 15% return portfolio. Those are assumptions, 

we're very comfortable with, but rather than me and y ou getting into a, he said, she said, about our interest rate 

assumptions, I thought it might be more useful to show y ou some discrete examples of how this portfolio would 

perform over certain scenarios. So, I've got four of them up here behind me.  

 

First, what if interest rates stayed where they're at forever, for the next 30 years, we use 2.3% to roughly where the 

10-year is today, what if they  stayed there? Our portfolio would return a 11%. Well, then we went back and said, 

well, what if we look at historical lows, and we went back as far, we didn't pick 1871 because it made the numbers 

look good. We picked 1871, because it's the farthest back we could go to find what 10 -year treasury rates were. 

 

So, we took that 140-year period whatever that is and said, okay , what's the worst 30 -year period for the 10-year 

tenure in that stream of history? And that came out to about 2.7% 10 -year. Note that if it did stay  where it is today 

at 2.3%, we set the new record strength from the last century and half. But if it did stay  at 2.7%, this portfolio 

would return 12%. 
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Then we said, well let's look at the forward curve, let's look at kind of what the average forward curve has been so 

far in 2014. Y ou do that. Y ou get a 13% return. And then we said what if back to that 140 y ears or so y ears, we 

looked at just what the average has been, 4.6%, average 10 year, 16% return. And on that one, it's not like we 

assumed tomorrow we wake up and it's a 4.6%. We took 6 y ears or 7  y ears to grade from today's 2.3%-ish to that 

4.6% and if we did that, we got returns north o f 15%. 

 

I think it's a powerful demonstration of how we've reduced our dependence on interest rates and kept some of the 

upside – oops sorry, I went backwards. And part of the reason, we're less dependent on interest rates is because 

we've realigned this portfolio to take on more mortality risk. We've reduced reinsurance and our reliance on that, 

which allows us to keep more mortality profit. We're also shifting the products with more of their earnings 

potential driven by mortality, term for example.  

 

And y ou can see from the pies, current imports, roughly 50% of our earning source is mortality driven. New 

business, it gets closer to two-thirds. And mortality is a risk we understand front to back from that frontend and 

how we assess the risk in our underwriting department to the back end where we analyze, monitor, and adjust as 

necessary when the results come in. In fact 22 out of our last 23 quarters, so five plus y ears, we've had 22 of those 

23 quarters come in with a 95% confidence interval versus our expectation. 

 

So been done with doing a lot of stuff, how does it translate to growth? Revenue and earnings driver growth has 

been steadily in the mid-single digit range. And importantly it's outpaced the industry. In 2013, for example, our 

in force space amount, so the amount of insurance we have on the books, grew 4%, industry grew 1%. Our sales 

were up 18% versus a slight decline for the industry as a whole, outpacing the industry. 

 

So let me recap what we've talked about so far. Strong, new business returns, less dependent on the interest rate 

environment, and growing faster than the industry. 

 

Now I want to dig a little bit into the portfolio of products we have and see how it stacks up against our 

competition and against marketplace needs. Our position of strength has enabled us to dramatically shift and 

diversify this portfolio. As these pies illustrate, we've gone from a company that used to be more concentrated 

than GUL. But through the pivot strategy, we have diversified our business mix and achieved a healthier balance 

with that beautiful chart or pie that you see on the right. Not only is it very diversified, y ou also see that no one 

product ty pe dominates the mix. And by the way, we've grown sales while doing that diversification. Again I would 

say , positioning ourselves to win today and for the long-term. 

 

So, how does that stack up against the competition? This slide shows our product sales for our top-10 life 

insurance players in the business by product type. So each color is a different product typ e. The picture tells a 

thousand words or the picture is worth a thousand words. As you can see, our product diversity and scale are 

superior to the rest of the industry. We simply  have the best looking bar, the most colorful bar up there. We have a 

more diverse product mix and excluding a couple of mutuals who sell whole life, we are the market leader. We're 

top 10 in v irtually every category with our Indexed UL quickly climbing the ranks. Just one more proof point on 

how we're positioned to win now and for  y ears to come. 

 

And finally  how does our portfolio stack up against what the marketplace wants and needs. We believe consumer 

demand and financial security needs will continue to drive growth for this business. Every y ear Lincoln does what 

we call our M.O.O.D. of America Survey, which measures optimism, outlook and direction. We pull a few 

thousand people across the United States random sample. 
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Consumers most recently told us a few things about their financial concerns and three of them fits squarely into  

the value proposition for life insurance, protecting their wealth and assets, putting money away for retirement and 

tax  planning. We have compelling solutions that meet those needs and the distribution breadth to reach the 

consumers. 

 

So, in closing, power of Lincoln's Life Insurance franchise, strong as it's ever been, positions us to win with strong 

new business returns, industry leading product diversification and scale and the potential for continued growth as 

we grab and help those consumers with their needs, very clearly leading the market on our terms. 

 

Now, let me transition to Group. Group remains an important business, for us at Lincoln, gives us mortality and 

morbidity earnings source, as well as a strong growth potential. Today, I want to talk to y ou about three key areas 

of focus. One, we have and we'll continue to increase prices to drive profit improvement. Two, we continue to 

target the more attractive, and higher growth segments within the market. And three, we continue to invest to 

support that growth. 

 

I'll spend a little time on the pricing. First, let's talk about the employer paid business, new business prices are 

increasing middle single digits this y ear, on top of what we did in 2013, and we expect that as we move into 2015, 

new business pricing will be relatively constant with where it is today.  

 

From a renewal perspective, if y ou recall coming into the y ear we've talked about our plans to re -price $1.1 billion 

of in force employer paid business over the next few y ears. The chart on t he right shows the timing of when that 

business is subject to the renewal pricing actions. So that by the end of 2014, the end of this y ear, we will have 

touched $500 million of that business, with an average 7% to 9% renewal rate increase. We have another  $500 

million coming in 2015, the bulk of which is at one -one and then the rest spread out throughout the y ear and there 

we are targeting low double digit increases. Let me help y ou with a little math. Let's do a little hy pothetical on this.  

 

So, let's look at that $500 million in 2015, what's going to happen? A few things happen right, some of it takes the 

rate increase, some if it lapses, and also some of it's – a lot of its one-one business but not all of its one-one 

business and since folks pay  monthly, how you actually see that affected the premium coming to your financials, 

comes in month by  month by month. So it's a one-one case, y ou get a whole y ear's worth of y our action in that 

particular calendar y ear, if it's a July  1  case y ou get half of it, right. 

 

So let's take that $500 million. Let say 30% of it lapses, so now y ou're at $350 million right, then let's say  this 

timing thing I talked about, so 60% of it is one-one business and the other 40% is spread out throughout the year, 

y ou do that math and y ou take that $350 million of affected premium and what's going to come through in 2015 is 

somewhere in the $250 million to $300 million. Then lets supply the rate increase and remember I said we were 

looking for low double digits on the increase. Well just to make the math easy , so I'm not very good at math being 

an actuary, just to make the math easy, let's take the lowest double digit there is 10%. So take that $250 million to 

$300 million, so it's to about $25 million plus of actual premium level, incr eased premium on those saved cases 

that will flow through in 2015. 

 

So in summary , we expect our continued revenue growth plus the margin expansion from these increases I just 

talked about, will give us significant earnings lift, driv ing us towards our 5% to 7 % margin targets over time. That's 

the pricing story. 

 

Shifting now to the growth markets. While we're intensively focused on the bottom line, we remain committed to 

growing this business. The total group space expects relatively modest growth. So our strategy targets the higher 

growth segments within that broader market. Examples, employee paid, catalysts are clearly there, health care 

reform, an historic opportunity moving fast, still evolving. Frankly it's an underpenetrated space. So it's really  an 
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opportunity to make share rather than just take share from the other guy . And I'll tell y ou early results are 

encouraging. We were named the 2013 large company Voluntary Sales Growth Leader by Eastbridge. Those of you 

who don't know, think of Eastbridge as the LIMRA in the voluntary benefit space. 

 

We also target small to midsized markets building on our existing strength in that 100 to 1 ,000 life space and 

more rapidly penetrating the adjacent 1 ,000 life to 5,000 life space, where we already get about 25% or so of our 

sales. And this is an attractive space for us, because it also allows us to be able to again push employee-paid 

solutions into that size case more effectively. 

 

We continue investments to support that growth. Much of the investment today, it h as been focused on 

distribution, adding reps, growing from a 145 a few y ears ago to 187  feet on the street today, providing them with 

more support, more solutions, management culture to the action, specialists to help them with their roles. And 

throughout that expansion, we've maintained industry leading productivity. And as y ou can see on the chart on 

the right, actually continued to grow our employee-paid sales, which again is one of our strategic imperatives.  

 

And above and beyond all that, they've effec tively supported our price increases, be it new business or renewals, 

demonstrating just the powerful valuable franchise the group protection distribution sy stem is. And in addition to 

distribution, we've invested in infrastructure. We are investing in infrastructure across the business to support our 

strategy. Roughly, $100 million spend over the next three y ears, which is comparable to what we will spend in 

2014. 

 

Focused on things like growing our target – share in our target markets, adding to our capab ilities, absence 

management capabilities being a big one that will come on line in early  2015. Continuing to grow our employee -

paid business, adding employee retail marketing capabilities, things like education tools, et cetera that help 

consumers make the right choices, as well as plug and play  functionality with various [indiscernible] (49:13) and 

exchanges down the road. 

 

And finally , improving the customer experience, the employer and the employee experience by leveraging 

technology. Given what they want, when they want it, and how they  want it, whether that's on the phone, on the 

web, face to face, whatever it is. So in closing, the key takeaways, our decisive price increases, investments and 

distribution in infrastructure, all in support of our target growth segments will support positive earnings leverage, 

incremental growth, and restore our margins to where we want them to be over time. That's the group protection 

story . 

 

And with that, let me turn it over to Chuck Cornelio to tell you about Retirement Plan Serv ices. 
................................................................................................................................................................................................................................ 

Charles C. Cornelio 
President-Retirement Plan Services 

Well, good morning. I get excited about the story. So, sometimes I may have a tendency to talk little quickly 

because I'm here to talk about our exciting growth story of Retirement Plan Serv ices. We've been showing solid 

growth in the four y ears, since I first talked to y ou about the business. It's really about our compelling and 

relevant value proposition. We're winning new business, we're retaining plans, we're gathering assets ins ide those 

plans, because we're consistently executing our strategy and building on what's working.  

 

We focus on core market segments that are growing faster than the retirement industry as a whole. I'm going to 

talk about expanding into new markets which is about our capabilities for growth particularly the government 

market and y ou heard a little bit from Will about the small case 401(k) market and our participants and our plan 

sponsors are continuing to approve and use our differentiated value proposition, which is a high touch service 
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model. We gather more assets. We get higher contributions, which also lead to higher individual product sales. 

The assets in this business are up 37 % since 2011 with significant positive flows. Let me take a look at these 

market segments. 

 

Last y ear we talked about our efforts here in growing in these faster segments. The healthcare sector has expected 

to have a one-third share of all job creation in the United States, between 2012 and 2022, and we are v iewed as a 

market leader in this space. We are number three in providing plans for retirement in the healthcare space. 

 

And there are couple of interesting dynamics in this market by the way, so like we're seeing as a result of the 

Affordable Care Act and changes and reimbursements to providers has an extreme acceleration in the merger and 

activ ity stuffs that's going on in the healthcare space. This is a great opportunity for us, because we're so well -

known in this space, but also provides little bit of risk. So we want to make  sure we're stay ing on top of this trend. 

 

The other thing that's happening that helps retirement plan providers like us, is that hospitals are adding doctors 

to their staffs. They 're buy ing significant amounts of doctor practices. This is primarily becaus e doctors are 

actually getting a little bit weary of the business of being a doctor as oppose to providing healthcare. And so 

they 're joining their hospital partners as employees. For us, that's an opportunity to gather higher average account 

balance participants, and healthcare managers with the kind of difficulty  they face in managing doctors, as oppose 

to nurses and other employees. 

 

In the corporate market, we're focusing on small to mid-sized plans. So most of these are retail advisors that Will 

is talking about. There's one dy namic in this market I'll mentioned to you, and that's fee disclosure, which started 

a couple of y ears ago. Fee disclosure hit advisors before the plan providers. In the small market, there are fair 

numbers of advisors that have sold one or two retirement plans. And as a result of those disclosures they're having 

to work a lot harder to show the value that they charge those fees for and we can help them do that.  

 

We've set high expectations for ourselves in the government market that we really just reentered in 2013. We did 

have a small government space presence prior to that, but we decided to regroup. In 2011 and 2012, in a very 

methodical way we made a determination about whether we fit the government market and we concluded that  our 

differentiated high touch model and the solutions fit very well there. What we needed was additional distribution. 

So we went out and added some of that distribution starting in 2013. And we're pleased as a result of these things 

that we're meeting and sometimes exceeding our own high expectations.  

