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Prudential Financial  

 

Profit (Before FIT and net realized investment Gains/Losses): 

Line of 

Business 

1Q17 Profit 

($000,000) 

1Q16 Profit 

($000,000) 

1Q17 Loss 

Ratio 

1Q16 Loss 

Ratio 

Group 

Insurance 

$34 $26 89.1% 88.1% 

Group 

Disability 

NA NA 74.3% 82.2% 

Group Life NA NA 92.2% 89.4% 

 

EP/Sales: 

Line of 

Business 

1Q17 EP 

($000,000) 

1Q17 Sales 

($000,000) 

1Q16 EP 

($000,000) 

1Q16 Sales 

($000,000) 

Disability $233 $115 $216 $79 

Life $1,038 $186 $1,009 $232 

 

Notable Statements 

 

● Our Individual Life and Group Insurance protection businesses did experience elevated 

mortality claims in the quarter which weighed on our results. In the case of Group Insurance, this 

was mitigated by favorable group disability results. We reported the second lowest disability 

benefit ratio in five years, which continues to reinforce the success of our recent underwriting 

actions. 

● Most of our group insurance sales occur in the first quarter reflecting calendar year effective 

dates. Current quarter sales based on annualized new business premiums of $301 million were 

solid and slightly lower than the year ago quarter. The decrease was driven primarily by the 

absence of a large life case sale like in the year ago quarter partially offset by growth in 

Disability sales. 

Analyst Questions  

● I'm curious about your appetite, if at all, for group insurance acquisitions. I ask because 

Prudential is a size player in that market, it's clearly not a significant contributor to your overall 

earnings. And so I'm curious whether you would have an appetite to make the Group Insurance 

business a bigger contributor of the M&A if the opportunity was available? 

Response: We're certainly aware of and alert to opportunities that may appear from time to time 

in the space. We are certainly have stronger capabilities to be in acquirer than we did say a few 

years ago due to the investments we've made in our business platform and the way we've 

strengthened the business platform and we have an interest to grow. We see the Group business 

as an attractive one, both in its own right and as a highly effective client acquisition model for 

relationships that we can deepen and individualize across our businesses. 
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At the same time, I'd pick up on some of the themes that John just mentioned. We have good 

momentum in organic growth in the business and we're mindful of continuing that and that's 

really what our priority is. And I'd also say that some of the things that have taken place in the 

group market recently have done so at fairly full valuation shall we say and so while we're alert 

to opportunities that appear, we're going to be disciplined and measured in the way we approach 

our own valuation of those opportunities. 
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Unum  

Profit (Before FIT and net realized investment Gains/Losses): 

Line of 

Business 

1Q17 Profit 

($000,000) 

1Q16 Profit 

($000,000) 

1Q17 Benefit 

Ratio 

1Q16 Benefit 

Ratio 

Unum US $239.1 $215.9 67.9% 69.3% 

LTD/STD $88.7 $70.4 76.6% 80.6% 

Life & AD&D $56.0 $55.4 71.9% 71.5% 

US Supp & Vol $94.4 $90.1 49.2% 46.5% 

Unum UK $26.6 $33.6 71.4% 67.9% 

Colonial $82.4 $77.4 50.8% 50.9% 
 

EP/Sales 

Line of 

Business 

1Q17 EP 

($000,000) 

1Q17 Sales 

($000,000) 

1Q16 EP 

($000,000) 

1Q16 Sales 

($000,000) 

Unum US $1,360.4 $263.5 $1,301.3 $237.1 

LTD $434.4 $36.0 $430.6 $37.5 

STD $157.9 $16.9 $157.5 $16.2 

Life/AD&D $404.4 $37.2 $386.1 $40.8 

Voluntary/Supp $363.7 $173.4 $327.1 $142.6 

Unum UK $121.3 $19.7 $139.3 $18.4 

LTD $80.8 $13.5 $93.1 $10.2 

Life $24.8 $3.9 $28.7 $4.7 

Other $15.7 $2.3 $17.5 $3.5 

Colonial $374.3 $96.4 $351.2 $89.9 

Acc/Sick/Dis $219.1 $61.5 $205.6 $58.3 

Life $74.2 $20.9 $67.7 $17.0 

Cancer & CI $81.0 $14.0 $77.9 $14.6 
 

Notable Statements 

 

Unum U.S. 

