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GENERAL INFORMATION

Lincoln Life

The Lincoln National Life Insurance Company (“Lincoln Life”, “the Company”, “we”, “us”, “our”) (EIN 35-0472300),
organized in 1905, is an Indiana-domiciled insurance company, engaged primarily in the direct issuance of life
insurance contracts and annuities. Lincoln Life is wholly owned by Lincoln National Corporation (LNC), a publicly
held insurance and financial services holding company incorporated in Indiana. Lincoln Life is obligated to pay all
amounts promised to policy owners under the policies. Death benefit proceeds and rider benefits, to the extent
those proceeds and benefits exceed the then current Accumulation Value of your policy, are backed by the claims-
paying ability of Lincoln Life.

Lincoln Financial Group is the marketing name for Lincoln National Corporation (NYSE:LNC) and its affiliates.
Through its affiliates, Lincoln Financial Group offers annuities, life, group life and disability insurance, 401 (k) and
403(b) plans, and comprehensive financial planning and advisory services.

Lincoln Life is subject to the laws of Indiana governing insurance companies and to regulation by the Indiana
Department of Insurance (“Insurance Department”). An annual statement in a prescribed form is filed with the
Insurance Department each year covering the operation of the Company for the preceding year along with the
Company’s financial condition as of the end of that year. Regulation by the Insurance Department includes periodic
examination to determine our contract liabilities and reserves. Our books and accounts are subject to review by the
Insurance Department at all times and a full examination of our operations is conducted periodically by the
Insurance Department. Among the laws and regulations applicable to us as an insurance company are those which
regulate the investments we can make with assets held in our General Account. In general, those laws and
regulations determine the amount and type of investments which we can make with General Account assets. Such
regulation does not, however, involve any supervision of management practices or policies, or our investment
practices or policies.

A blanket bond with a per event limit of $50 million and an annual policy aggregate limit of $100 million covers all
of the officers and employees of the Company.

Capital Markets and Financial Ratings

In any particular year, our capital may increase or decrease depending on a variety of factors —the amount of our
statutory income or losses (which is sensitive to equity market and credit market conditions), the amount of
additional capital we must hold to support business growth, changes in reserving requirements, our inability to
secure capital market solutions to provide reserve relief, such as issuing letters of credit to support captive
reinsurance structures, changes in equity market levels, the value of certain fixed-income and equity securities in
our investment portfolio and changes in interest rates.

Nationally recognized rating agencies rate our financials as an insurance company. The ratings do not imply
approval of the product and do not refer to the performance of the product, including underlying investment
options, if any. Ratings are not recommendations to buy our products. Each of the rating agencies reviews its
ratings periodically. Accordingly, all ratings are subject to revision or withdrawal at any time by the rating agencies,
and therefore, no assurance can be given that these ratings will be maintained. All ratings are on outlook stable. Qur
financial strength ratings, which are intended to measure our ability to meet policyholder obligations, are an
important factor affecting public confidence in most of our products and, as a result, our competitiveness. A
downgrade of our financial strength rating could affect our competitive position in the insurance industry by making
it more difficult for us to market our products as potential customers may select companies with higher financial
strength ratings and by leading to increased withdrawals by current customers seeking companies with higher
financial strength ratings.



Registration Statement

A Registration Statement has been filed with the Securities and Exchange Commission under the Securities Act of
1933, as amended, with respect to the policies offered. The Registration Statement, its amendments and exhibits,
contain information beyond that found in the prospectus and the SAI. Statements contained in the prospectus and
the SAl as to the content of policies and other legal instruments are summaries.

Changes of Investment Policy

We may change the investment policy of the Separate Account at any time. If required by the Insurance
Commissioner, we will file any such change for approval with the Department of Insurance in our state of domicile,
and in any other state or jurisdiction where this policy is issued.

If an Owner objects, his or her policy may be converted to a substantially comparable fixed benefit life insurance
policy offered by us on the life of the insured. The owner has the later of 60 days (6 months in Pennsylvania) from
the date of the investment policy change or 60 days (6 months in Pennsylvania) from being informed of such
change to make this conversion. We will not require evidence of insurability for this conversion.The new policy will
not be affected by the investment experience of any separate account. The new policy will be for an amount of
insurance equal to or lower than the amount of the death benefit of the current policy on the date of the conversion.

Principal Underwriter

Lincoln Financial Distributors, Inc. ("LFD®), 130 North Radnor Chester Road, Radnor, PA 19087, is the principal
underwriter for the policies, which are offered continuously. LFD is registered with the Securities and Exchange
Commission under the Securities Exchange Act of 1934 as a broker-dealer and is a member of the Financial
Industry Regulatory Authority ("FINRA®). The principal underwriter has overall responsibility for establishing a
selling plan for the policies. LFD received $56,041 in 2010, $106,213 in 2009 and $1,297,105 in 2008 for the sale
of policies offered through the Separate Account. LFD retains no underwriting commissions from the sale of the
policies.

Disaster Plan

Lincoln’s business continuity and disaster recovery strategy employs system and telecommunication accessibility,
system back-up and recovery, and employee safety and communication. The plan includes documented and tested
procedures that will assist in ensuring the availability of critical resources and in maintaining continuity of
operations during an emergency situation.

Advertising

Lincoln Life is ranked and rated by independent financial rating services, including Moody’s, Standard & Poor’s,
Duff & Phelps, A.M. Best Company and Fitch. The purpose of these ratings is to reflect the financial strength or
claims-paying ability of Lincoln Life. The ratings are not intended to reflect the investment experience or financial
strength of the Separate Account. We may advertise these ratings from time to time. In addition, we may include in
certain advertisements, endorsements in the form of a list of organizations, individuals or other parties which
recommend Lincoln Life or the policies. Furthermore, we may occasionally include in advertisements comparisons
of currently taxable and tax deferred investment programs, based on selected tax brackets, or discussions of
alternative investment vehicles and general economic conditions.



SERVICES

Independent Registered Public Accounting Firm

Ernst & Young LLP, independent registered public accounting firm, Two Commerce Square, 2001 Market Street,
Suite 4000, Philadelphia, Pennsylvania, 19103, has audited a) our financial statements of the Separate Account as
of December 31, 2010; and b) our consolidated financial statements of The Lincoln National Life Insurance
Company as of December 31, 2010, which are included in this SAl and Registration Statement. The aforementioned
financial statements are included herein in reliance on Ernst & Young LLP’s reports, given on their authority as
experts in accounting and auditing.

Accounting Services

We have entered into an agreement with the Bank of New York Mellon, N.A., One Mellon Bank Plaza, 500 Grant
Street, Pittsburgh, PA, 19203, to provide accounting services to the Separate Account. Lincoln Life makes no
separate charge against the assets of the Separate Account for this service.

Checkbook Service for Dishursements

We offer a checkbook service in which the Death Benefit Proceeds are transferred into an interest-bearing account,
in the Beneficiary’s name as owner of the account. Your Beneficiary has quick access to the proceeds and is the
only one authorized to transfer proceeds from the account. This service allows the Beneficiary additional time to
decide how to manage Death Benefit Proceeds with the balance earning interest from the day the account is
opened.

We also offer this same checkbook service for surrenders of your policy of $5,000 or more. Once your request is
processed, proceeds are placed in an interest-bearing account in your name. You have complete access to your
proceeds through check writing privileges. You have the choice of leaving proceeds in this account or you may
write checks immediately - even a check for the entire amount.

POLICY INFORMATION

Corporate and Group Purchasers and Case Exceptions

This policy is available for purchase by corporations and other groups or sponsoring organizations on a multiple-
life case basis. We reserve the right to reduce premium loads or any other charges on certain cases, where it is
expected that the amount or nature of such cases will result in savings of sales, underwriting, administrative or
other costs. Eligibility for these reductions and the amount of reductions will be determined by a number of factors,
including but not limited to, the number of lives to be insured, the total premiums expected to be paid, total assets
under management for the policy owner, the nature of the relationship among the insured individuals, the purpose
for which the policies are being purchased, the expected persistency of the individual policies and any other
circumstances which we believe to be relevant to the expected reduction of its expenses. Some of these reductions
may be guaranteed and others may be subject to withdrawal or modification by us on a uniform case basis.
Reductions in these charges will not be unfairly discriminatory against any person, including the affected policy
owners invested in the Separate Account.

Assignment

While the insured is living, you may assign your rights in the policy, including the right to change the Beneficiary
designation. The assignment must be in writing, signed by you and received at our Administrative Office. We will
not be responsible for any assignment that is not received by us, nor will we be responsible for the sufficiency or
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validity of any assignment. Any assignment is subject to any Indebtedness owed to Lincoln Life at the time the
assignment is received and any interest accrued on such Indebtedness after we have received any assignment.

Once received, the assignment remains effective until released by the assignee in writing. As long as an assignment
remains effective, you will not be permitted to take any action with respect to the policy without the consent of the
assignee in writing.

Transfer of Ownership

As long as the insured is living, you may transfer all of your rights in the policy by submitting a Written Request to
our Administrative Office. You may revoke any transfer of ownership prior to its effective date. The transfer of
ownership, or revocation of transfer, will not take effect until recorded by us. Once we have recorded the transfer or
revocation of transfer, it will take effect as of the date of the latest signature on the Written Request.

On the effective date of transfer, the transferee will become the Owner and will have all the rights of the Owner
under the policy. Unless you direct us otherwise, with the consent of any assignee recorded with us, a transfer will
not affect the interest of any Beneficiary designated prior to the effective date of transfer.

Beneficiary

The Beneficiary is initially designated on a form provided by us for that purpose and is the person who will receive
the Death Benefit Proceeds payable. Multiple Beneficiaries will be paid in equal shares, unless otherwise specified
to the Company.

You may change the Beneficiary at any time while the insured is living, except when we have received an
assignment of your policy or an agreement not to change the Beneficiary. Any request for a change in the
Beneficiary must be in writing, signed by you, and recorded at our Administrative Office. If the Owner has
specifically requested not to reserve the right to change the Beneficiary, such a request requires the consent of the
Beneficiary. The change will not be effective until recorded by us. Once we have recorded the change of Beneficiary,
the change will take effect as of the date of latest signature on the Written Request or, if there is no such date, the
date recorded.

If any Beneficiary dies before the insured, the Beneficiary’s potential interest shall pass to any surviving
beneficiaries in the appropriate Beneficiary class, unless otherwise specified to the Company. If no named
Beneficiary survives the insured, any Death Benefit Proceeds will be paid to you, as the Owner, or to your executor,
administrator or assignee.

Right to Convert Contract

You may at any time transfer 100% of the Policy’s Accumulation Value to the General Account and choose to have
all future Premium Payments allocated to the General Account. After you do this, the minimum period the Policy
will be in force will be fixed and guaranteed. The minimum period will depend on the amount of Accumulation
Value, the Specified Amount, the sex, Attained Age and rating class of the Insured at the time of transfer. The
minimum period will decrease if you choose to surrender the Policy or make a withdrawal. The minimum period will
increase if you choose to decrease the Specified Amount, make additional Premium Payments, or we credit a higher
interest rate or charge a lower Cost of Insurance Charge than those guaranteed for the General Account.

Change of Plan

Your policy may be exchanged for another policy issued by the Company only if the Company consents to the
exchange and all requirements for the exchange, as determined by the Company, are met. Your request for
exchange must be in writing.



The Company may not make an offer to you to exchange your policy without obtaining required regulatory
approvals.

Settlement Options

Proceeds will be paid in a lump sum unless you choose a settlement option we make available.

Deferment of Payments

Amounts payable as a result of Policy Loans, Surrenders or Partial Surrenders will be paid within seven calendar
days of our receipt of such a request in a form acceptable to us. We may defer payment or transfer from the Fixed
Account up to six months at our option. If we exercise our right to defer any payment from the Fixed Account,
interest will accrue and be paid (as required by law) from the date you would otherwise have been entitled to
receive the payment. We will not defer any payment used to pay premiums on policies with us.

Incontestability

The Company will not contest your policy or payment of the death benefit proceeds based on the initial specified
amount, or an increase in the specified amount requiring evidence of insurability, after your policy or increase has
been in force for two years from date of issue or increase (in accordance with state law).

Misstatement of Age or Sex

If the age or sex of the insured has been misstated, benefits will be those which would have been purchased at the
correct age and sex.

Suicide

If the insured dies by suicide, while sane or insane, within two years from the date of issue, the Company will pay
no more than the sum of the premiums paid, less any Indebtedness and the amount of any Partial Surrenders. If the
insured dies by suicide, while sane or insane, within two years from the date any increase in the specified amount,
the Company will pay no more than a refund of the monthly charges for the cost of the increased amount. This time
period could be less depending on the state of issue.

PERFORMANCE DATA

Performance data may appear in sales literature or reports to Owners or prospective buyers.

Past performance cannot guarantee comparable future results. Performance data reflects the time period shown on
a rolling monthly basis and is based on Sub-Account level values adjusted for your policy’s expenses.

Data reflects:
¢ an annual reduction for fund management fees and expenses, and
* a policy level mortality and expense charge applied on a daily equivalent basis, but

* no deductions for additional policy expenses (i.e., Premium Loads, Administrative Fees, and Cost of Insurance
Charges), which, if included, would have resulted in lower performance.

These charges and deductions can have a significant effect on policy values and benefits. Ask your financial
representative for a personalized illustration reflecting these costs.

Sub-Account performance figures are historical and include change in share price, reinvestment of dividends and
capital gains and are net of the asset management expenses that can be levied against the Sub-Account.
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The Average Annual Returns in the table below are calculated in two ways, one for Money Market Sub-Account, one
for all other Sub-Accounts. Both are according to methods prescribed by the SEC.

Money Market Sub-Account:

The Average Annual Return is the income generated by an investment in the Money Market Sub-Account over a
seven-day period, annualized. The process of annualizing results when the amount of income generated by the
investment during that week is assumed to be generated each week over a 52-week period and is shown as a
percentage of the investment.

The Money Market Sub-Account’s return is determined by:

a) calculating the change in unit value for the base period (the 7-day period ended December 31, of the previous
year); then

b) dividing this figure by the account value at the beginning of the period; then
¢) annualizing this result by the factor of 365/7.
Other Sub-Accounts:

The Average Annual Return for each period is determined by finding the average annual compounded rate of return
over each period that would equate the initial amount invested to the ending redeemable value for that period,
according to the following formula:

P( +T)n = ERV

Where: P =a hypothetical initial purchase payment of $1,000
T = average annual total return for the period in question
N = number of years
ERV = ending redeemable value (as of the end of the period in question) of a hypothetical $1,000 purchase
payment made at the beginning of the 1-year, 3-year, 5-year, or 10-year period in question (or fractional period
thereof)

The formula assumes that:
(1) all recurring fees have been charged to the policy owner’s accounts; and

(2) there will be a complete redemption upon the anniversary of the 1-year, 3-year, 5-year, or 10-year period in
question.

In accordance with SEC guidelines, we report Sub-Account performance back to the first date that the fund became
available, which could pre-date its inclusion in this product. Where the length of the performance reporting period
exceeds the period for which the fund was available, Sub-Account performance will show an “N/A”.

FINANCIAL STATEMENTS

The December 31, 2010 financial statements of the Separate Account and the December 31, 2010 consolidated
financial statements of the Company follow.
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Lincoln Life Flexible Premium Variable Life Account Y

Statements of assets and liabilities

December 31, 2010

Mortality &

Expense

Guarantee

Charges

Payable To

The Lincoln

National Life

Insurance
Subaccount Investments Total Assets Company Net Assets
American Funds Asset Allocation Class 2 $3,722,305 $3,722,305 $70 $3,722,235
American Funds Blue Chip Income & Growth Class 2 3,163,790 3,163,790 56 3,163,734
American Funds Bond Class 2 1,576,536 1,576,536 28 1,576,508
American Funds Cash Management Class 2 165,026 165,026 3 165,023
American Funds Global Bond Class 2 234,131 234,131 4 234,127
American Funds Global Discovery Class 2 235,214 235,214 4 235,210
American Funds Global Growth Class 2 1,717,429 1,717,429 32 1,717,397
American Funds Global Growth and Income Class 2 1,452,386 1,452,386 25 1,452,361
American Funds Global Small Capitalization Class 2 733,892 733,892 13 733,879
American Funds Growth Class 2 4,265,599 4,265,599 72 4,265,527
American Funds Growth-Income Class 2 4,691,972 4,691,972 90 4,691,882
American Funds High-Income Bond Class 2 664,729 664,729 12 664,717
American Funds International Class 2 1,317,212 1,317,212 23 1,317,189
American Funds International Growth and Income Class 2 22,686 22,686 — 22,686
American Funds New World Class 2 957,483 957,483 17 957,466
American Funds U.S. Government/AAA-Rated Securities Class 2 210,863 210,863 210,859

See accompanying notes.
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Lincoln Life Flexible Premium Variable Life Account Y

Statements of operations

Year Ended December 31, 2010

Dividends

from Mortality and Net

Investment Expense Investment
Subaccount Income Guarantee Charges Income (Loss)
American Funds Asset Allocation Class 2 $68,046 $(22,823) $45,223
American Funds Blue Chip Income & Growth Class 2 51,387 (18,421) 32,966
American Funds Bond Class 2 47,052 (9,966) 37,086
American Funds Cash Management Class 2 — (905) (905)
American Funds Global Bond Class 2 6,394 (1,185) 5,209
American Funds Global Discovery Class 2 1,136 (1,245) (109)
American Funds Global Growth Class 2 23,228 (10,179) 13,049
American Funds Global Growth and Income Class 2 34,526 (8,122) 26,404
American Funds Global Small Capitalization Class 2 11,097 (4,044) 7,053
American Funds Growth Class 2 27,552 (22,790) 4,762
American Funds Growth-Income Class 2 64,309 (29,382) 34,927
American Funds High-Income Bond Class 2 48,061 (4,113) 43,948
American Funds International Class 2 24,749 (7,561) 17,188
American Funds International Growth and Income Class 2 433 (78) 355
American Funds New World Class 2 13,144 (5,362) 7,782
American Funds U.S. Government/AAA-Rated Securities Class 2 3,543 (1,183) 2,360

See accompanying notes.
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Dividends Net Change Net Increase
from Total in Unrealized (Decrease)
Net Realized Net Realized Net Realized Appreciation or in Net Assets
Gain (Loss) Gain on Gain (Loss) Depreciation Resulting
on Investments Investments on Investments on Investments from Operations
(4,433) $ — $ (4,433) $341,351 $382,141
(20 994) — (20,994) 317,023 328,995
(1,060) — (1,060) 46,299 82,325
(168) — (168) (343) (1,416)
647 — 647 4,061 9,917
(110) — (110) 20,829 20,610
(1,295) — (1,295) 159,417 171,171
1,431 — 1,431 115,885 143,720
(775) — (775) 124,561 130,839
(11,391) — (11,391) 658,887 652,258
(20,195) — (20,195) 435,330 450,062
458 — 458 39,169 83,575
(4,155) — (4,155) 70,818 83,851
117 535 652 1,087 2,094
14,263 — 14,263 115,054 137,099
2,683 682 3,365 2,265 7,990



Lincoln Life Flexible Premium Variable Life Account Y

Statements of changes in net assets

Years Ended December 31, 2009 and 2010

American American American
Funds Asset Funds Blue American Funds Cash
Allocation Chip Income & Funds Bond Management
Class 2 Growth Class 2 Class 2 Class 2
Subaccount Subaccount Subaccount Subaccount
NET ASSETS AT JANUARY 1, 2009 $2,203,051 $1,910,153 $1,127,615 $ 311,959
Changes From Operations:
e Net investment income (loss) 46,335 34,780 32,582 (602)
e Net realized gain (loss) on investments (27,447) (36,478) (16,972) (850)
e Net change in unrealized appreciation or depreciation on investments 554,254 582,700 123,974 259
NET INCREASE (DECREASE) IN NET ASSETS RESULTING
FROM OPERATIONS 573,142 581,002 139,584 (1,193)
Changes From Unit Transactions:
e Contract purchases 306,692 335,277 160,994 75,334
e Contract withdrawals (179,725) (147,535) (63,834) (9,763)
e Contract transfers 219,099 88,013 29,177 (249,107)
NET INCREASE (DECREASE) IN NET ASSETS RESULTING FROM UNIT
TRANSACTIONS 346,066 275,755 126,337 (183,536)
TOTAL INCREASE (DECREASE) IN NET ASSETS 919,208 856,757 265,921 (184,729)
NET ASSETS AT DECEMBER 31, 2009 3,122,259 2,766,910 1,393,536 127,230
Changes From Operations:
¢ Net investment income (loss) 45,223 32,966 37,086 (905)
¢ Net realized gain (loss) on investments (4,433) (20,994) (1,060) (168)
e Net change in unrealized appreciation or depreciation on investments 341,351 317,023 46,299 (343)
NET INCREASE (DECREASE) IN NET ASSETS RESULTING FROM
OPERATIONS 382,141 328,995 82,325 (1,416)
Changes From Unit Transactions:
e Contract purchases 348,077 270,393 144,328 102,546
e Contract withdrawals (143,439) (125,887) (88,579) (16,803)
e Contract transfers 13,197 (76,677) 44,898 (46,534)
NET INCREASE (DECREASE) IN NET ASSETS RESULTING FROM UNIT
TRANSACTIONS 217,835 67,829 100,647 39,209
TOTAL INCREASE IN NET ASSETS 599,976 396,824 182,972 37,793
NET ASSETS AT DECEMBER 31, 2010 $3,722,235 $3,163,734 $1,576,508 $ 165,023

See accompanying notes.
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American American American American Funds American American American American
American Funds Global Funds Funds Global Global Small Funds Funds Funds Funds
Funds Global ~ Discovery Global Growth Growth and Capitalization Growth Growth-Income  High-Income  International
Bond Class 2 Class 2 Class 2 Income Class 2 Class 2 Class 2 Class 2 Bond Class 2 Class 2
Subaccount Subaccount Subaccount Subaccount Subaccount Subaccount Subaccount Subaccount Subaccount
$150,182 $107,443 $ 983,436 $ 799,319 $353,810 $2,028,536 $2,834,065 $403,395 $ 789,077
1,350 (44) 9,390 18,826 (1,726) 666 31,893 33,489 8,487
1,956 (1,878) (21,402) (15,000) (25,062) (47,306) (72,619) (12,718) (19,650)
11,275 60,086 438,176 348,758 255,811 911,254 961,575 137,597 352,155
14,581 58,164 426,164 352,584 229,023 864,614 920,849 158,368 340,992
20,008 23,451 145,599 171,422 80,111 408,251 427,441 61,850 120,861
(23,679) (9,548) (59,887) (106,635) (30,267) (149,402) (197,219) (29,730) (71,641)
9,664 6,401 (36,771) 28,002 (43,945) 68,396 48,584 (7,298) (49,540)
5,993 20,304 48,941 92,789 5,899 327,245 278,806 24,822 (320)
20,574 78,468 475,105 445,373 234,922 1,191,859 1,199,655 183,190 340,672
170,756 185,911 1,458,541 1,244,692 588,732 3,220,395 4,033,720 586,585 1,129,749
5,209 (109) 13,049 26,404 7,053 4,762 34,927 43,948 17,188
647 (110) (1,295) 1,431 (775) (11,391) (20,195) 458 (4,155)
4,061 20,829 159,417 115,885 124,561 658,887 435,330 39,169 70,818
9,917 20,610 171,171 143,720 130,839 652,258 450,062 83,575 83,851
32,980 33,868 143,004 166,444 77,787 635,656 393,026 58,138 95,876
(9,611) (9,513) (60,682) (58,474) (30,246) (183,839) (171,329) (33,278) (52,603)
30,085 4,334 5,363 (44,021) (33,233) (58,943) (13,597) (30,303) 60,316
53,454 28,689 87,685 63,949 14,308 392,874 208,100 (5,443) 103,589
63,371 49,299 258,856 207,669 145,147 1,045,132 658,162 78,132 187,440
$234,127 $235,210 $1,717,397 $1,452,361 $733,879 $4,265,527 $4,691,882 $664,717 $1,317,189




Lincoln Life Flexible Premium Variable Life Account Y

Statements of changes in net assets (continued)

Years Ended December 31, 2009 and 2010

American
Funds U.S.
American Funds Government/
International American AAA-Rated
Growth and Funds New Securities
Income Class 2 World Class 2 Class 2
Subaccount Subaccount Subaccount
NET ASSETS AT JANUARY 1, 2009 $ — $477,220 $222,526
Changes From Operations:
e Net investment income (loss) 19 5,424 2,582
e Net realized gain (loss) on investments 37 (9,528) 4,102
e Net change in unrealized appreciation or depreciation on investments 165 243,255 (4,020)
NET INCREASE (DECREASE) IN NET ASSETS RESULTING FROM OPERATIONS 221 239,151 2,664
Changes From Unit Transactions:
e Contract purchases 73 90,022 20,386
e Contract withdrawals (80) (36,006) (30,781)
e Contract transfers 2,109 (21,406) (81,720)
NET INCREASE (DECREASE) IN NET ASSETS RESULTING FROM UNIT
TRANSACTIONS 2,102 32,610 (92,115)
TOTAL INCREASE (DECREASE) IN NET ASSETS 2,323 271,761 (89,451)
NET ASSETS AT DECEMBER 31, 2009 2,323 748,981 133,075
Changes From Operations:
¢ Net investment income 355 7,782 2,360
e Net realized gain on investments 652 14,263 3,365
e Net change in unrealized appreciation or depreciation on investments 1,087 115,054 2,265
NET INCREASE IN NET ASSETS RESULTING FROM OPERATIONS 2,094 137,099 7,990
Changes From Unit Transactions:
e Contract purchases 1,253 98,627 11,656
e Contract withdrawals (730) (57,427) (9,513)
e Contract transfers 17,746 30,186 67,651
NET INCREASE IN NET ASSETS RESULTING FROM UNIT TRANSACTIONS 18,269 71,386 69,794
TOTAL INCREASE IN NET ASSETS 20,363 208,485 77,784
NET ASSETS AT DECEMBER 31, 2010 $22,686 $957,466 $210,859

See accompanying notes.
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Lincoln Life Flexible Premium Variable Life Account Y

Notes to financial
statements

December 31, 2010

1. Accounting Policies and Variable Account
Information

The Variable Account: Lincoln Life Flexible Premium
Variable Life Account Y (the Variable Account) is a
segregated investment account of The Lincoln National
Life Insurance Company (the Company) and is regis-
tered as a unit investment trust with the Securities and
Exchange Commission under the Investment Company
Act of 1940, as amended. The operations of the Variable
Account, which commenced on May 16, 2003, are part
of the operations of the Company. The Variable Account
consists of eight products as follows:

e American Legacy e American Legacy

VULP-1I SVUL-1II

e American Legacy e American Legacy
VUL®-IV SVUL-1V

e American Legacy e American Legacy
VUL®Y-1II AssetEdge VUL

e American Legacy e American Legacy
VUL®-1IV PreservationEdge SVUL

The assets of the Variable Account are owned by the
Company. The Variable Account’s assets support the
variable life policies and may not be used to satisfy lia-
bilities arising from any other business of the Company.

Basis of Presentation: The accompanying financial
statements have been prepared in accordance with
U.S. generally accepted accounting principles (GAAP)
for unit investment trusts.

Accounting Estimates: The preparation of financial
statements in conformity with GAAP requires manage-
ment to make estimates and assumptions affecting the
reported amounts as of the date of the financial state-
ments. Those estimates are inherently subject to
change and actual results could differ from those esti-
mates. Included among the material (or potentially
material) reported amounts that require use of esti-
mates is the fair value of certain assets.

Investments: The Variable Account invests in the Ameri-
can Funds Insurance Series (American Funds) which
consists of the following mutual funds (Funds):

American Funds Asset Allocation Class 2 Fund

American Funds Blue Chip Income & Growth
Class 2 Fund

American Funds Bond Class 2 Fund

American Funds Cash Management Class 2 Fund

American Funds Global Bond Class 2 Fund

American Funds Global Discovery Class 2 Fund

American Funds Global Growth Class 2 Fund

American Funds Global Growth and Income
Class 2 Fund

American Funds Global Small Capitalization
Class 2 Fund

American Funds Growth Class 2 Fund

American Funds Growth-Income Class 2 Fund

American Funds High-Income Bond Class 2 Fund

American Funds International Class 2 Fund

American Funds International Growth and Income
Class 2 Fund

American Funds New World Class 2 Fund

American Funds U.S. Government/AAA-Rated
Securities Class 2 Fund

American Funds is registered as a diversified, open-
ended management investment company. Investments
in the Funds are stated at fair value as determined by
the closing net asset value per share on December 31,
2010. The difference between cost and net asset value is
reflected as unrealized appreciation or depreciation of
investments.

The Variable Account’s investments in the Funds are val-
ued in accordance with the Fair Value Measurements and
Disclosure Topic of the Financial Accounting Standards
Board Accounting Standards Codification (Topic). The
Topic defines fair value as the price that the Variable Ac-
count would receive to sell an asset or pay to transfer a
liability in an orderly transaction between market partici-
pants at the measurement date. The Topic also establishes
a framework for measuring fair value and a three-level
hierarchy for fair value measurements based upon the
transparency of inputs to the valuation of an asset or lia-
bility. Inputs may be observable or unobservable and refer
broadly to the assumptions that market participants
would use in pricing the asset or liability. Observable in-
puts reflect the assumptions market participants would
use in pricing the asset or liability based on market data
obtained from sources independent of the reporting en-
tity. Unobservable inputs reflect the reporting entity’s
own assessment regarding the assumptions market partic-
ipants would use in pricing the asset or liability and are
developed based on the best information available in the
circumstances. The Variable Account’s investments in the
Funds are assigned a level based upon the observability of
the inputs which are significant to the overall valuation.
The three-tier hierarchy of inputs is summarized below.

Level 1 - inputs to the valuation methodology are
quoted prices in active markets

Level 2 - inputs to the valuation methodology are ob-
servable, directly or indirectly

Level 3 - inputs to the valuation methodology are unob-
servable and reflect assumptions on the part of the re-
porting entity

The Variable Account’s investments in the Funds are
valued within the fair value hierarchy as Level 2. Net
asset value is quoted by the Funds as derived by the fair
value of the Funds’ underlying investments. The Funds
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Lincoln Life Flexible Premium Variable Life Account Y

Notes to financial
statements
(continued)

1. Accounting Policies and Variable Account
Information (continued)

are not considered Level 1 as they are not traded in the
open market; rather the Company sells and redeems
shares at net asset value with the Funds.

Investment transactions are accounted for on a trade-
date basis. The cost of investments sold is determined by
the average cost method.

Dividends: Dividends paid to the Variable Account are
automatically reinvested in shares of the Funds on
the payable date. Dividend income is recorded on the
ex-dividend date.

Federal Income Taxes: Operations of the Variable Ac-
count form a part of and are taxed with operations of
the Company, which is taxed as a “life insurance com-
pany” under the Internal Revenue Code. The Variable
Account will not be taxed as a regulated investment
company under Subchapter M of the Internal Revenue
Code, as amended. Under current federal income tax
law, no federal income taxes are payable or receivable
with respect to the Variable Account’s net investment
income and the net realized gain (loss) on investments.

Investment Fund Changes: During 2009, the American
Funds International Growth and Income Class 2 Fund
became available as an investment option for account
contract owners. Accordingly, the 2009 statements of
changes in net assets and total return and investment
income ratios in note 3 for this subaccount is for the
period from the commencement of operations to
December 31, 2009.

2. Mortality and Expense Guarantees and Other
Transactions with Affiliates

Amounts are paid to the Company for mortality and ex-
pense guarantees at a percentage of the current value of
the Variable Account each day. The mortality and ex-
pense risk charges for each of the variable subaccounts
are reported in the statements of operations. The rates
are as follows for the eight policy types within the Vari-
able Account:

e American Legacy VUL®-II - annual rate of .90% for
policy years one through nineteen and .20%
thereafter.

e American Legacy VULPE-1IV - annual rate of .90%
for policy years one through nineteen and .20%
thereafter.

Y-10

e American Legacy VUL®-III - annual rate of .75%
for policy years one through ten, .35% for policy
years eleven through twenty and .20% thereafter.

e American Legacy VUL®-IV - annual rate of .60% for
policy years one through ten and .20% thereafter.

e American Legacy SVUL-III - annual rate of .80%
for policy years one through nineteen and .40%
thereafter.

e American Legacy SVUL-IV - annual rate of .60%
for policy years one through nineteen and .20%
thereafter.

e American Legacy AssetEdge VUL - annual rate of
.10% for policy years one through twenty and
.00% thereafter. For policies issued on or after
1/11/10, an annual rate of .15% is charged for
policy years one through fifteen and 0.00%
thereafter.

e American Legacy PreservationEdge SVUL - annual
rate of .10% for policy years one through twenty
and .00% thereafter.

Prior to the allocation of premiums to the Variable Ac-
count, the Company deducts a premium load to cover
state taxes and federal income tax liabilities and a por-
tion of the sales expenses incurred by the Company.
Refer to the product prospectus for the premium load
charge. The premium loads for the years ended
December 31, 2010 and 2009, amounted to $119,919
and $121,442, respectively.

The Company charges a monthly administrative fee
which varies by product. Refer to the product prospec-
tus for the administrative fee rate. The administrative
fees are for items such as premium billing and collec-
tion, policy value calculation, confirmations and peri-
odic reports. Administrative fees for the years ended
December 31, 2010 and 2009, amounted to $133,262
and $130,407, respectively.

The Company assumes responsibility for providing the in-
surance benefit included in the policy. On a monthly ba-
sis, a cost of insurance charge is deducted proportionately
from the value of each variable subaccount and/or fixed
account funding option. The fixed account is part of the
general account of the Company and is not included in
these financial statements. The cost of insurance charge
depends on the attained age, risk classification, gender
classification (in accordance with state law) and the cur-
rent net amount at risk. The cost of insurance charges for
the years ended December 31, 2010 and 2009, amounted
to $674,104 and $620,679, respectively.

Under certain circumstances, the Company reserves the
right to charge a transfer fee which varies by product,
refer to the product prospectus for the transfer fee
charge. For the years ended December 31, 2010 and
2009, no transfer fees were deducted from the variable
subaccounts.



Lincoln Life Flexible Premium Variable Life Account Y

Notes to financial
statements
(continued)

2. Mortality and Expense Guarantees and Other

administrative costs. The amount of the surrender
charge assessed, if any, will depend on the face amount
of the policy and the issue age of the policy. In no event
will the surrender charge exceed the maximum allowed
by state or federal law. No surrender charge is imposed
on partial surrenders for American Legacy AssetEdge
VUL and American Legacy PreservationEdge SVUL. For
all other products, an administrative fee of $25 (not to
exceed 2% of the amount withdrawn) is imposed, allo-

Transactions with Affiliates (continued)

The Company, upon full surrender of a policy, may as-
sess a surrender charge. This charge is in part a deferred
sales charge and in part a recovery of certain first year

3. Financial Highlights

cated pro-rata among the variable subaccounts (and,
where applicable, the fixed account) from which the
partial surrender proceeds are taken. For the years
ended December 31, 2010 and 2009, full surrender
charges and partial surrender administrative charges

amounted to $15,984 and $39,703, respectively.