 

Our experience reinforces that our model fits very well in this space. Government planned sponsors are reacting 

very positively to the high touch model that we can provide to government employees. So here are some of the 

numbers behind these segments. Executing our market specific strategy is working. We've seen significant growth 

in our core markets. In the small corporate market, our wholesaler expansion has been ongoing since the 

beginning of 2014, within the next two years we will have doubled our wholesaling force here and getting great 

talent. We're capitalizing on Lincoln's strong distribution platform to deal with and work with strategic partners. 

Will talked about Merrill Lynch earlier, that's an ex ample of the broadening reach of this business into the wire 

house channel, but we were not drawing significant share before and we've made great progress here.  

 

We're seeing these efforts y ield results. First y ear sales in the small market are up 34% y ear -over-year and the 

healthcare market continues to be a very strong pipeline for new business for us, 40% of our current pipeline of 

new business comes from the healthcare space. But that's not it, that's not all. Our expansion activities are really 

working here too. So take the government market, we're seeing a great story here. 

 

In 2013, our first real y ear in the government space, this segment contributed 15% to our sales mix, y ear -to-date 

government is 32% of new sales. There is more growth here. We're just getting started, with the momentum we 
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have of sales consultants and advisors that work in the government space and with every passing quarter, we're 

seeing more and more interest, we're seeing more our fees to respond to, we're seeing more activity in this space. 

This is complemented by our long-term and established relationship with consultants in the healthcare and 

corporate markets. 

 

65% to 7 0% of our deposits are recurring, and so it's imperative that we deliver a superior experience for plan 

sponsors and participants and that we gather business intelligence to understand what they need so that we can 

continuously improve our offering here. How do we do that? We do a huge amount of research, an extensive 

research shop to understand the mindsets and behaviors of all of our customers, intermediaries, planned sponsors 

and just as importantly the end consumer, our participant or employee. Customer insights and data analytics in 

form our thinking, improve our offering and help us reach customers more effec tively. Data helps us to make 

better business decisions. 

 

So it's true, that the cornerstone of our high touch model is the participant centric one on one strategy that we use 

in the retirement consultants. That service model is unique. But we also have to  make sure that our high touch 

experience radiates through all channels to gather kind of assets we think we can and help people retire 

successfully. We need to create and continue to do better at creating a holistic experience focused on retirement 

readiness for the participants. How do we do that? Onsite guidance, meaningful, relevant education materials, 

resources available on the web and now mobile, targeted outreach by an internal retirement consultant phone 

team and valuable tools that we provide for metrics to track, for participants to track their progress and how 

they 're doing towards their retirement goals. And our data shows this model is working.  

 

Participants who work with the retirement consultant at Lincoln have a 43% higher contribution rate to their plan 

than those that don't. And when they work with their RC, their average balance inside one of our retirement plans 

is almost twice as high as those who don't talk to a retirement consultant. And that's actually working for Lincoln 

too. We've seen significant flows to a proprietary next step IRA product for folks that are working on a total 

retirement solution. Those flows were up 40% y ear-over-year and recurring deposits are growing at 6% annually .  

 

We know from research, the participant engagement builds trust. It fosters loyalty to Lincoln, the plan provider. 

Our retirement consultant model is unique in this industry and adds value to our franchise. When participants are 

confident, plan sponsors are confident that they have the right kind of a  plan and they 're working with the right 

partners as a plan provider. We have a comprehensive offering and the needs of plan sponsors that helps us retain 

business and that's some of the numbers on this slide. Our plan sponsor service model is proactive re lationship 

based and solutions oriented. 

 

Our products and services are competitive and relevant. And I've talked to y ou before, I think the last couple of 

times about our technology and the investments we're making there. We've made significant improvemen ts in our 

record keeping platform. We've continued to upgrade our web capabilities and that's to allow plan sponsors to get 

what they  want, when they want it from us.  

 

Over the last y ear alone, we've continued to execute in our technology roadmap, the web offering get stronger 

every quarter and we launched Lincoln's first mobile app aimed at participants and consumers. We've also added 

a Secured Retirement Income product. It's an in-plan guaranteed that's differentiated from the marketplace which 

is important to plan sponsors, but I have to tell you it doesn't have new job take at the participant level. 

 

But at this product, it is very different than some of the offerings in the market and we're not done y et here. We're 

going to continue recordkeeping conversions which help improve our effectiveness and efficiency. We're going to 

build out additional auto features from auto enrolment that we do now to auto escalation and additional flexibility 
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for plan sponsors, ways then to significantly enhance the features  and performance of their plans and after all if 

they  have a good retirement plan from a good provider they are more apt to retain and recruit good employees.  

 

We're continuing to work on the model in the small market, next year, we're going to revamp our small market 

serv ice model to more finely hone the way we focus on our most productive distribution partners. Retention 

efforts are working as y ou see on the slide. We survey our plan sponsors every year and the data shows overall 

satisfaction with Lincoln in both the small market and the mid-market, and continues to increase up to 87% this 

y ear. 

 

That has allowed us to have a longer relationship with plan sponsors, and as y ou see from the slide, those numbers 

are improving and we continue to keep these plans longer. That means we're able to attract the right kind of plan 

participants, continue to grow contributions, and because we're keeping those plans longer, the costs of the 

acquisition of those plans are further into the past which helps us with our ret urns. 

 

The key  in continuing growth in this business is obviously ensuring that deposits outpace withdrawals, right, I 

mean that's fairly  straightforward. Our consistent strategy is working here. We're driv ing positive net flows and 

we're driv ing growth. In this slide, y ou can see that we're growing faster than simple market appreciation. Let me 

spend a couple of minutes on this slide. The actions we've taken and will take going forward, strengthen our plan 

sponsor experience, those actions I showed on the previous slide. This is important, so we can have new plan sales 

and plan retention outpace plan terminations. We're seeing good results here.  

 

Since 2011, plan sales have been $1.7 billion greater than plan termination, leading to a 4% growth in our asset s. 

This shows the power of focusing on faster growing market segments and the key of expanding markets as we've 

talked about in the government space and the small corporate market. I've talked today about our high touch 

differentiated service model which is critical to our important mission that participants retire successfully, and 

that we've successfully provided those opportunities to them. Our efforts here are crucial, that's 65% to 7 0% of 

deposits that come from current participants, and we want those flows to come in clearly at a much faster rate 

than they  go out. And this key metric is working for us as well.  

 

Since 2011, participant contributions are $4 billion greater than withdrawals, y ielding a 10% asset growth. Now, 

when y ou see our financials, some of that growth is masked by  the last small chart, slide on the right, the bar chart 

there, which is what we call multi fund, a close block of business that comes off at about 10% a y ear.  

 

So when y ou look at the market growth of 31%, plus organic growth in plan sponsor activity, growth in recurring 

deposits from participants, this business has grown 37% since 2011 with AUM at $53 billion a record high for this 

business. So we feel good about the progress, and we know we can do even more. So almost four y ears ago, I 

shared the focus strategy that we developed to revitalize this business. Our offering is compelling, it's relevant, and 

I'll tell y ou, trying to copy that retirement consultant model is difficult for those who do not have retirement 

consultants. I've talked about some of the actions we're taking, the financial investment we've made to put this 

business in the position that's in. 

 

We're consistently executing on this strategy. We're focusing on markets that grow faster than the retirement 

industry . We're targeting segments that have great characteristics for growth in the future, and that differentiated 

high touch model will lead us to continued growth in recurring deposits from our participants. 

 

I am optimistic about the long-term upside of this business. We've come a long way , we've got a great foundation, 

and even while we've been building that foundation, we've been adding to our assets at a record rate. As markets 

grow and more people recognize the need for retirement and the safer retirement and take the actions that you 

can take with our assistance, there is a great upside.  
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And we have a relentless commitment in this business, to obtaining new plan sponsors, to retaining the plans 

sponsors that we have, and the participant growth, I b elieve, will translate into significant upside for the 

Retirement Plan Serv ices business here at Lincoln. 

 

So thank y ou very much. Jim? 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations 

I find ourselves in an unusual position in that we are actually running ahead of schedule. So we're going to do a 

little bit of an agenda unlock, and we're going to take about 15 minutes to 20 minutes for Q&A. So I'm going to ask 

Will and Mark and Chuck to stay  up here, and Dennis if y ou care to join us, but we're  going to take some Q&A and 

then we'll just take the break a little bit early. It must be the French coffee.  
................................................................................................................................................................................................................................ 
 

QUESTION AND ANSWER SECTION 
 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
We've got mic runners back there. Okay , great. So, Tom. Can I ask when y ou get the mic, just y our name and firm, 

so that people on the web know who y ou are.  
................................................................................................................................................................................................................................ 

Thomas G. Gallagher 
Credit Suisse Securities (USA) LLC (Broker) Q 
Sure. Tom Gallagher, Credit Suisse. First question is for Mark. Y ou had showed th e slide, how you are retaining 

7 5% of mortality risk now compared to around 25% 10 years ago. Can y ou talk about what's driving that? Is that 

more of the corporate decision to want to move the needle on underwriting margins or underwriting related 

income or is it pricing in the reinsurance market has gotten a lot worse? That's my  first question.  
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
Right. And the answer is essentially y es and y es. So if y ou go back a decade or so, reinsurers, for whatever their 

reasons were, were more aggressive in their pricing, and Lincoln and other companies availed themselves of those 

prices. Today, it's a harder reinsurance market, so the prices are stronger on the reinsurance side, and  therefore 

we are more comfortable keeping more of that risk as well as we want to grow mortality profits. So y ou've got the 

answer. Y ou're right. 
................................................................................................................................................................................................................................ 

Thomas G. Gallagher 
Credit Suisse Securities (USA) LLC (Broker) Q 
And then just a follow-up. I think last y ear, y ou all had showed the slide of actual to expected mortality. I didn't 

see it in the presentation this y ear, but the last data point, I'm seeing was 7 8%. And I asked that question on the 

conference call, I think Randy 's response was that number has m oved into the 80%s, 80% or mid-80%s. Can y ou 

comment at all what's going on there? Are y ou seeing more – less profits coming from that? 
................................................................................................................................................................................................................................ 
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Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
No, it's kind of a refinement of the definition essentially has what changed it. So if y ou put it on an apples and 

apples basis, we are in those low to mid-80%s. I can't remember the last quarter, but it's alway s in – it's got an 8 

in front of it and usually  less than 85% or around 85%. And that's been stable for the most part. If y ou remember 

my  slide, where I said 22 quarters out of the last 23 quarters have been within a 95% confidence interval of where 

we would expect. And if y ou think about that, if y ou have 23 quarters about a 20 of them ought to be outside the 

range, if it's a 95% confidence interval and that's what we've seen.  
................................................................................................................................................................................................................................ 

Thomas G. Gallagher 
Credit Suisse Securities (USA) LLC (Broker) Q 
So, and just sorry , one last one. So what was the redefinition – I mean it would see seem – just on the percentage 

that y ou're quoting now versus last y ear, it would look like it got meaningfully worse, but y ou're saying it really 

hasn't. 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
No, it hasn't. And what that is, and so y ou have old blocks of business, and then you have newer blocks of 

business, right? And rather than try to go back and figure out what was the pricing expectation on stuff that we 

sold 20 y ears or 30 y ears ago, we based that on a standard table. And we would expect that to be less than a [ph] 

100 (1:07:58). And then on newer business, we would expect that we would command our pricing assumption. So 

over time, y ou're going to see just naturally as more and more new business comes in to the calculation, it's going 

to come closer to [ph] 100 (1:08:13) because that's y our expectation. So y ou got, that's the only  real uptick that you 

are seeing, the rest was just math around changing the denominator. 
................................................................................................................................................................................................................................ 

Thomas G. Gallagher 
Credit Suisse Securities (USA) LLC (Broker) Q 
Thanks. 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Questions. Suneet here. 
................................................................................................................................................................................................................................ 

Suneet L. Kamath 
UBS Securities LLC Q 
Thanks. Suneet Kamath with UBS. On the group protection repricing, I think y ou said the 2015 price increase is 

low double-digits, but the 2014 was 7% to 9%. So that mean in three y ears' time, y ou're going to have to go back 

and re-price that 2014 block? 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
Couple of things there, Suneet. You would always – when y ou go into price increases, y ou're looking at, okay, how 

do I balance the price increase with the persistency of the block, and I don't want to run away  the good stuff, I 

want to run away  the bad stuff, all that math goes into it, right or all that calculus goes into it. So as we were doing 

2014, we were seeing persistency hold pretty good, and that's what allowed us to take a little bit bigger bite and try 

to get into that low double-digits. 
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Now, as to what will happen with that 2014 block, that we re -priced, it's usually not a three-year guarantee; it's 

usually  a one-year or two-year guarantee on renewal. So we'll look at it, just as we're looking at everything else and 

see what is the relationship or whatever the price is, to where now our expectation and where that price would be, 

some will probably go up, some won't, but it won't be nearly  the dramatic change of low -double digits. 
................................................................................................................................................................................................................................ 

Suneet L. Kamath 
UBS Securities LLC Q 
And then in terms of y our margin target for that business, what's that like? When would y ou expect to get to, I 

forget the statistics that you quoted, but there is a target operating margin, when do y ou think y ou'll get there?  
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
It's hard to predict exactly when. And as we've stated before, it's not going to be probably a linear ride, but I'd say  

over the next three years something like that.  
................................................................................................................................................................................................................................ 