● Our growth in before tax operating income was led by our Unum U.S. segment which produce 

operating income for the first quarter of $239.1 million, an increase of 10.7% over last year. 

Each of our Unum U.S. business lines performed well. Group disability had an outstanding 

quarter once again with before tax operating income of $88.7 million, an increase of 

approximately 26% relative to last year. 

● This quarter's improvement was primarily driven by favorable incidence trends in the group 

LTD product line, lower prevalence rates in the group STD product line, and the cumulative 

benefit of rate increases on renewals over the past several quarters. 

●  Group Life and AD&D lines produced another steady solid quarter with operating income of 

$56 million in the first quarter, an increase of 1.1% over the year ago quarter. Premium income 

increased 4.7% over the year ago quarter and the benefit ratio was steady at 71.9% in the quarter 
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compared to 71.5% last year. Underlying risk results were generally consistent with our 

expectations but we did experience a slight higher average claim size in the AD&D product line. 

● The supplemental and voluntary lines continued to perform well and generated a substantial 

contribution to our earnings with the forecast operating income of $94.4 million, an increase of 

about 5% over the year ago quarter. Premium income growth trends remained very favorable 

increasing 11.2% in the quarter compared to last year. 

● Sales increased by 11% for Unum U.S. in the first quarter. Driving this growth was our 

voluntary benefits line which increased 17% in the first quarter. The addition of the dental and 

vision product line also benefited our sales this quarter and we continue to see good acceptance 

in the market and strong core activity from these new product offerings.  

● Our group sales declined 4.7% this quarter relative to last year with higher short term disability 

sales offset by declines in group long-term disability and group life. We're very pleased that we 

continue to see strong growth in our voluntary benefits offerings both for Unum U.S. which 

focuses on the larger case broker market and Colonial Life which tends to focus on the smaller 

case market as well as the public sector market. 

Unum UK 

● Unum UK had a tougher quarter where the before tax operating income was lower than the 

year ago quarter and slightly under our expectations. For the first quarter 2017, operating income 

was $21.4 million pounds sterling compared to $23.5 million pounds in the year ago quarter. Our 

premium income grew by 0.6% in the first quarter on local currency continuing the trend we saw 

in 2016 of a lack of growth in the in-force block. This is widely driven by economic uncertainties 

brought on by Brexit. 

● Our benefits experienced overall was off from last year with a benefit ratio of 71.4% for the 

first quarter compared to 67.9% in the year ago quarter. Approximately 2% of the increase from 

the benefit ratio was driven by the inflation linked benefit which was offset by higher net 

investment income. A higher average size of new claim incurrals in the group long-term 

disability line also contributed to the increase while our group life business were generally 

favorable compared to a year ago. 

● Sales in Unum UK remained strong increasing 24.2% over the year ago quarter on a local 

currency basis. This increase was primarily driven by the success in the large case market. 

Persistency was lower in the first quarter at 84.5% compared to 85.6% a year ago but was in line 

with our expectations for the year and reflects our renewed efforts on in-force cases. 

Colonial  

● Colonial Life once again delivered strong and consistent results. In fact we had record 

quarterly operating income of $82.4 million, an increase of 6.5% over last year. Premium income 

growth continues at a healthy pace increasing 6.6% for the quarter driven by the good sales 

momentum we produced over the past several years. Our benefits experience remain generally in 
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line with our recent trends as well as our expectations with the benefit ratio of 50.8% for the first 

quarter compared to 50.9% in the year ago quarter.  