A summary of the fee rates, unit values, units outstanding, net assets and total return and investment income ratios

for variable life contracts as of and for each year or period in the five years ended December 31, 2010, follows:

Minimum  Maximum — Minimum  Maximum Minimum  Maximum  Investment
Commencement  Fee Fee Unit Unit Units Total Total Income
Subaccount  Year Date(1) Rate(2) Rate(2) Value(3) Value(3) Outstanding Net Assets  Return(4)  Return(4)  Ratio(5)
American Funds Asset Allocation Class 2
2010 0.10% 0.90% $ 9.81 $15.56 274,284  $3,722,235 11.50% 12.41% 2.06%
2009 0.10% 0.90% 11.62 13.94 256,765 3,122,259 22.87% 23.24% 2.48%
2008 0.60% 0.90% 9.46 11.33 222,306 2,203,051 -30.14%  -29.93% 2.79%
2007 0.60% 0.90% 13.54 16.20 171,468 2,431,716 5.60% 5.92% 2.32%
2006 0.60% 0.90% 12.82 15.33 132,286 1,796,240 13.63% 14.00% 2.62%
American Funds Blue Chip Income & Growth Class 2
2010 0.10% 0.90% 9.51 17.36 257,267 3,163,734 11.32% 12.22% 1.80%
2009 0.10% 0.90% 10.68 12.95 251,151 2,766,910 26.82% 27.20% 2.23%
2008 0.60% 0.90% 8.42 10.20 220,302 1,910,153 -37.08%  -36.89% 2.42%
2007 0.60% 0.90% 13.38 16.20 153,901 2,122,194 1.11% 1.42% 2.56%
2006 0.60% 0.90% 13.23 16.00 127,753 1,742,867 16.36% 16.71% 1.09%
American Funds Bond Class 2
2010 0.15% 0.90% 11.66 14.66 127,788 1,576,508 5.49% 5.81% 3.11%
2009 0.60% 0.90% 11.05 13.88 118,555 1,393,536 11.60% 11.93% 3.28%
2008 0.60% 0.90% 9.90 12.43 107,156 1,127,615 -10.16% -9.89% 6.02%
2007 0.60% 0.90% 11.02 13.82 85,710 1,017,468 2.40% 2.71% 8.54%
2006 0.60% 0.90% 10.76 13.48 53,850 622,061 6.03% 6.35% 3.81%
American Funds Cash Management Class 2
2010 0.10% 0.90% 9.99 11.00 15,295 165,023 -1.25% -0.55% 0.00%
2009 0.10% 0.90% 10.85 11.11 11,527 127,230 -1.22% -0.93% 0.16%
2008 0.60% 0.90% 10.98 11.21 27,975 311,959 0.99% 1.29% 1.21%
2007 0.60% 0.90% 10.88 11.07 26,674 294,454 3.79% 4.10% 5.51%
2006 0.60% 0.90% 10.48 10.63 70,911 751,228 3.65% 3.96% 0.72%
American Funds Global Bond Class 2
2010 0.15% 0.90% 12.29 12.43 19,023 234,127 4.27% 4.61% 3.15%
2009 0.60% 0.90% 11.79 11.88 14,375 170,756 8.71% 9.04% 1.44%
2008 0.60% 0.90% 10.89 10.89 13,785 150,182 2.86% 2.86% 9.33%
2007 8/10/07 0.60% 0.60% 10.59 10.59 2,351 24,900 6.05% 6.05% 3.02%
American Funds Global Discovery Class 2
2010 0.10% 0.90% 14.19 16.65 16,147 235,210 9.16% 9.49% 0.56%
2009 0.60% 0.90% 13.00 15.23 13,779 185,911 49.56% 50.00% 0.60%
2008 0.60% 0.90% 8.69 10.17 11,940 107,443  -45.58%  -45.42% 1.05%
2007 0.60% 0.90% 15.97 18.65 7,481 124,933 16.17% 16.51% 0.98%
2006 0.60% 0.90% 13.75 16.03 5,892 84,959 16.36% 16.71% 1.44%
American Funds Global Growth Class 2
2010 0.10% 0.90% 9.92 21.84 103,156 1,717,397 10.74% 11.72% 1.54%
2009 0.10% 0.90% 14.26 19.70 96,882 1,458,541 41.03% 41.45% 1.47%
2008 0.60% 0.90% 10.11 13.96 92,272 983,436 -38.94%  -38.76% 1.97%
2007 0.60% 0.90% 16.55 22.83 83,139 1,467,151 13.82% 14.16% 2.97%
2006 0.60% 0.90% 14.54 20.04 57,724 905,542 19.35% 19.71% 0.87%
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Lincoln Life Flexible Premium Variable Life Account Y

Notes to financial statements (continued)

3. Financial Highlights (continued)

Minimum  Maximum  Minimum  Maximum Minimum  Maximum  Investment
Commencement  Fee Fee Unit Unit Units Total Total Income
Subaccount  Year Date(1) Rate(2) Rate(2) Value(3) Value(3) Outstanding Net Assets  Return(4) — Return(4)  Ratio(5)
American Funds Global Growth and Income Class 2
2010 0.10% 0.90% $ 9.19 $11.58 125,470 $1,452,361 10.78% 11.67% 2.67%
2009 0.10% 0.90% 10.31 10.42 119,539 1,244,692 38.47% 38.89% 2.50%
2008 0.60% 0.90% 7.45 7.51 106,577 799,319  -41.70% -41.52% 3.37%
2007 0.60% 0.90% 12.77 12.84 36,851 472,609 11.66% 12.00% 2.06%
2006 6/26/06 0.60% 0.90% 11.44 11.46 8,656 99,174 9.38% 17.49% 1.41%
American Funds Global Small Capitalization Class 2
2010 0.10% 0.90% 9.68 28.88 38,035 733,879 21.32% 22.29% 1.75%
2009 0.10% 0.90% 15.05 20.33 36,856 588,732 59.85% 60.33% 0.28%
2008 0.60% 0.90% 9.42 12.70 35,499 353,810 -53.94% -53.80% 0.00%
2007 0.60% 0.90% 20.44 27.53 23,008 501,296 20.34% 20.70% 2.96%
2006 0.60% 0.90% 16.99 22.84 19,174 354,498 22.94% 23.31% 0.41%
American Funds Growth Class 2
2010 0.10% 0.90% 9.26 18.86 290,807 4,265,527 17.62% 18.57% 0.77%
2009 0.10% 0.90% 11.64 15.69 262,232 3,220,395 38.16% 38.58% 0.69%
2008 0.60% 0.90% 8.42 11.34 228,318 2,028,536 -44.47%  -44.31% 0.96%
2007 0.60% 0.90% 15.17 20.41 163,095 2,620,378 11.34% 11.68% 0.85%
2006 0.60% 0.90% 13.63 18.31 121,246 1,761,323 9.23% 9.56% 1.06%
American Funds Growth-Income Class 2
2010 0.10% 0.90% 9.21 15.00 377,190 4,691,882 10.43% 11.31% 1.54%
2009 0.10% 0.90% 10.67 13.57 358,501 4,033,720 30.07% 30.46% 1.68%
2008 0.60% 0.90% 8.20 10.42 327,092 2,834,065 -38.41%  -38.22% 1.90%
2007 0.60% 0.90% 13.32 16.90 276,029 3,915,300 4.10% 4.41% 1.65%
2006 0.60% 0.90% 12.79 16.22 213,432 2,943,606 14.17% 14.51% 1.88%
American Funds High-Income Bond Class 2
2010 0.10% 0.90% 12.01 21.27 44,222 664,717 14.00% 14.97% 7.67%
2009 0.10% 0.90% 11.88 18.65 44,279 586,585 37.70% 38.11% 7.47%
2008 0.60% 0.90% 8.62 13.54 41,448 403,395 -24.52%  -24.29% 7.85%
2007 0.60% 0.90% 11.43 17.92 33,319 439,751 0.43% 0.73% 10.84%
2006 0.60% 0.90% 11.38 17.82 33,201 416,143 9.60% 9.93% 5.12%
American Funds International Class 2
2010 0.10% 0.90% 9.09 22.41 77,151 1,317,189 6.27% 7.23% 2.13%
2009 0.10% 0.90% 15.01 21.07 70,113 1,129,749 41.79% 42.22% 1.56%
2008 0.60% 0.90% 10.58 14.84 69,299 789,077  -42.64%  -42.47% 2.28%
2007 0.60% 0.90% 18.45 25.86 56,870 1,171,130 18.95% 19.30% 1.55%
2006 0.60% 0.90% 15.51 21.72 49,409 861,572 17.91% 18.27% 2.24%
American Funds International Growth and Income Class 2
2010 0.10% 0.90% 13.63 13.63 1,666 22,686 6.30% 6.30% 3.75%
2009 5/20/09 0.60% 0.60% 12.82 12.82 181 2,323 25.18% 25.18% 1.65%
American Funds New World Class 2
2010 0.10% 0.90% 19.47 29.98 38,975 957,466 16.82% 17.74% 1.61%
2009 0.10% 0.90% 19.21 25.62 35,604 748,981 48.31% 48.76% 1.57%
2008 0.60% 0.90% 12.95 17.25 33,493 477,220  -42.89%  -42.72% 1.66%
2007 0.60% 0.90% 22.68 30.16 26,819 675,024 31.03% 31.46% 3.24%
2006 0.60% 0.90% 17.31 22.99 21,656 427,831 31.41% 31.80% 1.42%
American Funds U.S. Government/AAA-Rated Securities Class 2
2010 0.10% 0.90% 11.45 13.81 16,458 210,859 4.79% 5.54% 1.92%
2009 0.10% 0.90% 11.91 13.16 10,838 133,075 1.59% 1.89% 2.09%
2008 0.60% 0.90% 11.72 12.93 18,389 222,526 6.66% 6.98% 4.13%
2007 0.60% 0.90% 10.99 12.11 7,553 87,923 5.53% 5.85% 12.71%
2006 0.60% 0.90% 10.41 11.46 1,520 16,122 2.82% 3.13% 3.95%

(1) Reflects less than a full year of activity. Funds were first received in this option on the commencement date noted
or the option was inactive at the date funds were received.

(2) These amounts represent the annualized minimum and maximum contract expenses of the separate account,
consisting primarily of mortality and expense charges, for each period indicated. The ratios include only those ex-
penses that result in a direct reduction to unit values. Charges made directly to contract owner accounts through
the redemption of units and expenses of the underlying funds have been excluded.

(3) As the unit value is presented as a range of minimum to maximum values for only those subaccounts which ex-
isted for the entire year, some individual contract unit values may not be within the ranges presented as a result

of partial year activity.
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Lincoln Life Flexible Premium Variable Life Account Y

Notes to financial statements (continued)

3. Financial Highlights (continued)

(4) These amounts represent the total return, including changes in value of mutual funds, and reflect deductions for
all items included in the fee rate. The total return does not include contract charges deducted directly from policy
account values. The total return is not annualized. As the total return is presented as a range of minimum to max-
imum values for only those subaccounts which existed for the entire year, some individual contract total returns

may not be within the ranges presented as a result of partial year activity.

(5) These amounts represent the dividends, excluding distributions of capital gains, received by the subaccount from the
underlying mutual fund, net of management fees assessed by the fund manager, divided by the average net assets.
These ratios exclude those expenses, such as mortality and expense guarantee charges, that result in direct reductions
in the unit values. The recognition of investment income by the subaccount is affected by the timing of the declaration
of dividends by the underlying fund in which the subaccounts invest. Investment income ratios are not annualized.

Note: Fee rate, unit value and total return minimum and maximum are the same where there is only one active con-

tract level charge for the subaccount.

4. Purchases and Sales of Investments

The aggregate cost of investments purchased and the aggregate proceeds from investments sold were as follows for 2010:

Aggregate Aggregate

Cost of Proceeds

Purchases from Sales
American Funds Asset Allocation Class 2 $ 416,814 $ 151,363
American Funds Blue Chip Income & Growth Class 2 253,677 151,082
American Funds Bond Class 2 237,383 98,196
American Funds Cash Management Class 2 116,434 78,129
American Funds Global Bond Class 2 68,268 9,495
American Funds Global Discovery Class 2 37,598 8,974
American Funds Global Growth Class 2 136,135 34,426
American Funds Global Growth and Income Class 2 165,506 73,477
American Funds Global Small Capitalization Class 2 65,662 44,129
American Funds Growth Class 2 522,229 121,721
American Funds Growth-Income Class 2 345,146 99,310
American Funds High-Income Bond Class 2 93,380 54,801
American Funds International Class 2 163,202 41,106
American Funds International Growth and Income Class 2 20,797 1,638
American Funds New World Class 2 162,983 83,131
American Funds U.S. Government/AAA-Rated Securities Class 2 135,268 62,422
5. Investments
The following is a summary of investments owned at December 31, 2010:

Net
Shares Asset Fair Value

Subaccount Owned Value of Shares Cost of Shares
American Funds Asset Allocation Class 2 230,198 $16.17 $ 3,722,305 $ 3,522,808
American Funds Blue Chip Income & Growth Class 2 344,639 9.18 3,163,790 3,267,447
American Funds Bond Class 2 149,293 10.56 1,576,536 1,599,015
American Funds Cash Management Class 2 14,630 11.28 165,026 166,255
American Funds Global Bond Class 2 19,875 11.78 234,131 217,813
American Funds Global Discovery Class 2 19,248 12.22 235,214 212,879
American Funds Global Growth Class 2 79,955 21.48 1,717,429 1,615,774
American Funds Global Growth and Income Class 2 146,115 9.94 1,452,386 1,288,748
American Funds Global Small Capitalization Class 2 34,374 21.35 733,892 656,180
American Funds Growth Class 2 78,498 54.34 4,265,599 4,035,100
American Funds Growth-Income Class 2 136,992 34.25 4,691,972 4,860,226
American Funds High-Income Bond Class 2 59,994 11.08 664,729 664,259
American Funds International Class 2 73,260 17.98 1,317,212 1,312,865
American Funds International Growth and Income Class 2 1,492 15.21 22,686 21,434
American Funds New World Class 2 41,467 23.09 957,483 771,563
American Funds U.S. Government/AAA-Rated Securities Class 2 16,883 12.49 210,863 208,068
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Notes to financial statements (continued)

6. Changes in Units Outstanding
The change in units outstanding for the year ended December 31, 2010, is as follows:

Units Units Net Increase
Subaccount Issued Redeemed (Decrease)
American Funds Asset Allocation Class 2 35,457 (17,938) 17,519
American Funds Blue Chip Income & Growth Class 2 27,443 (21,327) 6,116
American Funds Bond Class 2 20,449 (11,216) 9,233
American Funds Cash Management Class 2 11,915 (8,147) 3,768
American Funds Global Bond Class 2 5,670 (1,022) 4,648
American Funds Global Discovery Class 2 3,256 (888) 2,368
American Funds Global Growth Class 2 11,497 (5,223) 6,274
American Funds Global Growth and Income Class 2 16,677 (10,746) 5,931
American Funds Global Small Capitalization Class 2 5,428 (4,249) 1,179
American Funds Growth Class 2 50,033 (21,458) 28,575
American Funds Growth-Income Class 2 39,433 (20,744) 18,689
American Funds High-Income Bond Class 2 4,942 (4,999) (57)
American Funds International Class 2 12,324 (5,286) 7,038
American Funds International Growth and Income Class 2 1,624 (139) 1,485
American Funds New World Class 2 8,127 (4,756) 3,371
American Funds U.S. Government/AAA-Rated Securities Class 2 10,525 (4,905) 5,620
The change in units outstanding for the year ended December 31, 2009, is as follows:

Units Units Net Increase
Subaccount Issued Redeemed (Decrease)
American Funds Asset Allocation Class 2 55,760 (21,301) 34,459
American Funds Blue Chip Income & Growth Class 2 50,002 (19,153) 30,849
American Funds Bond Class 2 28,150 (16,751) 11,399
American Funds Cash Management Class 2 8,458 (24,906) (16,448)
American Funds Global Bond Class 2 3,708 (3,118) 590
American Funds Global Discovery Class 2 3,086 (1,247) 1,839
American Funds Global Growth Class 2 13,473 (8,863) 4,610
American Funds Global Growth and Income Class 2 29,885 (16,923) 12,962
American Funds Global Small Capitalization Class 2 9,122 (7,765) 1,357
American Funds Growth Class 2 54,311 (20,397) 33,914
American Funds Growth-Income Class 2 59,966 (28,557) 31,409
American Funds High-Income Bond Class 2 9,082 (6,251) 2,831
American Funds International Class 2 10,914 (10,100) 814
American Funds International Growth and Income Class 2 187 (6) 181
American Funds New World Class 2 7,021 (4,910) 2,111
American Funds U.S. Government/AAA-Rated Securities Class 2 3,610 (11,161) (7,551)
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Report of Independent Registered
Public Accounting Firm

Board of Directors of The Lincoln National Life Insurance Company
and
Contract Owners of Lincoln Life Flexible Premium Variable Life Account Y

We have audited the accompanying statements of assets and liabilities of Lincoln Life
Flexible Premium Variable Life Account Y (“Variable Account”), comprised of the subac-
counts described in Note 1, as of December 31, 2010, and the related statements of oper-
ations for the year then ended and changes in net assets for each of the two years in the
period then ended, or for the sub-account operating for portions of such periods as dis-
closed in the financial statements. These financial statements are the responsibility of the
Variable Account’s management. Our responsibility is to express an opinion on these fi-
nancial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material mis-
statement. We were not engaged to perform an audit of the Variable Account’s internal control
over financial reporting. Our audits included consideration of internal control over financial re-
porting as a basis for designing audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the Variable Account’s in-
ternal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the fi-
nancial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. Our procedures in-
cluded confirmation of investments owned as of December 31, 2010, by correspondence with
the fund companies, or their transfer agents, as applicable. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material re-
spects, the financial position of each of the respective subaccounts constituting Lincoln Life
Flexible Premium Variable Life Account Y at December 31, 2010, and the results of their
operations and the changes in their net assets for the periods described above, in conform-
ity with U.S. generally accepted accounting principles.

Ennct + MLLP

Philadelphia, Pennsylvania
April 1, 2011
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Report of Independent Registered
Public Accounting Firm

To the Board of Directors and Shareholder of
The Lincoln National Life Insurance Company

We have audited the accompanying consolidated balance sheets of The Lincoln National
Life Insurance Company (the Company) as of December 31, 2010 and 2009, and the re-
lated consolidated statements of income (loss), stockholder’s equity, and cash flows for
each of the three years in the period ended December 31, 2010. These financial state-
ments are the responsibility of the Company’s management. Our responsibility is to ex-
press an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Ac-
counting Oversight Board (United States). Those standards require that we plan and per-
form the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. We were not engaged to perform an audit of the Com-
pany’s internal control over financial reporting. Our audits included consideration of in-
ternal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence sup-
porting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in all material re-
spects, the consolidated financial position of The Lincoln National Life Insurance Com-
pany and subsidiaries at December 31, 2010 and 2009, and the consolidated results of its
operations and its cash flows for each of the three years in the period ended December 31,
2010, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 2 to the consolidated financial statements, in 2010 the Company
changed its method of accounting for the consolidation of variable interest entities. Also,

as discussed in Note 2 to the consolidated financial statements, in 2009 the Company
changed its method of accounting for the recognition and presentation of other-than-

temporary impairments.
é/w«zt ¥ MLL?

Philadelphia, Pennsylvania
April 1, 2011
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The Lincoln National Life Insurance Company

Consolidated Balance Sheets

(in millions, except share data)

As of December 31,
2010 2009
ASSETS
Investments:
Available-for-sale securities, at fair value:
Fixed maturity securities (amortized cost: 2010 — $63,512; 2009 — $58,816) $ 66,289 $ 58,889
Variable interest entities” fixed maturity securities (amortized cost: 2010 — $570) 584 —
Equity securities (cost: 2010 — $119; 2009 — $141) 140 155
Trading securities 2,459 2,366
Mortgage loans on real estate 6,431 6,835
Real estate 168 128
Policy loans 2,832 2,864
Derivative investments 1,021 841
Other investments 978 975
Total investments 80,902 73,053
Cash and invested cash 1,904 2,553
Deferred acquisition costs and value of business acquired 8,854 9,396
Premiums and fees receivable 334 302
Accrued investment income 9204 860
Reinsurance recoverables 7,626 7,880
Reinsurance related embedded derivatives 112 277
Goodwill 3,017 3,011
Other assets 3,729 3,375
Separate account assets 84,630 73,500
Total assets $192,012 $174,207
LIABILITIES AND STOCKHOLDER’S EQUITY
Liabilities
Future contract benefits $ 14,872 $ 14,507
Other contract holder funds 66,721 63,177
Short-term debt 10 21
Long-term debt 2,429 1,925
Funds withheld reinsurance liabilities 3,385 3,137
Deferred gain on business sold through reinsurance 405 516
Payables for collateral on investments 1,712 1,924
Variable interest entities’ liabilities 132 —
Other liabilities 3,118 2,099
Separate account liabilities 84,630 73,500
Total liabilities 177,414 160,806
Contingencies and Commitments (See Note 14)
Stockholder’s Equity
Common stock — 10,000,000 shares authorized, issued and outstanding 10,585 10,588
Retained earnings 3,137 2,915
Accumulated other comprehensive income (loss) 876 (102)
Total stockholder’s equity 14,598 13,401
Total liabilities and stockholder’s equity $192,012 $174,207

See accompanying Notes to Consolidated Financial Statements
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The Lincoln National Life Insurance Company
Consolidated Statements of Income (LosS)
(in millions)

For the Years Ended
December 31,

2010 2009 2008

Revenues
Insurance premiums $1,929 $1,878 $1,835
Insurance fees 3,070 2,841 2,990
Net investment income 4,362 4,006 3,975
Realized gain (loss):
Total other-than-temporary impairment losses on securities (231) (643) (682)
Portion of loss recognized in other comprehensive income 83 262 —
Net other-than-temporary impairment losses on securities recognized in earnings (148) (381) (682)
Realized gain (loss), excluding other-than-temporary impairment losses on securities (100)  (208) (142)
Total realized gain (loss) (248) (589) (824)
Amortization of deferred gain on business sold through reinsurance 52 73 76
Other revenues and fees 360 299 271
Total revenues 9,525 8,508 8,323
Benefits and Expenses
Interest credited 2,435 2,406 2,438
Benefits 2,570 2,450 2,654
Underwriting, acquisition, insurance and other expenses 2,999 2579 2,960
Interest and debt expense 29 93 85
Impairment of intangibles — 729 —
Total benefits and expenses 8,103 8,257 8,137
Income (loss) before taxes 1,422 251 186
Federal income tax expense (benefit) 347 163 (68)
Net income (loss) $1,075 $ 88 $ 254

See accompanying Notes to Consolidated Financial Statements
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The Lincoln National Life Insurance Company

Consolidated Statements of Stockholder’s Equity

(in millions)

For the Years Ended

December 31,
2010 2009 2008
Common Stock
Balance as of beginning-of-year $10,588 $ 9,132 $9,105
Capital contribution from Lincoln National Corporation — 1,451 —
Stock compensation/issued for benefit plans 3) 5 27
Balance as of end-of-year 10,585 10,588 9,132
Retained Earnings
Balance as of beginning-of-year 2,915 3,135 3,283
Cumulative effect from adoption of new accounting standards (169) 97 —
Comprehensive income (loss) 1,872 2,692  (2,408)
Less other comprehensive income (loss), net of tax 797 2,604 (2,662)
Net income (loss) 1,075 88 254
Dividends declared (684) (405) (402)
Balance as of end-of-year 3,137 2,915 3,135
Accumulated Other Comprehensive Income (Loss)
Balance as of beginning-of-year (102) (2,609) 53
Cumulative effect from adoption of new accounting standards 181 (97) —
Other comprehensive income (loss), net of tax 797 2,604 (2,662)
Balance as of end-of-year 876 (102) (2,609)
Total stockholder’s equity as of end-of-year $14,598 $13,401 $9,658

See accompanying Notes to Consolidated Financial Statements
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The Lincoln National Life Insurance Company

Consolidated Statements of Cash Flows

(in millions)

For the Years Ended

December 31,
2010 2009 2008
Cash Flows from Operating Activities
Net income (loss) $ 1,075 §$ 88 $§ 254
Adjustments to reconcile net income (loss) to net cash provided by operating
activities:
Deferred acquisition costs, value of business acquired,
deferred sales inducements and deferred front-end
loads deferrals and interest, net of amortization (304) (371) (237)
Trading securities purchases, sales and maturities, net 39 (20) 177
Change in premiums and fees receivable (32) 143 (61)
Change in accrued investment income (44) (87) 19
Change in future contract benefits and other contract holder funds (202) (2,857) 4,098
Change in reinsurance related assets and liabilities 888 2,790 (3,618)
Change in federal income tax accruals 692 178 (45)
Realized (gain) loss 248 589 824
Amortization of deferred gain on business sold through reinsurance (52) (73) (76)
Impairment of intangibles — 729 —
Other 63 1 (12)
Net cash provided by (used in) operating activities 2,371 1,110 1,323
Cash Flows from Investing Activities
Purchases of available-for-sale securities (12,816) (13,075) (5,776)
Sales of available-for-sale securities 2,642 3,614 1,506
Maturities of available-for-sale securities 4,429 3,209 3,732
Purchases of other investments (2,775) (779)  (1,163)
Sales or maturities of other investments 3,099 1,102 907
Increase (decrease) in payables for collateral on investments (212) 1,044 (255)
Proceeds from sale of subsidiaries/businesses, net of cash disposed — 6 —
Proceeds from reinsurance recapture 25 — —
Other (74) (51) (117)
Net cash provided by (used in) investing activities (5,682) (4,930) (1,166)
Cash Flows from Financing Activities
Issuance of long-term debt, net of issuance costs 504 — 250
Increase (decrease) in short-term debt (11) 3 (14)
Deposits of fixed account values, including the fixed portion of variable 11,051 11,346 9,806
Withdrawals of fixed account values, including the fixed portion of variable (5,225)  (5,440) (5,910)
Transfers to and from separate accounts, net (2,958) (2,248) (2,204)
Payment of funding agreements — — (550)
Common stock issued for benefit plans and excess tax benefits (15) — 8
Capital contribution from parent company — 1,001 —
Dividends paid to stockholders (684) (405) (402)
Net cash provided by (used in) financing activities 2,662 4,257 984
Net increase (decrease) in cash and invested cash, including discontinued operations (649) 437 1,141
Cash and invested cash, including discontinued operations, as of beginning-of-year 2,553 2,116 975
Cash and invested cash, including discontinued operations, as of end-of-year $ 1,904 §$ 2,553 $ 2,116

See accompanying Notes to Consolidated Financial Statements

S-7



The Lincoln National Life Insurance Company

Notes to Consolidated Financial Statements

1. Nature of Operations, Basis of Presentation and Summary of Significant

Accounting Policies
Nature of Operations

The Lincoln National Life Insurance Company (“LNL” or the
“Company,” which also may be referred to as “we,” “our” or
“us”), a wholly-owned subsidiary of Lincoln National Corpora-
tion (“LNC” or the “Parent Company”), is domiciled in the
state of Indiana. We own 100% of the outstanding common
stock of one insurance company subsidiary, Lincoln Life & An-
nuity Company of New York (“LLANY”). We also own several
non-insurance companies, including Lincoln Financial Distrib-
utors (“LFD”) and Lincoln Financial Advisors (“LFA”), LNC’s
wholesaling and retailing business units, respectively. LNL’s
principal businesses consist of underwriting annuities, deposit-
type contracts and life insurance through multiple distribution
channels. LNL is licensed and sells its products throughout the
United States of America and several U.S. territories. See

Note 23 for additional information.

Basis of Presentation

The accompanying consolidated financial statements are pre-
pared in accordance with U.S. generally accepted accounting
principles (“GAAP”). Certain GAAP policies, which signifi-
cantly affect the determination of financial position, results of
operations and cash flows, are summarized below.

On May 7, 2009, LNC made a capital contribution to LNL that
transferred ownership of Lincoln Financial Media (“LFM”) to
LNL. LFM’s results subsequent to May 7, 2009, are included in
these consolidated financial statements.

The insurance subsidiaries also submit financial statements to
insurance industry regulatory authorities. Those financial
statements are prepared on the basis of statutory accounting
practices (“SAP”) and are significantly different from financial
statements prepared in accordance with GAAP. See Note 21 for
additional discussion on SAP.

Certain amounts reported in prior years” consolidated financial
statements have been reclassified to conform to the presenta-

tion adopted in the current year. These reclassifications had no
effect on net income or stockholder’s equity of the prior years.

Summary of Significant Accounting Policies

Principles of Consolidation

The accompanying consolidated financial statements include
the accounts of LNL and all other entities in which we have a
controlling financial interest and any variable interest entities
(“VIEs”) in which we are the primary beneficiary. See Note 4
below for additional details. Entities in which we do not have
a controlling financial interest and do not exercise significant
management influence over the operating and financing deci-
sions are reported using the equity method. The carrying value
of our investments that we account for using the equity
method on our Consolidated Balance Sheets and equity in
earnings on our Consolidated Statements of Income (Loss) is
not material. All material inter-company accounts and transac-
tions have been eliminated in consolidation.

Our involvement with VIEs is primarily to obtain financing to
either invest in assets that allow us to gain exposure to a
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broadly diversified pool of corporate issuers or to support our
universal life (“UL”) business with secondary guarantees. The
factors used to determine whether or not we are the primary
beneficiary and must consolidate a VIE in which we hold a
variable interest changed effective January 1, 2010, upon the
adoption of new accounting guidance. See “Consolidations
Topic” in Note 2 for details. Beginning January 1, 2010, we
continuously analyze the primary beneficiary of our VIEs, to
determine whether we are the primary beneficiary, by apply-
ing a qualitative approach to identify the variable interest that
has the power to direct activities that most significantly impact
the economic performance of the VIE and the obligation to ab-
sorb losses or the right to receive returns that could potentially
be significant to the VIE.

Accounting Estimates and Assumptions

The preparation of financial statements in conformity with
GAAP requires management to make estimates and assump-
tions affecting the reported amounts of assets and liabilities
and the disclosures of contingent assets and liabilities as of the
date of the financial statements and the reported amounts of
revenues and expenses for the reporting period. Those esti-
mates are inherently subject to change and actual results could
differ from those estimates. Included among the material (or
potentially material) reported amounts and disclosures that re-
quire extensive use of estimates are: fair value of certain in-
vested assets and derivatives, asset valuation allowances,
deferred acquisition costs (“DAC”), value of business acquired
(“VOBA”), deferred sales inducements (“DSI”), goodwill, fu-
ture contract benefits, other contract holder funds which in-
cludes deferred front-end loads (“DFEL”), pension plans,
income taxes and the potential effects of resolving litigated
matters.

Business Combinations

For all business combination transactions occurring after Janu-
ary 1, 2009, we use the acquisition method of accounting, and
accordingly generally, recognize the fair values of assets ac-
quired, liabilities assumed and any noncontrolling interests.
For all business combination transactions initiated after

June 30, 2001, but before January 1, 2009, the purchase
method of accounting has been used, and accordingly, the as-
sets and liabilities of the acquired company have been
recorded at their estimated fair values as of the merger date.
The allocation of fair values may be subject to adjustment after
the initial allocation for up to a one-year period as more infor-
mation relative to the fair values as of the acquisition date be-
comes available. The consolidated financial statements include
the results of operations of any acquired company since the
acquisition date.

Fair Value Measurement

Our measurement of fair value is based on assumptions used
by market participants in pricing the asset or liability, which
may include inherent risk, restrictions on the sale or use of an
asset or non-performance risk, which would include our own
credit risk. Our estimate of an exchange price is the price in an
orderly transaction between market participants to sell the as-
set or transfer the liability (“exit price”) in the principal



The Lincoln National Life Insurance Company

Notes to Consolidated Financial Statements (continued)

1. Nature of Operations, Basis of Presentation and Summary of Significant

Accounting Policies (continued)

market, or the most advantageous market in the absence of a
principal market, for that asset or liability, as opposed to the
price that would be paid to acquire the asset or receive a liabil-
ity (“entry price”). Pursuant to the Fair Value Measurements
and Disclosures Topic of the Financial Accounting Standards
Board (“FASB”) Accounting Standards Codification™ (“ASC”), we
categorize our financial instruments carried at fair value into a
three-level fair value hierarchy, based on the priority of inputs
to the respective valuation technique. The three-level hierar-
chy for fair value measurement is defined as follows:

e Level 1 —inputs to the valuation methodology are quoted
prices available in active markets for identical investments
as of the reporting date, except for large holdings subject to
“blockage discounts” that are excluded;

e Level 2 — inputs to the valuation methodology are other
than quoted prices in active markets, that are either directly
or indirectly observable as of the reporting date, and fair
value can be determined through the use of models or
other valuation methodologies; and

e Level 3 — inputs to the valuation methodology are unob-
servable inputs in situations where there is little or no mar-
ket activity for the asset or liability, and we make estimates
and assumptions related to the pricing of the asset or liabil-
ity, including assumptions regarding risk.

In certain cases, the inputs used to measure fair value may fall
into different levels of the fair value hierarchy. In such cases,
an investment’s level within the fair value hierarchy is based
on the lowest level of input that is significant to the fair value
measurement. Our assessment of the significance of a particu-
lar input to the fair value measurement in its entirety requires
judgment and considers factors specific to the investment.

When a determination is made to classify an asset or liability
within Level 3 of the fair value hierarchy, the determination is
based upon the significance of the unobservable inputs to the
overall fair value measurement. Because certain securities
trade in less liquid or illiquid markets with limited or no pric-
ing information, the determination of fair value for these secu-
rities is inherently more difficult. However, Level 3 fair value
investments may include, in addition to the unobservable or
Level 3 inputs, observable components, which are components
that are actively quoted or can be validated to market-based
sources.

Available-For-Sale Securities — Fair Valuation Methodologies
and Associated Inputs

Securities classified as available-for-sale (“AFS”) consist of
fixed maturity and equity securities and are stated at fair value
with unrealized gains and losses included within accumulated
other comprehensive income (loss) (“OCI”), net of associated
DAC, VOBA, DSI, other contract holder funds and deferred in-
come taxes. See Notes 5 and 15 for additional details.

We measure the fair value of our securities classified as AFS
based on assumptions used by market participants in pricing
the security. The most appropriate valuation methodology is
selected based on the specific characteristics of the fixed matu-
rity or equity security, and we consistently apply the valuation

methodology to measure the security’s fair value. Our fair
value measurement is based on a market approach, which uti-
lizes prices and other relevant information generated by mar-
ket transactions involving identical or comparable securities.
Sources of inputs to the market approach include third-party
pricing services, independent broker quotations or pricing ma-
trices. We do not adjust prices received from third parties;
however, we do analyze the third-party pricing services” valu-
ation methodologies and related inputs and perform additional
evaluation to determine the appropriate level within the fair
value hierarchy.

We use observable and unobservable inputs in our valuation
methodologies. Observable inputs include benchmark yields,
reported trades, broker-dealer quotes, issuer spreads, two-
sided markets, benchmark securities, bids, offers and reference
data. In addition, market indicators, industry and economic
events are monitored and further market data is acquired if
certain triggers are met. For certain security types, additional
inputs may be used, or some of the inputs described above
may not be applicable. For broker-quoted only securities,
quotes from market makers or broker-dealers are obtained
from sources recognized to be market participants. In order to
validate the pricing information and broker-dealer quotes, we
employ, where possible, procedures that include comparisons
with similar observable positions, comparisons with subse-
quent sales, discussions with senior business leaders and bro-
kers and observations of general market movements for those
security classes. For those securities trading in less liquid or
illiquid markets with limited or no pricing information, we use
unobservable inputs in order to measure the fair value of these
securities. In cases where this information is not available,
such as for privately placed securities, fair value is estimated
using an internal pricing matrix. This matrix relies on manage-
ment’s judgment concerning the discount rate used in calcu-
lating expected future cash flows, credit quality, industry
sector performance and expected maturity.

The observable and unobservable inputs to our valuation
methodologies are based on a set of standard inputs that we
generally use to evaluate all of our AFS securities. Depending
on the type of security or the daily market activity, standard
inputs may be prioritized differently or may not be available
for all AFS securities on any given day.

The following summarizes our fair valuation methodologies
and associated inputs, which are particular to the specified se-
curity type and are in addition to the defined standard inputs
to our valuation methodologies for all of our AFS securities
discussed above:

e Corporate bonds and U.S. Government bonds — We also use
Trade Reporting and Compliance Engine™ reported tables
for our corporate bonds and vendor trading platform data
for our U.S. Government bonds.

e Mortgage- and asset-backed securities — We also utilize ad-
ditional inputs which include new issues data, monthly
payment information and monthly collateral performance,
including prepayments, severity, delinquencies, step-down
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The Lincoln National Life Insurance Company

Notes to Consolidated Financial Statements (continued)

1. Nature of Operations, Basis of Presentation and Summary of Significant

Accounting Policies (continued)

features and over collateralization features for each of our
mortgage-backed securities (“MBS”), which include collat-
eralized mortgage obligations (“CMOs”), mortgage pass
through securities backed by residential mortgages
(“MPTS”) and MBS backed by commercial mortgages
(“CMBS”), and for our asset-backed securities (“ABS”) col-
lateralized debt obligations (“CDOs”).

¢ State and municipal bonds — We also use additional inputs
which include information from the Municipal Securities
Rule Making Board, as well as material event notices, new
issue data, issuer financial statements and Municipal Mar-
ket Data benchmark yields for our state and municipal
bonds.

e Hybrid and redeemable preferred and equity securities — We
also utilize additional inputs of exchange prices (underlying
and common stock of the same issuer) for our hybrid and re-
deemable preferred and equity securities, including banking,
insurance, other financial services and other securities.