Suneet L. Kamath 
UBS Securities LLC Q 
Okay , thanks. 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Ry an, Steven, right behind you there. 
................................................................................................................................................................................................................................ 

Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
Steven Schwartz, Ray mond James. First for Mark, could y ou talk about the market environment for Mon eyGuard 

and products like MoneyGuard? I think the benefits have been extended for MoneyGuard. I might be wrong about 

that. I'm not a 100% sure. And may be what's going on around benefit terms and things like that from other 

competitors? 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
So in the Money Guard space, which is our hy brid universal life long term care product, we continue to see interest 

in the marketplace both from people selling it and people providing i t. So there is some new competitors out there, 

a few that are bringing products to market. We've been in for a long time, so we're frankly  pretty good at it and we 

are ahead of the curve, so as we see competitors come with product it might have been our version last y ear 

product not our version this y ear product. And again this is where my  partner here on the right is so important 

because having that distribution breadth and knowhow it takes a while to get uptick, and what this is, and how 

y ou sell it. So we like where we're at. Frankly , we don't mind other people coming into the market, because I think 

it's a rising tide to raise all boats. We did change the product in 20 – [ph] Mike (1 :11:33) 2014, 2013..? 
................................................................................................................................................................................................................................ 

 

 
A 

2014. 
................................................................................................................................................................................................................................ 
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Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
This y ear. And we did it mostly because of interest rates, and the impact. And so, now there is more opportunity to 

have a flexible pay MoneyGuard rather than a single pay MoneyGuard that helps us from an interest rate risk 

perspective, but also broadens the market about people who can and want the product and can afford the product.  
................................................................................................................................................................................................................................ 

Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
Have y ou benefit period – do benefit period increase? Or is the market benefit period increasing? 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
No. At least ours didn't, and I don't hear that in the marketplace.  
................................................................................................................................................................................................................................ 

Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
Okay . And then, Will, could y ou maybe dive a little bit deeper into LFN, what percentage of sales in life and in 

annuity  RPS, and whatever else was included in there is from LFN? And then, goals, if y ou have, any to grow the 

number of producers? 
................................................................................................................................................................................................................................ 

Will H. Fuller 
President, Lincoln Financial Group Distribution, Lincoln National Corp. A 
So Lincoln Financial Network, the retail business really is comprised of two main segments. There is a insurance 

producer segment, then there is a registered financial advisor segment . And that's why  y ou would have seen it 

show up in two different channels, insurance brokerage and advisor. It's meaningful, right, to our business. So 

20%, 21% of our life sales come out of aggregate LFN is the largest seller of RPS and it's one of our to p sellers of 

annuities. So, in aggregate, it's the leading contributor of sales, 13% of our total sales. So it's meaningful. We have 

an opportunity to grow really both sides of those segments. So in the financial advisor space, we are an 

independent broker dealer. We're an open architecture system. We have a lot of success attracting advisors from, 

that have a financial planning and insurance orientation in their practice. And my sense is y ou'll see low -single 

digit ty pe of growth in registered rep, and then we focus on insurance producers, who are looking to have a more 

direct affiliation with the carrier and we would see the same type of kind of low -double digit ty pe of producer 

growth. We're 8,500 affiliate advisors today and that has kind of marched up p retty steadily and we expect to 

continue the same type of growth trajectory. 
................................................................................................................................................................................................................................ 

Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
The insurance people are in that 8,500 affiliate advisors number? 
................................................................................................................................................................................................................................ 

Will H. Fuller 
President, Lincoln Financial Group Distribution, Lincoln National Corp. A 
That's right. 
................................................................................................................................................................................................................................ 

Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
And what percent are they or how much...  
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Will H. Fuller 
President, Lincoln Financial Group Distribution, Lincoln National Corp. A 
So the breakout would roughly be 3,400 registered financial advisors and then the remaining retail insurance 

producers. 
................................................................................................................................................................................................................................ 

Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
Okay . Thank y ou. 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Okay . Where is it – where is the mic? Nigel. Okay , Nigel and then Jimmy , Ry an, stay right there with Jimmy, if 

y ou would. Thank y ou. 
................................................................................................................................................................................................................................ 

Nigel P. Dally 
Morgan Stanley & Co. LLC Q 
Nigel Dally  from Morgan Stanley . In the past y ou had talked about y our desire to do acquisiti ons in group 

insurance, [indiscernible] (1 :14:37) whether that's still a focus, or is the focus more on [indiscernible] (1 :14:41) 

which y ou currently have? 
................................................................................................................................................................................................................................ 

 

 
A 

Group acquisitions. 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
It's kind of an echo here, but group acquisitions, right, was the question.  
................................................................................................................................................................................................................................ 

Nigel P. Dally 
Morgan Stanley & Co. LLC Q 
Y eah. 
................................................................................................................................................................................................................................ 

Dennis R. Glass 
President, Chief Executive Officer & Director A 
If we were to do an acquisition it would be in order of priority, first the group business. As I think I've said a 

couple of times, probably not the right time to overlay an acquisition on top of and the transformation that's going 

on in the group business. I think broadly speaking about acquisitions, we, this team has done as many as any  team 

in the U.S. industry , so we both know how to – we know how to price and we know how to integrate. And this 

could change overnight, but right now I just don't see much M&A opportunity for us based on what we wan t to do 

and what's available in the marketplace. If that changes once again we are capable of doing it. We have the extra 

capital to do good size bolt-on acquisitions, and we would do it, again, the first priority would be mortality and 

morbidity businesses. 
................................................................................................................................................................................................................................ 

Nigel P. Dally 
Morgan Stanley & Co. LLC Q 
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And the second question just on sticking with group, private exchanges, how is that likely to impact y our business, 

[indiscernible] (1 :16:00) there? 
................................................................................................................................................................................................................................ 

 

 
A 

Private exchanges. 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
Group private exchanges. So what we are seeing related to private exchanges right now is not a lot of uptake, that 

doesn't mean that won't happen, and most projections have it happenin g and the projections of when it's 

happening are shortening. So, but who knows right, at the end of the day , and even at the end of the day  may be a 

third of the business moves to private exchanges, that's meaningful certainly. And so, what we're trying to do is 

watch that carefully, not make a big bet on exchanges. We are in four or five exchanges, so we are making some 

small bets watching it. As well as a lot of the infrastructure work I talked about, that $100 million spend over time, 

the plug and play  functionality is a big one. So being able to plug in to those sy stems when and if they  become a 

v iable piece is something we're gearing up for, as well as to continue to employee paid capabilities of educational 

tools and all that kind of stuff which will also be important as y ou move, as the private exchanges become more 

important. Does that make sense? Thank y ou. 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Okay . Jimmy , [indiscernible] (1 :17:16). Okay . 
................................................................................................................................................................................................................................ 

Jamminder Singh Bhullar 
J.P. Morgan Securities LLC Q 
Hi, Jimmy  Bhullar, JPMorgan. I had a couple of questions. First on the retirement. May be if y ou could talk about 

where y ou stand from a technology infrastructure standpoint versus y our peers, and that had been an area y ou'd 

lagged in the past, but y ou've made a lot of investments there. And then, also what y ou need to enhance there to be 

more competitive. But then secondly on, for Will, what's the competitive environment like for hiring wholesalers 

nowaday s, because in the past it's been fairly  competitive, and what's y our goal for growth in the overall wholesale 

approach? 
................................................................................................................................................................................................................................ 

Charles C. Cornelio 
President-Retirement Plan Services A 
So, on retirement, Jimmy we've spent about three years with a significant level of investment to change out the 

record keeping platform in the mid to large business. We were getting pretty clear feedback that we were having 

trouble holding on to plan sponsors, and actually even being able to win finalists; that's that changed radically. We 

did a very large conversion. We're now told by  plan sponsors and the consultant firms that our record keeping 

platform is right in there with them and with others.  

 

I would say  there are couple of standouts, right? So we're not going to spend the kind of money on technology tha t 

the Fidelity  would. However, at the mid to large space where we play , our technology is quite competitive, and it 

also allowed us to really significantly improve our web experience, both for the plan sponsor and the participant, 

which has allowed web interactions with participants that drive some of that recurring deposit growth. And I 

would also say  that, as we move forward, we continue to refine that web experience because the expectations of 

people about what they can do on a website has changed, of co urse, over time. 
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So that's an iterative process. The next big leap for the industry, I think, is mobile technology, and what that 

means for plan participants, and we've come into the space, in the last quarter, with a mobile application. In 2015, 

we have plans to continue to refine that. We're going to start putting transaction capabilities on mobile devices, 

and I think that's the next big sort of play  in technology. I would also add to y our question though that, we still 

have some other record keeping platforms. We've seen a 12% to 14% improvement in our operating unit costs in 

both our service function and our technology. We still have room to grow that more as we continue to get off those 

platforms. 

 

So we're actually pretty interested in continuing that kind of strategy, but we think that we compete very well now, 

on the technology side. And then in the small market, we did a series of improvements to the advisor experience 

this y ear, that put us right into the pack, near the head of the pack on the exp erience the advisor gets. So we're 

feeling pretty good about both, what we've done in the marketplace, what it's done for efficiency and given us 

more room for upside. 
................................................................................................................................................................................................................................ 

Will H. Fuller 
President, Lincoln Financial Group Distribution, Lincoln National Corp. A 
So y our question around sale force expansion and then sourcing of salespeople. First, how we think about it is, we 

[indiscernible] (1 :20:19) sales force to the market opportunity, and we must operate within our [indiscernible] 

(1 :20:24). So the returns to the products are protected in terms of getting new business. So we kind of – that as a 

benchmark. Our plans are to grow our wholesaling forces 4% to 6%, with an emphasis towards small market RPS; 

we're still in real expansion mode, smaller increases in Life, Money Guard, and Annuity, and in turn [ph] ABS 

(1:20:47) become a more competitive recruiting environment. We're somewhat buffeted by that, and in that five 

y ears ago we made a conscious decision to begin to develop our own kind of next generational wholesaling talent, 

and so, right now – really  through our developmental efforts to our sales desk and then out into the field. And so 

the majority of our wholesaling hires are actually coming out of Lincoln wholesaler development program, and we 

actually see faster growth rates and better productivity when they train in our sy stem than when we hired them 

from an outside sy stem. 

 

So we are buffeted from that recruiting environment that we've got a really good bench strength of Lincoln talent, 

but we can also go hire – for a couple of reasons we are able to hire some experienced and sophisticated talent. I 

mean, number one, I've got the ability to go to market and recruit by saying distributions business unit. Right, we 

post it directly to the CEO of a company, big part of Lincoln strategy, y ou can come here and y ou can make a 

career of it. And [ph] as it come to values it (1 :22:00) I can – we're talking about product parts, and say, and look 

at the product partnership we have, we have a consistent market presence in this broad portfolio of products. And 

so, a lot of really  talented career salespeople will say , I'd rather have a consistent career of selling than feast in 

famine y ears as companies choose to move in and move out of the market. So I like our posit ion and advantages as 

it relates to not only holding on to talent, but also recruiting it recognizing that in good economies clearly the 

competitiveness of those sales forces increases. 
................................................................................................................................................................................................................................ 

Jamminder Singh Bhullar 
J.P. Morgan Securities LLC Q 
And just one last one for Dennis, y ou mentioned interest in acquisitions, but on the other side, how receptive are 

y ou to Lincoln as an acquisition candidate? And obviously, there hasn't been much interest from the European or 

large U.S. companies in large deals, but recently we've seen Asian companies get a little bit more interested. I'm 

wondering if y ou could talk about that.  
................................................................................................................................................................................................................................ 
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Dennis R. Glass 
President, Chief Executive Officer & Director A 
There's only  one goal and that's to maximize shareholder value. We think that  right now, and most of the time 

that's hav ing a great organic growth plan and being a market leader where we've been talking about it. But at the 

end of the day  it's what's in the best interest of shareholders. I would agree with y ou that the sort of the big life 

insurance M&A activity that occurred before which was driven by Europeans, by the Canadians, that seems to 

have gone down a little bit. They are just – they 're not as strong as they once were or they don't have the interest 

in the products that Lincoln sells. So is there an opportunity for the industry with capital coming in from the Asian 

countries? Possibly, but I think that would be long-term. So – but the most important point to answer y our 

question, we're going to maximize value for shareholders. Again I think right now that is and it has been organic 

growth and taking market share, building earnings and ROE, but it's all about the shareholders. 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Eric? 
................................................................................................................................................................................................................................ 

Eric N. Berg 
RBC Capital Markets LLC Q 
Thanks, Jim. Eric Berg from RBC. My  question is for Mark. One of y our largest competitors in indiv idual life 

insurance, Transamerica, has posted a large, last week announced, that they would post a large increase in 

reserves for future debts of American men over the age of 85. And I think they  said that the issue was that there 

were simply  no data on old age mortality when these policies were sold in the second half of the 1980s and the 

first half of the 1990s. My question is two -fold. First, what is Lincoln's accounting policy with respect to the setting 

of reserves? That is to say , how frequently do y ou true them up on the life insurance side? And secondly, are you 

experiencing death rates among older people, men and women that is greater th an the assumptions embedded in 

y our reserves? 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
Y eah. And I didn't see what Transamerica said or obviously I don't fit in their shoes, so I can't comment on that. 