Sales trends for Colonial Life remain positive with an increase of 7.2% for the first quarter. This 

is especially strong when you consider that the year ago first quarter sales growth was 16%. This 

increase was primarily driven by growth in the core commercial market which increased by 

13.2% relative to the year ago quarter. We also saw a very good balance with new account sales 

increasing 3.2% in the quarter while existing account sales grew by 8.9%. Persistency for 

Colonial Life remained stable at 78.5%.  

Analyst Questions  

●  Looking at the voluntary benefit sales in the Unum U.S. being very strong in the quarter, I was 

just wondering if you can provide some color in terms of why -- what's driving the strong sales 

in voluntary benefits? 

Response: First quarter is our typically biggest sales quarter of the year. So it was good to see a 

strong result. I'd say the long-term story is unchanged which is just a gradual but continued shift 

from employer towards employee choice and funding. And so we've worked hard to make 

investments in the product portfolio, distribution, and enrolment capabilities as Rick mentioned 

to keep pace with that. I would say within the quarter it is actually broad based. We saw a good 

new number of new clients come on board from a voluntary benefit stand point as well as a 

strong reenrollment activity with existing clients. I would say at the large end of the market we 

had some success. That can be a little bit volatile, that probably elevated the result a bit in the 

quarter but feel really good about the fundamental strength of the business. 

● One of your big competitors has announced that they're looking to strategic alternatives for the 

employee benefits business, has that announcement created any impact on the marketplace in 

terms of competition or pricing? Can you just kind of in general terms talk about the current 

competitive landscape? 

Response: Generally our policy isn’t to comment on any specific transaction that may or may not 

be in the marketplace but maybe to take your question more generally and talk about competitive 

trends. The group insurance market in particular remains a very competitive marketplace with a 

number of carriers I think looking to take some share. I wouldn't call it abnormally competitive 

though, I’d say probably the one place that stands out is what we would term the middle market, 

employers between 200 and 2000 employees. We have seen over the last couple of years carriers 

that typically play in the small end of the market look to move up as well as some carriers that 

play at the very high end of the market look to move down. They sort of all converge in the 

middle market and it has gotten a little bit choppy there. But on balance I'd say it's a pretty 

typically competitive market and we see plenty of opportunities to find ways to distinguish 

ourselves and grow over time. 

●  Shifting to group LTD in the U.S. I mean obviously very strong results in the quarter. Just 

want to get a sense if was there some favorable volatility that helped you guys or I should be 

thinking about this maybe being a new base in terms of projecting going forward? 
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Response: It was a good quarter from a loss ratio perspective in group disability. But right within 

that range that we talked about 76% to 79% at Investor Day, I’d say we probably are a bit lower 

in the range than we would have anticipated and that was on the back of favorable submitted new 

claim incidence but not abnormally low. So, the big drivers, incidence, recoveries and offsets in 

long term disability are rock solid and right in line with expectation. 

● I wouldn't ever ask you to comment on a specific acquisition opportunity but I am curious 

given some of the news of late. How you think about size of a transaction that you think Unum 

could be willing to undertake, if you have -- if you really decided that a target was a strategic fit, 

how you think about financing something larger than just with cash on hand? 

Response: I would say M&A is a part of our overall strategy. You have seen us do a couple of 

smaller transactions here over the past couple of years that fit very well strategically. As we 

think about how things will play in the markets but we will make sure that we do so in a 

disciplined way. It has got to fit both strategically, it's got to be something that we do very well 

and then we'll look at the other means such as financing. Jack, maybe you could talk a little bit 

about M&A though it is one piece of our capital deployment strategy and how that fits might be 

helpful. 

