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Research Update:

Lincoln National Corp. And Subsidiaries Ratings
Affirmed; Outlook Stable

Overview

• We have revised our view of management and governance to strong from
satisfactory.

• We are affirming our ratings on Lincoln National Corp. and subsidiaries.
• The stable outlook reflects our expectation that the company will
maintain its very strong competitive position and very strong financial
risk profile.

Rating Action

On Sept. 19, 2016, S&P Global Ratings affirmed its ratings on Lincoln National
Corp. and its core subsidiaries. The outlook is stable.

Rationale

The rating reflects our view of Lincoln's very strong competitive position and
very strong financial risk profile, anchored by very strong capital and
earnings. Our view of Lincoln's competitive position reflects its leading
market position in the U.S. life and variable annuity space as well as its top
position in long-term care/life insurance combo products via its flagship
product MoneyGuard. Lincoln's very strong competitive position is further
enhanced by a multichannel distribution network that provides broad access to
the insurance market. It enjoys strong results in both retail (via Lincoln
Financial Network, with more than 8,500 advisors) and wholesale channels
(Lincoln Financial Distributors, with approximately 600 wholesalers).

We revised our view of Lincoln's management and governance to strong from
satisfactory. Our revision primarily reflects our favorable view of the
company's execution of its stated strategy over the past five years. Lincoln
has exited several noncore businesses (including in the U.K., asset
management, and its media businesses) and streamlined its product lineup and
distribution. Lincoln has also significantly diversified away from SGUL as its
primary source of life sales since 2009 and achieved its target allocation of
sales for products with long-term guarantees. Our view of management also
incorporates our favorable view of the company's strategic planning, its
comprehensive financial standards and risk limits, as well as its operational
effectiveness and management's depth and breadth.
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Outlook

The stable outlook on Lincoln reflects our expectation that the group will
sustain its very strong competitive position, very strong capital position
commensurate with the ratings, and robust enterprise risk management (ERM)
capabilities appropriate for its complex risk profile. We expect Lincoln to
report operating earnings consistent with our base-case assumptions,
benefiting from moderate growth in a benign macroeconomic environment. In our
base-case forecast, we expect operating EBIT of $2 billion-$2.2 billion in
2016 and 2017. We also expect total financial leverage (debt plus hybrid to
capital) to remain less than 30% in the next few years, with fixed-charge
coverage around 8x.

Downside scenario

We could lower our ratings if, contrary to our expectations, the company's
capital adequacy deteriorates for an extended period to a level that no longer
supports the ratings. If the company loses its very strong competitive
position in its key markets as a result of material sales decline or net
outflow, or if fixed-charged coverage weakens to less than 4x due to earnings
deterioration, we could also lower the ratings. In light of Lincoln's complex
risk profile and the resulting high importance of ERM to the ratings, we could
lower the ratings if deficiencies lead us to lower our ERM assessment.

Upside scenario

Although a positive rating action is unlikely in the next two years, we could
raise the ratings if Lincoln can improve its operating performance with return
on total capital consistently above 10%, or if capital adequacy becomes
extremely strong as measured by our capital model.

Related Criteria And Research

Related Criteria

• Treatment Of U.S. Life Insurance Reserves And Reserve Financing
Transactions, March 12, 2015

• Methodology For Assessing Capital Charges For U.S. RMBS And CMBS
Securities Held By Insurance Companies , Aug. 29, 2014

• Group Rating Methodology, Nov. 19, 2013
• Insurers: Rating Methodology, May 7, 2013
• Enterprise Risk Management, May 7, 2013
• Methodology For Linking Short-Term And Long-Term Ratings For Corporate,
Insurance, And Sovereign Issuers, May 7, 2013

• Methodology: Management and Governance Credit Factors for Corporate
Entities and Insurers, Nov. 13, 2012

• Methodology For Assessing Capital Charges For Commercial Mortgage Loans
Held By U.S. Insurance Companies , May 31, 2012

• Principles Of Credit Ratings, Feb. 16, 2011
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• Refined Methodology And Assumptions For Analyzing Insurer Capital
Adequacy Using The Risk-Based Insurance Capital Model, June 7, 2010

• Use Of CreditWatch And Outlooks, Sept. 14, 2009
• Hybrid Capital Handbook: September 2008 Edition, Sept. 15, 2008
• Life: Liquidity, April 22, 2004

Ratings List

Ratings Affirmed

Lincoln National Corp.
Counterparty Credit Rating
Local Currency A-/Stable/A-2
Senior Unsecured A-
Junior Subordinated BBB
Commercial Paper A-2

First Penn-Pacific Life Insurance Co.
Counterparty Credit Rating
Local Currency A-/Stable/--
Financial Strength Rating
Local Currency A-/Stable/--

Lincoln Life & Annuity Co. of NY
Lincoln National Life Insurance Co.
Counterparty Credit Rating
Local Currency AA-/Stable/--
Financial Strength Rating
Local Currency AA-/Stable/--

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at www.spcapitaliq.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the left column.
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