What we do, we just did it. The third quarter unlocking practice is one in which we look from a GAAP perspective 

at all our assumptions including mortality on all of our interest sensitive business, right. That's GAAP accounting. 

That's what we do. From the standpoint of, have we seen something out of bounce, I am seeing the latest numbers, 

but I see them fairly  regularly and we look at it from an issue ages I believe at 70 and greater, so it's not 85 and 

greater, but issue ages of 7 0 and greater. And we are well within our pricing assumptions. 
................................................................................................................................................................................................................................ 

Eric N. Berg 
RBC Capital Markets LLC Q 
All right. 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
So we're not seeing what apparently, Trans, for whatever reason said, saw. And this  is why  y ou have to think about 

what was the assumption because there's two parts to an actual to expected ratio, that's what actually happened 

and what y ou expected to happen. 
................................................................................................................................................................................................................................ 
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Eric N. Berg 
RBC Capital Markets LLC Q 
Right. 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
And we've long been pretty focused on that expectation and making sure we get that as right as possible including 

outside reviews et cetera. 
................................................................................................................................................................................................................................ 

Eric N. Berg 
RBC Capital Markets LLC Q 
Okay . 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Okay . We have time for one more, and then we'll take our break.  
................................................................................................................................................................................................................................ 

Daniel Hanson 
Jarislowsky, Fraser U.S.A., Inc. Q 
Hi. Dan Hanson with Jarislowsky, Fraser. Thanks for the discussion. For Mark, just a question you get some 

scenario analysis for different tenure treasury rates kind of notably absent when rates go down, which they've 

certainly spent a lot of time below current levels over the past three y ears or whatnot. How do y ou think about 

that? However, y ou've put a lower probability there, how do y ou think about that? 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
Y eah. So look the prime rates go down a couple of different ways. One, think about o ur expectations and again 

without getting into a debate about our assumptions, we're actually priced in a lower environment than we are in 

today , but with an expectation over time that interest rates would rise. But it did start at a lower point and then 

goes higher. So we've already got some of that in our 12% to 15% assumptions in the first place. And if y ou do 

rough math there on those, y ou say about for every 40 basis points or 50 basis points of change in interest rate, 

y ou see about 1% change in return. That rule of thumb holds within a fairly , for a change or two if it gets way  

outside, it's not going to hold. And finally as demonstrated by  what we've done in the past, if we find ourselves in a 

long prolonged environment, we'll change. And we'll change ahead of the industry and we'll bring the industry 

with us. 
................................................................................................................................................................................................................................ 

Daniel Hanson 
Jarislowsky, Fraser U.S.A., Inc. Q 
Thank y ou. 
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MANAGEMENT DISCUSSION SECTION 
 

James P. Sjoreen 
Senior Vice President-Investor Relations 

Okay . So why  don't we take a break, and plan to be back here about 10:15. Thank y ou. We're going to ask y ou to 

start migrating back to y our seats. Okay . Thank y ou. So in this second half of the morning, we are going to hear 

from Mark Konen, on annuities. He'll be followed by  Ellen Cooper, on  the general account and investments, and 

then Randy  will come up and wrap things up with a financial overview, and then we'll again return to Q&A.  

 

So, with that I would like to introduce Mark Konen again.  
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. 

Thanks, Jim. Welcome back everybody. My kingdom for a clicker, here it is. So let's talk about the Annuity 

business. Lincoln's Annuity business is a high quality  business, frankly one that's different from many  of our 

peers. It's one we continue to grow on our terms and one that delivers strong financial performance. We have a 

long history of managing this business effectively, and I see no reason why that won't continue to be a great 

opportunity for Lincoln. 

 

Our consistent disciplined approach, sustainable products, distribution excellence, focus on risk management has 

y ielded a quality block of business, which has resulted in outstanding financial performance, steady growth with 

strong returns. And we're positioned to continue that growth, favorable demographics, retiree population is 

growing, people are living longer, and we have new solutions designed to address growing tax concerns.  

 

First, financial performance. The graph on the left. Steady, consistent ear nings growth. Now, equity market 

performance has helped, however, sales and net flows have also been a big contributor to this. $19 billion of net 

flows across that period of time and not one negative flow quarter during the period. A true testament to the  

benefits of selling through the cycle. 

 

The graph on the right, strong returns whether you look at it excluding or including our hedge results. Returns 

north of 20%. Minimal ROE impact from below the line items, again ev idencing the quality of our hedge p rogram. 

So how do y ou achieve these results? Well, the formula is simple, simple to articulate, hard to execute upon. Not 

only  do each piece of the value chain need to be rowing in the same direction, but frankly the oars have to be 

hitting the water at ex actly the same time. We've demonstrated the ability to do that. The formula, sustainable 

product solutions. We didn't join the arms race, I'll show y ou that in a minute. We've had that consistent market 

presence, remember the $19 billion of steady flows, and we have a diverse portfolio meeting a variety of consumer 

needs. 

 

Second element, best-in-class distribution. Will already  covered it, but it bears repeating. Unparallel depths and 

breadths bringing our solutions to market. I got to say as a manufacturing guy, it's one hell of a weapon to go to 

war with. 

 

And frankly , and finally , disciplined risk management, whether it's our industry -leading hedge program, whether 

it's our leading edge policy holder behavior modeling. After all, we're in the risk manage ment business. And 

everything we do needs to be focused on effectively managing that risk.  
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The diversity in our portfolio contributes to that quality block of business. We continue to focus sales on our high 

return VA with living benefits, has an attractive risk reward profile and our reinsurance transaction not only 

validated our approach, but also served to mitigate and spread our risks and y ou see that in the chart on the left, 

light blue color of 24% of our current sales are in that reinsurance  agreement. 

 

At the same time, we're focusing on our non-living benefits. That y ellow bar that y ou see growing currently 22% 

on a y ear-to-date basis. It's that balance mix  which promotes growth and diversifies our earning sources. And 

don't lose sight of the pie on the right. We're over 40% of our $120 billion or so of account values don't have a VA 

liv ing benefit. 

 

Now, let's take a look at one of our recent solutions to helping to further diversify our mix, and meeting a growing 

consumer need. Our Lincoln Investor Advantage, we introduced this product in June. The recent tax law changes 

made at the right time to do so. It was a successful launch by many measures, $100 million of sales in 100 days 

and I can tell y ou the momentum continues to escalate. It has broad and excellent investment options. 

 

And importantly, it's uniquely positioned to combine the tax deferred accumulation element with the tax  efficient 

exit strategy in our life, where our policy holders are able to achieve the tax benefits of unitiza tion, while 

maintaining access to their account value. This solution clearly contributes to our non -living benefit 

diversification and importantly meets a growing consumer need, and one that advisors are also hungry for if y ou 

remember that chart that Will talked about and the 9,000 producers already selling this product.  

 

Now, let's turn back to liv ing benefits for a minute and look at how our formula for success manifests itself against 

our peers. A lot going on here, so let me explain these charts for y ou. 

 

For each company, the chart illustrates the guaranteed income rate at the point income would begin. So let's look 

at an example. If y ou look at the top right-hand corner, y ou've got someone that buys the product at $8.60 and 

begins taking income at $8.65. This is the minimum amount that they are guaranteed by Lincoln, if y ou look at 

Lincoln is a little red dash there, it's roughly 6200 basis points or 6.2% of the beginning deposit. And y ou see all 

our competitors in there hash marks. That's the current level of the benefit. 

 

Now the bar it shows, well how has that benefit changed over the last decade as people have changed products 

coming in and out of the market that kind of thing. So the width of the bar shows the range of the guaranteed 

income being offered had it's been offered over the decade. The wider the bar, the larger the range that that has 

been over time. 

 

Few key  takeaway s. First, you can see that today we're pretty closely aligned all of us with a one or two exceptions, 

but essentially pretty rational market, a good place for the industry to be. Second big takeaway, we've been more 

consistent than any body else on the chart. If y ou look at our bars, they're shorter than everybody else's. We 

haven't had wild swings in benefit. And thirdly, our peers have come back to us. 

 

So y ou might say , so what? Well, the proof is in the pudding, right. That consistent presence and diversified 

solutions do in fact make a difference. On this chart, Lincoln looks better than most in terms of our low net 

amount of risk or NAR in actuarial jargon. NAR represents guaranteed benefits in excess of account values. So the 

lower the NAR, the majority of benefit payments can be met with policy holder money. Again while favorable 

market performance is helped, frankly our approach of rational benefit levels, prudent product design, no wild 

swings and selling through the cycles has made a huge and significant difference and contributes to the quality of 

our block versus our peers. 
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So we've talked about the financial performance. We've talked about the quality of our block. Now let's take an 

outside in-look at our future growth potential. As you've already heard and know, unless y ou've lived under a rock, 

consumer demographics are in our favor. There is a growing consumer bas e of retirees and those preparing for 

retirement, right. We also are seeing the loss of death benefit plans, uncertain future federal benefits, compound 

that with Americans liv ing longer and the annuities that our industry provides are uniquely positioned to provide 

the benefits consumers want, namely to address their retirement income security concerns. 

 

And by  the way , the tax is going up. We also have solutions to help address growing tax concerns, investor 

advantage that I talked about a minute ago. So once again, if y ou compare us to our peers, we have a broad array 

of solutions to meet a variety of consumer needs.  

 

This chart illustrates the solutions that we and other top nine VA companies offer in the market. So if y ou have a 

green dot, y ou've got the product. If y ou don't have a green dot, y ou don't. No surprise. Given the formula, we have 

more green dots than anybody else. Our broad portfolio differentiates us from our peers addressing the key risks 

of longevity, taxes, volatility, inflation, driving growth in our products with and without living benefit guaranteed. 

 

So in wrapping up, Lincoln has a quality block of business. I think I've demonstrated that. Delivering outstanding 

results, strong returns, steady growth and we're positioned to continue that growth. It's because of that formula, 

our broad array of sustainable product solutions, best-in-class distribution, disciplined risk management, all the 

ores hitting the water at the same time, we are and will continue to be a successful long -term player in the annuity 

business. 

 

With that, let me turn it over to Ellen Cooper, our Chief Investment Officer. Thanks.  
................................................................................................................................................................................................................................ 

Ellen Cooper 
Chief Investment Officer & Executive VP 

Hi, everybody. So I'm going to start by  building on this theme of consistency, and consistency as it relates to our 

investment strategy. So our broad general account investment strategy, first of all, starts and is predicated driven 

by  asset liability management and the discipline around that. We do have the flexibility to add incrementa l risk, 

and I'm going to talk to y ou today about how and where we're doing that, and what it means in terms of the overall 

portfolio. 

 

And I'm going to touch on three broad themes. The first one is that we maintain a well diversified and high quality 

portfolio. You've heard all throughout the day today about diversification. And in the investment portfolio, we are 

also very focused on that diversification. The second point that I'm going to make is around spread compression, 

which again, y ou've heard all throughout the morning. Our spread compression is abating, and I'm going to show 

y ou two areas where we are seeing easing. One is from the runoff of the existing portfolio and the second one is 

around our new money yields. 

 

Y ou've heard Dennis and Randy  talk about our proactive investment strategies repeatedly in the earnings calls, 

and I'm going to drill into that today as well. We're going to focus on new money yields and in particular some 

transparency into our yield enhancing debt program that y ou've been hearing about and also into our alternatives 

program. 

 

So theme one, well diversified and high quality portfolio. The upper pie is showing y ou the broad overall 

diversification of the investment portfolio. We have a $92 billion general account portfolio. It is broadly 

diversified across asset classes and across sectors. The bottom half of the chart shows y ou the overall distribution 

by  quality. And what you can see here is that, we maintain a high quality  investment portfolio with an average 
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credit quality of A minus. Our below investment grade allocation stands today at 5.4%, and about 80% of that 

below investment grade exposure is in NAIC 3 or so called BB below investment grade, the highest of the high 

y ields. We also stand with a net unrealized gain of about $6.9 billion. That's predicated on the long duration of our 

assets and our disciplined asset liability management practice. So now let's segue into scene two. And scene two is 

around spread compression and spread compression abating, and the first po int here is around our existing 

portfolio. 

 

Now, let me first orient y ou to this chart, because there is actually a lot here and some important takeaways. So 

the bottom of the chart is showing you the expectation of the annual runoff of our investment portfolio. So what 

y ou can see here in 2014 is that our expectation is that 5.7% of the existing investment portfolio is expected to run 

off in 2014. And when you look up at the top, this red line here, what it is showing y ou is the average yield – 

expected y ield of those runoff assets. 

 

So in 2014, we're showing y ou that the average y ield of the 5.7% of the portfolio that's running off is 5.9%. When 

we think about spread compression, we ended 2013 with a portfolio y ield of 5.2%. 5.7% of the portfolio expected to 

run off, expected average yield of that 5.9% and at the end of the third quarter a fixed income portfolio y ield of 

5.1%. 