We've always been active in the M&A market. We closed on two properties over the last two 

years. Both were dental and vision properties, kind of strategic properties for us. But we maintain 

the same view of our capital plans. The first thing we do is look to invest in our ongoing 

businesses and grow organically. The second priority is around mergers and acquisitions. We do 

believe with the strength of our free cash flow generation, the fact that where we repurchasing 

$400 million of shares a year and as we've talked about we think our free cash flow generation 

with a strong statutory results, we thought of late is on an improving trend. We could handle a 

reasonably sized acquisition with where we are. But it would have to be, it would have to meet 

our goals.  

We're going to continue to be disciplined in the acquisition arena. We're going to continue to 

look at acquisitions versus the very safe option of repurchasing our shares. We continue to think 

our shares are good value in the marketplace. We continue to believe we have upside as a 

company and so it would need to be more attractive than us in order to do that. The third thing 

we look at is our dividend and maintaining and paying our dividend. We have increased the 

dividend pretty consistently over time. You know I think we'll continue to look strongly at that as 

an opportunity to deploy capital and then finally share repurchases is the final option if mergers 

and acquisitions and other things don't stop share repurchase but it's been very effective for us. It 

has contributed to earnings per share growth. And it's been a good return for our investment over 

time.  

●  Over the past several quarters you certainly had favorable underwriting experience but the 

whole industry is also pretty good at their underwriting results in U.S. So I was just wondering 

do you think this is a function of the improving economy or recent hard market pricing or some 

other factor? And then Mike you touched on that a little bit earlier but just given the strong 

margins do you see risk that people do become more aggressive and pushing for growth? 
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Response: A really good question and I think it's a story that's actually both are true. So if you 

break down what trends have done particularly in group disability we’ve seen favorable new 

claims incidence and I suspect that some of that is a stronger economy and something that is felt 

industry wide. I would say though that when we look at things like the recovery trends and the 

offset levels that we've been able to maintain, we feel pretty good that those are standout type 

performances. So I feel good about that. I think in general, higher margins across the industry 

feed more aggressive competition, I think to a degree but frankly we talked about in fourth 

quarter. We've been able to successfully price for the current interest rate environment. Feel 

really good about the risk trends. So the degree of new price increases that we have to put in the 

market frankly is lower than we've had to coming into a new year. And so we suspect that on a 

relative basis we will be similarly situated to where we've been in years past. 
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Aetna 

 

Profit (Operating income, pre-tax, excluding after-tax realized investment gains or losses): 

Line of Business 1Q17 Profit 

($000,000) 

1Q16 Profit 

($000,000) 

1Q17 

Benefit 

Ratio 

1Q16 

Benefit 

Ratio 

Group Insurance 

(Life, Disability, 

LTC) 

$35 $28 87.9% 88.7% 

 

EP  

Line of Business 1Q17 Earned Premium 

($000,000) 

1Q16 Earned Premium 

($000,000) 

Group Disability $237 $234 

Group Life $283 $280 

Long Term Care $11 $11 

 

Analyst Questions  

 

● Can you remind us the strategic benefits of running the group insurance segment with your 

healthcare business? 

Response: The disability business is one that has had some linkage historically as we thought 

about the two. There are some somewhat arcane benefits in terms of how we position the 

investment portfolio and things like that. But operationally, they do largely run as two free-

standing units for the most part today. There is cross-sell between products, especially on the 

large accounts. We have a number of accounts where we would have the medical and also the 

group insurance. 

It gives us an opportunity for integration. A lot of times, a lot of companies will look at medical 

and disability, and we can link the disability business with the medical, and we have proof points 

to demonstrate that when we are selling in the large national account space. 
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Principal Financial Group 

Profit (Operating income, post-tax, excluding after-tax realized investment gains or losses): 

Line of 

Business 

1Q17Profit 

($000,000) 

1Q16 Profit 

($000,000) 

1Q17 Loss 

Ratio 

1Q16 Loss 

Ratio 

Specialty 

Benefits 

$45.5 $38.6 66.5% 66.4% 

Group 

Disability 

--- --- 66.1% 65.5% 

Group Life --- --- 73.4% 67.4% 

 

 