AFS Securities — Evaluation for Recovery of Amortized Cost
We regularly review our AFS securities for declines in fair
value that we determine to be other-than-temporary. For an
equity security, if we do not have the ability and intent to hold
the security for a sufficient period of time to allow for a recov-
ery in value, we conclude that an other-than-temporary im-
pairment (“OTTI”) has occurred and the amortized cost of the
equity security is written down to the current fair value, with
a corresponding charge to realized gain (loss) on our Consoli-
dated Statements of Income (Loss). When assessing our ability
and intent to hold the equity security to recovery, we consider,
among other things, the severity and duration of the decline in
fair value of the equity security as well as the cause of the de-
cline, a fundamental analysis of the liquidity, and business
prospects and overall financial condition of the issuer.

For our fixed maturity AFS securities, we generally consider the
following to determine that our unrealized losses are not OTTL:

e The estimated range and average period until recovery;

e The estimated range and average holding period to maturity;

¢ Remaining payment terms of the security;

e Current delinquencies and nonperforming assets of under-
lying collateral;

¢ Expected future default rates;

e Collateral value by vintage, geographic region, industry
concentration or property type;

e Subordination levels or other credit enhancements as of the
balance sheet date as compared to origination; and

e Contractual and regulatory cash obligations.

For a debt security, if we intend to sell a security or it is more
likely than not we will be required to sell a debt security before
recovery of its amortized cost basis and the fair value of the
debt security is below amortized cost, we conclude that an
OTTI has occurred and the amortized cost is written down to
current fair value, with a corresponding charge to realized gain
(loss) on our Consolidated Statements of Income (Loss). If we
do not intend to sell a debt security or it is not more likely than
not we will be required to sell a debt security before recovery of
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its amortized cost basis but the present value of the cash flows
expected to be collected is less than the amortized cost of the
debt security (referred to as the credit loss), we conclude that
an OTTI has occurred and the amortized cost is written down
to the estimated recovery value with a corresponding charge to
realized gain (loss) on our Consolidated Statements of Income
(Loss), as this amount is deemed the credit portion of the OTTL.
The remainder of the decline to fair value is recorded in OCI to
unrealized OTTI on AFS securities on our Consolidated State-
ments of Stockholder’s Equity, as this amount is considered a
noncredit (i.e., recoverable) impairment.

When assessing our intent to sell a debt security or if it is more
likely than not we will be required to sell a debt security be-
fore recovery of its cost basis, we evaluate facts and circum-
stances such as, but not limited to, decisions to reposition our
security portfolio, sale of securities to meet cash flow needs
and sales of securities to capitalize on favorable pricing. In or-
der to determine the amount of the credit loss for a debt secu-
rity, we calculate the recovery value by performing a
discounted cash flow analysis based on the current cash flows
and future cash flows we expect to recover. The discount rate
is the effective interest rate implicit in the underlying debt se-
curity. The effective interest rate is the original yield or the
coupon if the debt security was previously impaired. See the
discussion below for additional information on the methodol-
ogy and significant inputs, by security type, which we use to
determine the amount of a credit loss.

Our conclusion that it is not more likely than not that we will
be required to sell the fixed maturity AFS securities before re-
covery of their amortized cost basis, the estimated future cash
flows are equal to or greater than the amortized cost basis of
the debt securities, or we have the ability to hold the equity
AFS securities for a period of time sufficient for recovery is
based upon our asset-liability management process. Manage-
ment considers the following as part of the evaluation:

e The current economic environment and market conditions;

e Our business strategy and current business plans;

e The nature and type of security, including expected maturi-
ties and exposure to general credit, liquidity, market and in-
terest rate risk;

e Our analysis of data from financial models and other inter-
nal and industry sources to evaluate the current effective-
ness of our hedging and overall risk management strategies;

e The current and expected timing of contractual maturities
of our assets and liabilities, expectations of prepayments on
investments and expectations for surrenders and with-
drawals of life insurance policies and annuity contracts;

e The capital risk limits approved by management; and

e Our current financial condition and liquidity demands.

To determine the recovery period of a debt security, we con-
sider the facts and circumstances surrounding the underlying
issuer including, but not limited to, the following:

e Historic and implied volatility of the security;
e Length of time and extent to which the fair value has been
less than amortized cost;



The Lincoln National Life Insurance Company

Notes to Consolidated Financial Statements (continued)

1. Nature of Operations, Basis of Presentation and Summary of Significant

Accounting Policies (continued)

¢ Adverse conditions specifically related to the security or to
specific conditions in an industry or geographic area;

e Failure, if any, of the issuer of the security to make sched-
uled payments; and

e Recoveries or additional declines in fair value subsequent to
the balance sheet date.

In periods subsequent to the recognition of an OTTI, the AFS
security is accounted for as if it had been purchased on the
measurement date of the OTTI. Therefore, for the fixed matu-
rity AFS security, the original discount or reduced premium is
reflected in net investment income over the contractual term
of the investment in a manner that produces a constant effec-
tive yield.

To determine recovery value of a corporate bond or ABS
CDOs, we perform additional analysis related to the underly-
ing issuer including, but not limited to, the following:

e Fundamentals of the issuer to determine what we would
recover if they were to file bankruptcy versus the price at
which the market is trading;

e Fundamentals of the industry in which the issuer operates;
e Earnings multiples for the given industry or sector of an in-
dustry that the underlying issuer operates within, divided
by the outstanding debt to determine an expected recovery

value of the security in the case of a liquidation;

e Expected cash flows of the issuer (e.g., whether the issuer
has cash flows in excess of what is required to fund its
operations);

e Expectations regarding defaults and recovery rates;

e Changes to the rating of the security by a rating agency;
and

¢ Additional market information (e.g., if there has been a re-
placement of the corporate debt security).

Each quarter we review the cash flows for the MBS to deter-
mine whether or not they are sufficient to provide for the re-
covery of our amortized cost. We revise our cash flow
projections only for those securities that are at most risk for im-
pairment based on current credit enhancement and trends in
the underlying collateral performance. To determine recovery
value of a MBS, we perform additional analysis related to the
underlying issuer including, but not limited to, the following:

¢ Discounted cash flow analysis based on the current cash
flows and future cash flows we expect to recover;

e Level of creditworthiness of the home equity loans that
back a CMO, residential mortgages that back a MPTS or
commercial mortgages that back a CMBS;

e Susceptibility to fair value fluctuations for changes in the
interest rate environment;

e Susceptibility to reinvestment risks, in cases where market
yields are lower than the securities” book yield earned;

e Susceptibility to reinvestment risks, in cases where market
yields are higher than the book yields earned on a security;

e Expectations of sale of such a security where market yields
are higher than the book yields earned on a security; and

e Susceptibility to variability of prepayments.

When evaluating MBS and mortgage-related ABS, we consider
a number of pool-specific factors as well as market level factors
when determining whether or not the impairment on the se-
curity is temporary or other-than-temporary. The most impor-
tant factor is the performance of the underlying collateral in
the security and the trends of that performance in the prior
periods. We use this information about the collateral to fore-
cast the timing and rate of mortgage loan defaults, including
making projections for loans that are already delinquent and
for those loans that are currently performing but may become
delinquent in the future. Other factors used in this analysis in-
clude type of underlying collateral (e.g., prime, Alt-A or sub-
prime), geographic distribution of underlying loans and timing
of liquidations by state. Once default rates and timing assump-
tions are determined, we then make assumptions regarding
the severity of a default if it were to occur. Factors that impact
the severity assumption include expectations for future home
price appreciation or depreciation, loan size, first lien versus
second lien, existence of loan level private mortgage insur-
ance, type of occupancy and geographic distribution of loans.
Once default and severity assumptions are determined for the
security in question, cash flows for the underlying collateral
are projected including expected defaults and prepayments.
These cash flows on the collateral are then translated to cash
flows on our tranche based on the cash flow waterfall of the
entire capital security structure. If this analysis indicates the
entire principal on a particular security will not be returned,
the security is reviewed for OTTI by comparing the expected
cash flows to amortized cost. To the extent that the security
has already been impaired or was purchased at a discount,
such that the amortized cost of the security is less than or
equal to the present value of cash flows expected to be col-
lected, no impairment is required.

Otherwise, if the amortized cost of the security is greater than
the present value of the cash flows expected to be collected,
and the security was not purchased at a discount greater than
the expected principal loss, then impairment is recognized.

We further monitor the cash flows of all of our AFS securities
backed by pools on an ongoing basis. We also perform detailed
analysis on all of our subprime, Alt-A, non-agency residential
MBS and on a significant percentage of our AFS securities
backed by pools of commercial mortgages. The detailed analy-
sis includes revising projected cash flows by updating the cash
flows for actual cash received and applying assumptions with
respect to expected defaults, foreclosures and recoveries in the
future. These revised projected cash flows are then compared
to the amount of credit enhancement (subordination) in the
structure to determine whether the amortized cost of the secu-
rity is recoverable. If it is not recoverable, we record an impair-
ment of the security.

Trading Securities

Trading securities consist of fixed maturity and equity securi-
ties in designated portfolios, some of which support modified
coinsurance (“Modco”) and coinsurance with funds withheld
(“CFW”) reinsurance arrangements. Investment results for the
portfolios that support Modco and CFW reinsurance
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arrangements, including gains and losses from sales, are passed
directly to the reinsurers pursuant to contractual terms of the
reinsurance arrangements. Trading securities are carried at fair
value and changes in fair value and changes in the fair value
of embedded derivative liabilities associated with the underly-
ing reinsurance arrangements, are recorded in realized gain
(loss) on our Consolidated Statements of Income (Loss) as
they occur.

Alternative Investments

Alternative investments, which consist primarily of invest-
ments in Limited Partnerships (“LPs”), are included in other
investments on our Consolidated Balance Sheets. We account
for our investments in LPs using the equity method to deter-
mine the carrying value. Recognition of alternative investment
income is delayed due to the availability of the related finan-
cial statements, which are generally obtained from the part-
nerships’ general partners. As a result, our venture capital, real
estate and oil and gas portfolios are generally on a three-
month delay and our hedge funds are on a one-month delay.
In addition, the impact of audit adjustments related to comple-
tion of calendar-year financial statement audits of the in-
vestees are typically received during the second quarter of
each calendar year. Accordingly, our investment income from
alternative investments for any calendar-year period may not
include the complete impact of the change in the underlying
net assets for the partnership for that calendar-year period.

Payables for Collateral on Investments

When we enter into collateralized financing transactions on
our investments, a liability is recorded equal to the cash collat-
eral received. This liability is included within payables for col-
lateral on investments on our Consolidated Balance Sheets.
Income and expenses associated with these transactions are
recorded as investment income and investment expenses
within net investment income on our Consolidated Statements
of Income (Loss). Changes in payables for collateral on invest-
ments are reflected within cash flows from investing activities
on our Consolidated Statements of Cash Flows.

Mortgage Loans on Real Estate

Mortgage loans on real estate are carried at unpaid principal
balances adjusted for amortization of premiums and accretion
of discounts and are net of valuation allowances. Interest in-
come is accrued on the principal balance of the loan based on
the loan’s contractual interest rate. Premiums and discounts
are amortized using the effective yield method over the life of
the loan. Interest income and amortization of premiums and
discounts are reported in net investment income on our Con-
solidated Statements of Income (Loss) along with mortgage
loan fees, which are recorded as they are incurred.

Our commercial loan portfolio is comprised of long-term loans
secured by existing commercial real estate. As such, it does not
exhibit risk characteristics unique to mezzanine, construction,
residential, agricultural, land or other types of real estate
loans. We believe all of the loans in our portfolio share three
primary risks: borrower creditworthiness; sustainability of the
cash flow of the property; and market risk; therefore, our
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methods for monitoring and assessing credit risk are consistent
for our entire portfolio. Loans are considered impaired when it
is probable that, based upon current information and events,
we will be unable to collect all amounts due under the con-
tractual terms of the loan agreement. When we determine that
a loan is impaired, a valuation allowance is established for the
excess carrying value of the loan over its estimated value. The
loan’s estimated value is based on: the present value of ex-
pected future cash flows discounted at the loan’s effective in-
terest rate; the loan’s observable market price; or the fair value
of the loan’s collateral. Valuation allowances are maintained at
a level we believe is adequate to absorb estimated probable
credit losses of each specific loan. Our periodic evaluation of
the adequacy of the allowance for losses is based on our past
loan loss experience, known and inherent risks in the portfo-
lio, adverse situations that may affect the borrower’s ability to
repay (including the timing of future payments), the estimated
value of the underlying collateral, composition of the loan
portfolio, current economic conditions and other relevant fac-
tors. Trends in market vacancy and rental rates are incorpo-
rated into the analysis that we perform for monitored loans
and may contribute to the establishment of (or an increase or
decrease in) an allowance for credit losses. In addition, we re-
view each loan individually in our commercial mortgage loan
portfolio on an annual basis to identify emerging risks. We fo-
cus on properties that experienced a reduction in debt-service
coverage or that have significant exposure to tenants with de-
teriorating credit profiles. Where warranted, we establish or
increase loss reserves for a specific loan based upon this analy-
sis. Our process for determining past due or delinquency status
begins when a payment date is missed, at which time the bor-
rower is contacted. After the grace period expiration that may
last up to 10 days, we send a default notice. The default notice
generally provides a short time period to cure the default. Our
policy is to report loans that are 60 or more days past due,
which equates to two or more payments missed, as delin-
quent. We do not accrue interest on loans 90 days past due,
and any interest received on these loans is either applied to
the principal or recorded in net investment income on our
Consolidated Statements of Income (Loss) when received, de-
pending on the assessment of the collectibility of the loan. We
resume accruing interest once a loan complies with all of its
original terms or restructured terms. Mortgage loans deemed
uncollectible are charged against the allowance for losses, and
subsequent recoveries, if any, are credited to the allowance for
losses. All mortgage loans that are impaired have an estab-
lished allowance for credit losses. Changes in valuation al-
lowances are reported in realized gain (loss) on our
Consolidated Statements of Income (Loss).

We measure and assess the credit quality of our mortgage
loans by using loan-to-value and debt-service coverage ratios.
The loan-to-value ratio compares the principal amount of the
loan to the fair value at origination of the underlying property
collateralizing the loan and is commonly expressed as a per-
centage. Loan-to-value ratios greater than 100% indicate that
the principal amount is greater than the collateral value.
Therefore, all else being equal, a lower loan-to-value ratio
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generally indicates a higher quality loan. The debt-service cov-
erage ratio compares a property’s net operating income to its
debt-service payments. Debt-service coverage ratios of less
than 1.0 indicate that property operations do not generate
enough income to cover its current debt payments. Therefore,
all else being equal, a higher debt-service coverage ratio gener-
ally indicates a higher quality loan.

Policy Loans

Policy loans represent loans we issue to contract holders that
use the cash surrender value of their life insurance policy as
collateral. Policy loans are carried at unpaid principal balances.

Real Estate

Real estate includes both real estate held for the production of
income and real estate held-for-sale. Real estate held for the
production of income is carried at cost less accumulated depre-
ciation. Depreciation is calculated on a straight-line basis over
the estimated useful life of the asset. We periodically review
properties held for the production of income for impairment.
Properties whose carrying values are greater than their pro-
jected undiscounted cash flows are written down to estimated
fair value, with impairment losses reported in realized gain
(loss) on our Consolidated Statements of Income (Loss). The
estimated fair value of real estate is generally computed using
the present value of expected future cash flows from the real
estate discounted at a rate commensurate with the underlying
risks. Real estate classified as held-for-sale is stated at the
lower of depreciated cost or fair value less expected disposition
costs at the time classified as held-for-sale. Real estate is not
depreciated while it is classified as held-for-sale. Also, valua-
tion allowances for losses are established, as appropriate, for
real estate held-for-sale and any changes to the valuation al-
lowances are reported in realized gain (loss) on our Consoli-
dated Statements of Income (Loss). Real estate acquired
through foreclosure proceedings is recorded at fair value at the
settlement date.

Derivative Instruments

We hedge certain portions of our exposure to interest rate risk,
foreign currency exchange risk, equity market risk and credit
risk by entering into derivative transactions. All of our deriva-
tive instruments are recognized as either assets or liabilities on
our Consolidated Balance Sheets at estimated fair value. We
categorized derivatives into a three-level hierarchy, based on
the priority of the inputs to the respective valuation technique
as discussed above in “Fair Value Measurement.” The account-
ing for changes in the estimated fair value of a derivative in-
strument depends on whether it has been designated and
qualifies as part of a hedging relationship, and further, on the
type of hedging relationship. For those derivative instruments
that are designated and qualify as hedging instruments, we
must designate the hedging instrument based upon the expo-
sure being hedged: as a cash flow hedge, a fair value hedge or
a hedge of a net investment in a foreign subsidiary.

For derivative instruments that are designated and qualify as a
cash flow hedge, the effective portion of the gain or loss on the
derivative instrument is reported as a component of

accumulated OCI and reclassified into net income in the same
period or periods during which the hedged transaction atfects
net income. The remaining gain or loss on the derivative in-
strument in excess of the cumulative change in the present
value of designated future cash flows of the hedged item
(hedge ineffectiveness), if any, is recognized in net income
during the period of change. For derivative instruments that
are designated and qualify as a fair value hedge, the gain or
loss on the derivative instrument, as well as the offsetting gain
or loss on the hedged item attributable to the hedged risk are
recognized in net income during the period of change in esti-
mated fair values. For derivative instruments not designated as
hedging instruments but that are economic hedges, the gain or
loss is recognized in net income. See Note 6 for details of
where the gain or loss recognized in net income is reported on
our Consolidated Statements of Income (Loss).

We purchase and issue financial instruments and products that
contain embedded derivative instruments. When it is deter-
mined that the embedded derivative possesses economic char-
acteristics that are not clearly and closely related to the
economic characteristics of the host contract, and a separate
instrument with the same terms would qualify as a derivative
instrument, the embedded derivative is bifurcated from the
host for measurement purposes. The embedded derivative,
which is reported with the host instrument in the Consoli-
dated Balance Sheets, is carried at fair value with changes in
fair value recognized in net income during the period of
change. See Note 6 for additional discussion of our derivative
instruments, including details of where the gain or loss recog-
nized in net income is reported on our Consolidated State-
ments of Income (Loss).

We employ several different methods for determining the fair
value of our derivative instruments. The fair value of our de-
rivative contracts are measured based on current settlement
values, which are based on quoted market prices, industry
standard models that are commercially available and broker
quotes. These techniques project cash flows of the derivatives
using current and implied future market conditions. We calcu-
late the present value of the cash flows to measure the current
fair market value of the derivative.

Cash and Cash Equivalents

Cash and invested cash is carried at cost and includes all highly
liquid debt instruments purchased with a maturity of three
months or less.

DAC, VOBA, DSI and DFEL

Commissions and other costs of acquiring UL insurance, vari-
able universal life (“VUL”) insurance, traditional life insur-
ance, annuities and other investment contracts, which vary
with and are related primarily to the production of new busi-
ness, have been deferred (i.e., DAC) to the extent recoverable.
VOBA is an intangible asset that reflects the estimated fair
value of in-force contracts in a life insurance company acquisi-
tion and represents the portion of the purchase price that is al-
located to the value of the right to receive future cash flows
from the business in force at the acquisition date. Bonus
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credits and excess interest for dollar cost averaging contracts
are considered DSI, and the unamortized balance is reported
in other assets on our Consolidated Balance Sheets. Contract
sales charges that are collected in the early years of an insur-
ance contract are deferred (referred to as “DFEL”), and the un-
amortized balance is reported in other contract holder funds
on our Consolidated Balance Sheets.

Both DAC and VOBA amortization is reported within under-
writing, acquisition, insurance and other expenses on our Con-
solidated Statements of Income (Loss). DSI amortization is
reported in interest credited on our Consolidated Statements of
Income (Loss). The amortization of DFEL is reported within in-
surance fees on our Consolidated Statements of Income (Loss).
The methodology for determining the amortization of DAC,
VOBA, DSI and DFEL varies by product type. For all insurance
contracts, amortization is based on assumptions consistent with
those used in the development of the underlying contract ad-
justed for emerging experience and expected trends.

Acquisition costs for UL and VUL insurance and investment-
type products, which include fixed and variable deferred an-
nuities, are generally amortized over the lives of the policies in
relation to the incidence of estimated gross profits (“EGPs”)
from surrender charges, investment, mortality net of reinsur-
ance ceded and expense margins and actual realized gain (loss)
on investments. Contract lives for UL and VUL policies are es-
timated to be 40 years and 30 years, respectively, based on the
expected lives of the contracts. Contract lives for fixed and
variable deferred annuities are generally between 12 and 30
years, while some of our fixed multi-year guarantee products
have amortization periods equal to the guarantee period. The
front-end load annuity product has an assumed life of 25
years. Longer lives are assigned to those blocks that have
demonstrated favorable lapse experience.

Acquisition costs for all traditional contracts, including tradi-
tional life insurance, which include individual whole life,
group business and term life insurance contracts, are amor-
tized over periods of 7 to 30 years on either a straight-line ba-
sis or as a level percent of premium of the related policies
depending on the block of business. There is currently no
DAC, VOBA, DSI or DFEL balance or related amortization for
fixed and variable payout annuities.

The carrying amounts of DAC, VOBA, DSI and DFEL are ad-
justed for the effects of realized and unrealized gains and
losses on securities classified as AFS and certain derivatives
and embedded derivatives. Amortization expense of DAC,
VOBA, DSI and DFEL reflects an assumption for an expected
level of credit-related investment losses. When actual credit-
related investment losses are realized, we recognize a true-up
to our DAC, VOBA, DSI and DFEL amortization within real-
ized gain (loss) on our Consolidated Statements of Income
(Loss) reflecting the incremental effect of actual versus ex-
pected credit-related investment losses. These actual to ex-
pected amortization adjustments can create volatility from
period to period in realized gain (loss).
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On a quarterly basis, we may record an adjustment to the
amounts included within our Consolidated Balance Sheets for
DAC, VOBA, DSI and DFEL with an offsetting benefit or
charge to revenue or expense for the effect of the difference
between future EGPs used in the prior quarter and the emer-
gence of actual and updated future EGPs in the current quar-
ter (“retrospective unlocking”). In addition, in the third
quarter of each year, we conduct our annual comprehensive
review of the assumptions and the projection models used for
our estimates of future gross profits underlying the amortiza-
tion of DAC, VOBA, DSI and DFEL and the calculations of the
embedded derivatives and reserves for life insurance and an-
nuity products with living benefit and death benefit guaran-
tees. These assumptions include investment margins,
mortality, retention, rider utilization and maintenance ex-
penses (costs associated with maintaining records relating to
insurance and individual and group annuity contracts and
with the processing of premium collections, deposits, with-
drawals and commissions). Based on our review, the cumula-
tive balances of DAC, VOBA, DSI and DFEL, included on our
Consolidated Balance Sheets, are adjusted with an offsetting
benefit or charge to revenue or amortization expense to reflect
such change (“prospective unlocking — assumption changes”).
We may have prospective unlocking in other quarters as we
become aware of information that warrants updating prospec-
tive assumptions outside of our annual comprehensive review.
We may also identify and implement actuarial modeling re-
finements (“prospective unlocking — model refinements”) that
result in increases or decreases to the carrying values of DAC,
VOBA, DSI, DFEL, embedded derivatives and reserves for life
insurance and annuity products with living benefit and death
benefit guarantees. The primary distinction between retrospec-
tive and prospective unlocking is that retrospective unlocking
is driven by the difference between actual gross profits com-
pared to EGPs each period, while prospective unlocking is
driven by changes in assumptions or projection models related
to our expectations of future EGPs.

DAC, VOBA, DSI and DFEL are reviewed periodically to en-
sure that the unamortized portion does not exceed the ex-
pected recoverable amounts.

Reinsurance

Our insurance companies enter into reinsurance agreements
with other companies in the normal course of business. Assets
and liabilities and premiums and benefits from certain reinsur-
ance contracts that grant statutory surplus relief to other in-
surance companies are netted on our Consolidated Balance
Sheets and Consolidated Statements of Income (Loss), respec-
tively, because there is a right of offset. All other reinsurance
agreements are reported on a gross basis on our Consolidated
Balance Sheets as an asset for amounts recoverable from rein-
surers or as a component of other liabilities for amounts, such
as premiums, owed to the reinsurers, with the exception of
Modco agreements for which the right of offset also exists.
Reinsurance premiums and benetfits paid or provided are ac-
counted for on bases consistent with those used in accounting
for the original policies issued and the terms of the reinsurance
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contracts. Premiums, benefits and DAC are reported net of in-
surance ceded.

Goodwill

We recognize the excess of the purchase price, plus the fair
value of any noncontrolling interest in the acquiree, over the
fair value of identifiable net assets acquired as goodwill. Good-
will is not amortized, but is reviewed at least annually for indi-
cations of value impairment, with consideration given to
financial performance and other relevant factors. In addition,
certain events, including a significant adverse change in legal
factors or the business climate, an adverse action or assess-
ment by a regulator or unanticipated competition, would
cause us to review the carrying amounts of goodwill for im-
pairment. We are required to perform a two-step test in our
evaluation of the carrying value of goodwill for impairment. In
Step 1 of the evaluation, the fair value of each reporting unit is
determined and compared to the carrying value of the report-
ing unit. If the fair value is greater than the carrying value,
then the carrying value is deemed to be sufficient and Step 2 is
not required. If the fair value estimate is less than the carrying
value, it is an indicator that impairment may exist and Step 2
is required to be performed. In Step 2, the implied fair value of
the reporting unit’s goodwill is determined by assigning the re-
porting unit’s fair value as determined in Step 1 to all of its net
assets (recognized and unrecognized) as if the reporting unit
had been acquired in a business combination at the date of the
impairment test. If the implied fair value of the reporting
unit’s goodwill is lower than its carrying amount, goodwill is
impaired and written down to its fair value, and a charge is re-
ported in impairment of intangibles on our Consolidated State-
ments of Income (Loss).

Specifically Identifiable Intangible Assets

Specifically identifiable intangible assets, net of accumulated
amortization, are reported in other assets on our Consolidated
Balance Sheets. The carrying values of specifically identifiable
intangible assets are reviewed at least annually for indicators
of impairment in value that are other-than-temporary, includ-
ing unexpected or adverse changes in the following: the eco-
nomic or competitive environments in which the Company
operates; profitability analyses; cash flow analyses; and the fair
value of the relevant business operation. If there was an indi-
cation of impairment, then the cash flow method would be
used to measure the impairment, and the carrying value
would be adjusted as necessary and reported in impairment of
intangibles on our Consolidated Statements of Income (Loss).

Sales force intangibles are attributable to the value of the new
business distribution system for certain life insurance products
within the Insurance Solutions — Life Insurance segment ac-
quired through business combinations. These assets are amor-
tized on a straight-line basis over their useful life of 25 years.

Specifically identifiable intangible assets also include Federal
Communications Commission (“FCC”) licenses and other
agreements reported within Other Operations. The FCC li-
censes are not amortized.

Other Long-Lived Assets

Property and equipment owned for company use is included
in other assets on our Consolidated Balance Sheets and is car-
ried at cost less allowances for depreciation. Provisions for de-
preciation of investment real estate and property and
equipment owned for company use are computed principally
on the straight-line method over the estimated useful lives of
the assets, which include buildings, computer hardware and
software and other property and equipment.

We periodically review the carrying value of our long-lived as-
sets, including property and equipment, for impairment when-
ever events or circumstances indicate that the carrying
amount of such assets may not be fully recoverable. For long-
lived assets to be held and used, impairments are recognized
when the carrying amount of a long-lived asset is not recover-
able and exceeds its fair value. The carrying amount of a long-
lived asset is not recoverable if it exceeds the sum of the
undiscounted cash flows expected to result from the use and
eventual disposition of the asset. An impairment loss is meas-
ured as the amount by which the carrying amount of a long-
lived asset exceeds its fair value.

Long-lived assets to be disposed of by abandonment or in an
exchange for a similar productive long-lived asset are classified
as held-for-use until they are disposed.

Long-lived assets to be sold are classified as held-for-sale and
are no longer depreciated. Certain criteria have to be met in
order for the long-lived asset to be classified as held-for-sale,
including that a sale is probable and expected to occur within
one year. Long-lived assets classified as held-for-sale are
recorded at the lower of their carrying amount or fair value
less cost to sell.

Separate Account Assets and Liabilities

We maintain separate account assets, which are reported at
fair value. The related liabilities are reported at an amount
equivalent to the separate account assets. Investment risks as-
sociated with market value changes are borne by the contract
holders, except to the extent of minimum guarantees made by
the Company with respect to certain accounts. See Note 11 for
additional information regarding arrangements with contrac-
tual guarantees.

We issue variable annuity contracts through our separate ac-
counts for which investment income and investment gains
and losses accrue directly to, and investment risk is borne by,
the contract holder (traditional variable annuities). We also is-
sue variable annuity and life contracts through separate ac-
counts that include various types of guaranteed death benefit
(“GDB”), guaranteed withdrawal benefit (“GWB”) and guar-
anteed income benefit (“GIB”) features. The GDB features in-
clude those where we contractually guarantee to the contract
holder either: return of no less than total deposits made to the
contract less any partial withdrawals (“return of net deposits”);
total deposits made to the contract less any partial withdrawals
plus a minimum return (“minimum return”); or the highest
contract value on any contract anniversary date through age
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80 minus any payments or withdrawals following the contract
anniversary (“anniversary contract value”).

As discussed in Note 6, certain features of these guarantees are
accounted for as embedded derivative reserves, whereas other
guarantees are accounted for as benefit reserves. Other guaran-
tees contain characteristics of both and are accounted for under
an approach that calculates the value of the embedded deriva-
tive reserve and the benetfit reserve based on the specific char-
acteristics of each guaranteed living benefit (“GLB”) feature.
We use derivative instruments to hedge our exposure to the
risks and earnings volatility that result from the embedded de-
rivatives for living benefits in certain of our variable annuity
products. The change in fair value of these instruments tends to
move in the opposite direction of the change in the value of the
associated reserves. The net impact of these changes is reported
as a component of realized gain (loss) on our Consolidated
Statements of Income (Loss) in a category referred to as GLBs.

The “market consistent scenarios” used in the determination
of the fair value of the GWB liability are similar to those used
by an investment bank to value derivatives for which the pric-
ing is not transparent and the aftermarket is nonexistent or
illiquid. In our calculation, risk-neutral Monte-Carlo simula-
tions resulting in over 10 million scenarios are utilized to value
the entire block of guarantees. The market consistent scenario
assumptions, as of each valuation date, are those we view to
be appropriate for a hypothetical market participant. The mar-
ket consistent inputs include assumptions for the capital mar-
kets (e.g., implied volatilities, correlation among indices,
risk-free swap curve, etc.), policyholder behavior (e.g., policy
lapse, benefit utilization, mortality, etc.), risk margins, admin-
istrative expenses and a margin for profit. We believe these as-
sumptions are consistent with those that would be used by a
market participant; however, as the related markets develop
we will continue to reassess our assumptions. It is possible that
different valuation techniques and assumptions could produce
a materially different estimate of fair value.

Future Contract Benefits and Other Contract Holder Funds
Future contract benefits represent liability reserves that we
have established and carry based on estimates of how much
we will need to pay for future benefits and claims. Other con-
tract holder funds represent liabilities for account values, divi-
dends payable, premium deposit funds, undistributed earnings
on participating business and other contract holder funds as
well the carrying value of DFEL discussed above.

The liabilities for future contract benefits and claim reserves for
UL and VUL insurance policies consist of contract account bal-
ances that accrue to the benetfit of the contract holders, exclud-
ing surrender charges. The liabilities for future insurance
contract benetits and claim reserves for traditional life policies
are computed using assumptions for investment yields, mortal-
ity and withdrawals based principally on generally accepted ac-
tuarial methods and assumptions at the time of contract issue.
Investment yield assumptions for traditional direct individual
life reserves for all contracts range from 2.25% to 7.75% de-
pending on the time of contract issue. The investment yield
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assumptions for immediate and deferred paid-up annuities
range from 1.00% to 13.50%. These investment yield assump-
tions are intended to represent an estimation of the interest
rate experience for the period that these contract benefits are
payable.

The liabilities for future claim reserves for variable annuity
products containing GDB features are calculated by estimating
the present value of total expected benefit payments over the
life of the contract divided by the present value of total ex-
pected assessments over the life of the contract (“benefit ra-
tio”) multiplied by the cumulative assessments recorded from
the contract inception through the balance sheet date less the
cumulative GDB payments plus interest on the reserves. The
change in the reserve for a period is the benefit ratio multi-
plied by the assessments recorded for the period less GDB
claims paid in the period plus interest. If experience or as-
sumption changes result in a new benefit ratio, the reserves
are adjusted to reflect the changes in a manner similar to the
unlocking of DAC, VOBA, DFEL and DSI.

With respect to our future contract benefits and other contract
holder funds, we continually review: overall reserve position,
reserving techniques and reinsurance arrangements. As expe-
rience develops and new information becomes known, liabili-
ties are adjusted as deemed necessary. The effects of changes in
estimates are included in the operating results for the period in
which such changes occur.

The business written or assumed by us includes participating
life insurance contracts, under which the contract holder is en-
titled to share in the earnings of such contracts via receipt of
dividends. The dividend scale for participating policies is re-
viewed annually and may be adjusted to reflect recent experi-
ence and future expectations.

UL and VUL products with secondary guarantees represented
approximately 40% of permanent life insurance in force as of
December 31, 2010, and approximately 52% of sales for these
products in 2010. Liabilities for the secondary guarantees on
UL-type products are calculated by multiplying the benetfit ra-
tio by the cumulative assessments recorded from contract in-
ception through the balance sheet date less the cumulative
secondary guarantee benefit payments plus interest. If experi-
ence or assumption changes result in a new benetfit ratio, the
reserves are adjusted to reflect the changes in a manner similar
to the unlocking of DAC, VOBA, DFEL and DSI. The account-
ing for secondary guarantee benefits impacts, and is impacted
by, EGPs used to calculate amortization of DAC, VOBA, DFEL
and DSI.

Future contract benefits on our Consolidated Balance Sheets
include GLB features and remaining guaranteed interest and
similar contracts that are carried at fair value, which repre-
sents approximate surrender value including an estimate for
our nonperformance risk. Our Lincoln SmartSecurity® Advan-
tage GWB feature, GIB and 4LATER® features have elements
of both insurance benefits and embedded derivatives. We
weight these features and their associated reserves accordingly
based on their hybrid nature. We classity these items in
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Level 3 within the hierarchy levels described above in “Fair
Value Measurement.”

The fair value of our indexed annuity contracts is based on
their approximate surrender values.

Borrowed Funds

LNL’s short-term borrowings are defined as borrowings with
contractual or expected maturities of one year or less. Long-
term borrowings have contractual or expected maturities
greater than one year.

Deferred Gain on Business Sold Through Reinsurance

Our reinsurance operations were acquired by Swiss Re Life &
Health America, Inc. (“Swiss Re”) in December 2001 through
a series of indemnity reinsurance transactions. We are recog-
nizing the gain related to these transactions at the rate that
earnings on the reinsured business are expected to emerge,
over a period of 15 years from the date of sale.

Commitments and Contingencies

Contingencies arising from environmental remediation costs,
regulatory judgments, claims, assessments, guarantees, litiga-
tion, recourse reserves, fines, penalties and other sources are
recorded when deemed probable and reasonably estimable.

Insurance Fees

Insurance fees for investment and interest-sensitive life insur-
ance contracts consist of asset-based fees, cost of insurance
charges, percent of premium charges, contract administration
charges and surrender charges that are assessed against con-
tract holder account balances. Investment products consist pri-
marily of individual and group variable and fixed deferred
annuities. Interest-sensitive life insurance products include UL
insurance, VUL insurance and other interest-sensitive life in-
surance policies. These products include life insurance sold to
individuals, corporate-owned life insurance and bank-owned
life insurance.

In bifurcating the embedded derivative of our GLB features on
our variable annuity products, we attribute to the embedded
derivative the portion of total fees collected from the contract
holder that relate to the GLB riders (the “attributed fees”),
which are not reported within insurance fees on our Consoli-
dated Statements of Income (Loss). These attributed fees rep-
resent the present value of future claims expected to be paid
for the GLB at the inception of the contract plus a margin that
a theoretical market participant would include for risk/profit
and are reported within realized gain (loss) on our Consoli-
dated Statements of Income (Loss).