 

Now, as we fast forward and we look at the expected level of payoff from 2015, 2016, and beyond and we look at 

the average y ield of the runoff of the portfolio which you can see is that the expected y ield of the runoff versus the 

fixed income portfolio y ield is coming much closer together. So one of the places where we were experiencing 

spread compression which was from the runoff of our higher y ielding assets is abating, it's easing the pressure. 

Okay ? 

 

Now, the second part of the spread compression story is from new money y ields, and we've been talking about 

new money  y ields quite a bit. So let's look at the relationship between our fixed income portfolio y ield and the new 

money  y ields that we've been achieving. 

 

Okay . Orient y ou to the chart. What we've done here is first of all we're going to show y ou actuals and then we're 

going to show y ou what we consider to be a very conservativ e forecast simply for illustrative purposes. If we start 

by  looking at the solid blue line here, the solid blue line is showing y ou our fixed income portfolio yield 

historically. So at the end of 2011, we had a fixed income portfolio yield of 5.6%. The sol id green line is showing 

y ou the average new money yield each y ear. So in 2012, our average new money y ield was 4.2%. That was 120 

basis points below where we ended the y ear in 2012 with a portfolio y ield of 5.4%. Spread compression y ear -over-

y ear of 20 basis points. 

 

Now, let's fast forward to 2014. 2014 at the end of the third quarter, our average new money y ield is at 4.4%, and 

we're investing at 7 0 basis points under the fixed income portfolio yield of 5.1%. So y ou can see that we're closing 

the gap. And as we project forward into our forecast, what we have done here is, we have assumed that new money 

y ields will stay  flat. Now, we don't actually believe that, and I'm going to get to that in a moment. We're showing 

y ou this for pure illustrative purposes that if new money yields stay flat, if we stay  in the current environment, we 

can average new money yield of 4.4% through the entire y ear of 2015, we will be 60 basis points under the 

expected portfolio yield, with the 10 basis point move in the overall p ortfolio yield. Again, easing spread 

compression. 

 

And if that continues on through the y ear of 2016, still with the new money y ield of 4.4%, we now have a 50 basis 

point gap between our new money y ields and our fixed income portfolio yields. Now, we illus trate this and Randy  

is going to take these exact assumptions and show y ou the overall impact as it relates to earnings in his 

presentation and touch on this even in further detail.  
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But we illustrate this point to show y ou that we're prepared to manage th rough additional spread compression. 

But I do want to make the point that we do believe that the U.S. is continuing to grow, that we are – that we do 

expect to see above normal growth from an economic perspective and that we do think at some point within t he 

period of time, that we will see the said [ph] hiked rates (01:48:04), it's out there. We just don't know exactly 

when, and if that happens and if fixed income y ields begin to normalize, we obviously will invest new money at 

higher rate, further easing the spread compression. 

 

So again potential upside for us should that event occur sometime between now and the next two y ears. So very 

important to us, our new money y ields, and we have been achieving strong new money y ields in light of this low 

rate environment. And I'm going to segue now to look at our proactive investment strategies with some more 

transparency into our new money y ields. So I'm going to start again with orienting y ou to this chart on the left.  

 

Here what we are showing y ou, are quarterly results of our new money y ields and Dennis and Randy  have also 

been talking to y ou about this on our earnings call. What y ou see is, first of all, the red line is showing y ou the 

average 10-year U.S. treasury each quarter. The blue line is showing y ou the average new money y ield in that 

particular quarter and the difference, of course, is the spread over the 10 -year treasury. We have been achieving 

new money  y ields in the 180 basis point to 200 basis point level over the average 10-year treasury, a very strong 

result in this current fixed income environment.  

 

And how are we getting there? Well, we are actually benefiting across all asset classes that we're investing in and 

every little bit helps. It's all around the margin. We're going to show y ou how we got  there in the third quarter. We 

start with the average 10-year treasury of 2.5%. We talked about disciplined asset liability management. We're 

investing a little bit longer, and so therefore, we have an additional 31 basis points coming from matching to ou r 

liability  duration. 

 

Our core strategies are public fixed income investment grade, our sy ndicated private investment grade, our 

commercial mortgage loan, are all giv ing us an additional 120 basis points of spread. And then, we have a series of 

hedges to protect us from the low rates that gave us another 4 basis points, that's our core. And then, our y ield 

enhancing debt strategies on top of that in the third quarter gave us an additional 25 basis points. Added all up, 

180 basis points over the average 10-year treasury, which gets us to a 4.3% new money  y ield. 

 

So let's take a look at one of our proactive investment strategies which is our y ield enhancing debt strategies in a 

little bit more detail. So when we talk about y ield enhancing debt strategies, obv iously, these are strategies that are 

enhancing y ield. I want to emphasize though that approximately 40% of that y ield enhancing debt strategy is 

investment grade. These are not solely below investment grade strategies. So our split on average has been abo ut 

40% investment grade and 60% below investment grade. 

 

On average each quarter from an asset perspective about 10% to 20% of our new money purchases have been in 

these y ield enhancing debt strategies. And on average, we have been achieving an incremental  15 basis points to 

25 basis points each quarter from them. There are four main strategies that we have been executing on. The first 

one is investment grade direct private placements. This is a complement to the syndicated private placements that 

we have been doing for a long time with a long and successful track record.  

 

The second is non-agency RMBS, where we see attractive yields and attractive capital treatment. The third is 

below investment grade public, and here we add this because we have the flexibi lity to invest when we think y ields 

are attractive and we think the underlying fundamentals are good and strong. And if we don't, we won't invest.  
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And as it relates to below investment grade private, here we have a very solid strategy, where we're executi ng with 

very attractive y ields with very good illiquid premium in the below investment grade private space across multiple 

managers with diversified sourcing platform, a really good, strong story for us. And here we're seeing good 

covenants and higher expected recoveries relative to their counterparts in below investment grade public. So 

overall, very good incremental additions around the edges, around the margin that adds about 15 basis points to 

25 basis points for us. 

 

Now, the other thing that y ou've heard us talk about in terms of proactive investment strategies is our alternatives 

portfolio and I want to spend a moment diving into that as well. So here we started focusing on growing our 

alternatives portfolio in 2012. And what y ou can see is that from the y ear-end 2012 until the end of 2014 third 

quarter, we've grown the overall alternative carrying value by a little bit more than a 17% compounded annual 

growth rate. Our plan is to grow the portfolio to approximately 1 .5% of the overall investment portfolio. And we're 

going to continue to do that in a very disciplined and consistent way. 

 

The performance has also been solid and strong this y ear. We have an annualized income yield y ear -to-date of 

15% and the contribution to net investment income y ield, this is over and above the fixed income portfolio y ields 

that we looked at on the prev ious page, have been 17  basis points so far this y ear. That's again at the total portfolio 

level. 

 

So we talk about diversification. We looked at broad diversification in  our overall investment portfolio, and we're 

very focused on broad diversification in our alternative investment portfolio as well. We're diversified across 

strategy and across sector. We're diversified as it relates to our allocation of hedge funds versus  private equity. 

And for example, in our hedge fund bucket, which you see up here, that allocation is comprised of more than 25 

indiv idual strategies in it, all very much diversified. 

 

Now in terms of growing the alternatives portfolio to 1 .5% of the total  investment portfolio, that is less than half of 

the average of our peers. So not only  do we have capacity ourselves to incrementally grow and have capacity for 

risk, but we also have capacity as it relates to comparing ourselves to our peers. So on the to pic of risk capacity, 

while we're adding risk, we also have since 2011, lowered the overall allocation to below investment grade assets as 

a percentage of the overall portfolio. At the end of 2011, we stood at 6.3% of below investment grade assets and 

with the addition of assets under y ield enhancing debt program, we stand at the end of the third quarter 2014 at 

5.4% with below investment grade assets that we're very comfortable holding in our portfolio.  

 

And when we compare where we are from a risk capacity perspective relative to our peers, we looked at risk assets 

as a percent of surplus. Risk assets broadly defined as below investment grade bonds, alternative investments and 

real estate div ided by surplus. And what y ou see is that our peers on average ha ve two times the risk assets that we 

do. Again, we're very, very comfortable in terms of what we're holding for ourselves and also when we compare 

ourselves to our peers. 

 

So in conclusion, three things, we maintain a well diversified and high quality port folio, spread compression is 

abating; two places, higher y ielding assets running off from the existing portfolio and the relationship of new 

money  y ields to the portfolio y ields. And the third theme, proactive investment strategies, executing on all fronts  

across our new money y ields and our yield enhancing debt program and growing our alternatives program. 

 

And with that, I'm going to hand it over to the one and only our CFO, Randy  Freitag.  
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President 
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Well, thank y ou, Ellen. Thank y ou to all my  fellow speakers today. I think hopefully y ou've been able to learn a lot 

about Lincoln today, so thanks for all y our efforts. Thanks to the efforts of all the Lincoln team that has 

participated as we put these presentations together. And thank y ou for y our attendance. We alway s appreciate you 

coming and spending time with us. A special thanks on my part to Jim Sjoreen. Not that I'm counting but I've 

been in this job for let's see three y ears, ten months and 20 day s now and one of the things that has made that 

very, very easy and pleasurable is the fact that I've had people like Jim with significant amount of experience to 

help me understand, understand what's expected of a Chief Financial Officer. So thank y o u, Jim and 

[indiscernible] (01:58:31), believe nothing that he says about me, none of its true. So let's get started today.  

 

I'd like to start today  just by talking about my  overall themes. There is a real reason that the financial overview 

comes at the end of this day , and it's really  because everything that I'm going to talk about is really the end result 

of everything else that y ou've heard today. Whether it was Dennis talking about overall strategy, whether it was 

Will talking about distribution, Mark and Chuck talking about the businesses or Ellen talking about the general 

account, it's really all the actions and the strategies and the tactics that they talk about that allow me to get up here 

and talk about the fact that we have created four businesse s that are producing a diversified set of drivers that 

have created consistently strong results over time. 

 

It's those four businesses that allow me to get up here and talk about the fact that we're positioned for growth as 

we look forward, and it's those four businesses that allow me to get up here and talk about the fact that, we're 

generating significant amount of capital, that we can put to the highest and best use. So that's why  I come last. I 

really , really like this slide. I really like this slide fo r a couple of reasons. One, I think it does a really  good job of 

summarizing the last five plus y ears of financial performance at Lincoln. And I really like it because it's such a 

great story. 

 

Essentially , this is my  brag slide. All right? I mean great pe rformance over the last five plus y ears at Lincoln and 

without going through each of the numbers, each of the statistics in any  great detail. Let me just say  that, whether 

y ou're talking about the short term or the long term, whether y ou're talking about t he top line, the bottom line or 

the returns, whether you're talking about the income statement or the balance sheet, what do y ou see, what y ou 

see is consistently strong results. 

 

EPS that has grown 15% a y ear with relatively little volatility. Returns tha t have grown nearly a full 5 percentage 

points. A balance sheet that has not only grown significantly in size but that has seen the risk relative to that size 

shrink, as RBC has increased over 50 points, truly a powerful story of financial performance over  the last five 

y ears here at Lincoln. Okay . That's it, I'm done bragging.  

 

Let's talk about how we make money . And I hope y ou appreciate this approach. We rolled it out, I don't know, 

about a y ear ago. So I think that this source of earnings, v iew of earnings really gives a good lens into the risk and 

rewards of the businesses that we operate in. And once again, I'm not going to go through this entire slide in great 

detail. But I'll make a few points. 

 

First off, let's talk about this mortality/morbidity components. Over an extended period of time, we would like to 

see that component of our earnings approach 33%. So we'd like to be about a third of our earnings. This y ear, it's 

traveling at about 21%. And if we were to adjust for the fact that our group marg ins are a little depressed this y ear, 

we'd be at roughly 27%. So still a little below our long-term target. And that's why , when Dennis talks about, if we 

were to look at M&A, we would probably be focused first and foremost at that particular component of earnings. 

 

Ultimately, it may  take some sort of inorganic growth to reach that ultimate target that we'd like to get to. Once 

again, over an extended period of time, we're in no rush to get there. Secondly, let me talk about that slice of 

earnings, that we make from variable annuity guarantees, sometimes people don't quite understand it. This 
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essentially represents the difference between what we charge for the guarantees that we issue and the cost of going 

into the capital markets and hedging those guarante es on an economic basis. 

 

So we charge roughly 110 basis points or so today. And then we go into the markets and we hedge those, those 

guarantees that we issue and it costs less. [ph] It's actually (02:03:32) we hold more capital for a variable annuity 

with a guarantee and so we need to earn a little more money. So that slice of earnings is what allows us to earn 

similar returns on these products, as we would earn on a product without a guarantee. That's why  y ou have that 

little slice of earnings there. 

 

Lastly , let me point out on the spread compression front, and I'll go over this again. Ellen touched on it, but it will 

come up couple of times. We see that spread compression is continuing to decline across the organization. It's 

really  still impacting two businesses, the retirement business, 10 basis points to 15 basis points of annual 

compression, and the life business roughly at 5 basis points to 10 basis points of compression.  