Line of 

Business 

1Q17 EP 

($000,000) 

1Q17 Sales 

($000,000) 

1Q16 EP 

($000,000) 

1Q16 Sales 

($000,000) 

Disability  $109.9 $34.1 $99.6 $31.8 

Life  $102.9 $23.2 $98.1 $29.2 

 

Notable Statements 

 

● Specialty Benefits quarterly pretax operating earnings were $46 million and 18% increase 

from the year ago quarter driven by growth in the business and benefits of scale. Despite higher 

group life claims compared to the prior period, which can be volatile in any one quarter the 

overall loss ratio was within the targeted range for the quarter. 

 Analyst Questions  

 

● I’d like to start with a question on strategy in M&A. Can you comment just broadly on things 

you’d be interested in the M&A front?  I know you've done certainly more in the way of asset 

management deals, international pension, how about the group benefit space? Is that an area that 

you'd be interested in pursuing M&A or are you more likely to remain with what you've been 

doing over the last several years? 

Response: To answer the question, M&A is in your goal part of our strategy, we'll look for the 

right combinations and that usually starts with making it in an accretive transaction. There are 

really two reasons why we go out there, one is to add additional capabilities, and we've done that 

over the years as you point out, whether it's around a different investment asset class or whether 

or not it's a capability within our core businesses. So, adding capabilities is a big part of it. 

The second one is around scale, the scale in the retirement business, scale in the asset 

management business, you asked a specific question around group benefits. We would be 

curious of course, if there is a good match out there that overlays our existing commitment to 

small to medium size employers, where we think additional scale could be helpful to our long 

term shareholders. Having said that, I would tell you that we feel very good about the current 

portfolio of businesses and our current capabilities, and so for there to be a transaction for 

Principal it would have to be a very financially favorable. 
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Cigna 

 

Profit (Post-tax, post investment gains/losses):  

Line of Business 1Q17 Profit 

($000,000) 

1Q16 Profit 

($000,000) 

Group Disability & Life $68 $15 

 

EP 

Line of Business 1Q17 EP 

($000,000) 

1Q16EP 

($000,000) 

Disability $501 $492 

Life  $437 $446 

 

Notable Statements 

● For Group Disability and Life, first quarter premiums and fees were just over $1 billion. First 

quarter earnings in our Group business was $68 million with our Life business performing as 

expected and Disability results reflecting a better-than-expected pace of improvement from the 

claims process modifications made last year. 

● Regarding the Group Disability and Life business, we now expect full year 2017 earnings in 

the range of $230 million to $260 million, an increase of $30 million over our previous 

expectations, reflecting continued operational improvements in our disability business. 

Analyst Questions  

● It sounds like you're seeing faster improvement in the disability business. Can you talk about 

the drivers here relative to expectations? And how should we think about exiting the year? Can 

we get back to historical margins at the end of 2017 or is that still a 2018 event? 

Response: First and foremost, we're pleased with the performance. We saw a step up in the third 

quarter of last year, fourth quarter we saw strong performance and also in the first quarter this 

year with stable ongoing results on the Life side. The disability results were a little stronger in 

the first quarter than even we had anticipated which is good. And we're pleased to take up the 

outlook for that line of business. As we look forward to the core of your question, we remain 

fully focused on completing all the bodies of work that are in front of us relative to stabilizing 

that business. And our expressed objective is that we step out of 2017 with the full strength of 

that organization as we look to 2018. That's our objective, and we're well on our way relative to 

that goal. 

● Just a quick question on Group Disability and Life. There are usually reserve studies annually. 