The timing of revenue recognition as it relates to fees assessed
on investment contracts is determined based on the nature of
such fees. Asset-based fees, cost of insurance and contract ad-
ministration charges are assessed on a daily or monthly basis
and recognized as revenue when assessed and earned. Percent
of premium charges are assessed at the time of premium pay-
ment and recognized as revenue when assessed and earned.
Certain amounts assessed that represent compensation for
services to be provided in future periods are reported as

unearned revenue and recognized in income over the periods
benefited. Surrender charges are recognized upon surrender of
a contract by the contract holder in accordance with contrac-
tual terms.

For investment and interest-sensitive life insurance contracts,
the amounts collected from contract holders are considered
deposits and are not included in revenue.

Insurance Premiums

Our insurance premiums for traditional life insurance and
group insurance products are recognized as revenue when due
from the contract holder. Our traditional life insurance prod-
ucts include those products with fixed and guaranteed premi-
ums and benefits and consist primarily of whole life insurance,
limited-payment life insurance, term life insurance and certain
annuities with life contingencies. Our group non-medical in-
surance products consist primarily of term life, disability and
dental.

Net Investment Income

Dividends and interest income, recorded in net investment in-
come, are recognized when earned. Amortization of premiums
and accretion of discounts on investments in debt securities
are reflected in net investment income over the contractual
terms of the investments in a manner that produces a constant
effective yield.

For ABS and MBS, included in the trading and AFS fixed ma-
turity securities portfolios, we recognize income using a con-
stant effective yield based on anticipated prepayments and the
estimated economic life of the securities. When actual prepay-
ments differ significantly from originally anticipated prepay-
ments, the retrospective effective yield is recalculated to reflect
actual payments to date and a catch up adjustment is recorded
in the current period. In addition, the new effective yield,
which reflects anticipated future payments, is used prospec-
tively. Any adjustments resulting from changes in effective
yield are reflected in net investment income on our Consoli-
dated Statements of Income (Loss).

Realized Gain (Loss)

Realized gain (loss) on our Consolidated Statements of Income
(Loss) includes realized gains and losses from the sale of in-
vestments, write-downs for other-than-temporary impair-
ments of investments, certain derivative and embedded
derivative gains and losses, gains and losses on the sale of sub-
sidiaries and businesses and net gains and losses on reinsur-
ance embedded derivative and trading securities. Realized
gains and losses on the sale of investments are determined us-
ing the specific identification method. Realized gain (loss) is
recognized in net income, net of associated amortization of
DAC, VOBA, DSI and DFEL. Realized gain (loss) is also net of
allocations of investment gains and losses to certain contract
holders and certain funds withheld on reinsurance arrange-
ments for which we have a contractual obligation.

Other Revenues and Fees
Other revenues and fees consists primarily of fees attributable
to broker-dealer services recorded as earned at the time of sale,
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changes in the market value of our seed capital investments
and communications sales recognized as earned, net of agency
and representative commissions.

Interest Credited

Interest credited includes interest credited to contract holder
account balances. Interest crediting rates associated with funds
invested in our general account during 2008 through 2010
ranged from 3.00% to 9.00%.

Benefits

Benefits for UL and other interest-sensitive life insurance prod-
ucts include benefit claims incurred during the period in excess
of contract account balances. Benefits also include the change
in reserves for life insurance products with secondary guaran-
tee benefits and annuity products with guaranteed death bene-
fits. For traditional life, group health and disability income
products, benefits are recognized when incurred in a manner
consistent with the related premium recognition policies.

Pension and Other Postretirement Benefit Plans

Pursuant to the accounting rules for our obligations to em-
ployees and agents under our various pension and other
postretirement benefit plans, we are required to make a num-
ber of assumptions to estimate related liabilities and expenses.
We use assumptions for the weighted-average discount rate
and expected return on plan assets to estimate pension ex-
pense. The discount rate assumptions are determined using an
analysis of current market information and the projected ben-
efit flows associated with these plans. The expected long-term
rate of return on plan assets is based on historical and pro-
jected future rates of return on the funds invested in the plan.
The calculation of our accumulated postretirement benefit ob-
ligation also uses an assumption of weighted-average annual
rate of increase in the per capita cost of covered benefits,
which reflects a health care cost trend rate. See Note 18 for ad-
ditional information.

Stock-Based Compensation
In general, we expense the fair value of stock awards included
in our incentive compensation plans. As of the date LNC’s

Board of Directors approves stock awards, the fair value of
stock options is determined using a Black-Scholes options val-
uation methodology, and the fair value of other stock awards
is based upon the market value of the stock. The fair value of
the awards is expensed over the performance or service pe-
riod, which generally corresponds to the vesting period, and is
recognized as an increase to common stock in stockholder’s
equity. We classify certain stock awards as liabilities. For these
awards, the settlement value is classified as a liability on our
consolidated balance sheet and the liability is marked-to-
market through net income at the end of each reporting pe-
riod. Stock-based compensation expense is reflected in
underwriting, acquisition, insurance and other expenses on
our Consolidated Statements of Income (Loss). See Note 20 for
additional information.

Interest and Debt Expenses

Interest expense on our short-term and long-term debt is rec-
ognized as due and any associated premiums, discounts, and
costs are amortized (accreted) over the term of the related bor-
rowing utilizing the effective interest method. In addition,
gains or losses related to certain derivative instruments associ-
ated with debt are recognized in interest expense during the
period of the change.

Income Taxes

We have elected to file consolidated federal income tax returns
with LNC and its subsidiaries. Pursuant to an intercompany
tax sharing agreement with LNC, we provide for income taxes
on a separate return filing basis. The tax sharing agreement
also provides that we will receive benefit for net operating
losses, capital losses and tax credits which are not usable on a
separate return basis to the extent such items may be utilized
in the consolidated income tax returns of LNC. Deferred in-
come taxes are recognized, based on enacted rates, when as-
sets and liabilities have different values for financial statement
and tax reporting purposes. A valuation allowance is recorded
to the extent required to reduce the deferred tax asset to an
amount that we expect, more likely than not, will be realized.
See Note 7 for additional information.

2. New Accounting Standards

Adoption of New Accounting Standards

Consolidations Topic

In June 2009, the FASB issued Accounting Standards Update
(“ASU”) No. 2009-17, “Improvements to Financial Reporting
by Enterprises Involved with Variable Interest Entities”

(“ASU 2009-17"), which amended the consolidation guidance
for VIEs. Primarily, the quantitative analysis previously re-
quired under the Consolidations Topic of the FASB ASC was
eliminated and replaced with a qualitative approach for identi-
fying the variable interest that has the power to direct the ac-
tivities that most significantly impact the economic
performance of the VIE and the obligation to absorb losses or
the right to receive returns that could potentially be significant
to the VIE. In addition, variable interest holders are required
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to perform an ongoing reassessment of the primary beneficiary
of the VIE. Upon adoption of ASU 2009-17, an entity was re-
quired to reconsider prior consolidation assessments for VIEs
in which the entity continues to hold a variable interest. In
February 2010, the FASB issued ASU No. 2010-10, “Amend-
ments for Certain Investment Funds” (“ASU 2010-10"), which
deferred application of the guidance in ASU 2009-17 for re-
porting entities with interests in an entity that applies the spe-
cialized accounting guidance for investment companies.

Effective January 1, 2010, we adopted the amendments in
ASU 2009-17 and ASU 2010-10, and accordingly reconsidered
our involvement with all our VIEs and the primary beneficiary
of the VIEs. In accordance with ASU 2009-17, we are the pri-
mary beneficiary of the VIEs associated with our investments
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in Credit-Linked Notes (“CLN”), and as such, we consolidated
all of the assets and liabilities of these VIEs and recorded a cu-
mulative effect adjustment of $169 million, after-tax, to the
beginning balance of retained earnings as of January 1, 2010.
The following summarizes the increases or (decreases)
recorded effective January 1, 2010, to the categories (in mil-
lions) on our Consolidated Balance Sheets for this cumulative
effect adjustment:

Assets
AFS securities, at fair value:
Fixed maturity securities — ABS CLNs .......... $(322)
VIEs’ fixed maturity securities ................. 565
Total @ssets .. ...t $ 243
Liabilities
VIEs’ liabilities:
Derivative instruments . . ..................... $ 225
Federal incometax . ............ ..., (91)
Total VIEs’ liabilities . ...................... 134
Other liabilities — deferred income taxes .......... 97
Total liabilities . ........... ... ............ $ 231

Stockholder’s Equity
Retained earnings . ............... ..., $(169)
Accumulated OCI — unrealized gain (loss) on

AFS securities . ... 181
Total stockholder’s equity .................... 12
Total liabilities and stockholder’s equity ....... $ 243

In addition, we considered our investments in LPs and other
alternative investments, and concluded these investments are
within the scope of the deferral in ASU 2010-10, and as such
they are not subject to the amended consolidation guidance in
ASU 2009-17. As a result, we will continue to account for our
alternative investments consistent with the accounting policy
in Note 1. See Note 4 for more detail regarding the consolida-
tion of our VIEs.

Derivatives and Hedging Topic

In March 2010, the FASB issued ASU No. 2010-11, “Scope Ex-
ception Related to Embedded Credit Derivatives”

(“ASU 2010-11"), to clarify the scope exception when evaluat-
ing an embedded credit derivative, which may potentially re-
quire separate accounting. Specifically, ASU 2010-11 states that
only an embedded credit derivative feature related to the trans-
fer of credit risk that is solely in the form of subordination of
one financial instrument to another is not subject to further
analysis as a potential embedded derivative under the Deriva-
tives and Hedging Topic of the FASB ASC. Embedded credit de-
rivatives, which no longer qualify for the scope exception, are
subject to a bifurcation analysis. The fair value option may be
elected for investments within the scope of ASU 2010-11 on an
instrument-by-instrument basis. If the fair value option is not
elected, preexisting contracts acquired, issued or subject to a re-
measurement event on or after January 1, 2007 are within the
scope of ASU 2010-11. We adopted ASU 2010-11 at the begin-
ning of the interim reporting period ended September 30, 2010.
The adoption did not have a material impact on our consoli-
dated financial condition and results of operations.

Fair Value Measurements and Disclosures Topic

In January 2010, the FASB issued ASU No. 2010-06, “Improv-
ing Disclosures about Fair Value Measurements”

(“ASU 2010-06"), which requires additional disclosure related
to the three-level fair value hierarchy. Entities are required to
disclose significant transfers in and out of Levels 1 and 2 of the
fair value hierarchy, and separately present information re-
lated to purchases, sales, issuances and settlements in the rec-
onciliation of fair value measurements classified as Level 3. In
addition, ASU 2010-06 amended the fair value disclosure re-
quirement for pension and postretirement benefit plan assets
to require this disclosure at the investment class level. We
adopted the amendments in ASU 2010-06 effective January 1,
2010, and have prospectively included the required disclosures
in Note 18 related to benefit plans and Note 22 related to Lev-
els 1 and 2 of the fair value hierarchy. The disclosures related
to purchases, sales, issuances and settlements for Level 3 fair
value measurements are effective for reporting periods begin-
ning after December 15, 2010, and as such, these disclosures
will be included in the Notes to Consolidated Financial State-
ments effective January 1, 2011.

Investments — Debt and Equity Securities Topic

In April 2009, the FASB replaced the guidance in the Invest-
ments — Debt and Equity Securities Topic of the FASB ASC re-
lated to OTTI. Under this new accounting guidance,
management’s assertion that it has the intent and ability to
hold an impaired debt security until recovery was replaced by
the requirement for management to assert if it either has the
intent to sell the debt security or if it is more likely than not
the entity will be required to sell the debt security before re-
covery of its amortized cost basis. Our accounting policy for
OTTI, included in Note 1, reflects these changes to the ac-
counting guidance adopted by FASB.

As permitted by the transition guidance, we early adopted
these amendments to the Investments — Debt and Equity
Securities Topic effective January 1, 2009, by recording an
increase of $97 million to the opening balance of retained
earnings with a corresponding decrease to accumulated OCI
on our Consolidated Statements of Stockholder’s Equity to
reclassify the noncredit portion of previously other-than-
temporarily impaired debt securities held as of January 1,
2009. The following summarizes the components (in millions)
for this cumulative effect adjustment:

Net
Unrealized Unrealized
OTTI Loss
on AFS on AFS
Securities  Securities  Total
Increase in amortized cost of
fixed maturity AFS securities . . $33 $152 $185
Change in DAC, VOBA,
DSI,and DFEL ............. (6) (30) (36
Incometax .................. 9) (43) 52
Net cumulative effect
adjustment .............. $18 $ 79 $ 97

—_
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The cumulative effect adjustment was calculated for all debt
securities held as of January 1, 2009, for which an OTTI was
previously recognized, and for which we did not intend to sell
the security and it was not more likely than not that we would
be required to sell the security before recovery of its amortized
cost, by comparing the present value of cash flows expected to
be received as of January 1, 2009, to the amortized cost basis
of the debt securities. The discount rate used to calculate the
present value of the cash flows expected to be collected was
the rate for each respective debt security in effect before recog-
nizing any OTTI. In addition, because the carrying amounts of
DAC, VOBA, DSI and DFEL are adjusted for the effects of real-
ized and unrealized gains and losses on fixed maturity AFS se-
curities, we recognized a true-up to our DAC, VOBA, DSI and
DFEL balances for this cumulative effect adjustment.

The following summarizes the increase to the amortized cost
of our fixed maturity AFS securities (in millions) as of

January 1, 2009, resulting from the recognition of the cumula-
tive effect adjustment:

Corporatebonds . .......... ... ... .. ... ... $121
CMOS o 62
CDOS o 2

Total fixed maturity AFS securities .............. $185

In addition, we include on the face of our Consolidated State-
ments of Income (Loss) the total OTTI recognized in realized
gain (loss), with an offset for the amount of noncredit impair-
ments recognized in accumulated OCI. We disclose the
amount of OTTI recognized in accumulated OCI in Note 15,
and the enhanced disclosures related to OTTI are included in
Note 5.

Receivables Topic

In July 2010, the FASB issued ASU No. 2010-20, “Disclosures
about the Credit Quality of Financing Receivables and the Al-
lowance for Credit Losses” (“ASU 2010-20"), in order to en-
hance and expand the financial statement disclosures. These
amendments are intended to provide more information re-
garding the nature of the risk associated with financing receiv-
ables and how the assessment of the risk is used to estimate
the allowance for credit losses. In addition, expanded disclo-
sures provide more information regarding changes recognized
during the reporting period to the allowance for credit losses.
Comparative disclosures are not required for earlier reporting
periods ending prior to the initial adoption date, and the
amendments in ASU 2010-20 are effective in phases over two
reporting periods. We adopted the amendments related to in-
formation required as of the end of the reporting period for
the reporting period ending December 31, 2010, and have in-
cluded the required disclosures in Notes 1 and 5. Disclosures
that provide information about the activity during a reporting
period, primarily the allowance for credit losses and modifica-
tions of financing receivables, are effective for interim and an-
nual reporting periods beginning on or after December 15,
2010, and will be included in the Notes to Consolidated Finan-
cial Statements beginning with the reporting period ending
March 31, 2011.
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Transfers and Servicing Topic

In June 2009, the FASB issued ASU No. 2009-16, “Accounting
for Transfers of Financial Assets” (“ASU 2009-16"), which,
among other things, eliminated the concept of a qualifying
special-purpose entity (“SPE”) and removed the scope excep-
tion for a qualifying SPE from the Consolidations Topic of the
FASB ASC. As a result, previously unconsolidated qualitying
SPEs were required to be re-evaluated for consolidation by the
sponsor or transferor. We adopted ASU 2009-16 effective Jan-
uary 1, 2010. The adoption did not have a material impact on
our consolidated financial condition and results of operations.
See “Consolidations Topic” above for additional information
and Note 4 for further discussion of the accounting treatment
of our VIEs.

Future Adoption of New Accounting Standards

Financial Services — Insurance Industry Topic

In April 2010, the FASB issued ASU No. 2010-15, “How In-
vestments Held through Separate Accounts Affect an Insurer’s
Consolidation Analysis of Those Investments” (“ASU
2010-15"), to clarify a consolidation issue for insurance enti-
ties that hold a controlling interest in an investment fund ei-
ther partially or completely through separate accounts. ASU
2010-15 concludes that an insurance entity would not be re-
quired to consider interests held in separate accounts when
determining whether or not to consolidate an investment
fund, unless the separate account interest is held for the bene-
fit of a related party. If an investment fund is consolidated, the
portion of the assets representing interests held in separate ac-
counts would be recorded as a separate account asset with a
corresponding separate account liability. The remaining invest-
ment fund assets would be consolidated in the insurance en-
tity’s general accounts. ASU 2010-15 will be applied
retrospectively for fiscal years and interim periods within those
fiscal years beginning after December 15, 2010, with early ap-
plication permitted. We will adopt ASU 2010-15 as of the be-
ginning of the reporting period ending March 31, 2011, and
do not expect the adoption will have a material impact on our
consolidated financial condition and results of operations.

In October 2010, the FASB issued ASU No. 2010-26, “Account-
ing for Costs Associated with Acquiring or Renewing Insurance
Contracts” (“ASU 2010-26"), which clarifies the types of costs
incurred by an insurance entity that can be capitalized in the
acquisition of insurance contracts. Only those costs incurred
which result directly from and are essential to the successful ac-
quisition of new or renewal insurance contracts may be capital-
ized. Incremental costs related to unsuccessful attempts to
acquire insurance contracts must be expensed as incurred. Un-
der ASU 2010-26, the capitalization criteria in the direct-
response advertising guidance of the Other Assets and Deferred
Costs Topic of the FASB ASC must be met in order to capitalize
advertising costs. The amendments are effective for fiscal years
and interim periods beginning after December 15, 2011. Early
adoption is permitted, and an entity may elect to apply the
guidance prospectively or retrospectively. We will adopt the
provisions of ASU 2010-26 effective January 1, 2012, and are
currently evaluating the impact of the adoption on our consoli-
dated financial condition and results of operations.
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Intangibles — Goodwill and Other Topic

In December 2010, the FASB issued ASU No. 2010-28, “When
to Perform Step 2 of the Goodwill Impairment Test for Report-
ing Units with Zero or Negative Carrying Amounts”

(“ASU 2010-28"). Generally, reporting units with zero or neg-
ative carrying amounts will pass Step 1 of the goodwill impair-
ment test as the fair value will exceed carrying value;
therefore, goodwill impairment is not assessed under Step 2.
ASU 2010-28 modifies Step 1 of the goodwill impairment test
for reporting units with zero or negative carrying amounts,
and requires these reporting units to perform Step 2 of the im-
pairment test to determine if it is more likely than not that
goodwill impairment exists. The amendments are effective for

fiscal years and interim periods beginning after December 15,
2010, and early adoption is not permitted. Upon adoption of
this ASU, all reporting units within scope must be evaluated
under the new accounting guidance, and any resulting impair-
ment will be recognized as a cumulative-effect adjustment to
the opening balance of retained earnings in the period of
adoption. Impairments identified after the period of adoption
must be recognized in earnings. We will adopt the amend-
ments in ASU 2010-28 effective as of the beginning of the re-
porting period ending March 31, 2011, and do not expect the
adoption will have a material impact on our consolidated fi-
nancial condition and result of operations.

3. Reinsurance Ceded, Reinsurance Recaptured, Funds Withheld Agreement, Reinsurance

Assumed and Capital Contribution

Reinsurance Ceded to Lincoln National Reinsurance Company
(Barbados) Limited (“LNBAR”)

We completed a reinsurance transaction during the fourth
quarter of 2010 whereby we ceded a block of business to
LNBAR, a wholly-owned subsidiary of LNC, which resulted in
the release of approximately $151 million of capital previously
supporting a portion of statutory reserves related to our term
insurance products. The following summarizes the impact of
this transaction (in millions) on our Consolidated Balance
Sheets:

Assets
Deferred acquisition costs . ..................... $(148)
Otherassets .............oiuiiiieiiennn... (40)
Total @ssets .. ... v v $(188)
Liabilities
Future contract benefits . ......... ... .. ... ... .. $ (72)
Deferred gain (loss) on business sold through
TEINSUTATICE . .ottt ettt e e e e e e e e e as (76)
Other liabilities . ......... .. ... .. ... ... ....... (40)
Total liabilities ........... ... ... .. ... ... ... $(188)

Reinsurance Recaptured from LNBAR

During the third quarter of 2010, we completed a reinsurance
transaction whereby we recaptured a portion of business pre-
viously ceded to LNBAR. The following summarizes the im-
pact of this transaction (in millions) on our Consolidated
Balance Sheets:

Assets

Cash ... . e $ 25

Deferred acquisition costs . ..................... 110
Total @ssets . ....... .. $ 135

Liabilities
Future contract benefits . ....................... $ 387
Other contract holderfunds . .................... 22
Funds withheld reinsurance liabilities ............. (346)
Deferred gain (loss) on business sold through
TEINSUTANCE . ..ottt e e et e e 42
Other liabilities . . ....... ... ... ... .. ... .. ..... 10
Total liabilities . ........... .. ... ......... ... $ 115

Revenues and Expenses
Amortization of deferred gain on business sold
through reinsurance:

Write-off of unamortized deferred loss .......... $ (42)
Gain ON TeCcapture . ..........vvvneeeennnnn. 17
Benefits .. ... ... 55
Federal income tax exXpense . ... ................. (10)
Netincome .............iiiiininnne.n. $ 20

Funds Withheld Agreement with LNBAR

We completed a funds withheld transaction with LNBAR dur-
ing the fourth quarter of 2009 whereby we acquired the hedg-
ing program for certain GLB variable annuity products with
GWB and GIB features. This transaction resulted in the receipt
of cash of $162 million, an increase to derivative investments
of $790 million and an increase in funds withheld reinsurance
liabilities of $952 million. For further information on our
hedging program regarding this matter, see “Guaranteed Liv-
ing Benefit Embedded Derivative Reserves” in Note 6.

Reinsurance Assumed from First Penn-Pacific Life Insurance
Company (“FPP”)

We completed a reinsurance transaction during the fourth
quarter of 2009 whereby we assumed a block of business from
FPP, a wholly-owned subsidiary of LNC. The following
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summarizes the impact of this transaction (in millions) on our
Consolidated Balance Sheets:

Assets
Deferred acquisition costs . ............ .. ... ... $48
Otherassets ......... ... ... 15
Totalassets . ......... ... ... ... $63
Liabilities
Future contract benefits ......................... $15
Deferred gain (loss) on business sold through
TEINSUTATICE . o vttt et e e e e e e e e 47
Other liabilities .......... ... ... ... ... ... ...... 1
Total liabilities .......... ... ... ... ... .. ... ... $63

Capital Contribution of LFM

On May 7, 2009, LNC made a capital contribution to LNL that
transferred ownership of LEM to LNL. The following summa-
rizes the impact of this capital contribution (in millions):

Capital
Contribution
Value
Cash and investedcash ..................... $ 1
Goodwill . ... ... 174
Specifically identifiable intangible assets ........ 168
Otherassets . ..........oueiiiiieennennan.. 21
Short-termdebt ......... ... ... ... .. ... (14)
Other liabilities . .. ........... ... .. ... .... (70)
Total capital contribution of LEM® . ......... 280

M Reported in capital contribution from LNC on our Consol-
idated Statements of Stockholder’s Equity.

4. Variable Interest Entities

Consolidated VIEs

In 2006 and 2007, we issued two funding agreements and
used the proceeds to invest in the Class 1 Notes of two CLN
structures, which represent special purpose trusts combining
asset-backed securities with credit default swaps to produce
multi-class structured securities. The CLN structures also in-
clude subordinated Class 2 Notes, which are held by third par-
ties, and, together with the Class 1 Notes, represent 100% of
the outstanding notes of the CLN structures. The entities that
issued the CLNs are financed by the note holders, and, as such,
the note holders participate in the expected losses and residual
returns of the entities. Because the note holders do not have
voting rights or similar rights, we determined the entities issu-
ing the CLNs are VIEs, and as a note holder, our interest repre-
sented a variable interest. As of December 31, 2009, these VIEs
were not consolidated because under the authoritative ac-
counting guidance at that time, we were not the primary ben-
eficiary of the VIEs because the Class 2 Notes absorbed the
majority of the expected losses of the CLN structures. The car-
rying value of the CLNs as of December 31, 2009, was recog-
nized as a fixed maturity security within AFS on our
Consolidated Balance Sheets, and the funding agreements we
issued were reported in other contract holder funds on our
Consolidated Balance Sheets as of December 31, 2010 and
2009.
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Effective January 1, 2010, we adopted the new accounting
guidance noted above and evaluated the primary beneficiary
of the CLN structures using qualitative factors. Based on our
evaluation, we concluded that the ability to actively manage
the reference portfolio underlying the credit default swaps is
the most significant activity impacting the performance of the
CLN structures, because the subordination and participation in
credit losses may change. We concluded that we have the
power to direct this activity. In addition, we receive returns
from the CLN structures and may absorb losses that could po-
tentially be significant to the CLN structures. As such, we con-
cluded that we are the primary beneficiary of the VIEs
associated with the CLNs. We consolidated all of the assets and
liabilities of the CLN structures through a cumulative effect ad-
justment to the beginning balance of retained earnings as of
January 1, 2010, and recognized the results of operations of
these VIEs on our consolidated financial statements beginning
in the first quarter of 2010. See “Consolidations Topic” in

Note 2 for more detail regarding the effect of the adoption. As-
set and liability information (dollars in millions) for these
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consolidated VIEs included on our Consolidated Balance
Sheets as of December 31, 2010, was as follows:

Number
of Notional Carrying
Instruments  Amounts Value
Assets
Fixed maturity corporate
asset-backed credit
card loan securities™ . ... .. N/A $ — $584
Liabilities
Derivative instruments not
designated and not
qualifying as hedging
instruments:
Credit default swaps® . .. .. 2 $600 $215
Contingent forwards® 2 — (6)
Total derivative
instruments not
designated and not
qualifying as hedging
instruments . ........ 4 600 209
Federal income tax® .. ...... N/A — (77)
Total liabilities . ... ... 4 $600 $132

M Reported in VIEs’ fixed maturity securities on our
Consolidated Balance Sheets.

@ Reported in VIEs’ liabilities on our Consolidated Balance
Sheets.

For details related to the fixed maturity AFS securities for
these VIEs, see Note 5.

The credit default swaps create variability in the CLN struc-
tures and expose the note holders to the credit risk of the ref-
erenced portfolio. The contingent forwards transfer a portion
of the loss in the underlying fixed maturity corporate asset-
backed credit card loan securities back to the counterparty af-
ter credit losses reach our attachment point.

The gains (losses) for these consolidated VIEs (in millions)
recorded on our Consolidated Statements of Income (Loss)
were as follows:

For the
Year Ended
December 31,
2010
Derivative Instruments Not Designated and
Not Qualifying as Hedging Instruments
Credit default swaps® . ..................... $25
Contingent forwards™ . ..................... (9)
Total derivative instruments not designated
and not qualifying as hedging instruments . . $16

M Reported in realized gain (loss) on our Consolidated
Statements of Income (Loss).

The following summarizes information regarding the CLN
structures (dollars in millions) as of December 31, 2010:

Amount and
Date of Issuance

$400 $200
December April
2006 2007
Original attachment point
(subordination) ............. 5.50% 2.05%
Current attachment point
(subordination) ............. 4.17% 1.48%
Maturity ......... 12/20/2016  3/20/2017
Current rating of tranche ....... B- Ba2
Current rating of underlying
collateral pool .............. Aal-B3 Aaa-Bl1
Number of defaults in underlying
collateral pool .............. 2 2
Number of entities ............ 123 99
Number of countries ........... 19 22

There has been no event of default on the CLNs themselves.
Based upon our analysis, the remaining subordination as rep-
resented by the attachment point should be sufficient to ab-
sorb future credit losses, subject to changing market
conditions. Similar to other debt market instruments, our
maximum principal loss is limited to our original investment
as of December 31, 2010.

As described more fully in Note 1, we regularly review our in-
vestment holdings for OTTIs. Based upon this review, we be-
lieve that the fixed maturity corporate asset-backed credit card
loan securities were not other-than-temporarily impaired as of
December 31, 2010.
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Notes to Consolidated Financial Statements (continued)

4. Variable Interest Entities (continued)

The following summarizes the exposure of the CLN structures” underlying collateral by industry and rating as of December 31,
2010:

AAA AA A BBB BB B ccc Total

Industry

Telecommunications . . . . ..o v v vt —% —% 6.4% 37% 11% —% —% 11.2%
Financial intermediaries . . ............ ... .. ... .. ... .. .. 0.4% 4.0% 62% 05% —% —% —% 11.1%
Oiland gas ...... ... —% 1.0% 12% 41% —% —% —% 6.3%
Utilities ... ..o —% —% 31% 14% —% —% —% 4.5%
Chemicals and plastics ................................ —% —% 2.4% 1.2% 03% —% —% 3.9%
DIUgS o 0.3% 2.2% 1.2% —%  —% —% —% 3.7%
Retailers (except food and drug) .......... ... ... .. ... ... —% —% 0.6% 1.8% 11% —% —% 3.5%
Industrial equipment . ......... . ... . i —% —% 3.0% 03% —% —% —% 3.3%
SOVEICIGI . o v vttt ettt e e —% 0.6% 1.6% 1.0% —% —% —% 3.2%
Food products . . ... ..ot —% 03% 18% 11% —% —% —% 3.2%
Conglomerates ...................................... —% 2.7% 0.5% —%  —% —% —% 3.2%
FOorest products . .. ... vttt —% —% —% 1.6% 14% —% —% 3.0%

Other industry <3% (28 industries) . ..................... % 2.0% 154% 17.3% 3.5% 14% 03% 39.9%

Total by industry 0.7% 12.8% 434% 34.0% 7.4% 14% 03% 100.0%

N

Unconsolidated VIEs

Effective December 31, 2010, we issued a $500 million long-term senior note in exchange for a corporate bond AFS security of like
principal and duration from a non-affiliated VIE whose primary activities are to acquire, hold and issue notes and loans, as well as
pay and collect interest on the notes and loans. We have concluded that we are not the primary beneficiary of this VIE because we
do not have power over the activities that most significantly affect its economic performance. In addition, the terms of the senior
note provide us with a set-off right to the corporate bond AFS security we purchased from the VIE; therefore, neither appears on
our Consolidated Balance Sheets. We assigned the corporate bond AFS security to one of our subsidiaries and issued a guarantee to
our subsidiary for the timely payment of the corporate bond’s principle.

Through our investment activities, we make passive investments in structured securities issued by VIEs for which we are not the
manager. These structured securities include our MBS, which include CMOs, MPTS and CMBS and our ABS CDOs. We have not
provided financial or other support with respect to these VIEs other than our original investment. We have determined that we are
not the primary beneficiary of these VIEs due to the relative size of our investment in comparison to the principal amount of the
structured securities issued by the VIEs and the level of credit subordination which reduces our obligation to absorb losses or right
to receive benefits. Our maximum exposure to loss on these structured securities is limited to the amortized cost for these invest-
ments. We recognize our variable interest in these VIEs at fair value on our consolidated financial statements. For information
about these structured securities, see Note 5.

5. Investments
AFS Securities

Pursuant to the Fair Value Measurements and Disclosures Topic of the FASB ASC, we have categorized AFS securities into a three-
level hierarchy, based on the priority of the inputs to the respective valuation technique. The fair value hierarchy gives the highest
priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs
(Level 3), as described in Note 1, which also includes additional disclosures regarding our fair value measurements.
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5. Investments (continued)

The amortized cost, gross unrealized gains, losses and OTTI and fair value of AFS securities (in millions) were as follows:

Fixed Maturity Securities

Corporate bonds .. ...
U.S. Government bonds .. ........ . e
Foreign governmentbonds . ............. .. ...
MBS:

CMIBS e
ABS CDOS .ottt
State and municipal bonds . ..... ... .
Hybrid and redeemable preferred securities . ...........................
VIEs’ fixed maturity securities . . ...ttt

Total fixed maturity securities .. ............. .. i
Equity Securities
Banking securities . ... ... e
INSUrance SeCUrities . . ... ...ttt

Other financial services securities . ............... ...
Other seCUTIties . . ... ... e

Total equity SECUTITIES . .. ..t

Total AFS securities . . ... ... o

Fixed Maturity Securities

Corporate bonds . ... ...
U.S. Government bonds . ....... ... ...
Foreign governmentbonds . ........ ... ... ...
MBS:

CLN S e
State and municipal bonds . ...... ..
Hybrid and redeemable preferred securities ............................

Total fixed maturity securities .. ............ .. ... . . ...
Equity Securities
Banking securities . . ... ... ... e
INSUrance SeCUrities . . . ... ...t

Other financial services securities . ............... .. ..
Other seCUTities . . ... ..

Total equity securities . .......... ...

Total AFS securities . . .. ... ... it

As of December 31, 2010

Amortized Gross Unrealized Fair
Cost Gains Losses OTTI Value
$47,920 $3,470 $ 597 $ 78 $50,715

106 16 — — 122
459 37 2 — 494
5,423 309 107 140 5,485
2,801 100 5 — 2,896
2,047 89 165 6 1,965
173 21 13 8 173
3,150 26 91 — 3,085
1,433 55 134 — 1,354
570 14 — — 584
64,082 4,137 1,114 232 66,873
2 — — — 2
32 4 — — 36
18 14 — — 32
67 7 4 — 70
119 25 4 — 140
$64,201 $4,162 $1,118 $232 $67,013
As of December 31, 2009
Amortized Gross Unrealized Fair
Cost Gains Losses OTTI Value
$43,028 $2,195 $1,084 $ 63 $44,076
136 12 — — 148
473 25 9 — 489
5,819 246 289 149 5,627
2,874 61 26 — 2,909
2,332 46 330 — 2,048
189 10 33 9 157
600 — 278 — 322
1,983 14 54 — 1,943
1,382 33 245 — 1,170
58,816 2,642 2,348 221 58,889
25 — 1 — 24
44 2 — — 46
22 12 6 — 28
50 7 — — 57
141 21 7 — 155
$58,957 $2,663 $2,355 $221 $59,044
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5. Investments (continued)

The amortized cost and fair value of fixed maturity AFS securities by contractual maturities (in millions) were as follows:

Duein one year Or 1ess . .. ..o vt e
Due after one year through five years .......... ... ... .. ... ... ......
Due after five years through tenyears .......... ... .. .. ..o,
Due after ten YeaTS . . ..ottt

Subtotal . ... e

As of December 31, 2010

Amortized Fair

Cost Value
$ 2,236 $ 2,281
11,815 12,631
19,298 20,601
20,289 20,841
53,638 56,354
10,271 10,346
173 173
$64,082 $66,873

Actual maturities may differ from contractual maturities because issuers may have the right to call or pre-pay obligations.

The fair value and gross unrealized losses, including the portion of OTTI recognized in OCI, of AFS securities (dollars in millions),
aggregated by investment category and length of time that individual securities have been in a continuous unrealized loss position,

were as follows:

Fixed Maturity Securities

Corporatebonds . ............ . ... . .........
Foreign governmentbonds ....................
MBS:

CMBS
ABS CDOS ..o
State and municipal bonds .......... ... ... ...
Hybrid and redeemable preferred securities .......

Total fixed maturity securities ..............

Equity Securities
Other securities ......... ... .. ... . ... . ...

Total equity securities ....................

Total AFS securities . . ..................

As of December 31, 2010

Less Than or Equal

Greater Than

to Twelve Months Twelve Months Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Losses and Fair Losses and Fair Losses and
Value OTTI Value OTTI Value OTTI
$5,155 $289 $1,944 $386 $ 7,099 $ 675
19 — 9 2 28 2
447 116 700 131 1,147 247
181 5 2 —_ 183 5
73 8 278 163 351 171
— — 146 21 146 21
1,849 81 26 10 1,875 91
199 9 547 125 746 134
7,923 508 3,652 838 11,575 1,346
3 4 —_ — 3 4
3 4 — — 3 4
$7,926 $512 $3,652 $838 $11,578 $1,350
1,196

Total number of AFS securities in an unrealized loss position
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5. Investments (continued)

As of December 31, 2009

Less Than or Equal Greater Than
to Twelve Months Twelve Months Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Losses and Fair Losses and Fair Losses and
Value OTTI Value OTTI Value OTTI
Fixed Maturity Securities
Corporatebonds ............. .. ... .. ... .. ... $4,163 $221 $5,638 $ 926 $ 9,801 $1,147
Foreign governmentbonds . ................... 30 — 46 9 76 9
MBS:
CMOS oo 382 151 870 287 1,252 438
MPTS .. 1,227 14 81 12 1,308 26
CMBS e 152 13 619 317 771 330
ABS:
CDOS .o 9 6 127 36 136 42
CLNS o — — 322 278 322 278
State and municipal bonds .................... 1,190 45 53 9 1,243 54
Hybrid and redeemable preferred securities ....... 105 5 795 240 900 245
Total fixed maturity securities .............. 7,258 455 8,551 2,114 15,809 2,569
Equity Securities
Banking securities . ......... .. ... L. 1 1 — — 1 1
Other financial services securities ............... 4 6 — — 4 6
Total equity securities .................... 5 7 — — 5 7
Total AFS securities . .. ................. $7,263 $462 $8,551 $2,114 $15,814 $2,576
Total number of AFS securities in an unrealized loss position 1,696

For information regarding our investments in VIEs, see Note 4.