 

Both numbers are down from where they were in prior years, and y ou'll see tha t on subsequent slides. So y ou've 

heard us over the years, if y ou spent time with us, talk about a business model that can get to an 8% to 10% sort of 

EPS growth rate. So how do we get there? How do we get to 8% to 10%? 

 

It all starts with the four businesses, the life business, the annuity business, the retirement business and the group 

business. It all starts with their ability to grow. It all starts with their ability to attract more business that leads. It 

all starts with their ability to generate capital that we can deploy to uses like share buybacks. 

 

So when y ou look at the various components of those businesses, whether it's group premiums that are growing at 

7 % to 9%, whether it's life insurance face amount which grows 4% to 5% or so, whether it's n et flows that grow 3% 

to 4%. When y ou add it all up, when y ou throw it in the pot, what y ou see is our franchise just on its own is 

growing at roughly 4% to 5%. 

 

Now in addition to that, over the next few y ears, we have an expectation that our group margin s will recover from 

the sub 2% range that we're at this y ear, to the – as Mark mentioned to the 5% to 7 % range over time. So that will 

occur over time, and that will give us a little incremental boost to EPS growth over the next few y ears. 

 

And lastly , one of the benefits of scale and what y ou've seen us do over the years is that we can get a little more 

efficient from the expense standpoint each and every y ear. Effectively, we target growing our expense base at a 

slightly  slower rate than our revenue base. So what we've done over time that's what I would expect as we move 

forward and that adds a little increment.  

 

So y ou've this organic component of growth and from that organic component of growth, remember we have this 

large in-force book of business, whic h we've made a significant investment and one of the great things about that 

is that significant investment yields a stream of distributable earnings into the future, that distributable earnings 

stream allows us to do things like buy back stock. And I expect to get or we expect to get roughly a 2% to 3% boost 

from buy ing back stock over time. We've been a little above that for the last few y ears. But over time 2% to 3% is a 

reasonable expectation for this particular component. So all of that comes from our b usinesses and then in the 

middle, y ou have the impact of the capital markets. 

 

And also I have done here is in terms of the equity  markets [indiscernible] (02:07:23) equity markets going to 

grow what I've shown here is 6% to 8%, y ou could do the math, because I've simply applied those numbers to our 

sensitiv ity and y ou saw the sensitivity on the previous page $8 million [ph] reach 1%, moving the (02:07:35) S&P, 

what y ou see is that y ou have a increment from equity market growth of 2% to 4% of growth.  
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Lastly , y ou have spread compression. We have a headwind from the fact that interest rates are lower than the 

portfolio yield, just like Ellen talked about. That headwind these days is roughly 2% to 3% and declining. And y ou 

might remember that this number was 4% to 5% y ears past. So this is a headwind that is abating somewhat.  

 

So y ou add all that up, organic components, the ability to buy back stock, what the capital markets do for us. And 

y ou get to, broadly speaking, a targeted EPS growth rate of 8% to 10 % here at Lincoln. 

 

Okay . Let's talk about a couple of our risks, the key  risks we face starting with interest rates because I think this is 

a really  good story. And we've been talking about this for a number of y ears. For the past few y ears, the fact that  

we have been experiencing spread compression has been roughly a 4% to 5%, sometimes a little above that, 

sometimes a little below, headwind that we've had to face as we have been trying to grow our earnings.  

 

Now, we have faced this headwind and remember that first page I went over, we faced it and still grown EPS 15% a 

y ear. But, nonetheless, it's been there. We have not been captive to it. We have succeeded despite it, but it's been 

there. 

 

But as things like Ellen talked about the fact that we're investing much closer to our portfolio yield these days, are 

starting to come to pass, y ou're seeing that headwind decline. To the point today where as I mentioned we're in 

that 2% to 3% range, and we would expect that to continue to decline moving forward.  

 

So we've talked about this for a while. But I don't know that we have ever showed it to y ou graphically like this. 

I've been up here, and I've said this to a number of y ou and I don't know that has truly  gotten through. This is why  

I'm talking about spread compression declines over time and declines over time simply because our portfolio will 

get closer and closer and closer to the new money rate that we invest at.  

 

So there we are. Y ou have a headwind from spread compression on the income statement. What abou t the balance 

sheet? That's where balance sheet get balance sheet, great story. Same story that's been in place for a number of 

y ears. 

 

On the statutory side, whether you want to talk about a base case, which has interest rates coming out of a 

scenario generators, they generally grow over time. Why  do y ou want to talk about a permanently low scenario, 

like a 2% scenario? What do y ou see? Significant reserve adequacy. Reserve adequacy that's actually increased 

over the last y ear. So a great story on the statutory side, very, very strong statutory balance sheet. How about the 

GAAP balance sheet? [indiscernible] (02:10:41) We just went through our annual [ph] deck and locking 

(02:10:44) process. And once again, we had minimal [indiscernible] (02:10:52) small po sitive total impact from 

the assumption [ph] on unlocking (02:10:55) process, that is like the fourth y ear in a row that that's occurred.  

 

So a great result when it came to the unlocking process. So the GAAP balance sheet is in very good shape also. So 

strong balance sheet, this is not a balance sheet issue the fact that interest rates remain low at Lincoln. This is a 

income statement issue, a headwind to earnings growth that is declining over time.  

 

How about the variable annuity business? There are two risks that I would point out that have the ability to create 

what I would call unexpected volatility in the variable annuity business. The first is around the setting of 

assumptions, policy of the behavior assumptions.  

 

So actual behavior turns out different from what we assume in our models, we have to change our assumptions 

and that can create volatility. In our case, the fact that we have adjusted assumptions over time has actually been 

in total [indiscernible] (02:12:07) net positive, we've averaged what, [ph] $14 million (02:12:09) a y ear of positive 

impact. Some assumption changes have been negatives. We've had the lower lapse rates for instance on variable 
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annuity  guarantees, some assumptions have been positive, for instance the utilization of those ben efits has been 

positive. 

 

We don't ever really enter a product expecting that to think that we will hit every single assumption exactly, that's 

ridiculous. What we do know is that if we put our best and brightest people to it, if we bring an outside expert ise, 

we're going to have a set of assumptions that in total represents a likely best outcome for that, and some of those 

we may  miss on the downside, some we'll miss on the outside, that's what has occurred here at Lincoln. And I 

think it's a direct result of the disciplined process that Mark and his teams, Chuck and their teams put to the 

setting of assumptions. 

 

Additionally, I've shown here that our assumptions have reached the point and the liabilities in a position today 

where even if y ou thought about further changes in those assumptions, y ou're talking about relatively modest 

impacts on the income statement. So we're in a pretty  good shape when it comes to the setting of assumptions on 

our variable annuities. The second item is the performance of the hedge program, and Mark referred to this, so I 

don't think [ph] I need to spend a ton (02:13:35) time on it, but we expect some level of hedge breakage. We've 

had some level of hedge breakage to average about $40 million a y ear over the past few y ears that  is [ph] adding 

(02:13:45) total a 1% impact if y ou want to include that into our annuity returns. 

 

Additionally, if y ou look forward at some pretty severe scenarios and expected level of hedge breakage, it's still 

very manageable when y ou consider that we sit here today with a book that has hedge assets that exceed hedge 

liabilities by  $1.4 billion. It's pretty easy to manage a potential impact of $300 million in that particular 

environment. So a really  good story around variable annuity risk.  

 

Okay . Let me end by  talking about capital management, starting with the generation of capital. You're all aware 

that we report our earnings using multiple accounting frameworks. Publicly, we report on GAAP. Over this period, 

the last three y ears and three quarters, we've made $5.1 billion of GAAP operating income. 

 

It's a great way . It's very reflective of the performance of the company, but you can't spend GAAP income. The 

money  we can spend deploy into things like share buybacks and other purposes is driven by statu tory results. And 

that's really in the middle bar that you see with some total of our statutory results. Totaled $4.2 billion over that 

period, 83% of GAAP results. 

 

There is some strain that occurs in the statutory world, but still we're [ph] travelling ( 02:15:28) 83% of results, 

that's a good result. What have we done with that $4.2 billion? Well, y ou remember earlier when I was guiding 

into the 8% to 10% targeted EPS growth, I talked about the fact that our business [indiscernible] (02:15:44) 

growth of 4% to 5%. That creates a growing capital need, right. They grow, they need more capital to support the 

business [ph] the sale of the business is oriented, is (02:15:55) capital intensive. 

 

In fact, over this period, we've put $1.2 billion of capital behind those businesses to support the growth that I 

referenced. But that left $3 billion, which we sent up to the holding company while we first took care of things like 

interest expense and any thing else we needed to do up there. But when we had money  left, we've deployed it. We 

deployed $2 billion into share buybacks. We've put $400 million into shareholder dividends, and we've put 

another $300 million into levering. The levering has been a story for the past three y ears and three quarters. It's 

not a story for the next three years and three quarters. We're in very good shape from the leverage standpoint.  

 

Another positive thing when y ou think about capital generation and this is looking forward is that once again the 

sale of insurance business I don't want to dilute y ou, is a capital intensive business. We invest money and we get a 

stream of earnings that are going to come into us for the next 30 y ears or 40 y ears. I think it's a great proposition.  

 



Lincoln National Corp. (LNC) 
Analysts and Investors Conference 

Corrected Transcript 
20-Nov-2014 

 

 
1-877-FACTSET   www.callstreet.com 

 36 
Copyright © 2001-2014 FactSet CallStreet, LLC 

 

Life insurance is a capital intensive business. Historically, the sale of life insurance [ph] just (02:17:14) cost us 

about $1  of investment. $700 million of life insurance sales plus $700 million investment that we would make. 

Through the refocusing and the pivoting of the portfolio, we've shifted to a less capital i ntensive mix of business. 

And this is largely the fact that guaranteed the risk of life which is a very capital intensive business has come 

down. 

 

We're at the point today where that overall capital intensivity is at $0.85 for each dollar of sales or rough ly $100 

million of less strain on an annual basis. This means that we have to do fewer, reserve financing transactions. We 

used to average about one a y ear and we'll average maybe one every two years now, but it's made up by  the fact 

that we don't have as much strain from the business we're selling today, that's a good trade -off by  the way . So 

great story on how we've generated capital.  

 

So let's dig a little more into how we then deployed that capital. As I mentioned, we have done significant amount 

of share buy backs over the last three y ears and three quarters. In fact, we've brought back 21% of our share count 

that existed at the beginning of that time period, and we've done it at under $30 a share, significantly below where 

the share price is today. So it's been a great investment. Not only has it been a great investment, we have 

consistently outpaced our guidance. Every y ear typically in the fourth quarter on that call or so, I'll give an 

indication of what I expect or what we expect as a company for nex t year. Well, each and every y ear, we beat that 

because always at the end of that, that [indiscernible] (02:19:04) and we'll do everything we can to exceed that. 

Well, we've been able to do that. Each and every year, we have exceeded what we said coming in to the year. 

 

This y ear, we will do another $150 million to $200 million in the fourth quarter, that will take us to $600 million 

to $650 million for the year, well above last year. And once again, just signify ing the success we are having at 

creating cash that we can deploy and its highest – to its highest and best use. We are also focused on shareholder 

div idends, we've increased our shareholder dividend significantly over the last four y ears, next year will be up to 

an annualized outlay of a little in ex cess of $200 million. So we're bringing that div idend back up to be a 

competitive element also. So a great story, not only on the amount of capital we deployed, but in how we've been 

able to do it. 

 

Lastly , let me just end by  talking a little bit about how we compare to our peers, again it is not uncommon for me 

to pick up reports, to get questions that would seem to indicate that Lincoln does not allocate as much capital as 

our peer companies. 

 

I don't know what reports, you're looking at, this is the data  I have. This is the share buy backs and div idends. Over 

this period, we have averaged 47% of our GAAP operating earnings we have put into those uses, whereas this peer 

group, averaging 44%. I feel very good about the relative performance of Lincoln's abili ty to deploy capital, I feel 

very good about our ability to continue deploy capital. We have a really strong balance sheet, I just went over that. 

We are generating free cash flow across our businesses. We're selling businesses that are less capital intens ive 

than they  were before. We're in a great position to continue to deploy capital as y ou might expect.  

 

That's the end of my  presentation. I hope you enjoyed it all. And with that, I think we're going to go to Q&A. So I 

think, Mark and Ellen are we all coming up. Okay . 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations 

While we're waiting, let me just say , thank y ou. Thank y ou to Dennis and Randy  for the kind words. I've been at 

Lincoln for over 33 y ears and it's been a truly  rewarding experience. And for that, I'm in y our debt. So thank y ou 
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to everybody here both sides of the aisle. Best and the brightest in the industry both at Lincoln among the 

investors, the analysts, it's made me a better person for that. Thank y ou. 

 

With that, let's do some Q&A. 
................................................................................................................................................................................................................................ 
 

QUESTION AND ANSWER SECTION 
 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
We have a question here with Erik. 
................................................................................................................................................................................................................................ 