Wondering if there's anything anticipated coming out of that that is included in the guidance 

around Group and Disability for the balance of the year? 
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Yes, we will complete our disability reserve study in the second quarter. However, we wouldn't 

expect any significant impact from reserve studies and nothing built into the guidance. 
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MetLife  

 

Profit (Operating Earnings after tax, before after-tax investment gains/losses): 

Line of Business 1Q17 Profit 

($000,000) 

1Q16 Profit 

($000,000) 

1Q17 Loss 

Ratio 

1Q16 Loss 

Ratio 

Group/Voluntary/Worksite $194 $142 --- --- 

Group Life  --- --- 86.9% 85.7% 

 

EP 

Line of Business 1Q17 EP 

 ($000,000) 

1Q16 EP  

($000,000) 

Group Non-Med Health* $1,776 $1,677 

Group Life $1,690 $1,605 

 

*includes dental, disability, LTC, AD&D, CI and vision 

 

Notable Statements 

● During the quarter sales of Group Benefits were up by 29% with strength across all market 

segments and product lines. Our national accounts sales were particularly strong especially 

among clients with more than 25,000 employees. We continue to invest in this business to create 

differentiated customer experiences, supported by strong enabling technology and leading data 

protection capabilities. 

● The macroeconomic environment in the last eight years has affected our business units in 

different ways. Our group business for example, is correlated to the health of the U.S. 

employment market. We have been able to grow premiums and fees in the group business at a 

compound annual rate to 4.5% over the past five years. Despite modest U.S. labor force and 

wage growth among large employers, all else being equal a stronger U.S. job market would drive 

faster growth in our Group Benefits business. 

● In group benefits, can you just talk about the competitive environment? Where are you seeing 

the best opportunities and given relatively strong industry results in recent quarters, have you 

seen any uptick in price competition? 

 

Response: First of all I just want to say we were very pleased with our group sales results in 

2017. It's a competitive market as you know it's always competitive. But having said that, I'd say 

that life and disability has been rational. We've seen a little bit more of intense competition in 

dental, especially down market, but overall we feel very comfortable with the market that we are 

in. You probably saw that we had strong growth and strong persistency. We've been able to get 

our renewal actions. And overall it's been a rational market. 

 

● My question about the group insurance business. It has been a long time since I can remember 

you starting off the conference call talking about or highlighting that business. Given your size 

and scale there particularly at the large case market,  is there anything beyond further economies 

of scale that you think you could gain from a large acquisition within that business line?  



1
st
 Quarter 2017 Earnings Conference Call Summary 

14 
GC Smith Group, May 2017 

Relatedly why do you think you're seeing more success particularly in the jumbo case market?  

Has competition declined there or have you just gotten a bit more aggressive. 

Response: John the first part of your question, we always look at any opportunities out there in 

the marketplace. And the group business is one of which we have a very favorable view going 

forward and it's been a strong part of our company for many decades. So, if there are 

opportunities in the marketplace to make an accretive acquisition, we certainly would be quite 

interested in looking at that. Maria you want to take the second part of the question? 

Sure. In terms of where we've been investing in group insurance, I think we're seeing the benefits 

of our investment in our growth. So as an example, we've been investing in our voluntary benefit 

platform, and so we're seeing large groups as well as medium sized groups really gravitate 

toward carriers both for their core benefit programs and to offer voluntary benefits to their 

employees toward a carrier like MetLife where we're in a position to do that. 

We've talked historically about benefiting as an example from the exchanges where we're in 

some cases the only non-medical carrier on the health exchanges and I think going forward the 

other place we really put investments in our ability to ensure that employee records are secure. 

So a lot of work in our security platforms that's been very helpful at market as we've look to 

bring on new Group life and disability business as well. 

● Is it fair to say that when you talk about really strong growth in sales at the jumbo case market 

that a good chunk of that is actually voluntary not employer paid? 

Response: It's actually both. I would say that we've had a very strong sales quarter up and down 

the market. So double digit growth in the jumbo market, but we've had high single digit growth 

in the regional market. And as you know smart market is actually not seasonally first quarter 

focused, but even there we've had strong growth. We've had growth in both our core business 

and our voluntary business. Our voluntary business is up double digits from a sales perspective. 

So, overall very strong sales quarter Group. 