The fair value, gross unrealized losses, the portion of OTTI recognized in OCI (in millions) and number of AFS securities where the
fair value had declined and remained below amortized cost by greater than 20% were as follows:

As of December 31, 2010

Number
Fair Gross Unrealized of
Value Losses OTTI Securities
Less than six months ... ... ... . $ 169 $ 73 $ 4 41
Six months or greater, but less than ninemonths . ........... ... .. ... .. ... ... 55 20 — 13
Nine months or greater, but less than twelvemonths . ......................... 39 15 1 13
Twelve MONths Or greater . ... ... ..o e 884 501 171 224
Total .. $1,147 $609 $176 291
As of December 31, 2009
Number
Fair Gross Unrealized of
Value Losses OTTI Securities”
Less than six months . ... ... .. $ 415 $ 125 $ 4 80
Six months or greater, but less than nine months . ............................ 115 60 — 25
Nine months or greater, but less than twelve months . ......................... 409 160 93 96
Twelve months or greater . .. ... ... 1,623 1,264 116 309
Total .. $2,562 $1,609 $213 510

M We may reflect a security in more than one aging category based on various purchase dates.
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5. Investments (continued)

We regularly review our investment holdings for OTTI. Our
gross unrealized losses on AFS securities as of December 31,
2010, decreased $1.2 billion in comparison to December 31,
2009. This change was attributable to a decline in overall mar-
ket yields, which was driven, in part, by improved credit fun-
damentals (i.e., market improvement and narrowing credit
spreads). As discussed further below, we believe the unrealized
loss position as of December 31, 2010, does not represent OTTI
as we did not intend to sell these fixed maturity AFS securities,
it is not more likely than not that we will be required to sell
the fixed maturity AFS securities before recovery of their
amortized cost basis, the estimated future cash flows were
equal to or greater than the amortized cost basis of the debt se-
curities or we had the ability and intent to hold the equity AFS
securities for a period of time sufficient for recovery.

Based upon this evaluation as of December 31, 2010, manage-
ment believed we had the ability to generate adequate
amounts of cash from our normal operations (e.g., insurance
premiums and fees and investment income) to meet cash re-
quirements with a prudent margin of safety without requiring
the sale of our temporarily-impaired securities.

As of December 31, 2010, the unrealized losses associated with
our corporate bond securities were attributable primarily to se-
curities that were backed by commercial loans and individual
issuer companies. For our corporate bond securities with com-
mercial loans as the underlying collateral, we evaluated the
projected credit losses in the underlying collateral and con-
cluded that we had sufficient subordination or other credit en-
hancement when compared with our estimate of credit losses
for the individual security and we expected to recover the en-
tire amortized cost for each security. For individual issuers, we
performed detailed analysis of the financial performance of the
issuer and determined that we expected to recover the entire
amortized cost for each security.

As of December 31, 2010, the unrealized losses associated with
our MBS and ABS CDOs were attributable primarily to collat-
eral losses and credit spreads. We assessed for credit impair-
ment using a cash flow model as discussed above. The key
assumptions included default rates, severities and prepayment
rates. We estimated losses for a security by forecasting the un-
derlying loans in each transaction. The forecasted loan per-
formance was used to project cash flows to the various
tranches in the structure, as applicable. Our forecasted cash
flows also considered, as applicable, independent industry ana-
lyst reports and forecasts, sector credit ratings and other inde-
pendent market data. Based upon our assessment of the
expected credit losses of the security given the performance of
the underlying collateral compared to our subordination or
other credit enhancement, we expected to recover the entire
amortized cost basis of each security.

As of December 31, 2010, the unrealized losses associated with
our hybrid and redeemable preferred securities were attributa-
ble primarily to wider credit spreads caused by illiquidity in
the market and subordination within the capital structure, as
well as credit risk of specific issuers. For our hybrid and re-
deemable preferred securities, we evaluated the financial
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performance of the issuer based upon credit performance and
investment ratings and determined we expected to recover the
entire amortized cost of each security.

Changes in the amount of credit loss of OTTI recognized in net
income (loss) where the portion related to other factors was
recognized in OCI (in millions) on fixed maturity AFS securi-
ties were as follows:

For the Years Ended

December 31,
2010 2009
Balance as of beginning-of-year ....... $260 $ —
Cumulative effect from adoption of
new accounting standard ........ — 30

Increases attributable to:
Credit losses on securities for
which an OTTI was not
previously recognized ......... 13 259
Credit losses on securities for
which an OTTI was previously

recognized .................. 61
Decreases attributable to:
Securitiessold . ................ (25) (29)
Balance as of end-of-year ...... $309 $260

During the years ended December 31, 2010 and 2009, we
recorded credit losses on securities for which an OTTI was not
previously recognized as we determined the cash flows ex-
pected to be collected would not be sufficient to recover the
entire amortized cost basis of the debt security. The credit
losses we recorded on securities for which an OTTI was not
previously recognized were attributable primarily to one or a
combination of the following reasons:

e Failure of the issuer of the security to make scheduled
payments;

e Deterioration of creditworthiness of the issuer;

¢ Deterioration of conditions specifically related to the
security;

e Deterioration of fundamentals of the industry in which the
issuer operates;

¢ Deterioration of fundamentals in the economy including,
but not limited to, higher unemployment and lower hous-
ing prices; and

e Deterioration of the rating of the security by a rating
agency.

We recognize the OTTI attributed to the noncredit portion as a
separate component in OCI referred to as unrealized OTTI on
AFS securities.
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5. Investments (continued)
Trading Securities

Trading securities at fair value (in millions) consisted of the
following:

As of December 31,
2010 2009
Fixed Maturity Securities
Corporatebonds ................... $1,674 $1,641
U.S. Government bonds ............. 362 370
Foreign government bonds ........... 29 29
MBS:
CMOS . oo e 124 124
MPTS ... 123 60
CMBS ... 67 81
ABSCDOS ... 5 —
State and municipal bonds ........... 22 18
Hybrid and redeemable preferred
Ssecurities . ............ ... 51 41
Total fixed maturity securities . . . .. 2,457 2,364
Equity Securities
Other securities . ................... 2 2
Total equity securities ........... 2 2
Total trading securities . ........ $2,459 $2,366

The portion of the market adjustment for losses that relate to
trading securities still held as of December 31, 2010, 2009 and
2008, was $86 million, $126 million and $172 million,
respectively.

Mortgage Loans on Real Estate

Mortgage loans on real estate principally involve commercial
real estate. The commercial loans are geographically diversified
throughout the U.S. with the largest concentrations in Califor-
nia and Texas, which accounted for approximately 31% and
29% of mortgage loans as of December 31, 2010 and 2009,
respectively.

The following provides the current and past due composition
of our mortgage loans on real estate (in millions):

As of December 31,
2010 2009
CUITENT ..ttt $6,419 $6,815
Valuation allowance associated with
impaired mortgage loans on
realestate ......... . ... ... (8) (8)
Unamortized premium (discount) . ... .. 20 28
Total carrying value ............... $6,431 $6,835

The number of impaired mortgage loans on real estate, each of
which had an associated specific valuation allowance, and the
carrying value of impaired mortgage loans on real estate (dol-
lars in millions) were as follows:

As of December 31,
2010 2009

Number of impaired mortgage loans
onrealestate .................... 6 2

Principal balance of impaired mortgage

loans on real estate ............... $52 $22
Valuation allowance associated with

impaired mortgage loans on

real estate ...................... (8 _(8)

Carrying value of impaired
mortgage loans on real estate .. ... $44 $14

The average carrying value on the impaired mortgage loans on
real estate (in millions) was as follows:

For the Years Ended
December 31,

2010 2009 2008

Average carrying value for
impaired mortgage loans on
realestate ................... $29 $ 8 $—

Interest income recognized on
impaired mortgage loans on
real estate ................... 3 — —

Amount of interest income
collected on impaired
mortgage loans on real estate . . ..

As described in Note 1, we use the loan-to-value and debt-
service coverage ratios as credit quality indicators for our
mortgage loans on real estate, which were as follows (dollars
in millions):

As of December 31, 2010

Debt-
Service
Principal Coverage
Amount % Ratio
Loan-to-Value
Lessthan 65% ............. $4,677 72.9% 1.61
65% 1t074% ... 1,429 22.3% 1.41
75% 10 100% ... .oiiii 143 2.2% 0.86
Greater than 100% ......... 170 2.6% 1.15
Total mortgage loans on
real estate ............. $6,419 100.0%

Alternative Investments

As of December 31, 2010 and 2009, alternative investments
included investments in approximately 95 and 99 different
partnerships, respectively, and the portfolio represented less
than 1% of our overall invested assets.

S-29



The Lincoln National Life Insurance Company

Notes to Consolidated Financial Statements (continued)

5. Investments (continued)
Net Investment Income

The major categories of net investment income (in millions)
on our Consolidated Statements of Income (Loss) were as
follows:

For the Years Ended
December 31,

2010 2009 2008

Fixed maturity AFS

securities . ............. $3,624 $3,373 $3,236
VIEs’ fixed maturity AFS

securities .............. 14 — —
Equity AFS securities . ... ... 5 7 8
Trading securities . ......... 148 148 154
Mortgage loans on

realestate . ............. 421 451 473
Real estate ............... 16 17 20
Standby real estate equity

commitments . .......... 1 1 3
Policy loans .............. 167 169 177
Investedcash ............. 5 8 45
Alternative investments . . . . . 93 (54) (34)
Consent fees ............. 8 5 5
Other investments ......... (7) 8 —

Investment income .. .... 4,495 4,133 4,087
Investment expense . ....... (133) (127) (112)

Net investment income ..  $4,362 $4,006 $3,975

Realized Gain (Loss) Related to Certain Investments

The detail of the realized gain (loss) related to certain invest-
ments (in millions) was as follows:

For the Years Ended
December 31,

2010 2009 2008

Fixed maturity AFS securities:

Grossgains .............. $ 100 $ 154 $ 49

Grosslosses . ............. (241) (687) (1,059)
Equity AFS securities:

Gross gains .............. 9 5 1

Grosslosses . ............. 4) (27) (33)
Gain (loss) on other

investments ............. (4) (100) 31

Associated amortization of
DAC, VOBA, DSI and DFEL
and changes in other
contract holder funds ...... 8 157 244

Total realized gain (loss)
related to certain
investments .........

$(132)  $(498) $ (767)

S-30

Details underlying write-downs taken as a result of OTTI (in
millions) that were recognized in net income (loss) and in-
cluded in realized gain (loss) on AFS securities above, and the
portion of OTTI recognized in OCI (in millions) were as follows:

For the Years Ended

December 31,
2010 2009 2008
OTTI Recognized in
Net Income (Loss)
Fixed maturity securities:
Corporate bonds . ......... $ (88) $(209) $(527)
MBS:
CMOS oo (61) (237) (289)
CMBS ................ 41) — (1)
ABSCDOS .............. (1) (39) (1)
Hybrid and redeemable
preferred securities . . . . .. 5) (67) (50)
Total fixed maturity
securities . ........... (196) (552) (868)
Equity securities:
Banking securities ........ — (10) —
Insurance securities ....... — (8) (1)
Other financial services
securities . . ............ 3) (3) (24)
Other securities .......... — (6) (7
Total equity securities . . . . 3) (27) (32)

Gross OTTI recognized

in net income (loss) . . (199) (579) (900)
Associated amortization

of DAC, VOBA, DSI

and DFEL ......... 51 198 218

Net OTTI recognized
in net income

(loss), pre-tax . ... $(148) $(381)  $(682)
Portion of OTTI
Recognized in OCI
Gross OTTI recognized in OCI .  $ 93 $ 339 $ —
Change in DAC, VOBA,
DSIand DFEL ............ (10) (77) —
Net portion of OTTI
recognized in OCI, pre-tax . $ 83 $ 262 $ —

Determination of Credit Losses on Corporate Bonds and ABS
CDOs

As of December 31, 2010 and 2009, we reviewed our corpo-
rate bond and ABS CDO portfolios for potential shortfall in
contractual principal and interest based on numerous subjec-
tive and objective inputs. The factors used to determine the
amount of credit loss for each individual security, include, but
are not limited to, near term risk, substantial discrepancy be-
tween book and market value, sector or company-specitic
volatility, negative operating trends and trading levels wider
than peers.
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5. Investments (continued)

Determination of Credit Losses on MBS
As of December 31, 2010 and 2009, default rates were pro-
jected by considering underlying MBS loan performance and

foreclosure and real estate owned and new delinquencies from
currently performing loans) in the pool to project the future
expected cash flows.

collateral type. Projected default rates on existing delinquen-

cies vary between 25% to 100% depending on loan type and
severity of delinquency status. In addition, we estimate the po-
tential contributions of currently performing loans that may
become delinquent in the future based on the change in delin-
quencies and loan liquidations experienced in the recent his-
tory. Finally, we develop a default rate timing curve by

We use certain available loan characteristics such as lien status,
loan sizes and occupancy to estimate the loss severity of loans.
Second lien loans are assigned 100% severity, if defaulted. For
first lien loans, we assume a minimum of 30% severity with
higher severity assumed for investor properties and further
housing price depreciation.

aggregating the defaults for all loans (delinquent loans,

Payables for Collateral on Investments

The carrying values of the payables for collateral on investments (in millions) included on our Consolidated Balance Sheets and the
fair value of the related investments or collateral consisted of the following:

As of December 31,
2010 2009
Carrying Fair Carrying Fair
Value Value Value Value
Collateral payable held for derivative investments®™ .................... $ 853 $ 853 $ 634 $ 634
Securities pledged under securities lending agreements® ................ 199 192 501 479
Securities pledged under reverse repurchase agreements® ............... 280 294 344 359
Securities pledged for Term Asset-Backed Securities Loan Facility
(TALE ) 280 318 345 386
Securities pledged for Federal Home Loan Bank of Indianapolis Securities
(“FHLBI” ) O 100 115 100 111
Total payables for collateral on investments . ........................ $1,712 $1,772 $1,924 $1,969

We obtain collateral based upon contractual provisions with our counterparties. These agreements take into consideration the
counterparties’ credit rating as compared to ours, the fair value of the derivative investments and specified thresholds that once
exceeded result in the receipt of cash that is typically invested in cash and invested cash. See Note 6 for details about maximum
collateral potentially required to post on our credit default swaps.

Our pledged securities under securities lending agreements are included in fixed maturity AFS securities on our Consolidated
Balance Sheets. We generally obtain collateral in an amount equal to 102% and 105% of the fair value of the domestic and
foreign securities, respectively. We value collateral daily and obtain additional collateral when deemed appropriate. The cash
received in our securities lending program is typically invested in cash and invested cash or fixed maturity AFS securities.

Our pledged securities under reverse repurchase agreements are included in fixed maturity AFS securities on our Consolidated
Balance Sheets. We obtain collateral in an amount equal to 95% of the fair value of the securities, and our agreements with
third parties contain contractual provisions to allow for additional collateral to be obtained when necessary. The cash received
in our reverse repurchase program is typically invested in fixed maturity AFS securities.

Our pledged securities for TALF are included in fixed maturity AFS securities on our Consolidated Balance Sheets. We obtain
collateral in an amount that has typically averaged 90% of the fair value of the TALF securities. The cash received in these
transactions is invested in fixed maturity AFS securities.

Our pledged securities for FHLBI are included in fixed maturity AFS securities on our Consolidated Balance Sheets. We
generally obtain collateral in an amount equal to 85% to 95% of the fair value of the FHLBI securities. The cash received in
these transactions is typically invested in cash and invested cash or fixed maturity AFS securities.
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5. Investments (continued)

Increase (decrease) in payables for collateral on investments
(in millions) included on the Consolidated Statements of Cash
Flows consisted of the following:

For the Years Ended
December 31,

2010 2009 2008

Collateral payable held for
derivative investments . . . .
Securities pledged under
securities lending
agreements . ............ (302) 74 (228)
Securities pledged under
reverse repurchase

$ 219 $ 651 $ (17)

agreements . ............ (64) (126) (10)
Securities pledged for TALF .. (65) 345 —
Securities pledged for FHLBI . — 100 —

Total increase (decrease) in
payables for collateral on

investments .......... $ (212) $1,044 $(255)

Investment Commitments

As of December 31, 2010, our investment commitments were
$887 million, which included $292 million of LPs, $53 million
of standby commitments to purchase real estate upon comple-
tion and leasing, $354 million of private placements and $188
million of mortgage loans.

Concentrations of Financial Instruments

As of December 31, 2010 and 2009, our most significant in-
vestments in one issuer were our investments in securities is-
sued by the Federal Home Loan Mortgage Corporation with a
fair value of $4.7 billion and $4.5 billion, or 6% of our in-
vested assets portfolio, respectively, and our investments in se-
curities issued by Fannie Mae with a fair value of $2.8 billion
and $2.9 billion, or 3% and 4% of our invested assets portfo-
lio, respectively. These investments are included in corporate
bonds in the tables above.

As of December 31, 2010, our most significant investments in
one industry were our investment securities in the electric in-
dustry with a fair value of $6.4 billion, or 8% of our invested
assets portfolio, and our investment securities in the CMO in-
dustry with a fair value of $6.2 billion, or 8% of our invested
assets portfolio. As of December 31, 2009, our most significant
investment in one industry was our investment securities in
the CMO industry with a fair value of $6.6 billion, or 9% of
the invested assets portfolio. We utilized the industry classifi-
cations to obtain the concentration of financial instruments
amount; as such, this amount will not agree to the AFS securi-
ties table above.

6. Derivative Instruments

Types of Derivative Instruments and Derivative
Strategies

We maintain an overall risk management strategy that incor-
porates the use of derivative instruments to minimize signifi-
cant unplanned fluctuations in earnings that are caused by
interest rate risk, foreign currency exchange risk, equity mar-
ket risk, default risk, basis risk and credit risk. We assess these
risks by continually identifying and monitoring changes in in-
terest rate exposure, foreign currency exposure, equity market
exposure and credit exposure that may adversely impact ex-
pected future cash flows and by evaluating hedging opportuni-
ties. Derivative instruments that are used as part of our
interest rate risk management strategy include interest rate
swap agreements, interest rate cap agreements, interest rate
futures, forward-starting interest rate swaps, consumer price
index swaps, interest rate cap corridors, treasury locks and re-
verse treasury locks. Derivative instruments that are used as
part of our foreign currency risk management strategy include
foreign currency swaps, currency futures and foreign currency
forwards. Call options based on LNC stock, call options based
on the Standard & Poor’s (“S&P”) 500 Index® (“S&P 5007), to-
tal return swaps, variance swaps, put options and equity fu-
tures are used as part of our equity market risk management
strategy. We also use credit default swaps as part of our credit
risk management strategy.
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We evaluate and recognize our derivative instruments in ac-
cordance with the Derivatives and Hedging Topic of the FASB
ASC. As of December 31, 2010, we had derivative instruments
that were designated and qualifying as cash flow hedges. We
also had embedded derivatives that were economic hedges,
but were not designed to meet the requirements for hedge ac-
counting treatment. See Note 1 for a detailed discussion of the
accounting treatment for derivative instruments.

Our derivative instruments are monitored by LNC’s Asset Lia-
bility Management Committee and LNC’s Equity Risk Man-
agement Committee as part of those committees” oversight of
our derivative activities. These committees are responsible for
implementing various hedging strategies that are developed
through their analysis of financial simulation models and
other internal and industry sources. The resulting hedging
strategies are incorporated into our overall risk management
strategies.

We use a hedging strategy designed to mitigate the risk and in-
come statement volatility caused by changes in the equity
markets, interest rates and volatility associated with living
benefit guarantees offered in our variable annuity products,
including the Lincoln SmartSecurity® Advantage GWB feature,
the 4LATER® Advantage GIB feature and the i4LIFE® Advan-
tage GIB feature. See “GLB Reserves Embedded Derivatives”
below for further details.
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6. Derivative Instruments (continued)

See Note 22 for additional disclosures related to the fair value of our financial instruments and see Note 4 for derivative instruments

related to our consolidated VIEs.

We have derivative instruments with off-balance-sheet risks whose notional or contract amounts exceed the credit exposure. Out-
standing derivative instruments with off-balance-sheet risks (dollars in millions) were as follows:

Derivative Instruments Designated and
Qualifying as Hedging Instruments
Cash flow hedges:

Interest rate swap agreements” .. ...... ... ... ..
Forward-starting interest rate swaps™ ............
Foreign currency swaps® . ... oo ..
Reverse treasury locks™ .. ........... ... ... ...,

Total derivative instruments designated and

qualifying as hedging instruments . . .........

Derivative Instruments Not Designated and
Not Qualifying as Hedging Instruments

Interest rate cap agreements” .. ....... .. .........
Interest rate futures™ .. ... ... ... .. ... . ...
Equity futures™ . ... . ...
Interest rate swap agreements .. ..., ... oL L.
Credit default swaps® ......... ... ... . ... . ....
Total return swaps®™ . ... ..
Putoptions! . ...
Call options (based on S&P 500)™ .. ...............
Variance swaps'’ . ...
Currency futures™ ... ... ...
Consumer price index swaps®™ ....................
Interest rate cap corridors™ . .....................

Embedded derivatives:

Deferred compensation plans® . .................
Indexed annuity contracts® ....................
GLB reserves® .. ... . e
Reinsurance related® ............ ... ... .....
AFS securities) .. ...

Total derivative instruments not designated and
not qualifying as hedging instruments .......

Total derivative instruments .............

As of December 31, 2010

Number Asset Carrying (Liability) Carrying
of Notional or Fair Value or Fair Value
Instruments Amounts Gain Loss Gain Loss

151 $ 926 $ 24 $ (71) $ — $ —

2 150 1 — — —

13 340 43 (13) — —

5 1,000 11 (5) — -
& 2,416 79 (89) — —
3 150 — — — —
15,881 2,251 — — — —
13,375 907 — — — —
81 7,955 34 (511) — —_
9 145 —_ —_ —_ (16)

8 800 — (21) — —

145 5,602 1,151 — — —

544 4,083 301 — — —

50 30 46 (34) — —
1,589 219 — — — —
100 55 —_ (2) —_ —_

73 8,050 52 — — —
6 — — — — (315)
132,260 — — — — (497)
305,962 —_ —_ —_ 518 (926)
— — 417 —_ —_ (305)

1 — 15 — — —
470,087 30,247 2,016 (568) 518 (2,059)
470,258 $32,663 $2,095 $(657) $518 $(2,059)
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Derivative Instruments Designated and
Qualifying as Hedging Instruments
Cash flow hedges:

Interest rate swap agreements'” .. ...... ... ... ..
Foreign currency swaps®™ .. ........ ... o ...

Total derivative instruments designated and

qualifying as hedging instruments . . .........

Derivative Instruments Not Designated and
Not Qualifying as Hedging Instruments

Interest rate cap agreements” ......... .. .........
Interest rate futures™ . ....... ... ... .o L.
Equity futures™ . ...... ... . . .
Interest rate swap agreements . ....... ... ... ...
Foreign currency forwards®™ . .......... ... ... ....
Credit default swaps® ........ ... ... .. ... .. ....
Putoptions . ... .. .
Call options (based on LNC stock)™ . ...............
Call options (based on S&P 500)™" . ................
Variance swaps" ...
Currency futures™ . ...... ... .

Embedded derivatives:

Deferred compensation plans® .................
Indexed annuity contracts® ....................
GLB reserves® ... ... ...
Reinsurance related® . .............. ... ... ...
AFS securities! ... ...

Total derivative instruments not designated and
not qualifying as hedging instruments .......

Total derivative instruments .............

As of December 31, 2009

Number Asset Carrying (Liability) Carrying
of Notional or Fair Value or Fair Value
Instruments Amounts Gain Loss Gain Loss

85 $ 620 $ 24 $ (45) $ — $ —

13 340 33 (19) — —

98 960 57 (64) — —

20 1,000 — — — —
19,073 2,333 — — — —
21,149 1,147 — — — —
81 6,232 63 (349) — —

17 1,035 12 (91) — —
14 220 — — — (65)

114 4,093 935 — — —

1 9 — — — —

559 3,440 215 — — —

36 26 66 (22) — —
3,664 505 — — — —
6 — — — — (314)
108,119 — — — — (419)
261,309 — — — 308 (984)
— — 417 — — (140)

2 — 19 — — —
414,164 20,040 1,727 (462) 308 (1,922)
414,262 $21,000 $1,784 $(526) $308 $(1,922)

M Reported in derivative investments on our Consolidated Balance Sheets.
@ Reported in other liabilities on our Consolidated Balance Sheets.
®  Reported in future contract benefits on our Consolidated Balance Sheets.
@ Reported in reinsurance related embedded derivatives on our Consolidated Balance Sheets.
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The maturity of the notional amounts of derivative instruments (in millions) was as follows:

Derivative Instruments Designated and
Qualifying as Hedging Instruments

Cash flow hedges:
Interest rate swap agreements .............
Forward-starting interest rate swaps ........
Foreign currency swaps . .................
Reverse treasury locks . ..................

Total derivative instruments designated and
qualifying as hedging instruments ......

Derivative Instruments Not Designated and
Not Qualifying as Hedging Instruments
Interest rate cap agreements . . ... ............
Interest rate futures .......................
Equity futures . ........... ... ... .
Interest rate swap agreements . ..............
Credit defaultswaps .............. ... .....
Total return swaps . ........couiiiiin .
Putoptions ......... ... .. i i
Call options (based on S&P 500) .............
Variance Swaps . . ...
Currency futures . .. ...,
Consumer price index swaps . ...............
Interest rate cap corridors .. .................

Total derivative instruments not designated
and not qualifying as hedging
INStruments . . ...,

Total derivative instruments with
notional amounts . . .............

Remaining Life as of December 31, 2010

Less Than 1-5 6-10 11-30 Over 30

1 Year Years Years Years Years Total
$ 24 $ 84 $ 264 $ 540 $14 $ 926
_ _ 50 100 _ 150
—_ 124 135 81 —_ 340
— 850 150 . = 1,000
24 1,058 599 721 ﬁ 2,416
150 _ —_ _ _ 150
2,251 _ —_ —_ —_ 2,251
907 — — . — 907
203 1,819 1,719 4,214 — 7,955
—_ 40 105 —_ — 145
650 150 —_ _ —_ 800
_ 1,589 4,013 _ _ 5,602
3,311 772 —_ —_ —_ 4,083
— 4 26 . — 30
219 —_ —_ —_ —_ 219
4 15 15 19 2 55
—_ —_ 8,050 _ = 8,050
7,695 4,389 13,928 4,233 2 30,247
$7,719 $5,447 $14,527 $4,954 $16 $32,663
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The change in our unrealized gain (loss) on derivative instru-
ments in accumulated OCI (in millions) was as follows:

For the Years Ended
December 31,
2010 2009

Unrealized Gain (Loss) on

Derivative Instruments
Balance as of beginning-of-year . ... .. $(13) $(15)
Other comprehensive income (loss):

Unrealized holding gains (losses)

arising during the year:
Cash flow hedges:
Interest rate swap agreements . (24) 33
Forward-starting interest
rate Swaps .. ... 1 —
Foreign currency swaps ...... 14 (21)
Reverse treasury locks . ... .... 5 —
AFS securities embedded
derivatives . ................ 2 —
Change in foreign exchange rate
adjustment .................. 4 (31)
Change in DAC, VOBA, DSI
andDFEL . ................... (11)
Income tax benefit (expense) ...... 3
Less:

Reclassification adjustment for
gains (losses) included in net
income (loss):

Cash flow hedges:
Interest rate swap
agreements") . .......... 4 4
Foreign currency swaps® ... 2 —
Associated amortization of DAC,
VOBA, DSTand DFEL ........ 9) (11)
Income tax benefit (expense) . ... 1 2
Balance as of end-of-year . $(17) $(13)

M The OCI offset is reported within net investment income
on our Consolidated Statements of Income (Loss).

@ The OCI offset is reported within interest and debt ex-
pense on our Consolidated Statements of Income (Loss).
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The gains (losses) on derivative instruments (in millions)
recorded within net income (loss) on our Consolidated State-
ments of Income (Loss) were as follows:

Derivative Instruments
Designated and Qualifying
as Hedging Instruments

Cash flow hedges:

Interest rate swap
agreements ...... ... ..
Forward-starting interest
rate swaps® ... ...
Foreign currency swaps

Total derivative
instruments designated
and qualifying as
hedging instruments .

Derivative Instruments Not
Designated and Not
Qualifying as Hedging
Instruments

Interest rate cap agreements? . .

Interest rate futures® ........

Equity futures® .............

Interest rate swap
agreements® .............

Foreign currency forwards® . ..

Credit default swaps — fees ..

Credit default swaps —
marked-to-market® .......

Total return swaps® . .........

Put options® . ..............

Call options (based on
LNC stock)® .............

Call options (based on
S&P 500)® ... ...

Variance swaps® ............

Currency futures® ...........

Consumer price index swaps®?

Interest rate cap corridors® . ...

Embedded derivatives:

Deferred compensation plans® .
Indexed annuity contracts®

GLB reserves® ............
Reinsurance related® ......
AFS securities™ . ..........

Total derivative
instruments not
designated and not
qualifying as hedging
instruments ........

Total derivative
instruments . . . .

For the Years Ended

December 31,
2010 2009 2008
$ 4 3 3 0% (3)
(1) — —
2 1 (1)
5 4 (4)
— — (1)
183 (60) —
(248) (55) —
(8) (150) —
43 23 —
1 1 1
7 (37) (51)
(133) —
(217) (136) —
— — (8)
114 84 (214)
(34) (38) —
1)  (18) —
(1) — —
5 _ _
(33) (50) 43
(81) (75) 196
268 2,228 (2,625)
(165) (155) 226
4) 4 —
316) 1,566 (2,433)
$(311) $1,570 $(2,437)

M Reported in net investment income on our Consolidated

Statements of Income (Loss).

@ Reported in realized gain (loss) on our Consolidated State-

ments of Income (Loss).

®  Reported in underwriting, acquisition, insurance and other
expenses on our Consolidated Statements of Income (Loss).
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The location in the Consolidated Statements of Income (Loss)
where the gains (losses) are recorded for each of the derivative
instruments discussed below is specified in the table above.

Derivative Instruments Designated and Qualifying as
Cash Flow Hedges

Gains (losses) (in millions) on derivative instruments desig-
nated and qualifying as cash flow hedges were as follows:

For the Years Ended
December 31,

2010 2009 2008

Ineffective portion recognized

in realized gain (loss) ...... $ — $ (1 $1
Gain (loss) recognized as a

component of OCI with the offset

to net investment income . . . 6 4 2

As of December 31, 2010, $19 million of the deferred net losses
on derivative instruments in accumulated OCI were expected
to be reclassified to earnings during the next twelve months.
This reclassification would be due primarily to the interest rate
variances related to the interest rate swap agreements.

For the years ended December 31, 2010, 2009 and 2008, there
were no material reclassifications to earnings due to hedged
firm commitments no longer deemed probable or due to
hedged forecasted transactions that had not occurred by the
end of the originally specified time period.

Interest Rate Swap Agreements

We use a portion of our interest rate swap agreements to
hedge the interest rate risk of our exposure to floating rate
bond coupon payments, replicating a fixed rate bond. An in-
terest rate swap is a contractual agreement to exchange pay-
ments at one or more times based on the actual or expected
price level, performance or value of one or more underlying
interest rates. We are required to pay the counterparty the
stream of variable interest payments based on the coupon pay-
ments from the hedged bonds, and in turn, receive a fixed
payment from the counterparty at a predetermined interest
rate. The gains or losses on interest rate swaps hedging our in-
terest rate exposure on floating rate bond coupon payments
are reclassified from accumulated OCI to net income (loss) as
the related bond interest is accrued.

In addition, we use interest rate swap agreements to hedge our
exposure to fixed rate bond coupon payments and the change
in underlying asset values as interest rates fluctuate.

As of December 31, 2010, the latest maturity date for which
we were hedging our exposure to the variability in future cash
flows for these instruments was June 2042.

Forward-Starting Interest Rate Swaps

We use forward-starting interest rate swaps to hedge our ex-
posure to interest rate fluctuations related to the forecasted
purchase of certain AFS securities. The gains or losses resulting
from the swap agreements are recorded in OCI. The gains or

losses are reclassitied from accumulated OCI to earnings over
the life of the assets once the assets are purchased.

Foreign Currency Swaps

We use foreign currency swaps, which are traded over-the-
counter, to hedge some of the foreign exchange risk of invest-
ments in fixed maturity securities denominated in foreign
currencies. A foreign currency swap is a contractual agreement
to exchange the currencies of two different countries at a spec-
ified rate of exchange in the future. The gains or losses on for-
eign currency swaps hedging foreign exchange risk exposure
on foreign currency bond coupon payments are reclassified
from accumulated OCI to net income (loss) as the related bond
interest is accrued.

As of December 31, 2010, the latest maturity date for which
we were hedging our exposure to the variability in future cash
flows for these instruments was July 2022.

Reverse Treasury Locks

We use reverse treasury locks to hedge the interest rate expo-
sure related to the purchase of fixed rate securities or the an-
ticipated future cash flows of floating rate fixed maturity
securities due to changes in interest rates. These derivatives
are primarily structured to hedge interest rate risk inherent in
the assumptions used to price certain liabilities. The gains or
losses resulting from the reverse treasury locks are recorded in
OCI and are reclassified from accumulated OCI to earnings
over the life of the assets once the assets are purchased.

Derivative Instruments Not Designated and Not
Qualifying as Hedging Instruments

We use various other derivative instruments for risk manage-
ment and income generation purposes that either do not qual-
ify for hedge accounting treatment or have not currently been
designated by us for hedge accounting treatment.

Interest Rate Cap Agreements

We use interest rate cap agreements to provide a level of pro-
tection from the effect of rising interest rates for our annuity
business, within our Retirement Solutions — Annuities and Re-
tirement Solutions — Defined Contribution segments. Interest
rate cap agreements entitle us to receive quarterly payments
from the counterparties on specified future reset dates, contin-
gent on future interest rates. For each cap, the amount of such
quarterly payments, if any, is determined by the excess of a
market interest rate over a specified cap rate, multiplied by the
notional amount divided by four. Our interest rate cap agree-
ments provide an economic hedge of our annuity business.

Interest Rate Futures and Equity Futures

We use interest rate futures and equity futures contracts to
hedge the liability exposure on certain options in variable an-
nuity products. These futures contracts require payment be-
tween our counterparty and us on a daily basis for changes in
the futures index price.

Interest Rate Swap Agreements
We use interest rate swap agreements to hedge the liability ex-
posure on certain options in variable annuity products.
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Foreign Currency Forwards event is defined as bankruptcy, failure to pay, obligation accel-
We used foreign currency forward contracts to hedge divi- eration or restructuring.

dends received from LNC’s former subsidiary, Lincoln UK. The
foreign currency forward contracts obligated us to deliver a
specified amount of currency at a future date and a specified
exchange rate.