Erik J. Bass 
Citigroup Global Markets Inc. (Broker) Q 
Thanks. Erik Bass from Citigroup. Randy , if y ou could just help us think about what y ou would use as sort of a run 

rate earnings base to build that 8% to 10% growth off of over time. And obviously, we know the unusuals that 

y ou've called out, but other things whether fluctuations and mortality or alternative investment income that y ou 

might normalize for. 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
Y eah. What I would remind y ou is 8% to 10% is sort of a long-term expectations of growth. There'll be some y ears 

it might be a little lower, some y ears it'll be a little higher. But in terms of an expectation where you wou ld grow, I 

mean I would just look at what we're making this y ear, any normalizing adjustments we've made. But if y ou start 

there and y ou think about an extended period of time that's ultimately what we would expect a CAGR to look like 

over a period of y ears. 
................................................................................................................................................................................................................................ 

Erik J. Bass 
Citigroup Global Markets Inc. (Broker) Q 
Okay . And may be Ellen, if y ou could talk a little bit more about y our expectations for the alternative investment 

portfolio going forward, and obviously you're growing the portfolio, so the income  contribution is growing from 

that. But it does seem as though returns have been pretty strong over the past two y ears. And maybe what you 

would expect in terms of returns going forward. 
................................................................................................................................................................................................................................ 

Ellen Cooper 
Chief Investment Officer & Executive VP A 
Correct. So we've had a very strong performance y ear in our alterative portfolio. And as I mentioned, our 

expectation is that we will grow it over time, likely the next two years, to get to 1.5% of our total investment 

portfolio. And in there, we're targeting an expected return in the 9% to 10% range. We know that these asset 

classes are volatile. They're all mark-to-market. So on average 9% to 10%, when we have a y ear -to-date, like we do 

now at 15%, this is a great thing and just a great headwind for us.  
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Bob Glasspiegel in the corner and Humphrey here.  
................................................................................................................................................................................................................................ 
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Bob R. Glasspiegel 
Janney Capital Markets Q 
I'm going to ask the same question I asked last y ear. And Ellen, y ou gave me the right answer last y ear, which is 

y ou articulated the strategy of re-risking the portfolio overall. And you did a really  good job of explaining, why you 

can't do it. Y ou have a balance sheet that's drawn and y ou have a lower risk portfolio than your peers as y ou 

measure it. I guess the question is, should you be re-risking the portfolio given that yields are low, spreads are low, 

alternatives have cranked out, great returns, stock market is high. I guess the question is, how low would interest 

rates have to go, how low would spreads have to get to – how high would the market multiple have to get to? Will 

y ou say  re-risking is the wrong strategy? Again, you were right last year to re -risk from a performance perspective, 

but where do y ou get nervous if that's not the right thing to be  doing. 
................................................................................................................................................................................................................................ 

Ellen Cooper 
Chief Investment Officer & Executive VP A 
Y eah. So I'll answer that question as follows, which is that at this red -hot moment with rates where they are and 

also good credit fundamental. So just a good overall fixed income story whic h is where we're doing most of our 

investing outside of the alternatives portfolio that we just talked about. We continue to see attractive y ields in 

these y ield enhancing areas. Some of it has to do with the illiquid premium and the fact that we've capaci ty to take 

illiquidity on to our balance sheet in the cases where I gave around the direct private placements, and also in the 

below investment grade private. 

 

What's interesting about the below investment grade private by the way which is a small allocati on, but an 

important allocation to us is that it's illiquid in that space and the y ields there do not move as we see fixed income 

y ields and treasury rates moving up and down. The opportunities that there is really coming from a different 

play er. And so we're going to continue to invest in these programs knowing that we have the capacity for risk and 

knowing also that we have the flexibility to turn it off if we think that the risk return profile is no longer attractive. 

So I can't give y ou a definitive answer right now, but what I can tell y ou is that we're constantly watching this from 

a return perspective, but also from a risk perspective, we're very focused on downside. We're very focused on 

making sure we have appropriate protection and we're thinking about mitigation of potential credit losses at any  

time in the future. And if we think that something doesn't make sense in our portfolio over the long term, we'll 

stop. 
................................................................................................................................................................................................................................ 

Bob R. Glasspiegel 
Janney Capital Markets Q 
How about our duration and recognize and to match for the most part, but is there any sort of low level of interest 

rates that make y ou nervous about y our duration meaning to shorten it? 
................................................................................................................................................................................................................................ 

Ellen Cooper 
Chief Investment Officer & Executive VP A 
The answer is no. So we talked about the fact that we have a long-term investment strategy with disciplined asset 

liability  management. We do not try  to make interest rates at all. We don't do it. So what's important is that the 

products are priced appropriately that our products are taking into account. The interest rate environment that 

we're liv ing in and they  are and that we invest accordingly relative to the liability duration, and we're try ing to play 

that game at all. 
................................................................................................................................................................................................................................ 

Bob R. Glasspiegel 
Janney Capital Markets Q 
Thank y ou. 
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James P. Sjoreen 
Senior Vice President-Investor Relations A 
Humphrey  here and then, Seth. Right there.  
................................................................................................................................................................................................................................ 

Humphrey A. Lee 
UBS Securities LLC Q 
Humphrey  Lee from Dowling & Partners. A question for Randy  in terms of the capital generation. So the 49% 

conversion rate for 2014 was without the benefits of reserve financing compared to y our previous y ears. So as y ou 

continue to pivot y our product mix, how much would that 49% trend over the next several y ears? 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
Y eah. Humphrey, I'm very comfortable. 49% this y ear, averaged 47% over the last few y ears, and we don't have a 

reserve financing this y ear. But as I mentioned, we have less strain on the new business that we're issuing. So I 

don't see that big a difference between the y ear that we did a reserve financing and this y ear where we're not doing 

the reserve financing. So very comfortable in that 45% to 50% range that we've been travelling at, and I think it's a 

reasonable expectation. 
................................................................................................................................................................................................................................ 

Humphrey A. Lee 
UBS Securities LLC Q 
Okay . And now a question for Ellen. In terms of the spread compression, for the forward projection, do y ou 

assume any  prepayments that will occur that will pursue to invest earlier at a lower rate? So in that case, we were 

to expect some prepayment activities similar to recent y ears. How would that spread compression picture change? 
................................................................................................................................................................................................................................ 

Ellen Cooper 
Chief Investment Officer & Executive VP A 
Right. So we have been seeing elevated prepayments. We do think that if we stay  in a low -y ield environment that 

in that projection by the way, we were very conservative around prepayment. We do think that if we see rates rise 

that some of the reason why  we see prepayment activity is predicated on low rate environment, but not all. I mean 

some of it is around corporate actions or other reasons that have nothing to do with low rate environment. So we 

do think that if we see rates rise that we will initially  see some stop around the prepayment activity that will have 

very temporary overall headwinds, but as soon as the new money y ield rises and is closer again to where the 

portfolio yield is, we'll make up for that gap. 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Seth, and then John Nadel. 
................................................................................................................................................................................................................................ 

Seth M. Weiss 
Bank of America Merrill Lynch Q 
Hi. Thank y ou. Seth Weiss, Bank of America Merrill Ly nch. Randy just wanted to ask a question on the reserve 

adequacy and the strength of the balance sheet. The slide that y ou have on the reserve adequacy, it looks like it's 

actually improved since the last time y ou gave it. It's about $1 billion in both the base case and 2% flat 

environment. May be if y ou could just give us a little bit of color in terms of what led to that improvement 

considering that I believe since the last time y ou did this presentation th e 10-year yield is right around the same 

level as where it was June last y ear, and I think corporate spreads have tightened quite a bit since then.  
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Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
I think, it's just a fact that we've grown. So we're bigger than we were the y ear before, and that bigger in force, 

once again, gone on in a disciplined way, a good ALM [ph] match (2:30:52) approach which generally benefits 

those analy ses when y ou look forward. So I think it's just the fact that we've added new business that's profitable 

new business and that's given us a greater present value of expected profits. I don't think it's any  more complex 

than that. 
................................................................................................................................................................................................................................ 

Seth M. Weiss 
Bank of America Merrill Lynch Q 
And then one quick follow-up on potentially AG-38 reserve that I believe last y ear at that time y ou talked about 

potentially $500 million of charges, but in outer years maybe five plus years out, if rates stay  low, may be you 

could just update us on what ty pe of charges we might see when we  look forward today. 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
We see that with rates at today's level. So I have zero expectation for adding to reserve with rates at this level.  
................................................................................................................................................................................................................................ 

Seth M. Weiss 
Bank of America Merrill Lynch Q 
How long this y ear flat rate environment before seeing any type of charges there? 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
The window that I'm looking at, I don't see reserve charges.  
................................................................................................................................................................................................................................ 

John M. Nadel 
Sterne, Agee & Leach, Inc. Q 
Hi. Thank y ou. John Nadel from Sterne Agee. Couple of quick questions. One, going back to the indiv idual life 

presentation just for a moment, the retention of more mortality risk over the last several y ears versus historically. 

How do y ou think about the retention on the single policy size perspective? I think we've seen at least from one 

and may be from a few competitors over the last y ear or two, volatile mortality results really driven less by 

incidence and more by severity of claim. 
................................................................................................................................................................................................................................ 

Dennis R. Glass 
President, Chief Executive Officer & Director A 
Right. So our current retention levels vary somewhat by product whether y ou're talking to single life for 

surv ivorship or term or that kind of thing. But in general, it's a formula to start, we keep the first $2 million or so 

of risk and then we grade into ultimately laying up all the risk. And so our maximum that we'll keep on any one life 

is $10 million. 
................................................................................................................................................................................................................................ 

John M. Nadel 
Sterne, Agee & Leach, Inc. Q 
Okay . Thank y ou. And then just maybe a question on the portfolio that y ield enhancing strategies. So do I have the 

math right, so 10% to 20% of new money investments are going into these y ield enhancement strategies, and at 

least as of now about 60% of that is into below investment grade component. So 6% to 12% roughly of overall new 
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money  going into below investment grade. So I guess the question is that 5.4% of the portfolio, that's in BIG, how 

high would y ou let that get to before that strategy needs to be shifted? 
................................................................................................................................................................................................................................ 

Ellen Cooper 
Chief Investment Officer & Executive VP A 
Y eah. Good question. So as we're doing that, we're also of course looking at the broader portfolio and making sure 

that we're appropriately de-risking and looking at any  credit migration, et cetera. So as we look at our projection s 

forward, we expect to stay well underneath of our peers of course and underneath of 6%. And we projected 

forward to see that that's what happens. 
................................................................................................................................................................................................................................ 

John M. Nadel 
Sterne, Agee & Leach, Inc. Q 
So y ou've got some incremental room, but y ou're going to leave  some space for fallen angels or some kind of 

negative credit cycle? 
................................................................................................................................................................................................................................ 

Ellen Cooper 
Chief Investment Officer & Executive VP A 
Exactly. 
................................................................................................................................................................................................................................ 

John M. Nadel 
Sterne, Agee & Leach, Inc. Q 
Okay . Thank y ou. And just a real quick comment. I think this is one of the  easiest Investor Day s to understand 

business by  business that I've ever attended. So thank y ou.  
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
Thank y ou. 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Thank y ou. Ry an in the back, and then Tom in the middle.  
................................................................................................................................................................................................................................ 

Ryan J. Krueger 
Keefe, Bruyette & Woods, Inc. Q 
Thanks. Ry an Krueger with KBW. Randy , in the past, y ou had talked about potentially bringing the RBC ratio 

down closer to 450% over time. Is that something that y ou would still anticipate going forward? 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
So overall, when y ou think about where we are from a capital standpoint today and this is how I've been say ing 

this. If we wanted to do an M&A, I think we have room on our balance sheet to take some of our excess capital and 

put it into something like an M&A without risking, putting our ratings at risk. Because from a rating agency 

standpoint, when you do an M&A, y ou're buying a stream of earnings so you can make that strong case, y ou're 

working on y our strategy, et cetera. So I think we can do something like that.  
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In terms of share buy backs, I think what I'm very  comfortable saying is that that free cash flow that we're 

generating that's going to continue to be what drives share buyback, but I don't think that I could go into the 

balance sheet, pull out a big chunk at times zero, I couldn't go in and pull out $7 50 million without putting 

something like my  ratings at risk. So I think it depends on the use, the strength of the balance sheet.  

 

Ultimately, I would expect as I've said before that the RBC ratio will trend down over time. As we distribute capital 

using a 400%, that's ultimately where you would expect it to travel to over time. Now, we've had a number of 

things that have benefited us over the last couple of y ears, it's one of the reasons I think we've stay ed up above 

500%. For instance, credit performance has been great. We've had some nice upgrades, as Ellen mentioned, the 

below investment grade percentage has continued to come down. So we've had some, I think, some anomalous 

events that have benefited us and kept us up. But when I look forward, every time I look forward at our projection, 

I expect it to travel down slowly that 5 basis points, 10 basis points a y ear or 5 points, 10 points year.  
................................................................................................................................................................................................................................ 

Ryan J. Krueger 
Keefe, Bruyette & Woods, Inc. Q 
Okay . 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Tom? 
................................................................................................................................................................................................................................ 