● Just to follow up on John’s question regarding kind of the appetite for group market 

acquisition given your capital position like what like what size of the transaction would you be 

more comfortable doing it with kind of seeking external capital? 

Response: Well, first of all we certainly will have some capital in reserve for acquisitions, but 

please remember that we do acquisitions of larger size like the Travelers deal back in 2005 and 

the Alico deal in 2010. We would access the capital markets for any funds necessary above and 

beyond we hold at the holding company. And it is just important to reiterate our philosophy on 

acquisitions they have to make sense strategically in terms of what we are planning for the 

company going forward direction in businesses we want to be in. 

And second of all, they have to be accretive for shareholders, create shareholder value and have 

to earn more than their cost of capital. And any point in time when there is an acquisition 

opportunity we look at the capital markets, which of course is to raise capital in all kinds of 

returns would expect from acquisition including synergies and we make a determination in terms 

of what we're willing to pay for that business. 
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Hartford  

 

Profit (Post-Tax, DAC. Pre capital gains/losses) 

Line of Business 1Q17 

($000,000) 

1Q16 

($000,000) 

Group Benefits (Disability, 

Life, Other) 

$45 $50 

 

EP/Sales 

Line of Business 1Q17 EP 

($000,000) 

1Q17 Sales 

($000,000) 

1Q16 EP 

($000,000) 

1Q16 Sales 

$(000,000) 

Group Disability $364 $87 $352 $84 

Group Life  $386 $115 $369 $149 

 

Notable Statements 

 

● The group life and disability loss ratios this quarter were largely consistent with prior year. 

Group life trends have been slightly favorable and very stable relative to the volatility we 

experienced in 2016. Group disability, although slightly elevated this quarter, continues to 

perform within our expected range and we feel very positive about our trends. 

 

Analyst Questions  

 

● My first question I guess was for Chris. And just hearing emphasize Group Benefits as a core 

business, how do you think about weighing M&A opportunities when you think about P&C, 

Commercial versus Group? More specifically, you mentioned you’re a top-five player, what 

would be the benefits, I guess, of becoming even bigger than that?  

 

Response: I would just say, from a business and capital allocation perspective, Commercial, 

Benefits, Personal Lines, Mutual Funds, I mean, we’re comfortable deploying capital into those 

businesses that make financial and strategic sense. So, specifically, if there’s a benefits 

opportunity in the marketplace, it’s something we would consider seriously looking at. We like 

our Group Benefits businesses. You can see the returns, its earnings. It has a concentration a 

little bit in the large National Accounts base of over 5,000 lives. So, in Doug’s leadership, we’ve 

been trying to grow the small, the middle size of that. We’ve completed our voluntary product 

suite and we think about A&H more broadly. So, it would be a business that we would want to 

continue to invest in and we think we have capabilities and the brand to effectively compete over 

the long term. 

 

● Switching gears, just on your acquisition target. Is there a size of what the ideal type company 

and how big you could go on an acquisition? 

Response: Just a couple thoughts on M&A in general that we’ve been proactive in the 

marketplace. We are very disciplined about our approach. It has to make strategic and financial 

sense. So, we think in terms of a bolt-on and/or extensions into adjacent markets that would be a 

little less complex to integrating into The Hartford. But I would also say we’re open to larger 
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opportunities that accelerate our growth in markets, product lines and geographies that we want 

to be in. 