We sold credit default swaps to offer credit protection to con-
tract holders and investors. The credit default swaps hedge the
contract holders and investors against a drop in bond prices
due to credit concerns of certain bond issuers. A credit default

Credit Default Swaps swap allows the investor to put the bond back to us at par

We buy credit default swaps to hedge against a drop in bond upon a default event by the bond issuer. A default event is de-
prices due to credit concerns of certain bond issuers. A credit fined as bankruptcy, failure to pay, obligation acceleration or
default swap allows us to put the bond back to the counter- restructuring.

party at par upon a default event by the bond issuer. A default

Information related to our open credit default swap liabilities for which we are the seller (dollars in millions) was as follows:

As of December 31, 2010

Credit Rating Maximum
Reason for Nature of of Underlying Number of Potential
Maturity Entering Recourse Obligation®” Instruments Fair Value? Payout

12/20/2012¢ ) @ BBB+ 4 $ — $ 40
12/20/2016% e © BBB 3 (12) 65
03/20/2017@ o) © BBB- 2 (4) 40
9 $(16) $145
03/20/2010® i @ A- 1 $ — $ 10
06/20/2010® ™ © A 1 — 10
12/20/2012¢ o) © BBB+ 4 — 40
12/20/2016% e © B- 2 (19) 48
03/20/2017® ®) © BB+ 6 (46) 112
14 $(65) $220

M Represents average credit ratings based on the midpoint of the applicable ratings among Moody’s, S&P and Fitch Ratings.

@ Broker quotes are used to determine the market value of credit default swaps.

¢ These credit default swaps were sold to our contract holders, prior to 2007, where we determined there was a spread versus
premium mismatch.

@ These credit default swaps were sold to a counter-party of the consolidated VIEs as discussed in Note 1.

®  Credit default swap was entered into in order to generate income by providing default protection in return for a quarterly pay-
ment.

@  Seller does not have the right to demand indemnification or compensation from third parties in case of a loss (payment) on the
contract.

™ Credit default swap was entered into in order to generate income by providing protection on a highly rated basket of securities
in return for a quarterly payment.

Details underlying the associated collateral of our open credit Certain of our credit default swap agreements contain contrac-
default swaps for which we are the seller, if credit risk related tual provisions that allow for the netting of collateral with our
contingent features were triggered (in millions) are as follows: counterparties related to all of our collateralized financing
transactions that we have outstanding. If these netting agree-
As of December 31, . .
_ ments were not in place, we would have been required to post
2010 2009 approximately $6 million as of December 31, 2010, after con-
Maximum potential payout ............. $145 $220 sidering the fair values of the associated investments counter-
Less: parties” credit ratings as compared to ours and specified
Counterparty thresholds ............. 10 30 thresholds that once exceeded result in the payment of cash.
Maximum collateral potentially Total Return Swaps
required topost ................ $135 & We use total return swaps to hedge a portion of the liability re-

lated to our deferred compensation plans. We receive the total
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return on a portfolio of indexes and pay a floating rate of
interest.

Put Options

We use put options to hedge the liability exposure on certain
options in variable annuity products. Put options are contracts
that require counterparties to pay us at a specified future date
the amount, if any, by which a specified equity index is less
than the strike rate stated in the agreement, applied to a no-
tional amount.

Call Options (Based on LNC Stock)
We use call options on LNC stock to hedge the expected in-
crease in liabilities arising from SARs granted on LNC stock.

Call Options (Based on S€P 500)

We use indexed annuity contracts to permit the holder to elect
an interest rate return or an equity market component, where
interest credited to the contracts is linked to the performance
of the S&P 500. Contract holders may elect to rebalance index
options at renewal dates, either annually or biannually. As of
each renewal date, we have the opportunity to re-price the in-
dexed component by establishing participation rates, subject to
minimum guarantees. We purchase call options that are highly
correlated to the portfolio allocation decisions of our contract
holders, such that we are economically hedged with respect to
equity returns for the current reset period. The mark-to-mar-
ket of the options held generally offsets the change in value of
the embedded derivative within the indexed annuity.

Variance Swaps

We use variance swaps to hedge the liability exposure on cer-
tain options in variable annuity products. Variance swaps are
contracts entered into at no cost and whose payoff is the dif-
ference between the realized variance rate of an underlying
index and the fixed variance rate determined as of inception.

Currency Futures

We use currency futures to hedge foreign exchange risk associ-
ated with certain options in variable annuity products. Cur-
rency futures exchange one currency for another at a specified
date in the future at a specified exchange rate.

Consumer Price Index Swaps

We use consumer price index swaps to hedge the liability ex-
posure on certain options in fixed/indexed annuity products.
Consumer price index swaps are contracts entered into at no
cost and whose payoff is the difference between the consumer
price index inflation rate and the fixed rate determined as of
inception.

Interest Rate Cap Corridors

We use interest rate cap corridors to provide a level of protec-
tion from the effect of rising interest rates for our annuity
business, within our Retirement Solutions — Annuities and Re-
tirement Solutions — Defined Contribution segments. Interest
rate cap corridors involve purchasing an interest rate cap at a
specific cap rate and selling an interest rate cap with a higher
cap rate. For each corridor, the amount of quarterly payments,
if any, is determined by the rate at which the underlying index
rate resets above the original capped rate. The corridor limits

the benefit the purchaser can receive as the related interest
rate index rises above the higher capped rate. There is no addi-
tional liability to us other than the purchase price associated
with the interest rate cap corridor. Our interest rate cap corri-
dors provide an economic hedge of our annuity business.

Deferred Compensation Plans Embedded Derivatives

We have certain deferred compensation plans that have em-
bedded derivative instruments. The liability related to these
plans varies based on the investment options selected by the
participants. The liability related to certain investment options
selected by the participants is marked-to-market through net
income (loss).

Indexed Annuity Contracts Embedded Derivatives

We distribute indexed annuity contracts that permit the holder
to elect an interest rate return or an equity market compo-
nent, where interest credited to the contracts is linked to the
performance of the S&P 500. This feature represents an em-
bedded derivative under the Derivatives and Hedging Topic of
the FASB ASC. Contract holders may elect to rebalance index
options at renewal dates, either annually or biannually. As of
each renewal date, we have the opportunity to re-price the in-
dexed component by establishing participation rates, subject to
minimum guarantees. We purchase S&P 500 call options that
are highly correlated to the portfolio allocation decisions of
our contract holders, such that we are economically hedged
with respect to equity returns for the current reset period. The
mark-to-market of the options held generally offsets the
change in value of the embedded derivative within the in-
dexed annuity.

GLB Reserves Embedded Derivatives

We have certain GLB variable annuity products with GWB and
GIB features that are embedded derivatives. Certain features of
these guarantees, notably our GIB, 4LATER® and Lincoln Life-
time Income™Advantage features, have elements of both insur-
ance benefits accounted for under the Financial Services —
Insurance — Claim Costs and Liabilities for Future Policy Bene-
fits Subtopic of the FASB ASC (“benetfit reserves”) and embed-
ded derivatives accounted for under the Derivatives and
Hedging and the Fair Value Measurements and Disclosures
Topics of the FASB ASC (“embedded derivative reserves”). We
calculate the value of the embedded derivative reserve and the
benetfit reserve based on the specific characteristics of each
GLB feature. As of December 31, 2010, we had $30.3 billion of
account values that were attributable to variable annuities
with a GWB feature and $11.4 billion of account values that
were attributable to variable annuities with a GIB feature.

We use a hedging strategy designed to mitigate the risk and in-
come statement volatility caused by changes in the equity
markets, interest rates and volatility associated with GWB and
GIB features. The hedging strategy is designed such that
changes in the value of the hedge contracts due to changes in
equity markets, interest rates and implied volatilities move in
the opposite direction of changes in embedded derivative re-
serves of the GWB and GIB caused by those same factors. As
part of our current hedging program, equity markets, interest
rates and volatility in market conditions are monitored on a
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6. Derivative Instruments (continued)

daily basis. We rebalance our hedge positions based upon
changes in these factors as needed. While we actively manage
our hedge positions, these hedge positions may not be totally
effective in offsetting changes in the embedded derivative re-
serve due to, among other things, differences in timing be-
tween when a market exposure changes and corresponding
changes to the hedge positions, extreme swings in the equity
markets and interest rates, market volatility, contract holder
behavior, divergence between the performance of the underly-
ing funds and the hedging indices, divergence between the ac-
tual and expected performance of the hedge instruments and
our ability to purchase hedging instruments at prices consis-
tent with our desired risk and return trade-off. However, the
hedging results do not impact LNL due to a funds withheld
agreement with LNBAR, which causes the financial impact of
the derivatives as well as the cash flow activity to be reflected
on LNBAR.

Reinsurance Related Embedded Derivatives

We have certain Modco and CFW reinsurance arrangements
with embedded derivatives related to the withheld assets of
the related funds. These derivatives are considered total return
swaps with contractual returns that are attributable to various
assets and liabilities associated with these reinsurance arrange-
ments. Changes in the estimated fair value of these derivatives
as they occur are recorded through net income (loss). Offset-
ting these amounts are corresponding changes in the esti-
mated fair value of trading securities in portfolios that support
these arrangements. These embedded derivatives, which are
included in reinsurance related embedded derivatives on our
Consolidated Balance Sheets, were $(305) million and $(140)
million as of December 31, 2010 and 2009, respectively.

We are involved in an inter-company reinsurance agreement
where we cede to LNBAR the risk under certain UL contracts
for no lapse benefit guarantees. If our contract holders” ac-
count value is not sufficient to pay the cost of insurance
charges required to keep the policy inforce, and the contract
holder has made required deposits, LNBAR will reimburse us
for the charges. These embedded derivatives, which are in-
cluded in reinsurance related embedded derivatives on our
Consolidated Balance Sheets, were $417 million as of Decem-
ber 31, 2010 and 2009.

AFS Securities Embedded Derivatives

We own various debt securities that either contain call options
to exchange the debt security for other specified securities of
the borrower, usually common stock, or contain call options to
receive the return on equity-like indexes. The change in fair
value of these embedded derivatives flows through net income
(loss).
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Credit Risk

We are exposed to credit loss in the event of nonperformance
by our counterparties on various derivative contracts and re-
flect assumptions regarding the credit or nonperformance risk.
The nonperformance risk is based upon assumptions for each
counterparty’s credit spread over the estimated weighted aver-
age life of the counterparty exposure less collateral held. As of
December 31, 2010, the nonperformance risk adjustment was
$10 million. The credit risk associated with such agreements is
minimized by purchasing such agreements from financial in-
stitutions with long-standing, superior performance records.
Additionally, we maintain a policy of requiring all derivative
contracts to be governed by an International Swaps and Deriv-
atives Association (“ISDA”) Master Agreement. We are re-
quired to maintain minimum ratings as a matter of routine
practice in negotiating ISDA agreements. Under some ISDA
agreements, we have agreed to maintain certain financial
strength or claims-paying ratings. A downgrade below these
levels could result in termination of the derivatives contract, at
which time any amounts payable by us would be dependent
on the market value of the underlying derivative contract. In
certain transactions, we and the counterparty have entered
into a collateral support agreement requiring either party to
post collateral when net exposures exceed pre-determined
thresholds. These thresholds vary by counterparty and credit
rating. We do not believe the inclusion of termination or col-
lateralization events pose any material threat to the liquidity
position of the Company. The amount of such exposure is es-
sentially the net replacement cost or market value less collat-
eral held for such agreements with each counterparty if the
net market value is in our favor. As of December 31, 2010, the
exposure was $175 million.

The amounts recognized (in millions) by S&P credit rating of
counterparty, for which we had the right to reclaim cash col-
lateral or were obligated to return cash collateral, were as
follows:

As of December 31, 2010 As of December 31, 2009

Collateral Collateral Collateral Collateral
Posted by Posted by Posted by Posted by
SepP Counter- LNC Counter- LNC
Credit Party (Held by Party (Held by
Rating of (Held by Counter- (Held by Counter-
Counterparty LNC) Party) LNC) Party)
AAA $ 1 $ — $ 3 $ —
AA 99 — 140 —
AA- 65 — 272 —
A+ 548 43 171 (13)
A 422 202 328 (240)
$1,135 $245 $914 $(253)
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7. Federal Income Taxes

The federal income tax expense (benefit) on continuing opera-
tions (in millions) was as follows:

For the Years Ended
December 31,

2010 2009 2008
current .. ................ $ (179) $ 172 $(292)
Deferred ................. 526 (9) 224

Federal income tax expense
(benefit) ............. $ 347 $ 163 $ (68)

A reconciliation of the effective tax rate differences (in mil-
lions) was as follows:

For the Years Ended
December 31,

2010 2009 2008

Tax rate times pre-tax

income ................ $ 498 $ 88 $ 65
Effect of:

Separate account dividend

received deduction .. ... (94) (77) (82)
Tax credits . . ............ (42) (47) (25)
Goodwill ............... — 238 —
Prior year tax return

adjustment ........... (13) (60) (34)
Otheritems ............. (2) 21 8

Federal income tax

expense (benefit) $ 347 $ 163 $ (68)

Effective tax rate . .. ........ 24% N/M N/M

The effective tax rate is a ratio of tax expense over pre-tax in-
come (loss). Since the pre-tax income of $251 million and $186
million in 2009 and 2008, respectively, resulted in a tax ex-
pense of $163 million in 2009 and a tax benefit of $68 million
in 2008, the effective tax rate was not meaningful. The separate
account dividend received deduction included in the table
above is exclusive of any prior years’ tax return resolution.

The federal income tax asset (liability) (in millions), which is
included in other liabilities on our Consolidated Balance
Sheets, was as follows:

As of December 31,

2010 2009
CUITENT ..o i ottt $ 412) $ (250)
Deferred ........... ... ... ... .. ... (1,500) (523)

Total federal income tax asset

(liability) ... $(1,912) $ (773)

Signiticant components of our deferred tax assets and liabilities
(in millions) were as follows:

As of December 31,
2010 2009
Deferred Tax Assets
Future contract benefits and other
contract holder funds ............. $ 1,116 $1,676
Other investments . ................. 625 338
Reinsurance deferred gain . ........... 138 163
Modco embedded derivative asset . ... .. 93 49
Compensation and benefit plans . ...... 136 151
Net capitalloss . .................... 96 112
VIE ... 77 —
Other ...... . ... .. . .. . . . . ... 73 58
Total deferred tax assets . ... ........ 2,354 2,547

DAC .. 1,982 1,947
VOBA ... 483 734
Net unrealized gain on AFS

securities . .......... i 988 38
Net unrealized gain on trading

securities .......... ... 86 55
Intangibles ............. .. ... ... ... 179 192
Other ....... ... .. ... .. ... .. ... . ... 136 104

Total deferred tax liabilities ......... 3,854 3,070

Net deferred tax asset (liability) . ... $(1,500) $ (523)

LNL and its affiliates, with the exception of Jefferson-Pilot Life
Insurance Company (“JPL”), Jefferson Pilot Financial Insur-
ance Company (“JPFIC”) and Jefferson Pilot LifeAmerica In-
surance Company (“JPLA”) as noted below, are part of a
consolidated federal income tax filing with LNC. JPL filed a
separate federal income tax return until its merger with LNL
on April 2, 2007. JPFIC filed a separate federal income tax re-
turn until its merger into LNL on July 2, 2007. JPLA was part
of a consolidated federal income tax filing with JPFIC until its
merger with LLANY on April 2, 2007.

As of December 31, 2010, LNL had net capital loss carryfor-
wards of $275 million which will expire in 2014. LNL believes
that it is more likely than not that the capital losses will be
fully utilized within the allowable carryforward period.

The application of GAAP requires us to evaluate the recover-
ability of our deferred tax assets and establish a valuation al-
lowance if necessary, to reduce our deferred tax asset to an
amount that is more likely than not to be realizable. Consider-
able judgment and the use of estimates are required in deter-
mining whether a valuation allowance is necessary, and if so,
the amount of such valuation allowance. In evaluating the
need for a valuation allowance, we consider many factors, in-
cluding: the nature and character of the deferred tax assets
and liabilities; taxable income in prior carryback years; future
reversals of temporary differences; the length of time carry-
overs can be utilized; and any tax planning strategies we
would employ to avoid a tax benefit from expiring unused. Al-
though realization is not assured, management believes it is
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7. Federal Income Taxes

more likely than not that the deferred tax assets, including our
capital loss deferred tax asset, will be realized.

As of December 31, 2010 and 2009, $181 million and $180
million, of our unrecognized tax benetfits presented below, if
recognized, would have impacted our income tax expense and
our effective tax rate. We anticipate a change to our unrecog-
nized tax benefits during 2011 in the range of none to $107
million.

For the
Years Ended
December 31,
2010 2009
Balance as of beginning-of-year ......... $293 $264
Increases for prior year tax positions . . . . 2 26
Decreases for prior year tax positions . .. (6) (1)
Increases for current year tax positions . . 8 11
Decreases for current year tax
positions . ......... .. (7) (7)
Decreases for settlements with
taxing authorities . . ............... (10)
Decreases for lapse of statute of
limitations ...................... ) =
Balance as of end-of-year ........ $278 $293

We recognize interest and penalties accrued, if any, related to
unrecognized tax benefits as a component of tax expense. Dur-
ing the years ended December 31, 2010, 2009 and 2008, we
recognized interest and penalty expense related to uncertain
tax positions of $6 million, $11 million and $1 million, respec-
tively. We had accrued interest and penalty expense related to
the unrecognized tax benetfits of $81 million and $75 million
as of December 31, 2010 and 2009, respectively.

We are subject to annual tax examinations from the Internal
Revenue Service (“IRS”). During the third quarter of 2008, the
IRS completed its examination for tax years 2003 and 2004 re-
sulting in a proposed assessment. During the second quarter of
2010, the IRS completed its examination for tax years 2005 and
2006 resulting in a proposed assessment. Also, during the sec-
ond quarter of 2010, the IRS completed its examination of tax
year 2006 for the former Jefferson-Pilot Corporation (“JP”) and
its subsidiaries. We believe a portion of the assessments is in-
consistent with the existing law and are protesting it through
the established IRS appeals process. We do not anticipate that
any adjustments that might result from such audits would be
material to our consolidated results of operations or financial
condition. We are currently under audit by the IRS for years
2007 and 2008. The JP subsidiaries acquired in the April 2006
merger are subject to a separate IRS examination cycle. For the
former JP subsidiaries, JPL and JPFIC, the IRS is examining the
tax years ended April 1, 2007 and July 1, 2007, respectively.

8. DAC, VOBA, DSI and DFEL

During the fourth quarter of 2008, we recorded a decrease to
income (loss) totaling $242 million, for a reversion to the
mean prospective unlocking of DAC, VOBA, DSI and DFEL as
a result of significant and sustained declines in the equity mar-
kets during 2008. During 2010 and 2009, we did not have a
reversion to the mean prospective unlocking of DAC, VOBA,
DSI and DFEL. The pre-tax impact for these items is included
within the prospective unlocking line items in the changes in
DAC, VOBA, DSI and DFEL tables below.
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Changes in DAC (in millions) were as follows:

For the Years Ended
December 31,

2010 2009 2008

Balance as of beginning-of-year .  $7,310 $7,421 $5,765
Reinsurance assumed
(ceded) ..., (38) 48 (230)
Transfer of business to a
third party ............. — (37) —
Deferrals ................. 1,636 1,614 1,811

Amortization, net of interest:
Prospective unlocking —
assumption changes . ... (30) (15) (368)
Prospective unlocking —

model refinements . .. .. 145 — 44
Retrospective unlocking . . . 17 82 (120)
Other amortization, net of

interest .............. (841)  (748)  (712)

Adjustment related to

realized (gains) losses .. ... (61) 91 137
Adjustment related to

unrealized (gains) losses . .. (662) (1,146) 1,094

Balance as of end-of-year . $7,476 $7,310 $7,421
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Changes in VOBA (in millions) were as follows: Changes in DFEL (in millions) were as follows:
For the Years Ended For the Years Ended
December 31, December 31,
2010 2009 2008 2010 2009 2008
Balance as of beginning-of-year .  $2,086 $3,763 $2,809 Balance as of beginning-of-year ...... $1,273 $§ 948 $ 768
Transfer of business to a Reinsurance assumed (ceded) .. .... 22 — (47)
third party ............. — (255) — Transfer of business to a third party . — (11) —
Deferrals ................. 26 30 40 Deferrals ...................... 546 496 428
Amortization: Amortization, net of interest:
Prospective unlocking — Prospective unlocking —
assumption changes . ... (41) (20) (7) assumption changes ......... (57) (22)  (37)
Prospective unlocking — Prospective unlocking — model
model refinements ... .. (7) — 6 refinements ................ 56 — 25
Retrospective unlocking . . . 11 (44) (38) Retrospective unlocking ........ (23) (3) (41)
Other amortization . . ... .. (361) (349) (335) Other amortization, net of interest .  (167) (141) (150)
Accretion of interest™ . . . .. 89 102 116 Adjustment related to realized
Adjustment related to (gains) losses . ................ 4) 5 2
realized (gains) losses . .. .. (7) 43 98 Adjustment related to unrealized
Adjustment related to (gains) losses ................. (174) 1 —
unrealized (gains) losses ... (418) (1,184) 1,074 Balance as of end-of-year ... .. $1,472 $1,273 $ 948

Balance as of end-of-year .  $1,378 $2,086 $3,763

M The interest accrual rates utilized to calculate the accre-
tion of interest ranged from 3.50% to 7.25%.

Estimated future amortization of VOBA, net of interest (in
millions), as of December 31, 2010, was as follows:

2011 o $213
2012 L 187
2003 L 166
2014 . 140
2005 L 126

Changes in DSI (in millions) were as follows:

For the Years Ended
December 31,

2010 2009 2008

Balance as of beginning-of-year ... $361 $310 $279
Deferrals ............. ... ... 66 76 96
Amortization, net of interest:

Prospective unlocking —

assumption changes ...... 3) — (37)
Retrospective unlocking ... ... 5 11 (6)
Other amortization, net of

interest ................ (53) (38) (28)

Adjustment related to realized
(gains) losses . ............. (11) 3 6
Adjustment related to
unrealized (gains) losses . .. .. (41) (1) —
Balance as of end-of-year .. $324 $361 $310
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9. Reinsurance

The following summarizes reinsurance amounts (in millions)
recorded on our Consolidated Statements of Income (Loss),
excluding amounts attributable to the indemnity reinsurance
transaction with Swiss Re:

For the Years

Ended December 31,
2010 2009 2008

Direct insurance premiums

andfees ................. $6,338 $5936 $ 5,863
Reinsurance assumed . ....... 22 10 18
Reinsurance ceded . .......... (1,361) (1,227) (1,056)

Total insurance premiums

and fees, net ........... $4,999 $ 4719 $ 4,825

Direct insurance benetfits . .. ... $4,324 $ 3,530 $ 4,254
Reinsurance recoveries netted

against benefits ........... (1,754) (1,080) (1,600)

Total benefits, net ......... $2,570 $ 2,450 $ 2,654

We cede insurance to other companies. The portion of risks
exceeding our retention limit is reinsured with other insurers.
We seek reinsurance coverage within the businesses that sell
life insurance and annuities in order to limit our exposure to
mortality losses and enhance our capital management. As dis-
cussed in Note 25, a portion of this reinsurance activity is with
affiliated companies.

Under our reinsurance program, we reinsure approximately
40% to 45% of the mortality risk on newly issued non-term
life insurance contracts and approximately 35% of total mor-
tality risk including term insurance contracts. Our policy for
this program is to retain no more than $10 million on a single
insured life issued on fixed, VUL and term life insurance con-
tracts. The retention per single insured life for corporate-
owned life insurance is $2 million. Portions of our deferred
annuity business have been reinsured on a Modco basis with
other companies to limit our exposure to interest rate risks. As
of December 31, 2010, the reserves associated with these

reinsurance arrangements totaled $935 million. To cover prod-
ucts other than life insurance, we acquire other reinsurance
coverages with retentions and limits.

We obtain reinsurance from a diverse group of reinsurers, and
we monitor concentration as well as financial strength ratings
of our principal reinsurers. Our reinsurance operations were
acquired by Swiss Re in December 2001, through a series of
indemnity reinsurance transactions. Swiss Re represents our
largest reinsurance exposure. Under the indemnity reinsur-
ance agreements, Swiss Re reinsured certain of our liabilities
and obligations. As we are not relieved of our legal liability to
the ceding companies, the liabilities and obligations associated
with the reinsured contracts remain on our Consolidated Bal-
ance Sheets with a corresponding reinsurance receivable from
Swiss Re, which totaled $3.6 billion as of December 31, 2010.
Swiss Re has funded a trust, with a balance of $1.7 billion as of
December 31, 2010, to support this business. As a result of
Swiss Re’s S&P financial strength rating dropping below AA-,
Swiss Re funded an additional trust during the fourth quarter
of 2009 with a balance of approximately $1.5 billion as of De-
cember 31, 2010, to support this business. In addition to vari-
ous remedies that we would have in the event of a default by
Swiss Re, we continue to hold assets in support of certain of
the transferred reserves. These assets are reported within trad-
ing securities or mortgage loans on real estate on our Consoli-
dated Balance Sheets. Our liabilities for funds withheld and
embedded derivatives as of December 31, 2010, included $1.8
billion and $78 million, respectively, related to the business
reinsured by Swiss Re.

We recorded the gain related to the indemnity reinsurance
transactions on the business sold to Swiss Re as a deferred gain
on business sold through reinsurance on our Consolidated
Balance Sheets. The deferred gain is being amortized into in-
come at the rate that earnings on the reinsured business are
expected to emerge, over a period of 15 years from the date of
sale. During 2010, 2009 and 2008 we amortized $75 million,
$50 million and $50 million, after-tax, respectively, of deferred
gain on business sold through reinsurance.

10. Goodwill and Specifically Identifiable Intangible Assets

The changes in the carrying amount of goodwill (in millions) by reportable segment were as follows:

For the Year Ended December 31, 2010

Acquisition Cumulative
Balance Impairment
As of As of Capital Dispositions Balance
Beginning- Beginning- Contribution and As of End-
of-Year of-Year Value Impairment Other of-Year
Retirement Solutions:
Annuities . ...... ..o o i $1,040 $(600) $— $— $— $ 440
Defined Contribution . ............... 20 — — — — 20
Insurance Solutions:
Life Insurance ..................... 2,186 — — — — 2,186
Group Protection ................... 274 — — 274
Other Operations . .................... 170 (79) = = 6 97
Total goodwill . .......... ... ... ... $3,690 $(679) $— $— $6 $3,017
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For the Year Ended December 31, 2009

Acquisition Cumulative
Balance Impairment
As of As of Capital Dispositions Balance
Beginning- Beginning- Contribution and As of End-
of-Year of-Year Value Impairment Other of-Year
Retirement Solutions:
Annuities . ......... i $1,040 $— $ — $(600) $— $ 440
Detined Contribution . ............... 20 — — — — 20
Insurance Solutions:
Life Insurance ..................... 2,186 — — — — 2,186
Group Protection ................... 274 — — — 274
Other Operations . .................... — = 174 (79) (4 91
Total goodwill . ................... $3,520 $— $174 $(679) $(4) $3,011

Included in the acquisition accounting adjustments above
were adjustments related to income tax deductions recognized
when stock options attributable to mergers were exercised or
the release of unrecognized tax benetits acquired through
mergers.

We perform a Step 1 goodwill impairment analysis on all of
our reporting units at least annually on October 1. The Step 1
analysis for the reporting units within our Insurance Solutions
and Retirement Solutions businesses utilizes primarily a dis-
counted cash flow valuation technique (“income approach”),
although limited available market data is also considered. In
determining the estimated fair value, we consider discounted
cash flow calculations, the level of LNC’s share price and as-
sumptions that market participants would make in valuing the
reporting unit. This analysis requires us to make judgments
about revenues, earnings projections, capital market assump-
tions and discount rates. For our Media reporting unit, we pri-
marily use discounted cash flow calculations to determine the
implied fair value.

As of October 1, 2010, all of our reporting units passed the
Step 1 analysis, and although Insurance Solutions — Life Insur-
ance carrying value of the net assets was within the estimated
fair value range, we deemed it necessary to validate the carry-
ing value of goodwill through a Step 2 analysis. In our Step 2
analysis of Insurance Solutions — Life Insurance, we estimated
the implied fair value of the reporting unit’s goodwill, includ-
ing assigning the reporting unit’s fair value determined in
Step 1 to all of its net assets (recognized and unrecognized) as
if the reporting unit were acquired in a business combination
as of October 1, 2010, and determined there was no impair-
ment due to the implied fair value of goodwill being in excess
of the carrying value of goodwill.

As of October 1, 2009 all of our reporting units passed the
Step 1 analysis, except for our Media reporting unit, which re-
quired a Step 2 analysis to be completed. We utilized very de-
tailed forecasts of cash flows and market observable inputs in
determining a fair value of the net assets for each of the re-
porting units similar to what would be estimated in a business
combination between market participants. The implied fair
value of goodwill for our Media reporting unit was lower than
its carrying amount; therefore, goodwill was impaired and
written down to its fair value for this reporting unit. The im-
pairment recorded in Other Operations for our Media business
was a result of declines in current and forecasted advertising
revenue for the entire radio market. Our impairment tests
showed the implied fair value of our Media reporting unit was
lower than its carrying amount; therefore, we recorded non-
cash impairments of goodwill of $79 million and specifically
identifiable intangible assets of $50 million.

As of March 31, 2009, we performed a Step 1 goodwill impair-
ment analysis on all of our reporting units as a result of our
performing an interim test due to volatile capital markets that
provided indicators that a potential impairment could be pres-
ent. All of our reporting units passed the Step 1 analysis, ex-
cept for our Retirement Solutions — Annuities reporting unit,
which required a Step 2 analysis to be completed. Based upon
our Step 2 analysis, we recorded goodwill impairment for the
Retirement Solutions — Annuities reporting unit in the first
quarter of 2009 for $600 million, which was attributable pri-
marily to higher discount rates driven by higher debt costs and
equity market volatility, deterioration in sales and declines in
equity markets. There were no indicators of impairment as of
December 31, 2009, due primarily to the continued improve-
ment in the equity markets and lower discount rates.
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The gross carrying amounts and accumulated amortization (in millions) for each major specifically identifiable intangible asset class

by reportable segment were as follows:

Insurance Solutions — Life Insurance:

Salesforce . ...... . ...

Retirement Solutions — Defined Contribution:

Mutual fund contract rights™® ... ... o L oo

Other Operations:

FCC licenses ) .
Other . ... e

........... $224

As of December 31,
2010 2009

Gross Gross
Carrying  Accumulated Carrying Accumulated
Amount  Amortization Amount  Amortization

........... $100 $19 $100 $15
........... 2 — 2 —
........... 118 — 118 —
........... 4 3 4 3

$22 $224 $18

M No amortization recorded as the intangible asset has indefinite life.
@ We recorded mutual fund contract rights impairment of $1 million for the year ended December 31, 2009.
® We recorded FCC licenses impairment of $49 million for the year ended December 31, 2009.

Future estimated amortization of specifically identifiable
intangible assets (in millions) as of December 31, 2010, was as
follows:

2011 $4
2012 L 4
2003 L 4
2014 . 4
2005 L 4

11. Guaranteed Benefit Features

Information on the GDB features outstanding (dollars in mil-
lions) was as follows (our variable contracts with guarantees
may offer more than one type of guarantee in each contract;
therefore, the amounts listed are not mutually exclusive):

As of December 31,
2010 2009
Return of Net Deposits
Total accountvalue ... .............. $52,211 $44,712
Net amount at risk®™ .. .............. 816 1,888
Average attained age of contract
holders ......... ... ... ... .. ... 58 years 57 years
Minimum Return
Total account value® ............... $ 187 $ 203
Net amount at risk™ ................ 46 65
Average attained age of contract
holders ....... ... ... .. ... .. ... 70 years 69 years
Guaranteed minimum return . ........ 5% 5%
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As of December 31,
2010 2009
Anniversary Contract Value
Total account value . ................ $23,483 $21,431
Net amount at risk® ................ 2,183 4,021
Average attained age of contract
holders ......... ... ... ... . ... 66 years 65 years

M Represents the amount of death benefit in excess of the
account balance. The decrease in net amount at risk when
comparing December 31, 2010, to December 31, 2009,
was attributable primarily to the rise in equity markets
and associated increase in the account values.

@ The decrease in total account value when comparing De-
cember 31, 2010, to December 31, 2009, was attributable
primarily to an increase in contract surrender rates.

The determination of GDB liabilities is based on models that
involve a range of scenarios and assumptions, including those
regarding expected market rates of return and volatility,
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contract surrender rates and mortality experience. The follow-
ing summarizes the balances of and changes in the liabilities
for GDB (in millions), which were recorded in future contract
benetfits on our Consolidated Balance Sheets:

For the Years Ended
December 31,

2010 2009 2008

Balance as of beginning-of-year ....... $71 $277 $ 38
Changes in reserves .............. 57 (33) 312
Benefitspaid .................... (84) (173) (73)

Balance as of end-of-year ........ $44 $ 71 $277

Account balances of variable annuity contracts with guaran-
tees (in millions) were invested in separate account invest-
ment options as follows:

As of December 31,
2010 2009
Asset Type
Domestic equity .................. $35,659 $32,489
International equity ............... 14,172 12,379

Bonds ..........iiiii 15,913 9,942
Money market ................... 5,725 6,373
Total ....... ... ... ... .. .. L. $71,469 $61,183
Percent of total variable annuity
separate account values .......... 98% 97 %

Future contract benefits also include reserves for our products
with secondary guarantees for our products sold through our
Insurance Solutions — Life Insurance segment. These UL and
VUL products with secondary guarantees represented approxi-
mately 40% of permanent life insurance in force as of Decem-
ber 31, 2010, and approximately 52% of total sales for these
products for the year ended December 31, 2010.

12. Other Contract Holder Funds

Details of other contract holder funds (in millions) were as
follows:

As of December 31,
2010 2009
Fixed account values, including the
fixed portion of variable and other
contract holder funds ............. $64,582 $61,254
DFEL . ... 1,472 1,273
Contract holder dividends payable . . . .. 484 494
Premium deposit funds ............. 98 100
Undistributed earnings on participating
business ......... . ... L. 85 56
Total other contract holder funds ..  $66,721  $63,177

As of December 31, 2010 and 2009, participating policies com-
prised approximately 1.20% and 1.30%, respectively, of the
face amount of insurance in force, and dividend expenses
were $82 million, $89 million and $92 million for the years
ended December 31, 2010, 2009 and 2008, respectively.
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Details underlying short-term and long-term debt (in millions)
were as follows:

As of December 31,
2010 2009
Short-term debt
Short-term debt®™ ................ $ 10 $ 21
Long-term debt
2.75% note, due 2013 ............. $ 4 $ —
LIBOR + 0.03% note, due 2017 .. ... 250 250
LIBOR + 3.41% note, due 2040 ..... 500 —_
LIBOR + 1.00% note, due 2037 ..... 375 375
Surplus Notes due LNC:
9.76% surplus note, due 2024 . ... 50 50
6.56% surplus note, due 2028 .. .. 500 500
6.03% surplus note, due 2028 . ... 750 750
Total surplus notes . . .......... 1,300 1,300
Total long-term debt ........ $2,429 $1,925

M The short-term debt represents short-term notes payable
to LNC.

Future principal payments due on long-term debt (in millions)
as of December 31, 2010, were as follows:

2003 e $ 4
Thereafter ........ ... .. .. .. . . . . . .. 2,425
Total . ... $2,429

Credit Facilities
Credit facilities (in millions) were as follows:

As of December 31, 2010

Expiration Maximum  Borrowings

Date Available  Outstanding
Credit Facilities
Credit facility with
the FHLBIY ......... N/A $630 $350

M Our borrowing capacity under this credit facility does not
have an expiration date and continues while our invest-
ment in the FHLBI common stock remains outstanding.
We have pledged securities, included in fixed maturity
AFS securities on our Consolidated Balance Sheets, that
are associated with this credit facility.

On December 31, 2009, LNC made a capital contribution of
$171 million to forgive an outstanding balance on a note due
to LNC from a consolidated subsidiary of LNL. The caption
“Capital contribution from Lincoln National Corporation” in
the accompanying Consolidated Statements of Stockholder’s
Equity includes the $171 million capital contribution.