Thomas G. Gallagher 
Credit Suisse Securities (USA) LLC (Broker) Q 
Tom Gallagher, Credit Suisse. Randy , just on y our page three where you give the stress scenario on y our reserves, 

on y our life insurance reserves, and where it's done on a statutory basis. Have you looked at that same assumption 

and overlaid it on y our GAAP balance sheet and what the sensitivity would be? Meaning, 40 y ears, rates 

unchanged, what would that do to y our GAAP balance sheet? 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
The only  thing I would point to, Tom, is actually the number haven't paid and in reference it specifically, but I 

think if the 10-year treasury stayed down at 2% forever that we would eventually probably have to look at that 

long-term assumption, and each 50 basis points I think is noted on there is rou ghly $125 million. So I think that's 

the one assumption that we would need to think about over a period of time, if rates continue to stay low. 
................................................................................................................................................................................................................................ 

Thomas G. Gallagher 
Credit Suisse Securities (USA) LLC (Broker) Q 
But is it linear? Meaning, if we just took that assumption from y our ultimate earn rate assumption embedded in 

GAAP, and then would it be a simple as just adding that we're multiplying it to the $125 million to get or is there 

some other larger adjustment that would also need to be made? 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
No. I think it's fairly  linear. It's fairly  linear because when you're at a point, where you really not moving your 

credit rates inside y our model, right, so that lever is all gone. So it's 50-50, it's very linear the impacts as we look at 

them. 
................................................................................................................................................................................................................................ 
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Thomas G. Gallagher 
Credit Suisse Securities (USA) LLC (Broker) Q 
Okay . And then Dennis, just when I think about the success y ou've had and how strong the variable annuity 

earnings growth is here, I think the natural logical question that comes up is, is there a gating percent of earnings 

that we should be thinking about, if the VA business continues to be a successful? Meaning, is there a limit at 

which y ou don't want it surpass as a percent of total company earnings, balance sheet that we should be thinking 

about? I think certain other companies in the industry have talked about limiting the size of VA as a percent of 

total. Is that something that y ou all are thinking about? 
................................................................................................................................................................................................................................ 

Dennis R. Glass 
President, Chief Executive Officer & Director A 
Y eah, Tom. What we've been trying to do is, change that question to what I think it should be, and let me finish 

that, and it wasn't criticism. Where do we make our money? We make a lot of our money on fees on as sets under 

management. And so, what we've been saying is that – and then interest spreads. So the capital market margins, if 

y ou will, we want to shrink relative to mortality margins. So we don't think about it in the context from an earning 

standpoint or whether they're variable annuity earnings or fixed annuity earnings or spread from the retirement 

business. We've got those three buckets, right and we've said how we're going to shift them around. 

 

Y our question is a good one. How much guarantee business can y ou do and what's the gating issue on that, and 

that's the balance sheet and how much risk from particularly in very severe tail scenarios there is some temporary 

call on statutory capital. So that's what limits the otherwise what would be unlimited ab ility to put guaranteed 

liv ing benefits on the balance sheet. So it's much more the constraint is the balance sheet issue and specifically 

related to temporary statutory capital cost then it is earnings mix. We manage the earnings mix  around those 

three buckets. These are assets under management and the other two that I mentioned. Does that help? 
................................................................................................................................................................................................................................ 

Thomas G. Gallagher 
Credit Suisse Securities (USA) LLC (Broker) Q 
Y eah, that does. So using that ratio that you're referencing and I would agree that it's better thought about from 

the standpoint of liv ing benefit guarantees probably from a balance sheet side standpoint. Where are y ou on that 

as it relates to, do y ou still have capacity under y our existing footprint grow that type of risk business?  
................................................................................................................................................................................................................................ 

Dennis R. Glass 
President, Chief Executive Officer & Director A 
Y eah. We're very comfortable that there is not any  significant limit to growth because of that constraint. And let 

me state what significant limit is. We're probably generating sales growth in the l imited, excuse me, in the 

guaranteed linked benefit space of 8% to 10%, may be a little bit less than that. We can do that for as far as we can 

see, and not have the balance sheet constraint. But we test that question almost weekly. But there's no capacity 

issue. We're selling our business on our terms at the rates that we're talking about, what Randy is talking about in 

terms of in 8% to 10% includes answering that question. So we're pretty comfortable with what we're doing and 

our growth opportunity to continue to grow that business. 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Okay . We're going to go with Eric. We got a mic over here to Steven, and then, if y ou're in the back, I might not see 

y ou as well. So if y ou have a question, please get your hand up, so we can get y ou a mic. Thank y ou.  
................................................................................................................................................................................................................................ 
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Eric N. Berg 
RBC Capital Markets LLC Q 
Thanks, Jim. Eric Berg from RBC Capital Markets. My  question relates to MoneyGuard. And in particular, 

whether the company with MoneyGuard faces the same challenges in long-term care insurance that y our 

competitors have faced or whether it's something that we really don't need to worry about. And relatedly what 

have y ou been doing, what are y ou doing to protect the company from some of the challenges and problem s that 

have been seemingly everywhere in long-term care? Thank y ou. 
................................................................................................................................................................................................................................ 

Dennis R. Glass 
President, Chief Executive Officer & Director A 
Y eah. So it's a different animal at its very core. So let's start there. So the Money Guard, again is a linked benefit 

product. So kind of the way  I think about it is the policy  others buying trying to lay off a couple of risks, right. And 

those risks at the end of the day , they're only going to be able to cash in on one of the benefits. So there is 

essentially an inherit hedge within the product. So what happens? So if somebody has a long-term care event with 

our Money Guard, the first few y ears they're spending down their debt benefit. And then they go into the 

extension. 

 

The second important thing, the extension or the money out of our pocket, if y ou will, is limited. It's not a forever, 

it's got a term on that. And so, if y ou think about what's happened in – and then let me say  one other thing. And 

again, I don't live in those long-term care companies, but if y ou just read the headlines of what went wrong, they 

essentially assume that a lot more people we're going to lapse and lapsed. I mean I think at the end of the day  that 

was the biggest deal. And when somebody is holding an option, y ou shouldn't – and if that option is very attractive 

to them, y ou probably shouldn't assume that they're all going to cash it in for nothing, which is what a traditional 

long-term care allows y ou to get, it's zero. 

 

So with Money Guard y ou get your money, you get money back if y ou wanted it. The newer product, you have to 

wait five y ears to get all y our money back, which you can get it all back. Y ou have the debt benefit, y ou have the 

long-term care benefit which is limited. So the risk profile is dramatically different. And we also assume very  low 

lapse rates when we did the product, just the way we did when we did guaranteed UL, it's the same folks that are 

pricing these products and we go into it ey es wide open. 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Steven? 
................................................................................................................................................................................................................................ 

Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
Hi. Steven Schwartz, Ray mond James. I apologize, you answered a few. Randy , a couple for y ou first I guess is, 

we've all learned recently, there are various definitions of margin. And the $9 billion that you're talking about, is 

that post provisions for adverse deviation under CFT scenarios or before? 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
Y eah. I mean cash flow testing is generally a best estimate with some element of provisions for adverse deviation, 

but I would think about cash flow testing as primarily y our best estimates around mortality, things like that. But 

as I pointed out, our best estimate is not a 2% 10 -year treasury forever, but that's the stress scenario I showed. 
................................................................................................................................................................................................................................ 
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Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
All right. So let's put it this way . After the provisions for adverse deviation that were going there, the numbers 

would still be very, very significant. 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
Y es. 
................................................................................................................................................................................................................................ 

Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
Okay . And then kind of give y ou the line on that [indiscernible] (2:45:30) as y ou pointed out AG-38, you said 

$500 million, you thought if interest rates stay low for a while, now y ou're saying y ou don't see it. What changed? 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
Once again, we've added new business. The businesses shift little, rates turn a little different position. I t hink that 

$500 million, and I'm going back from memory emerged in the 1 .5% scenario when we showed it. But it's just the 

environment that exist today has changed. I alway s I caution, I mean the guys come to me or the team comes to 

me and say s, here's the model, there is no impact. These are models, all right. So at the end of the day , there truly 

is no impact from the model. I mean could that model be off by  a little bit, could y ou have a small pack, I guess so. 

But truly  the model that exist today and I think it's just because of shift in business, no little different 

environment. There is not an impact that's emerging in that model, but I always caution, be careful they are 

models. 
................................................................................................................................................................................................................................ 

Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
Okay . And then a couple of more if I may . On page four, y ou showed that 50% increase in lapses aren't for VA, 

actually hurting GAAP income. I think everybody else in the world has told us that a decrease in lapsation would 

be the reverse basically, an increase in lapsation would help everybody else's earnings. [ph] Proof (2:46:50), for 

example, just increased or decreased their lapsation assumptions and they took a major immediately below the 

line hit. Y ou're different, how come? 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
Every  fact pattern is different. It could be where our lapse rates are today, I don't know. I don't live with other 

companies. They could have something to do, Steven, without knowing the exact specifics about just where the 

liability  is today also. I mean our liability is actually a negative liability right now. So that could have some impact 

on it. I'm not sure the exact details. I think the fundamental point we're trying to make there is that even with 

relatively large movement center assumptions plus or minus they're relatively small impacts. 
................................................................................................................................................................................................................................ 

Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
Okay . And then last one. Y ou've done a really great job of say ing, look, here's the downside in adverse situations. 

One of the reasons why  investors are talking about insurance stocks and investing insurance stocks is what 
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happens if interest rates actually go up. Y ou've said it's better, but do y ou think about what the impact earnings 

could be if the 10-y ear went to '350' or something like that over a couple of y ears? 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Ellen is smiling, I think Ellen has. 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
I mean, essentially that spread compression would be eliminated. And as Ellen pointed out, I think we're investing 

about 60 basis points to 70 basis points below our portfolio. So if y ou get that sort of rise, y ou no longer have that 

spread compression component. And then if it goes abov e that, y ou may even get a little bit of pickup, even though 

first thing I'd point is the elimination of any  headwind. The main risk that we were about in terms of rising 

interest rates is if they  go way  up really fast. So we maintain a portfolio of significantly out of the money hedges 

against interest rates. I'm talking things that strike when the 10-year treasury hits 7%, 8%. That's the main risk. 

Up till then, what y ou find in our portfolio is a lot of internal hedging going on. Rising rates are not goo d for fixed 

annuities but they're great for secondary guarantee, UL is probably the best example I'd have for y ou. 
................................................................................................................................................................................................................................ 

Steven D. Schwartz 
Raymond James & Associates, Inc. Q 
Okay . Thank y ou. 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
Y ou bet. 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Let's take one more. [ph] Josh (2:49:06)? 
................................................................................................................................................................................................................................ 

 

 
Q 

[inaudible] (2:49:11) Question for Mark and Randy  I guess. Y ou talked about growing y our mortality earnings by  

retaining a lot more business. And it shows there could be an increases in both new business and the endorse in 

Mark's presentation. Randy can y ou talk about the added capital from that strategy? I mean how much more 

capital y ou have put because y ou're retaining business,  if y ou could just quantify that? I know y ou talked about 

shifting way  from GUL sav ing $100 million a y ear. How much would this add to y our capital requirements by 

retaining more business? 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
Not at a level that y ou would even notice. And I think the main driver of our growing capital need is going to be 

that 4% to 5% inherent growth rate that I talked about. That's going to be the main driver of any growing capital 

need. Y ou're not going to notice on the margin mortality, and the increased retention of mortality making any  

significant difference. You also have the added benefit that in terms of the RBC model, mortality is a great risk to 
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take on because it has a covariance offset that oc curs against C1  risk. So it's a pretty  favorable risk profile from an 

RBC standpoint. 
................................................................................................................................................................................................................................ 

 

 
Q 

So what was the logic behind reinsuring a greater proportion in the past? 
................................................................................................................................................................................................................................ 

Randal J. Freitag 
Chief Financial Officer & Executive Vice President A 
It was to save capital. Mark talked about it. 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
Right. We have our expectation in mortality and we're comfortable with it, and we are within those expectations. 

If someone else has a more aggressive expectation on what mortality might be, it might be worth laying off that 

risk at a fixed price. 
................................................................................................................................................................................................................................ 

 

 
Q 

Thanks. 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Okay . 
................................................................................................................................................................................................................................ 

Mark E. Konen 
President-Insurance and Retirement Solutions, Lincoln National Corp. A 
We're done? 
................................................................................................................................................................................................................................ 

James P. Sjoreen 
Senior Vice President-Investor Relations A 
Y eah. 
................................................................................................................................................................................................................................ 

Dennis R. Glass 
President, Chief Executive Officer & Director 

Well, first of all let me thank my  team, they  put a lot of hard work into today's  meeting and as because when we 

come here we know y ou're taking four hours and we want to try  to do the best we can to make sure it's productive 

time for y ou. So I was quite happy  to hear that at least one vote was it's the best IR ever, again, that's by  d esign 

because we want to make it productive for y ou. 

 

So I'm just going to say  what I started out with saying, the key takeaway is consistent performance with upside 

potential. Thank y ou for being here. Thank y ou for y our investment in Lincoln, and see y ou  at lunch. 
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