In the third quarter of 2008, LNL made an investment of $19
million in the FHLBI, a AAA-rated entity, and made an addi-
tional investment of $2 million in the second quarter of 2009. In
2010, LNL made an additional investment of $11 million in the
FHLBLI. This relationship provides us with another source of lig-
uidity as an alternative to commercial paper and repurchase
agreements as well as provides funding at comparatively low
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borrowing rates. We are allowed to borrow up to 20 times the
amount of our common stock investment in the FHLBI through
a credit facility with the FHLBI. Our borrowing capacity under
this credit facility does not have an expiration date and contin-
ues while our investment in the FHLBI common stock remains
outstanding as long as we maintain a satisfactory level of credit-
worthiness and we do not incur a material adverse change in
our financial, business, regulatory or other areas that would ma-
terially affect our operations and viability. All borrowings from
the FHLBI are required to be secured by certain investments
owned by LNL. On December 4, 2008, the LNC and LNL Boards
of Directors approved an additional common stock investment
of $56 million, which would increase our total borrowing capac-
ity up to $1.5 billion upon completion of that incremental in-
vestment. As of December 31, 2010, based on our actual
common stock investment, we had borrowing capacity of up to
approximately $630 million from the FHLBI. We had a $250
million floating-rate term loan outstanding under the facility
due June 20, 2017, which may be prepaid at any time (classified
within long-term debt on our Consolidated Balance Sheets as
presented in the above table). During the second quarter of
2010, we also borrowed $100 million at a rate of 0.7% that is
due May 25, 2011 (classified within payables for collateral on
investments on our Consolidated Balance Sheets).

On July 1, 2010, we issued a note of $500 million to LNC. This
note calls for us to pay the principal amount of the note on or

before June 5, 2040, and interest to be paid annually at an an-
nual rate of LIBOR + 3.41%.

On September 10, 2010, we issued a note of $4 million to
LFM. This note calls for us to pay the principal amount of the
note on or before September 10, 2013, and interest to be paid
semiannually at an annual rate of 2.75%.

On October 9, 2007, we issued a note of $375 million to LNC.
This note calls for us to pay the principal amount of the note
on or before October 9, 2037, and interest to be paid quarterly
at an annual rate of LIBOR + 1.00%.

We issued a surplus note for $500 million to LNC in 1998. This
note calls for us to pay the principal amount of the note on or
before March 31, 2028, and interest to be paid quarterly at an
annual rate of 6.56%. Subject to approval by the Indiana Insur-
ance Commissioner, LNC also has a right to redeem the note for
immediate repayment in total or in part once per year on the
anniversary date of the note. Any payment of interest or repay-
ment of principal may be paid only out of our statutory earn-
ings, only if our statutory capital surplus exceeds our statutory
capital surplus as of the date of note issuance of $2.3 billion, and
subject to approval by the Indiana Insurance Commissioner.

We issued a surplus note for $750 million to LNC in 1998. This
note calls for us to pay the principal amount of the note on or
before December 31, 2028, and interest to be paid quarterly at
an annual rate of 6.03%. Subject to approval by the Indiana In-
surance Commissioner, LNC also has a right to redeem the note
for immediate repayment in total or in part once per year on the
anniversary date of the note. Any payment of interest or repay-
ment of principal may be paid only out of our statutory earn-
ings, only if our statutory capital surplus exceeds our statutory
capital surplus as of the date of note issuance of $2.4 billion, and
subject to approval by the Indiana Insurance Commissioner.
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14. Contingencies and Commitments
Contingencies

Regulatory and Litigation Matters

Regulatory bodies, such as state insurance departments, the
SEC, Financial Industry Regulatory Authority and other regu-
latory bodies regularly make inquiries and conduct examina-
tions or investigations concerning our compliance with,
among other things, insurance laws, securities laws and laws
governing the activities of broker-dealers.

In the ordinary course of its business, LNL and its subsidiaries
are involved in various pending or threatened legal proceedings,
including purported class actions, arising from the conduct of
business. In some instances, these proceedings include claims for
unspecitied or substantial punitive damages and similar types of
relief in addition to amounts for alleged contractual liability or
requests for equitable relief. After consultation with legal coun-
sel and a review of available facts, it is management’s opinion
that these proceedings, after consideration of any reserves and
rights to indemnification, ultimately will be resolved without
materially affecting the consolidated financial position of LNL.
However, given the large and indeterminate amounts sought in
certain of these proceedings and the inherent difficulty in pre-
dicting the outcome of such legal proceedings, it is possible that
an adverse outcome in certain matters could be material to our
operating results for any particular reporting period.

Commitments

Leases

We lease our home office properties in Fort Wayne, Indiana.
In 2006, we exercised the right and option to extend the Fort
Wayne lease for two extended terms such that the lease shall
expire in 2019. We retain our right and option to exercise the
remaining four extended terms of five years each in accor-
dance with the lease agreement. These agreements also pro-
vide us with the right of first refusal to purchase the properties
at a price defined in the agreements and the option to pur-
chase the leased properties at fair market value on the last day
of any renewal period.

Total rental expense on operating leases for the years ended
December 31, 2010, 2009 and 2008, was $40 million,

$47 million and $49 million, respectively. Future minimum
rental commitments (in millions) as of December 31, 2010,
were as follows:

2011 Lo $30
2012 26
2013 20
2014 . 13
2015 L 9

Information Technology Commitment

In February 2004, LNC completed renegotiations and ex-
tended the contract with IBM Global Services for information
technology services for the Fort Wayne operations through
February 2010. Following the original termination date of this
agreement, LNC exercised contractual rights to extend this
agreement through February 2012. Annual costs are depend-
ent on usage but are expected to be approximately $9 million.

Media Commitments

LFM has future commitments of approximately $31 million
through 2015 related primarily to employment contracts and
rating service contracts.

Vulnerability from Concentrations

As of December 31, 2010, we did not have a concentration of:
business transactions with a particular customer or lender;
sources of supply of labor or services used in the business; or a
market or geographic area in which business is conducted that
makes us vulnerable to an event that is at least reasonably
possible to occur in the near term and which could cause a se-
vere impact to our financial position.

Although we do not have any significant concentration of
customers, our American Legacy Variable Annuity (“ALVA”)
product offered in our Retirement Solutions — Annuities
segment is significant to this segment. The ALVA product
accounted for 25%, 28% and 37% of Retirement Solutions —
Annuities” variable annuity product deposits in 2010, 2009 and
2008, respectively, and represented approximately 58%, 61 %
and 62% of our total Retirement Solutions — Annuities’ vari-
able annuity product account values as of December 31, 2010,
2009 and 2008, respectively. In addition, fund choices for cer-
tain of our other variable annuity products offered in our Re-
tirement Solutions — Annuities segment include American
Fund Insurance Series*™ (“AFIS”) funds. For the Retirement
Solutions — Annuities segment, AFIS funds accounted for 29%,
33% and 44 % of variable annuity product deposits in 2010,
2009 and 2008, respectively, and represented 66 %, 69% and
70% of the segment’s total variable annuity product account
values as of December 31, 2010, 2009 and 2008, respectively.

Standby Real Estate Equity Commitments

Historically, we have entered into standby commitments, which
obligated us to purchase real estate at a specified cost if a third-
party sale did not occur within approximately one year after
construction was completed. These commitments were used by
a developer to obtain a construction loan from an outside lender
on favorable terms. In return for issuing the commitment, we
received an annual fee and a percentage of the profit when the
property was sold. Our expectation is that we will be obligated
to fund those commitments that remain outstanding.

As of December 31, 2010, and December 31, 2009, we had
standby real estate equity commitments totaling $53 million
and $220 million, respectively. During 2010, we funded com-
mitments of $142 million and recorded a loss of $8 million re-
ported within realized gain (loss) on our Consolidated
Statements of Income (Loss).

During 2009, we suspended entering into new standby real
estate commitments.

Other Contingency Matters

State guaranty funds assess insurance companies to cover
losses to contract holders of insolvent or rehabilitated
companies. Mandatory assessments may be partially recovered
through a reduction in future premium taxes in some states.
We have accrued for expected assessments net of estimated fu-
ture premium tax deductions of $10 million and $12 million as
of December 31, 2010 and 2009, respectively.
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15. Shares and Stockholder’s Equity
All authorized and issued shares of LNL are owned by LNC.

Accumulated OCI

The following summarizes the components and changes in ac-

cumulated OCI (in millions):

Unrealized Gain (Loss) on
AFS Securities
Balance as of beginning-of-year . . . ..
Cumulative effect from adoption
of new accounting standards . . .
Unrealized holding gains (losses)
arising during the year . .......
Change in foreign currency
exchange rate adjustment
Change in DAC, VOBA, DSI and
other contract holder funds . ...
Income tax benefit (expense) . . ...
Less:

Reclassification adjustment for
gains (losses) included in net
income (loss) .............

Associated amortization of
DAC, VOBA, DSI and DFEL . .

Income tax benefit (expense) . . .

Balance as of end-of-year . .

Unrealized OTTI on
AFS Securities
Balance as of beginning-of-year . . . ..
(Increases) attributable to:
Cumulative effect from adoption
of new accounting standards . . .
Gross OTTI recognized in OCI
during the year
Change in DAC, VOBA, DSI and
DFEL ..... ... ... ... . ...
Income tax benefit (expense) . . ...
Decreases attributable to:
Sales, maturities or other
settlements of AFS securities . . .
Change in DAC, VOBA, DSI and
DFEL . ... ... ... . ... ...
Income tax benefit (expense) .. ...

Balance as of end-of-year . .
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For the Years Ended
December 31,

2009

2010 2008

$ 36 $(2562)$ 76

181 (79) —
2322 6,021 (7,316)
(6) 26 (66)
(1,164) (2,294) 2,522
417) (1,328) 1,703
(136)  (555) (1,042)
17 168 244

42 135 279
$1,029 $ 36 $(2,562)
$ (108)$ — $ —
93) (339) —

10 77 —

29 92 —

82 151 —
(20)  (28) —
(22) (43) —

$ (122)$ (108)$ —

For the Years Ended

December 31,
2010 2009 2008
Unrealized Gain (Loss) on
Derivative Instruments
Balance as of beginning-of-year . . . .. $ (13)$ (15)8% (19)
Unrealized holding gains (losses)
arising during the year .. ...... ) 12 (42)
Change in foreign currency
exchange rate adjustment .. ... 4 (31) (36)
Change in DAC, VOBA, DSI and
15) )51 P 1) 11 27
Income tax benefit (expense) . . ... 3 5 1
Less:
Reclassification adjustment for
gains (losses) included in net
income (loss) ............. 6 4 (83)
Associated amortization of
DAC, VOBA, DSI and DFEL . . 9 (11 —
Income tax benefit (expense) . . . 1 2 29
Balance as of end-of-year .. $ (17)$ (13)$ (15)
Funded Status of Employee
Benefit Plans
Balance as of beginning-of-year . . . .. $ A7$ (32)$ (4)
Adjustment arising during the year 4 23 (45)
Income tax benefit (expense) . . ... 1) (8) 17
Balance as of end-of-year .. $ (14)$ (17)$ (32)
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16. Realized (Gain) Loss

Details underlying realized gain (loss) (in millions) reported on
our Consolidated Statements of Income (Loss) were as follows:

For the Years Ended
December 31,

2010 2009 2008

Total realized gain (loss) related to

certain investments® ... .......... $(132) $(498) $(767)
Realized gain (loss) related to certain

derivative instruments, including

those associated with our

consolidated VIEs, and trading

securities® ... ... e 41) (77) (78)
Indexed annuity net derivative
results®:
Gross gain (loss) ................ 34 8 13
Associated amortization of DAC,
VOBA, DSIand DFEL .......... (15) (5) (6)
Guaranteed living benefits®:
Gross gain (loss) ................ 30) (10) 2
Associated amortization of DAC,
VOBA, DSIand DFEL .......... (64) (8) 12
Realized gain (loss) on sale of
subsidiaries/businesses ........... — 1 —
Total realized gain (loss) ...... $(248) $(589) $(824)

M See “Realized Gain (Loss) Related to Certain Investments”
section in Note 5.

@ Represents changes in the fair values of certain derivative
investments (including the credit default swaps and con-
tingent forwards associated with our consolidated VIEs),
total return swaps (embedded derivatives that are theoret-
ically included in our various modified coinsurance and
coinsurance with funds withheld reinsurance arrange-
ments that have contractual returns related to various as-
sets and liabilities associated with these arrangements)
and trading securities.

© Represents the net difference between the change in the
fair value of the S&P 500 call options that we hold and
the change in the fair value of the embedded derivative li-
abilities of our indexed annuity products along with
changes in the fair value of embedded derivative liabilities
related to index call options we may purchase in the fu-
ture to hedge contract holder index allocations applicable
to future reset periods for our indexed annuity products.
The year ended December 31, 2008, included a $10 mil-
lion gain from the initial impact of adopting the Fair Value
Measurements and Disclosures Topic of the FASB ASC.

@ Represents the net difference in the change in embedded
derivative reserves of our GLB products and the change in
the fair value of the derivative instruments we own to
hedge, including the cost of purchasing the hedging
instruments.

© Represents the change in the fair value of the derivatives
used to hedge our GDB riders.

17. Underwriting, Acquisition, Insurance, Restructuring and Other Expenses

Details underlying underwriting, acquisition, insurance and
other expenses (in millions) were as follows:

For the Years Ended
December 31,

2010 2009 2008
Commissions ............. $1,859 $1,565 $ 1,710
General and administrative
EXPENSES .« v vt 1,293 1,203 1,215

Expenses associated with
reserve financing and

unrelated LOCs ......... 16 1 —
DAC and VOBA deferrals

and interest, net of

amortization . ........... (644) (652) (437)
Broker-dealer expenses . . ... 212 190 215
Other intangibles

amortization . ........... 4 4 4
Media expenses ........... 59 40 —
Taxes, licenses and fees .. ... 192 180 195
Merger-related expenses . . .. 9 16 50
Restructuring charges

(recoveries) for expense

initiatives . ............. (1) 32 8

Total ................ $2,999 $2,579 $ 2,960

All merger-related and restructuring charges are included in
underwriting, acquisition, insurance and other expenses pri-
marily within Other Operations on our Consolidated State-
ments of Income (Loss) in the year incurred.

2008 Restructuring Plan

Starting in December 2008, we implemented a restructuring
plan in response to the economic downturn and sustained
market volatility, which focused on reducing expenses. Our
cumulative pre-tax charges amounted to $39 million for sever-
ance, benefits and related costs associated with the plan for
workforce reduction and other restructuring actions.
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18. Pension, Postretirement Health Care and Life Insurance Benefit Plans

LNC and LNL maintain qualified funded detfined benetit pen-
sion plans in which many of our employees and agents are
participants. LNC and LNL also maintain non-qualified, un-
funded defined benetit pension plans for certain employees
and agents, certain former employees of JP and certain former
employees of CIGNA Corporation. In addition, for certain for-
mer employees we have supplemental retirement plans that
provide defined benefit pension benefits in excess of limits im-
posed by federal tax law. All of our defined benefit pension
plans were frozen as of December 31, 2007, or earlier. For our
frozen plans, there are no new participants and no future ac-
cruals of benefits from the date of the freeze.

The eligibility requirements for each plan are described in each
plan document and vary for each plan based on completion of
a specified period of continuous service and date of hire, sub-
ject to age limitations. The frozen pension plan benetfits are
calculated either on a traditional or cash balance formula.
Those formulas are based upon years of credited service and
eligible earnings as defined in each plan document. The tradi-
tional formula provides benefits stated in terms of a single life
annuity payable at age 65. The cash balance formula provides
benetfits stated as a lump sum hypothetical account balance.
That account balance equals the sum of the employee’s
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accumulated annual benetit credits plus interest credits. Bene-
fit credits, which are based on years of service and base salary
plus bonus, ceased as of the date the plan was frozen. Interest
Credits continue until the participant’s benefit is paid.

LNC and LNL also sponsor a voluntary employees’ beneficiary
association (“VEBA”) trust that provides postretirement med-
ical, dental and life insurance benetits to retired full-time em-
ployees and agents who, depending on the plan, have worked
for us for 10 years and attained age 55 (age 60 for agents).
VEBAs are a special type of tax-exempt trust used to provide
benetfits that are subject to preferential tax treatment under
the Internal Revenue Code. Medical and dental benefits are
available to spouses and other eligible dependents of retired
employees and agents. Retirees may be required to contribute
toward the cost of these benefits. Eligibility and the amount of
required contribution for these benefits varies based upon a
variety of factors including years of service and year of retire-
ment. Effective January 1, 2008, the postretirement plan pro-
viding benetits to former employees of JP was amended such
that only employees who had attained age 55 with a mini-
mum of 10 years of service by December 31, 2007, and who
later retire on or after age 60 with 15 years of service will be
eligible to receive life insurance benetfits when they retire.
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18. Pension, Postretirement Health Care and Life Insurance Benefit Plans (continued)
Obligations, Funded Status and Assumptions
Information (in millions) with respect to our benefit plans” assets and obligations was as follows:

As of or for the Years Ended December 31,

2010 2009 2010 2009
Other

Pension Benefits Postretirement Benefits
Change in Plan Assets
Fair value as of beginning-of-year .............................. $119 $101 $ 4 $ 4
Actual return on plan assets . . ... ... 17 25 1 —
Company and participant contributions . . . ....................... — — 3 3
Benefits paid . . ... ... (8) (7) 3) 3)

Fair value asof end-of-year ........ ... .. ... . ... . ... 128 119 5 4

Change in Benefit Obligation
Balance as of beginning-of-year .. .............. ... ... . ... ... 11

N
—
—
1
N
(=]
N
o

Interest COSt .. .. o i 7 2 1
Plan participants’ contributions ........... ... .. . i — — 1 1
Actuarial (gains) losses .. ... .. 5 (3) 1 1
Benefits paid .. ... ... ) () ¢ e}
Balance asof end-of-year ......... .. ... L 116 112 21 20
Funded status of theplans .............. ... ... ... ........ $ 12 $ 7 $(16) $(16)
Amounts Recognized on the Consolidated Balance Sheets
Other assets ... ...ttt $ 15 $ 12 $ — $ —
Other liabilities . ... ... ... .. . 3) (5) (16) (16)
Net amount recognized . ..............iiiriiiiie.. $ 12 $ 7 $(16) $(16)
Amounts Recognized in Accumulated OCI, Net of Tax
Net (gain) loss . . ..o $ 15 $ 19 $ — $ (1)
Prior service credit . ......... ... ... — — (1) (1)
Net amount recognized . ............iuintiitin ., $ 15 19 $ (1) $ (2)
Rate of Increase in Compensation
Retiree life insurance plan ............. ... ... ... ... ... .. N/A N/A 4.00% 4.00%
Allotherplans . ......... . . e N/A N/A N/A N/A
Weighted-Average Assumptions
Benefit obligations:
Weighted-average discountrate . .......... ... .. ..., 5.25% 6.00% 5.00% 6.00%
Expected return on plan assets . . ...... .. 8.00% 8.00% 6.50% 6.50%
Net periodic benetfit cost:
Weighted-average discountrate .............................. 6.00% 6.00% 6.00% 6.00%
Expected return on plan assets . . ... ... 8.00% 8.00% 6.50% 6.50%

Consistent with our benefit plans’ year end, we use December 31 as the measurement date.

The discount rate was determined based on a corporate yield curve as of December 31, 2010, and projected benefit obligation cash flows
for the pension plans. We reevaluate this assumption each plan year. For 2011, our discount rate for the pension plans will be 6%.

The expected return on plan assets was determined based on historical and expected future returns of the various asset categories,
using the plans’ target plan allocation. We reevaluate this assumption each plan year. For 2011, our expected return on plan assets
is 8.00% for the plans. The approximate expected return on plan assets by asset class for the pension plans is as follows:

Fixed maturity securities ........................ 5.73%
Common stock:
Domesticequity . ........ ... 9.88%
International equity . ....... ... .. .. . ... 8.48%
Cash and invested assets ........................ —%
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18. Pension, Postretirement Health Care and Life Insurance Benefit Plans (continued)

The calculation of the accumulated other postretirement benefit obligation assumes a weighted-average annual rate of increase in
the per capita cost of covered benefits (i.e., health care cost trend rate) as follows:

As of or for the
Years Ended December 31,

2010 2009 2008

Pre-65 health care cost trend rate . ......... ... ... . .. 9.5% 10% 10%
Post-65 health care cost trend rate . . ... . ... 9.5% 13% 12%
Ultimate trend Tate . . . .. .. ..t e 5% 5% 5%
Year that the rate reaches the ultimate trendrate .................. .. ......... 2020 2020 2019

We expect the health care cost trend rate for 2011 to be 9.00% for both the pre-65 and the post-65 population. A one-percentage
point increase in assumed health care cost trend rates would have increased the accumulated postretirement benefit obligation by
less than $1 million and total service and interest cost components by less than $1 million. A one-percentage point decrease in as-
sumed health care cost trend rates would have decreased the accumulated postretirement benefit obligation by $1 million and total
service and interest cost components by less than $1 million.

Information for our pension plans with an accumulated benefit obligation in excess of plan assets (in millions) was as follows:

As of December 31,

2010 2009
Accumulated benefit obligation . . . ....... ... $94 $90
Projected benefit obligation ... ........ ... . .. 94 920
Fair value of plan assets . ... ... e 91 85

Components of Net Periodic Benefit Cost

The components of net periodic benefit cost for our pension plans’ and other postretirement plans’ expense (recovery) (in millions)
were as follows:

For the Years Ended December 31,

Pension Benefits Other Postretirement Benefits

2010 2009 2008 2010 2009 2008

TNEETESE COSE - & v v e e e e e e e e e e e e e e e e e $7 $7 $ 7 $1 $1 $1
Expected return on plan assets . . ............ ... 9) (7) (11) — — —
Recognized net actuarial loss (gain) .......................... 2 5 1 = (1) (1)
Net periodic benefit expense (recovery) ..................... $— $5 $ (3) $1 $— $—

We expect our 2011 pension plans’ income to be approximately $2 million.

For 2011, the estimated amount of amortization from accumulated OCI into net periodic benefit expense related to net actuarial
loss or gain is expected to be an approximate $1 million loss for our pension plans and less than $1 million gain for our other
postretirement plans.

Plan Assets The investment objectives for the assets related to our pension

As of December 31, 2010 and 2009, our pension plans’ asset plans are to:

target allocations by asset category based on estimated fair val- * Maintain sufficient liquidity to pay obligations of the plans
ues were as follows: as they come due;
L]
Fixed maturity securities ...................... 50% Minimize the effect of a single 1nvestmem loss an(.i larg.e?
losses to the plans through prudent risk/reward diversifica-
Common stock: . . . S
- . o tion consistent with sound fiduciary standards;
Domesticequity ............ ..., 35% . . . .
. . o e Maintain an appropriate asset allocation policy;
International equity .......... ... . ... . ... 15% . .
. o e Earn a return commensurate with the level of risk assumed
Cash and invested assets . ..................... —%

through the asset allocation policy; and
e Control costs of administering and managing the plans’ in-
vestment operations.
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18. Pension, Postretirement Health Care and Life Insurance Benefit Plans (continued)

Investments can be made in various asset classes and styles, pension trust assets are monitored on a quarterly basis relative
including, but not limited to: domestic and international eq- to the plan’s objectives.

uity, fixed income securities, derivatives, and other asset
classes the investment managers deem prudent. Our plans fol-
low a strategic asset allocation policy that strives to systemi-
cally increase the percentage of assets in liability-matching
fixed income investments as funding levels increase.

Our qualified pension plans” assets have been combined into a
master retirement trust where a variety of qualified managers,
including manager of managers, are expected to have returns
that exceed the median of similar funds over 3-year periods,
above an appropriate index over 5-year periods and meet real

We currently target asset weightings as follows: domestic eq- return standards over 10-year periods. Managers are monitored
uity allocations (35%) are split into large cap (25%), small cap for adherence to approved investment policy guidelines and
(5%) and hedge funds (5%). Fixed maturity securities repre- managers not meeting these criteria are subject to additional
sents core fixed income investments. The performance of the due diligence review, corrective action or possible termination.

Fair Value of Plan Assets

See “Fair Value Measurement” in Note 1 for discussion of how we categorize our pension plans’ assets, into a three-level fair value
hierarchy.

The following summarizes our fair value measurements of pension plans’ assets (in millions) on a recurring basis by the three-level
fair value hierarchy:

As of December 31, 2010

Quoted
Prices
in Active
Markets for Significant Significant
Identical Observable Unobservable Total
Assets Inputs Inputs Fair
(Level 1) (Level 2) (Level 3) Value
Asset Class
Fixed maturity securities:
Corporate bonds . .. ... ... $— $ 37 $— $ 37
U.S. Government bonds . ....... ...t — 14 — 14
Foreign governmentbonds ........... . ... .. . . ... — 2 3 5
MBS:
CMOS o e — 1 — 1
CM B S . — 1 — 1
COmMMON STOCK .« ot 16 43 3 62
Cash and Invested assets . . . ... v vttt = 8 = 8
Total . .. $16 $106 $6 $128
As of December 31, 2009
Quoted
Prices
in Active
Markets for Significant Significant
Identical Observable Unobservable Total
Assets Inputs Inputs Fair
(Level 1) (Level 2) (Level 3) Value
Asset Class
Fixed maturity securities:
Corporate bonds . .. ... ... $— $ 47 $— $ 47
U.S. Government bonds . ........... i — 4 — 4
Foreign governmentbonds ........... ... .. . ... — 2 — 2
MBS:
CMOS e — 1 — 1
CM B S . — 2 — 2
State and municipalbonds .. ....... ... — 1 — 1
COMIMON STOCK .+« o et e 18 42 60
Cash and invested assets . . .. ...ttt — 2 — 2
Total ... $18 $101 $— $119
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18. Pension, Postretirement Health Care and Life Insurance Benefit Plans (continued)

The following summarizes changes to our pension plan assets (in millions) classified within Level 3 of the fair value hierarchy as

reported above:

Fixed maturity securities:
Foreign governmentbonds . ........................
Common Stock ... ...

Fixed maturity securities:
Corporatebonds . .......... .. .. ... ..

Valuation Methodologies and Associated Inputs for
Pension Plans’ Assets

The fair value measurements of our pension plans’ assets are
based on assumptions used by market participants in pricing
the security. The most appropriate valuation methodology is
selected based on the specific characteristics of the security,
and the valuation methodology is consistently applied to
measure the security’s fair value. The fair value measurement
is based on a market approach, which utilizes prices and other
relevant information generated by market transactions involv-
ing identical or comparable securities. Sources of inputs to the
market approach include third-party pricing services, inde-
pendent broker quotations or pricing matrices. Both observ-
able and unobservable inputs are used in the valuation
methodologies. Observable inputs include benchmark yields,
reported trades, broker-dealer quotes, issuer spreads, two-
sided markets, benchmark securities, bids, offers and reference
data. In addition, market indicators, industry and economic
events are monitored and further market data is acquired if
certain triggers are met. For certain security types, additional
inputs may be used, or some of the inputs described above
may not be applicable. For broker-quoted only securities,
quotes from market makers or broker-dealers are obtained
from sources recognized to be market participants. In order to
validate the pricing information and broker-dealer quotes, pro-
cedures are employed, where possible, that include compar-
isons with similar observable positions, comparisons with
subsequent sales, discussions with brokers and observations of
general market movements for those security classes. For
those securities trading in less liquid or illiquid markets with
limited or no pricing information, unobservable inputs are
used in order to measure the fair value of these securities. In
cases where this information is not available, such as for pri-
vately placed securities, fair value is estimated using an inter-
nal pricing matrix. This matrix relies on judgment concerning
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For the Year Ended December 31, 2010

Transfers
Return on Assets Purchases, In or
Beginning Sold Sales and Out of Ending
Fair Held at During Settlements, Level 3, Fair
Value Year End  the Year Net Net Value
$— $— $— $3 — $3
— — — 3 — 3
s— = = $6 s—  s6
For the Year Ended December 31, 2009
Transfers
Return on Assets Purchases, In or
Beginning Sold Sales and Out of Ending
Fair Held at During Settlements, Level 3, Fair
Value Year End  the Year Net Net Value
$1 $— $— $— $(1) $—

the discount rate used in calculating expected future cash
flows, credit quality, industry sector performance and expected
maturity.

Prices received from third parties are not adjusted; however,
the third-party pricing services’” valuation methodologies and
related inputs are evaluated and additional evaluation is per-
formed to determine the appropriate level within the fair
value hierarchy.

The observable and unobservable inputs to the valuation
methodologies are based on general standard inputs. The stan-
dard inputs used in order of priority are benchmark yields, re-
ported trades, broker/dealer quotes, issuer spreads, two-sided
markets, benchmark securities, bids, offers and reference data.
Depending on the type of security or the daily market activity,
standard inputs may be prioritized differently or may not be
available for all securities on any given day.

Cash and invested cash is carried at cost, which approximates
fair value. This category includes highly liquid debt instru-
ments purchased with a maturity of three months or less. Due
to the nature of these assets, we believe these assets should be
classified as Level 2.

Plan Cash Flows

It is our practice to make contributions to the qualified pen-
sion plans to comply with minimum funding requirements of
the Employee Retirement Income Security Act of 1974, as
amended and with guidance issued there under. In accordance
with such practice, no contributions were required for the
years ended December 31, 2010 or 2009. Based on our calcu-
lations, we do not expect to be required to make any contribu-
tions to our qualified pension plans in 2011 under applicable
pension law.
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18. Pension, Postretirement Health Care and Life Insurance Benefit Plans (continued)

For our nonqualified pension plans, we fund the benefits as
they become due to retirees. The amount expected to be con-
tributed to the nonqualified pension plans during 2011 is less
than $1 million.

We expect the following benefit payments (in millions):

Pension
Plans Other Postretirement Plans
Not
Defined  Reflecting Reflecting
Benefit Medicare ~ Medicare  Medicare
Pension Part D Part D Part D
Plans Subsidy Subsidy Subsidy
2011 .......... $8 $2 $— $2
2012 ... 9 2 — 2
2013 ... 9 2 — 2
2014 ... ... 9 2 — 2
2015 ..., 9 2 — 2
Following
five years
thereafter .... 43 10 (1) 11

19. Defined Contribution and Deferred Compensation Plans

Defined Contribution Plans

LNC and we sponsor contributory defined contribution plans
for eligible employees and agents, respectively, which includes
money purchase plans. LNC and we make contributions and
matching contributions to each of the active plans, respec-
tively, in accordance with the plan document and various limi-
tations under Section 401(a) of the Internal Revenue Code of
1986, as amended. For the years ended December 31, 2010,
2009 and 2008, expenses for these plans were $60 million,
$61 million and $58 million respectively.

Deferred Compensation Plans

LNC and we sponsor six separate non-qualified, unfunded, de-
ferred compensation plans for various groups: employees,
agents and non-employee directors.

The investment earnings expenses for certain investment op-
tions within the respective plans are hedged by total return
swaps. Participant’s account values increase or decrease due to
investment earnings driven by market fluctuation. Our ex-
penses increase or decrease in direct proportion to the mar-
ket’s change for the participants” investment options. The total
return swaps allow us to minimize the investment earnings
expenses. Presented below for the respective plans we have
netted the investment earnings due to market fluctuation with
the results of the total return swaps. For further discussion on
our total return swaps related to our deferred compensation
plans, see Note 6.

Information (in millions) with respect to these plans was as
follows:

As of December 31,
2010 2009
Total liabilities™ . .................... $315 $314
Investment held to fund liabilities® . ... .. 130 118

M Reported in other liabilities on our Consolidated Balance
Sheets.

@ Reported in other assets on our Consolidated Balance
Sheets.

The Deferred Compensation Plan for Employees

Eligible participants in this plan may elect to defer payment of
a portion of their compensation as defined by the plan. Plan
participants may select from a menu of “phantom” investment
options (identical to those offered under our qualified defined
contribution plans) used as investment measures for calculat-
ing the investment return notionally credited to their defer-
rals. Under the terms of the plan, we agree to pay out amounts
based upon the aggregate performance of the investment
measures selected by the participant. We make matching con-
tributions to these plans based upon amounts placed into the
deferred compensation plans by individuals after participants
have exceeded applicable limits of the Internal Revenue Code.
The amount of our contribution is calculated in accordance
with the plan document, which is similar to our qualified
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19. Defined Contribution and Deferred Compensation Plans (continued)

defined contribution plans. Expenses (in millions) for this plan
were as follows:

For the Years Ended
December 31,

2010 2009 2008

Employer matching contributions . .. .. $6 $ 4 $5
Increase (decrease) in measurement

of liabilites, net of total

TETUIN SWAD « v v e vt eeee e e

o

Total plan expenses ............ $6

14 1~
&
—
o

Deferred Compensation Plan for Agents

LNL sponsors three deferred compensation plans for certain
eligible agents. Eligible participants in these plans may elect to
defer payment of a portion of their compensation as defined
by the various plans. The plans’ participants may select from a
menu of “phantom” investment options (identical to those
offered under our qualified defined contribution plans) used as
investment measures for calculating the investment return
notionally credited to their deferrals. Under the terms of this
plan, we agree to pay out amounts based upon the aggregate
performance of the investment measures selected by the par-
ticipant. We make matching contributions to these plans based
upon amounts placed into the deferred compensation plans by
individuals after participants have exceeded applicable limits of
the Internal Revenue Code. The amount of our contribution is
calculated in accordance with the plan document, which is
similar to our qualified defined contribution plans. Expenses
(in millions) for these plans were as follows:

For the Years Ended
December 31,

2010 2009 2008

Employer matching contributions . . ... $3 $2 $2
Increase (decrease) in measurement of

liabilites, net of total return swap 3 4 —

Total plan expenses ............ $6 $6 $2

Deferred Compensation Plan for Non-Employee Directors

The plan allows for non-employee directors to defer a portion
of their annual retainers and, in addition, we credit deferred
stock units annually. The menu of “phantom” investment op-
tions is identical to those offered in the employees’ plan. For
the years ended December 31, 2010, 2009 and 2008, expenses
for this plan were $2 million, $1 million and less than $1 mil-
lion, respectively.

The terms of the plan for non-employee directors provide that
plan participants who select LNC’s stock as the measure for
their investment return will receive shares of LNC’s stock in
settlement of this portion of their accounts at the time of dis-
tribution. In addition, participants are precluded from diversi-
fying any portion of their deferred compensation plan account
that has been credited to the stock unit fund. Consequently,
changes in value of LNC’s stock do not affect the expenses as-
sociated with this portion of the deferred compensation plan.

Deferred Compensation Plan for Former Jefferson-Pilot Agents
Eligible former agents of JP may participate in this deferred
compensation plan. Eligible agents are allowed to defer com-
missions and bonuses and specify where these deferral com-
missions will be invested in selected notional mutual funds.
Agents participate in the plan with the understanding that the
return on these funds cannot be received until a specified age
or in the event of a significant lifestyle change. The funded
amount is rebalanced to match the funds that have been
elected under the agent deferred compensation plan. The plan
obligation increases with contributions, deferrals and invest-
ment income, and decreases with withdrawals and investment
losses. The plan’s assets increase with investment gains, de-
crease with investment losses and payouts of death benetits.
For the years ended December 31, 2010, 2009 and 2008, ex-
penses (income) for this plan were $2 million, $1 million and
($2) million, respectively.

20. Stock-Based Incentive Compensation Plans

Our employees and agents are included in LNC’s various in-
centive plans that provide for the issuance of stock options,
performance shares (performance-vested shares as opposed to
time-vested shares), SARS, restricted stock units, and re-
stricted stock awards (“nonvested stock”). LNC has a policy of
issuing new shares to satisty option exercises.
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Total compensation expense (in millions) for all of our stock-
based incentive compensation plans was as follows:

For the Years Ended
December 31,

2010 2009 2008

Stock options ..................... $5 $6 $38
Performance shares ................ (1) (1) 2
SARS ... — 1 4
Restricted stock units and

nonvested stock . ................ 11 6

Total ........... ... .. ... $15  $12  $19
Recognized tax benefit .............. $5 $ $ 7
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21. Statutory Information and Restrictions

We prepare financial statements in accordance with SAP pre-
scribed or permitted by the insurance departments of our states
of domicile, which may vary materially from GAAP. Prescribed
SAP includes the Accounting Practices and Procedures Manual
of the National Association of Insurance Commissioners
(“NAIC”) as well as state laws, regulations and administrative
rules. Permitted SAP encompasses all accounting practices not
so prescribed. The principal differences between statutory fi-
nancial statements and financial statements prepared in accor-
dance with GAAP are that statutory financial statements do not
reflect DAC, some bond portfolios may be carried at amortized
cost, assets and liabilities are presented net of reinsurance, con-
tract holder liabilities are generally valued using more conser-
vative assumptions and certain assets are non-admitted.

We are subject to the applicable laws and regulations of our
states of domicile. Changes in these laws and regulations could
change capital levels or capital requirements for the Company.

Specified statutory information (in millions) was as follows:

As of December 31,
2010 2009
Capitaland surplus . .................. $6,750 $6,300

For the Years Ended
December 31,

2010 2009 2008

Net gain (loss) from operations,

after-tax ............ ..., $553 $867 $510
Net income (loss) .................. 430 (35) (261)
Dividends toLNC .................. 684 405 400

The increase in statutory net income (loss) for the year ended
December 31, 2010, from that of 2009 was primarily due to a
significant decrease in realized losses on investments due to
improving market conditions throughout 2010.

The increase in statutory net income (loss) for the year ended
December 31, 2009, from that of 2008 was primarily due to
the improved market conditions in 2009. The new statutory
reserving standard (commonly called “VACARVM”) that was
developed by the NAIC replaced current statutory reserve
practices for variable annuities with guaranteed benefits, such
as GWBs, and was effective December 31, 2009. The actual ef-
fect of adoption was relatively neutral to RBC ratios and future
dividend capacity of our insurance subsidiaries with a slight
decrease in statutory reserves offset by a higher capital re-
quirement. We utilize captive reinsurance structures, as well as
third-party reinsurance arrangements, to lessen the negative
effect on statutory capital and dividend capacity in our life in-
surance subsidiaries.

Our states of domicile, Indiana for LNL and New York for
LLANY, have adopted certain prescribed accounting practices
that differ from those found in NAIC SAP. These prescribed
practices are the use of continuous Commissioners Annuity
Reserve Valuation Method (“CARVM”) in the calculation of
reserves as prescribed by the state of New York and the calcu-
lation of reserves on universal life policies based on the

Indiana universal life method as prescribed by the state of In-
diana. We also have several accounting practices permitted by
the states of domicile that differ from those found in NAIC
SAP. Specifically, these are accounting for the lesser of the face
amount of all amounts outstanding under an LOC and the
value of the Valuation of Life Insurance Policies Model Regula-
tion (“XXX”) additional statutory reserves as an admitted asset
and a form of surplus as of December 31, 2009; and the use of
a more conservative valuation interest rate on certain annu-
ities as of December 31, 2010 and 2009.

The effects on statutory surplus compared to NAIC statutory
surplus from the use of these prescribed and permitted prac-
tices (in millions) were as follows:

As of December 31,
2010 2009
Calculation of reserves using the Indiana
universal life method ............... $314 $328
Calculation of reserves using
continuous CARVM . ............... (5) (6)
Conservative valuation rate on certain
variable annuities . ................. (15) (11)
Lesser of LOC and XXX additional
reserve as surplus .................. 457 412

We are subject to certain insurance department regulatory re-
strictions as to the transfer of funds and payment of dividends
to the holding company. Under Indiana laws and regulations,
LNL may pay dividends to LNC without prior approval of the
Indiana Insurance Commissioner (the “Commissioner”), only
from unassigned surplus and must receive prior approval of
the Commissioner to pay a dividend if such dividend, along
with all other dividends paid within the preceding twelve con-
secutive months, would exceed the statutory limitation. The
current statutory limitation is the greater of 10% of the in-
surer’s contract holders’ surplus, or statutory net gain from op-
erations for the previous calendar twelve-month period (both
shown on the last annual statement on file with the Commis-
sioner), but in no event to exceed statutory unassigned sur-
plus. As discussed above, we may not consider the benefit
from the statutory accounting principles relating to our de-
ferred tax assets in calculating available dividends. Indiana law
gives the Commissioner broad discretion to disapprove re-
quests for dividends in excess of these limits. New York, the
state of domicile of LLANY, has similar restrictions, except that
in New York it is the lesser of 10% of surplus to contract hold-
ers as of the immediately preceding calendar year-end or net
gain from operations for the immediately preceding calendar
year, not including realized capital gains. We expect we could
pay dividends of approximately $611 million in 2011 without
prior approval from the respective state commissioners.

All payments of principal and interest on the surplus notes must
be approved by the respective Commissioner of Insurance.
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22. Fair Value of Financial Instruments

The carrying values and estimated fair values of our financial instruments (in millions) were as follows:

As of December 31,
2010 2009
Carrying Fair Carrying Fair
Value Value Value Value

Assets
AFS securities:

Fixed maturity SeCUTities . .. ... .o e $ 66289 $ 66,289 $ 58,889 $ 58,889

VIEs’ fixed maturity securities . . . ... ...ttt 584 584 — —

Equity securities ... ... 140 140 155 155
Trading SECUTItes . . . . . .ot e 2,459 2,459 2,366 2,366
Mortgage loans onreal estate . ......... .. .. ... 6,431 6,847 6,835 6,967
Derivative INVESTIMENTS . . ..ottt et e e ettt e e 1,021 1,021 841 841
Other INVeStMENTS . ... ..ottt 978 978 975 975
Cashandinvestedcash ....... ... .. .. . . . 1,904 1,904 2,553 2,553
Reinsurance related embedded derivatives ... ........... .. ... .. ... ... ... .. 112 112 277 277
Separate acCOUNTL @SSELS . . o v vttt et ettt e e e e e e 84,630 84,630 73,500 73,500
Liabilities
Future contract benefits:

Indexed annuity contracts embedded derivatives .. ........ ... .. ... ... ... (497) (497) (419) (419)

GLB reserves embedded derivatives . ....... ... . ... (408) (408) (676) (676)
Other contract holder funds:

Remaining guaranteed interest and similar contracts . ..................... (1,119) (1,119) (940) (940)

Account values of certain investment contracts . ......................... (26,061) (27,067) (24,039) (24,244)
Short-term debt ... ... . (10) (10) (21) (21)
Long-term debt . .. ... e (2,429) (2,335) (1,925) (1,714)
VIEs' liabilities - derivative instruments ............. ... ... . ... it (209) (209) — —
Other liabilities:

Deferred compensation plans embedded derivatives ...................... (315) (315) (314) (314)

Credit default swaps . ........ .. (16) (16) (65) (65)

Valuation Methodologies and Associated Inputs for Financial Instruments Not Carried at Fair Value

The following discussion outlines the methodologies and assumptions used to determine the fair value of our financial instruments
not carried at fair value on our Consolidated Balance Sheets. Considerable judgment is required to develop these assumptions used
to measure fair value. Accordingly, the estimates shown are not necessarily indicative of the amounts that would be realized in a
one-time, current market exchange of all of our financial instruments.

Mortgage Loans on Real Estate

The fair value of mortgage loans on real estate is established using a discounted cash flow method based on credit rating, maturity
and future income. The ratings for mortgages in good standing are based on property type, location, market conditions, occupancy,
debt-service coverage, loan-to-value, quality of tenancy, borrower and payment record. The fair value for impaired mortgage loans
is based on the present value of expected future cash flows discounted at the loan’s effective interest rate, the loan’s market price or
the fair value of the collateral if the loan is collateral dependent.

Other Investments
The carrying value of our assets classified as other investments approximates their fair value. Other investments include LPs and
other privately held investments that are accounted for using the equity method of accounting.

Other Contract Holder Funds

Other contract holder funds include remaining guaranteed interest and similar contracts and account values of certain investment
contracts. The fair value for the remaining guaranteed interest and similar contracts is estimated using discounted cash flow calcula-
tions as of the balance sheet date. These calculations are based on interest rates currently offered on similar contracts with maturi-
ties that are consistent with those remaining for the contracts being valued. As of December 31, 2010 and 2009, the remaining
guaranteed interest and similar contracts carrying value approximates fair value. The fair value of the account values of certain in-
vestment contracts is based on their approximate surrender value as of the balance sheet date.
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22. Fair Value of Financial Instruments (continued)

Short-term and Long-term Debt Financial Instruments Carried at Fair Value
The fair value of long-term debt is based on quoted market
prices or estimated using discounted cash flow analysis deter-
mined in conjunction with our incremental borrowing rate as
of the balance sheet date for similar types of borrowing
arrangements where quoted prices are not available. For
short-term debt, excluding current maturities of long-term
debt, the carrying value approximates fair value.

We did not have any assets or liabilities measured at fair value
on a nonrecurring basis as of December 31, 2010, or
December 31, 2009, and we noted no changes in our valua-
tion methodologies between these periods.

The following summarizes our financial instruments carried at fair value (in millions) on a recurring basis by the fair value hierar-
chy levels described above:

As of December 31, 2010

Quoted
Prices
in Active
Markets for  Significant Significant
Identical Observable ~ Unobservable Total
Assets Inputs Inputs Fair
(Level 1) (Level 2) (Level 3) Value
Assets
Investments:
Fixed maturity AFS securities:
Corporate bonds . .. ... ... . $ 58 $ 48,304 $ 2,353 $ 50,715
U.S. Governmentbonds . ............... ... i 117 3 2 122
Foreign government bonds . ............. ... . . ... .. — 381 113 494
MBS:
CMOS .« ettt — 5,461 24 5,485
M P TS — 2,801 95 2,896
CMIB S . — 1,863 102 1,965
ABS CDOS . o ottt e — 2 171 173
State and municipal bonds . ....... ... . .. — 3,085 — 3,085
Hybrid and redeemable preferred securities .. ...................... 18 1,222 114 1,354
VIEs’ fixed maturity securities . ........... ...ttt — 584 — 584
Equity AFS securities:
Banking securities . . .. .. ... — 2 — 2
Insurance SeCUTities . .. ... ...t e 3 — 33 36
Other financial services securities . .. .............. ... ... ... ... ... — 8 24 32
Other SeCUrities . . . .. oo vt e 34 2 34 70
Trading SECUTItIES . . . ..o vttt e 2 2,383 74 2,459
Derivative INVEStMENTS . . . . ...ttt e e e e e e — (473) 1,494 1,021
Cashandinvested cash ......... .. ... . . . . . . . .. — 1,904 — 1,904
Reinsurance related embedded derivatives . .............. ... ... . ...... — 112 — 112
Separate aCcCoOUNT @SSCLS . . v v vttt e e e e e e e e e —_ 84,630 — 84,630
Total @SSeTS . . o vttt $232 $152,274 $ 4,633 $157,139
Liabilities
Future contract benefits:
Indexed annuity contracts embedded derivatives ..................... $ — $ — $ (497) $ (497)
GLB reserves embedded derivatives . ......... ... ... . . ... — — (408) (408)
VIEs’ liabilities — derivative instruments . .. .............. o tiiiinnna.. — — (209) (209)
Other liabilities:
Deferred compensation plans embedded derivatives ................... — — (315) (315)
Credit default swaps .. ....... .. — — (16) (16)
Total liabilities . . ... ... $ — $ — $(1,445) $ (1,445)
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As of December 31, 2009

Quoted
Prices
in Active
Markets for  Significant Significant
Identical Observable  Unobservable Total
Assets Inputs Inputs Fair
(Level 1) (Level 2) (Level 3) Value
Assets
Investments:
Fixed maturity AFS securities:
Corporate bonds . .. ... ... .. $ 55 $ 41,904 $ 2,117 $ 44,076
U.S. Government bonds . ...t 112 33 3 148
Foreign governmentbonds . ............. . ... ... i — 397 92 489
MBS:
CMOS ot — 5,593 34 5,627
M S — 2,808 101 2,909
CM B . — 1,796 252 2,048
ABS:
CD0S ettt — 4 153 157
CLN S o — — 322 322
State and municipal bonds . ... ... L 1,943 — 1,943
Hybrid and redeemable preferred securities . ... .................... 15 1,005 150 1,170
Equity AFS securities:
Banking securities . . .. ... ..o 23 1 — 24
Insurance SeCUrities . ..... ... ...ttt e 3 — 43 46
Other financial services securities . . . ........... .. — 6 22 28
Other securities . . .. ... .. 34 — 23 57
Trading SeCUrities . ... ... .. ...ttt 2 2,274 920 2,366
Derivative INVeStMENTS . . . . ..ottt e — (397) 1,238 841
Cashandinvested cash . ... ... . . . — 2,553 — 2,553
Reinsurance related embedded derivatives . .......... ... . ... .. ... ... — 277 — 277
Separate aCcCoOUNT @SSETS . . o .o vttt e e e e e — 73,500 — 73,500
TOTAl ASSELS .+ . v vt e ettt e e e e $244 $133,697 $ 4,640 $138,581
Liabilities
Future contract benetfits:
Indexed annuity contracts embedded derivatives ..................... $ — $ — $ (419) $ (419)
GLB reserves embedded derivatives ... .......... ... .. .. oL — — (676) (676)
Other liabilities:
Deferred compensation plans embedded derivatives . .................. — — (314) (314)
Credit default SWaps . . ..ot — — (65) (65)
Total iabilities . .. ... ...t $ — $ — $(1,474) $ (1,474)
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22. Fair Value of Financial Instruments (continued)

The following summarizes changes to our financial instru-
ments carried at fair value (in millions) and classified within
Level 3 of the fair value hierarchy. This summary excludes any
impact of amortization of DAC, VOBA, DSI and DFEL. The

Investments:®
Fixed maturity AFS securities:

Corporatebonds . ......... ... ... . . . ...
U.S. Governmentbonds . ........................
Foreign governmentbonds ......................

MBS:

CLNS .o e
Hybrid and redeemable preferred securities .........

Equity AFS securities:

Insurance securities . ................ ...
Other financial services securities .................
Other securities . ............. . . . . . ...
Trading securities . . ... ...
Derivative investments . ..........................

Future contract benefits:®

Indexed annuity contracts embedded derivatives . .....
GLB reserves embedded derivatives .................
VIEs’ liabilities — derivative instruments® ..............

Other liabilities:

Deferred compensation plans embedded derivatives® . . ..
Credit default swaps” . ....... ... ... .. ..

Total, met . . ... ... .

gains and losses below may include changes in fair value due
in part to observable inputs that are a component of the valua-
tion methodology.

For the Year Ended December 31, 2010

Gains Sales, Transfers
Items (Losses) Issuances, In or
Included in Maturities, Out
Beginning in oc1 Settlements, of Ending
Fair Net and Calls, Level 3, Fair
Value Income Other™ Net Net?® Value

$2,117 $ (42) $ 53 $279 $ (54) $2,353
3 —_ —_ (4) 3 2

92 — 8 (4) 17 113

34 (5) 7 (8) 4) 24

101 — 3 9) — 95
252 47) 84 (72) (115) 102
153 1 30 (13) — 171
322 — 278 — (600) —
150 2 (23) (15) — 114

43 — 2 (12) — 33

22 — 7 (5) — 24

23 — (1) 12 — 34

90 2 (10) (7) (1) 74
1,238 (166) 7 415 — 1,494
(419) (81) — 3 — (497)
(676) 268 —_ —_ —_ (408)
— 16 — — (225) (209)
314) (33) — 32 — (315)
(65) 7 — 42 — (16)
$3,166 $ (78) $445 $634 $(979) $3,188
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For the Year Ended December 31, 2009

Gains Sales, Transfers
Items (Losses) Issuances, In or
Included in Maturities, Out
Beginning in ocI Settlements, of Ending
Fair Net and Calls, Level 3, Fair
Value Income Other® Net Net® Value
Investments:®
Fixed maturity AFS securities:
Corporatebonds . ...... ... .. . i $2,383 $ (46) $317 $ (161) $(376) $2,117
U.S. Governmentbonds . . ........................ 3 — — — — 3
Foreign governmentbonds ....................... 60 1 2 10 19 92
MBS:
CMOS oot 160 (7) 34 (13) (140) 34
MPTS .« oo 18 — 1 97 (15) 101
CMBS 238 1 57 (44) — 252
ABS:
CDOS .« ot 150 (35) 61 (21) (2) 153
CLNS oottt 50 — 272 — — 322
State and municipalbonds . . ............... .o ... 117 — (1) (17) (99) —
Hybrid and redeemable preferred securities .......... 113 (21) 47 3 8 150
Equity AFS securities:
Insurance securities ............... .. ... 50 (7) 20 (20) — 43
Other financial services securities .................. 20 (2) 7 (3) — 22
Other securities ............ ... .. ... 23 2 1) (1) — 23
Trading securities . . . ...ttt 77 35 — (7) (15) 920
Derivative Investments . ...................oeee.... 78 (87) (7) 1,254 — 1,238
Future contract benefits:®
Indexed annuity contracts embedded derivatives ....... (252) (75) — (92) — (419)
GLB reserves embedded derivatives .................. (2,904) 2,228 — — — (676)
Other liabilities:
Deterred compensation plans embedded derivatives® . . .. (223) (50) — (41) — (314)
Credit default swaps” ........ ... .. . ... ... .. ... (51) (37) — 23 — (65)
Total, met . ... . . $ 110 $1,900 $809 $ 967 $(620) $3,166
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22. Fair Value of Financial Instruments (continued)

For the Year Ended December 31, 2008

Gains Sales, Transfers
Items (Losses) Issuances, In or
Included in Maturities, Out
Beginning in ocI Settlements, of Ending
Fair Net and Calls, Level 3, Fair
Value Income Other® Net Net® Value
Investments:®
Fixed maturity AFS securities:
Corporatebonds . ......... ... .. $2,461 $ (150) $ (442) $(10) $ 524 $2,383
U.S. Governmentbonds . . ........................ 3 — — — — 3
Foreign governmentbonds ....................... 79 — (12) (7) — 60
MBS:
CMOS ottt 275 (21) (53) (12) (29) 160
MPTS .« oo 52 — (11) 1 (24) 18
CMBS 362 — (193) 27 42 238
ABS:
CDOS .« ot 184 1 (85) 50 — 150
CLNS oottt 660 — (360) — (250) 50
State and municipalbonds . . . ... ... o L o L 138 — (2) (32) 13 117
Hybrid and redeemable preferred securities .......... 111 — (41) 35 8 113
Equity AFS securities:
Banking securities . .......... ... — (1) — 1 — —
Insurance securities ............... . .. 2 (1) (18) 67 — 50
Other financial services securities .................. 35 (23) 2) 10 — 20
Other securities ........... ... ... ... 17 (5) 3 8 — 23
Trading securities . .. ....... . ... . .. 107 (28) — (13) 11 77
Derivative investments . ........................... 195 (237) 29 91 — 78
Future contract benefits:®
Indexed annuity contracts embedded derivatives ....... (389) 196 — (59) — (252)
GLB reserves embedded derivatives .................. (279) (2,625) — — — (2,904)
Other liabilities:
Deterred compensation plans embedded derivatives® . . .. (271) 43 — 5 — (223)
Credit default swaps” . ...... ... .. .. .. — (51) — — — (51)
Total, met . ... $3,742 $(2,902) $(1,187) $162 $ 295 $ 110

The changes in fair value of the interest rate swaps are offset by an adjustment to derivative investments. See “Derivatives In-
struments Designated and Qualifying as Fair Value Hedges” section in Note 6.

Transfers in or out of Level 3 for AFS and trading securities are displayed at amortized cost as of the beginning-of-period. For
AFS and trading securities, the difference between beginning-of-year amortized cost and beginning-of-year fair value was
included in OCI and earnings, respectively, in prior years.

Amortization and accretion of premiums and discounts are included in net investment income on our Consolidated Statements
of Income (Loss). Gains (losses) from sales, maturities, settlements and calls and OTTI are included in realized gain (loss) on
our Consolidated Statements of Income (Loss).

Gains (losses) from sales, maturities, settlements and calls are included in realized gain (loss) on our Consolidated Statements
of Income (Loss).

The changes in fair value of the credit default swaps and contingency forwards are included in realized gain (loss) on our
Consolidated Statements of Income (Loss).

Deferrals and subsequent changes in fair value for the participants” investment options are reported in underwriting,
acquisition, insurance and other expenses on our Consolidated Statements of Income (Loss).

Gains (losses) from sales, maturities, settlements and calls are included in net investment income on our Consolidated
Statements of Income (Loss).
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22. Fair Value of Financial Instruments (continued)

The following summarizes changes in unrealized gains (losses)
included in net income, excluding any impact of amortization
of DAC, VOBA, DSI and DFEL and changes in future contract
benetfits, related to financial instruments carried at fair value
classified within Level 3 that we still held (in millions):

For the Years Ended

December 31,
2010 2009 2008
Investments:"
Trading securities ....... $ — $ 33 $  (23)
Derivative investments . . (163) (86) (129)
Future contract benefits:"
Indexed annuity contracts
embedded derivatives . . 44 (17) 23
GLB reserves embedded
derivatives .......... 419 2,366 (1,061)
VIEs' liabilities — derivative
instruments” .......... 16 — —
Other liabilities:
Deterred compensation
plans embedded
derivatives® ......... (33) (50) 43
Credit default swaps® . .. (12) (14) (51)
Total, net ........... $ 271 $2,232 $(1,198)

M Included in realized gain (loss) on our Consolidated State-
ments of Income (Loss).

@ Included in underwriting, acquisition, insurance and other
expenses on our Consolidated Statements of Income (Loss).

®  Included in net investment income on our Consolidated
Statements of Income (Loss).

The following provides the components of the transfers in and
out of Level 3 (in millions) as reported above:

For the Year Ended
December 31, 2010

Transfers  Transfers
In to Out of
Level 3 Level 3 Total
Investments:
Fixed maturity AFS
securities:
Corporate bonds . . ... .. $ 144 $(198) $ (54)
U.S. Government bonds . 3 — 3
Foreign government
bonds ............. 17 — 17
MBS:
CMOS ............. — 4) 4)
CMBS ............. 3 (118) (115)
ABSCLNS . ........... — (600) (600)
Trading securities ........ — (1) (1)
Future contract benefits:
VIEs’ liabilities —
derivative instruments . . (225) — (225)
Total, net ........ $ (58) $(921) $(979)

Transfers in and out of Level 3 are generally the result of ob-
servable market information on a security no longer being
available or becoming available to our pricing vendors. For the
year ended December 31, 2010, our corporate bonds and
CMBS transfers in and out were attributable primarily to the
securities” observable market information being available or no
longer being available, respectively, and the ABS CLNs transfer
out of Level 3 and VIEs’ liabilities — derivative instruments
transfer into Level 3 are related to new accounting guidance
that is discussed in Note 4. For the year ended December 31,
2010, there were no significant transfers between Level 1

and 2 of the fair value hierarchy.

23. Segment Information

We provide products and services in two operating businesses
and report results through four business segments as follows:

Business Corresponding Segments

Annuities
Defined Contribution

Retirement Solutions

Life Insurance
Group Protection

Insurance Solutions

We also have Other Operations, which includes the financial
data for operations that are not directly related to the business
segments. Our reporting segments reflect the manner by
which our chief operating decision makers view and manage
the business. The following is a brief description of these seg-
ments and Other Operations.
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Retirement Solutions

The Retirement Solutions business provides its products
through two segments: Annuities and Defined Contribution.
The Annuities segment provides tax-deferred investment
growth and lifetime income opportunities for its clients by of-
fering individual fixed annuities, including indexed annuities
and variable annuities. The Defined Contribution segment
provides employer-sponsored variable and fixed annuities, de-
fined benetfit, individual retirement accounts and mutual-fund
based programs in the retirement plan marketplaces.

Insurance Solutions

The Insurance Solutions business provides its products
through two segments: Life Insurance and Group Protection.
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23. Segment Information (continued)

The Life Insurance segment offers wealth protection and trans-
fer opportunities through term insurance, a linked-benefit
product (which is a UL policy linked with riders that provide
for long-term care costs) and both single and survivorship ver-
sions of UL and VUL, including corporate-owned UL and VUL
insurance and bank-owned UL and VUL insurance products.
The Group Protection segment offers group life, disability and
dental insurance to employers, and its products are marketed
primarily through a national distribution system of regional
group offices. These offices develop business through em-
ployee benefit brokers, third-party administrators and other
employee benefit firms.

Other Operations

Other Operations includes investments related to excess capi-
tal, investments in media properties and other corporate in-
vestments; benefit plan net liability; the unamortized deferred
gain on indemnity reinsurance related to the sale of reinsur-
ance to Swiss Re in 2001; the results of certain disability in-
come business due to the rescission of a reinsurance
agreement with Swiss Re; the Institutional Pension business,
which is a closed-block of pension business, the majority of
which was sold on a group annuity basis, and is currently in
run-off; and debt costs. We are actively managing our remain-
ing radio station clusters to maximize performance and future
value.

Segment operating revenues and income (loss) from opera-
tions are internal measures used by our management and
Board of Directors to evaluate and assess the results of our seg-
ments. Income (loss) from operations is GAAP net income ex-
cluding the after-tax effects of the following items, as
applicable:

¢ Realized gains and losses associated with the following (“ex-
cluded realized gain (loss)”):

e Sale or disposal of securities;

e Impairments of securities;

e Change in the fair value of derivative instruments, em-
bedded derivatives within certain reinsurance arrange-
ments and our trading securities;

¢ Change in the fair value of the derivatives we own to
hedge our GDB riders within our variable annuities;

¢ Change in the GLB embedded derivative reserves, net of
the change in the fair value of the derivatives we own to
hedge the changes in the embedded derivative reserves;
and

e Changes in the fair value of the embedded derivative lia-
bilities related to index call options we may purchase in
the future to hedge contract holder index allocations ap-
plicable to future reset periods for our indexed annuity
products accounted for under the Derivatives and Hedging
and the Fair Value Measurements and Disclosures Topics
of the FASB ASC.

e Change in reserves accounted for under the Financial Serv-
ices — Insurance — Claim Costs and Liabilities for Future Pol-
icy Benefits Subtopic of the FASB ASC resulting from
benetfit ratio unlocking on our GDB and GLB riders (“bene-
fit ratio unlocking”);

e Income (loss) from the initial adoption of new accounting
standards;

¢ Income (loss) from reserve changes (net of related amortiza-
tion) on business sold through reinsurance;

e Gain (loss) on early extinguishment of debt;

e Losses from the impairment of intangible assets; and

e Income (loss) from discontinued operations.

Operating revenues represent GAAP revenues excluding the
pre-tax effects of the following items, as applicable:

e Excluded realized gain (loss);

e Amortization of DFEL arising from changes in GDB and
GLB benefit ratio unlocking;

e Amortization of deferred gains arising from the reserve
changes on business sold through reinsurance; and

e Revenue adjustments from the initial adoption of new ac-
counting standards.

We use our prevailing corporate federal income tax rate of
35% while taking into account any permanent differences for
events recognized differently in our financial statements and
federal income tax returns when reconciling our non-GAAP
measures to the most comparable GAAP measure. Operating
revenues and income (loss) from operations do not replace
revenues and net income as the GAAP measures of our con-
solidated results of operations.
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23. Segment Information (continued)

Segment information (in millions) was as follows:

Revenues
Operating revenues:
Retirement Solutions:

Annuities ...........
Defined Contribution . .

Total Retirement

Solutions .......

Insurance Solutions:

Life Insurance .......
Group Protection . . ...

Total Insurance

Solutions .......

Other Operations .......

Excluded realized

gain (loss), pre-tax ......

Amortization of deferred

gains from reserve changes

on business sold through

reinsurance, pre-tax .....

Amortization of DFEL
associated with benefit

ratio unlocking, pre-tax . .

Total revenues .......
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For the Years Ended

December 31,
2010 2009 2008

$2,412 $2,085 $2,191
970 911 913
3,382 2,996 3,104
4,156 3,990 4,005
1,831 1,713 1,640
5,987 5,703 5,645
470 449 433
(317) (643) (863)

3 3 3

— — 1
$9,525 $8,508 $8,323

Net Income (Loss)

Income (loss) from operations:

Retirement Solutions:

Annuities ...........
Defined Contribution . .

Total Retirement

Solutions .......

Insurance Solutions:

Life Insurance .......
Group Protection . . . ..

Total Insurance

Solutions .......

Other Operations ... ....

Excluded realized gain

(loss), after-tax .........

Income (expense) from
reserve changes (net of
related amortization) on
business sold through

reinsurance, after-tax .. ..

Impairment of intangibles,

after-tax ..............

Benefit ratio unlocking,

after-tax ..............

Net income (loss) .. ...

Net Investment Income
Retirement Solutions:

Annuities .............
Defined Contribution . . ..

Total Retirement

Solutions .........

Insurance Solutions:

Life Insurance .........
Group Protection . ......

Total Insurance

Solutions .........
Other Operations .........

Total net investment
income .........

For the Years Ended

December 31,

2010 2009 2008
$ 463 $ 355 $ 154
146 124 117
609 479 271
595 617 489
72 124 104
667 741 593
3 (7) (47)
(206) (418) (561)
2 2 2

— (709) —
— — (4)
$1,075 $ 88 $ 254

For the Years Ended

December 31,

2010 2009 2008
$1,107 $1,020 $ 958
769 732 695
1,876 1,752 1,653
2,040 1,827 1,867
141 127 117
2,181 1,954 1,984
305 300 338
$4,362 $4,006 $3,975
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Amortization of DAC and
VOBA, Net of Interest

Retirement Solutions:
Annuities ..............
Defined Contribution . .. ..

Total Retirement
Solutions

Insurance Solutions:
Life Insurance ..........
Group Protection ........

Total Insurance
Solutions

Total amortization of
DAC and VOBA,
net of interest . . ...

Federal Income Tax
Expense (Benefit)

Retirement Solutions:
Annuities ..............
Defined Contribution . . . ..

Total Retirement
Solutions

Insurance Solutions:
Life Insurance ..........
Group Protection ........

Total Insurance
Solutions

Other Operations ..........
Excluded realized gain (loss) .
Reserve changes (net of
related amortization)
on business sold through
reinsurance ............
Impairment of intangibles . ..
Benefit ratio unlocking

Total federal income
tax expense
(benefit) .........

For the Years Ended

December 31,
2010 2009 2008

$ 402 $356 $ 729
78 71 130

480 427 859
492 519 519

46 46 36
538 565 555
$1,018 $992 $1,414

For the Years Ended

December 31,

2010 2009 2008
$ 91 $ 42 $ (76)
55 45 26
146 87 (50)
279 271 240
38 67 56
317 338 296
(6) (21) (11)
(111) (225) (302)

1 1 1
— (1) (2)
$ 347 $ 163 $ (68)

As of December 31,

2010 2009
Assets
Retirement Solutions:
Annuities ........... .. ... .... $ 91,789 $ 80,700
Defined Contribution ........... 28,563 26,689
Total Retirement Solutions . . . .. 120,352 107,389
Insurance Solutions:
Life Insurance . ................ 55,083 50,825
Group Protection .............. 3,254 2,845
Total Insurance Solutions . .. ... 58,337 53,670
Other Operations ................ 13,323 13,148
Total assets ............... $192,012 $174,207
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24. Supplemental Disclosures of Cash Flow Data

The following summarizes our supplemental cash flow data (in

For the Years Ended

millions): December 31,
2010 2009 2008
For the Years Ended Reinsurance assumed from FPP:
December 31, Carrying value of assets .... $ — $ 63 § —
2010 2009 2008 Carrying value of liabilities . . — (63) —
Interestpaid ................. $ 949 $§ 96 $ 81 Total reinsurance assumed
Income taxes paid (received) 345 (15) (23) fromFPP ............ $ — $ — $ —
Significant non-cash investing Sale of subsidiaries/business
and financing transactions: Proceeds from sale of
Funds withheld t
uxrzlvitshv‘]ilNB:R‘ agreement subsidiaries/business .... $ — $ 6 $ —
. ) Assets disposed (includes
Carrying value of assets .... $ — $790 §$ — cash and invested cash) i (5) .
Carrying value of liabilities . . — (790) — o
. Gain on sale of subsidiary/
Total acquired from business $ s 1 s
LNBAR ............. $ — $ - & - T e
. S Reinsurance ceded to LNBAR:
1 f LEFM:

Caggirycizzti;l)lﬂtel%? e(l)SSe‘[S Carrying value of assets .... $188 $§ — $ 360
(includes cash and Carrying value of liabilities . . (188) — (360)
invested cash) .......... $ — $364 $ — Total reinsuranced ceded

Carrying value of liabilities . . — (84) — tOLNBAR ........... $ — § — § —
Total capital contribution
of LFM ............. $ — $280 $ —
25. Transactions with Affiliates
Transactions with affiliates (in millions) recorded on our con- For the Years Ended
solidated financial statements were as follows: December 31,
As of December 31, 2010 2009 2008
2010 2009 Revenues with affiliates:
A ith affili ) Premiums paid on ceded
ssets with atliliates: reinsurance contracts” .. $(308) $(235) $(222)
Corporate bonds®™ . ............ $ 100 $ 100 Net investment income on
Reinsurance on ceded reinsurance cash management
contracts® . ......... ... ... 2,322 2,414 agreement® _ 1 11
Reinsurance on assumed Fees for manage.r'n'e.n't'o'f' o
reinsurance contracts® ........ 417 417 general account® . (68) (65)
Cash management agreement Benefits and expenses with
investment® ................ 173 142 affiliates:
Service agreement receivable® (12) (51) Rei nsura. nce (recoveries)
Liabilities with affiliates: benefits on ceded
Inter-company short-term debt® . . 10 21 reinsurance contracts® ..  (765) (158) (655)
Inter-company long-term debt® 2,179 1,675 Service agreement
payments®® . ... ... .. (58) 21 (2)
Transfer pricing
arrangement” ........ — (32) (32)
Interest expense on
inter-company debt®" ... 98 920 83
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dated Balance Sheets.

M Reported in fixed maturity AFS securities on our Consoli-

@ Reported in reinsurance recoverables on our Consolidated

Balance Sheets.

® Reported in reinsurance related embedded derivatives on

our Consolidated Balance Sheets.

@ Reported in other assets on our Consolidated Balance

Sheets.
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25. Transactions with Affiliates (continued)

®  Reported in short-term debt on our Consolidated Balance Ceded Reinsurance Contracts
Sheets. As discussed in Note 9, we cede and accept reinsurance from
©  Reported in long-term debt on our Consolidated Balance affiliated companies. We cede certain guaranteed benefit risks
Sheets. (including certain GDB and GWB benetfits) to LNBAR. We also
™ Reported in insurance premiums on our Consolidated cede reserves related to certain risks for certain UL policies,
Statements of Income (Loss). which resulted from recent actuarial reserving guidelines.

®  Reported in net investment income on our Consolidated
Statement of Income (Loss).
@ Reported in benefits on our Consolidated Statements of

As discussed in Note 3, we cede to LNBAR the risk under cer-
tain UL contracts for no-lapse benefit guarantees.

Income (Loss). Substantially all reinsurance ceded to affiliated companies is
% Reported in underwriting, acquisition, insurance and with unauthorized companies. To take a reserve credit for such
other expenses on our Consolidated Statements of Income reinsurance, we hold assets from the reinsurer, including
(Loss). funds held under reinsurance treaties, and are the beneficiary
" Reported in interest and debt expense on our Consoli- on letters of credit aggregating $1.8 billion and $2.4 billion as
dated Statements of Income (Loss). of December 31, 2010 and 2009, respectively. The letters of

credit are issued by banks and represent guarantees of per-
formance under the reinsurance agreement, and are guaran-
teed by LNC.

Corporate Bonds

LNC issues corporate bonds to us for a predetermined face
value to be repaid by LNC at a predetermined maturity with a
specified interest rate. We purchase these investments for our
segmented portfolios that have yield, duration and other
characteristics.

Cash Management Agreement

In order to manage our capital more efficiently, we participate
in an inter-company cash management program where LNC
can lend to or borrow from us to meet short-term borrowing
needs. The cash management program is essentially a series of
demand loans, which are permitted under applicable insur-
ance laws, among LNC and its affiliates that reduces overall
borrowing costs by allowing LNC and its subsidiaries to access
internal resources instead of incurring third-party transaction
costs. The borrowing and lending limit is currently the lesser
of 3% of our admitted assets and 25% of its surplus, in both
cases, as of its most recent year end.

Service Agreement

In accordance with service agreements with LNC and other
subsidiaries of LNC for personnel and facilities usage, general
management services and investment management services,
we receive services from and provide services to affiliated com-
panies and also receive an allocation of corporate overhead
from LNC. Corporate overhead expenses are assigned based on
specific methodologies for each function. The majority of the
expenses are assigned based on the following methodologies:
assets by product, assets under management, weighted num-
ber of policy applications, weighted policies in force and sales.

Fees for Management of General Account and Transfer Pricing
Arrangement

On January 4, 2010, LNC closed on a purchase and sale agree-
ment pursuant to which all of the outstanding capital stock of
Delaware Management Holdings, Inc. (“Delaware”) was sold.
In addition, we entered into investment advisory agreements
with Delaware, pursuant to which Delaware will continue to
manage the majority of our general account insurance assets.

A transfer pricing arrangement is in place between LFD and
Delaware related to the wholesaling of Delaware’s investment
products.

S-71






	STATEMENT OF ADDITIONAL INFORMATION (SAI)
	Lincoln Life Flexible Premium Variable Life Account Y
	The Lincoln National Life Insurance Company