I would characterize that as a target that has anywhere as between $500 million and $1 billion of 

premium. So, I don’t know if that helps your size question, but I think that would be something 

digestible. But again, it has to make the financial sense, and we’ve being disciplined, given 

we’ve been at this over the last four years. And we’ve said no to a lot of opportunities. So, that’s 

what I would say, Bob. 
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Lincoln Financial   

 

Profit (Post tax) 

Line of Business 1Q17 Profit 

($000,000) 

1Q16 Profit 

($000,000) 

1Q17 Loss 

Ratio 

1Q16 Loss 

Ratio 

Group Protection $7 $5 71.0% 69.6% 

Group Disability $9 $9 68.9% 67.2% 

Group Life ($2) ($3) 72.5% 71.1% 

 

EP/Sales 

Line of Business 1Q17 EP 

($000,000) 

1Q17 Sales 

($000,000) 

1Q16 EP 

($000,000) 

1Q16 Sales 

($000,000) 

Group Protection $495 $57 $489 $59 

Group Disability $226 $23 $222 $22 

Group Life $206 $23 $211 $27 

 

Notable Statements 

 

● Turning to Group Protection. In what is typically our lowest earnings quarter due to higher 

seasonal DAC amortization, earnings grew over the prior year period as amortization expenses 

declined and loss ratios remained favorable. I have noted in recent quarters that premium growth 

will be important as we look to drive the next leg of margin improvement. Therefore, I am 

pleased that premiums grew over the prior year period for the first time since 2014, and we 

expect annual premium growth this year driven by improving persistency and sales growth. 

● In the first quarter, we continued to experience improving persistency trends. Total block 

persistency rates increased over 5 percentage points from the prior year quarter, primarily driven 

by improved renewal persistency, which reached the top end of our 70% to 75% targeted range 

disability coverages. 

● While sales decreased 3% from the same period last year, I would note the first quarter 

represents the smallest contribution to full year sales, and we have a strong pipeline heading into 

the second quarter. Importantly, our pricing remains disciplined, and our outlook for sales 

growth over the remainder of the year is aligned with our long-term target of mid single digit 

increases. 

● So in summary, we are pleased with the positive business fundamentals and look forward to 

moving past this typical first quarter DAC amortization. We expect to benefit from further 

premium growth, favorable loss ratios and, therefore, stronger earnings over the remainder of the 

year.  

Analyst Questions  

● You've talked in the past about potential interests in group benefits M&A. Just hoping you 

could discuss how you would think about a larger deal that could materially shift your business 

mix and how much capital capacity you would have for potential M&A?  
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Response: As I mentioned in my remarks, we have a strategy of increasing the percentage of our 

earnings that come from our mortality and morbidity businesses. This quarter, that percentage 

was about 25%. Over time, we'd like to see it grow to 30%, 33%. So we've made some progress 

on that objective organically principally because of the recovery in the group business and, 

again, this quarter, good results in the life business. So when I think about M&A, broadly 

speaking, and we've discussed this publicly a number of times, probably our first choice would 

be the group business, which would help with that target source of earnings from morbidity and 

mortality. And again, I'm going to turn over the second half of that question to Randy. We are 

going to be very disciplined about any transaction we do. We're not reaching for any transactions 

by paying a high price. As we say, I've said and I said again this morning, we're very careful 

about the return on the capital that we deploy. So if we do go after a transaction, we will be 

disciplined about it, as we have been in the past. Randy, you want to add? 

Yes. Erik, in terms of capacity, as I've mentioned in the past, on the context of an acquisition, I 

believe, inside of our nearly $9 billion of statutory capital, we have roughly $500 million to $750 

million of capacity inside there, once you get in the context of an acquisition. I also think, in the 

context of an acquisition, on the leverage front, there's some capacity that we would have. Once 

again, an acquisition that delivers cash flow to the holding company, opens up some capacity, I 

think probably in the $300 million to $500 million range. Separate from that, we obviously have 

been and will continue to generate a significant amount of free cash flow, and we've deployed 

well over $1 billion last couple of years into share buybacks. It represented nearly $900 million 

for the last couple years. Obviously, we did $200 million this quarter. So I'd point to those items 

when you think about potential capacity. 

● On prior calls, you've kind of given us your sense of sort of bid-ask in terms of M&A 

opportunities in the market? Obviously, without us commenting on any specific deal, any update 

there in terms of what you're seeing? 

Response: I think there's a couple of rumors about certain companies divesting a noncore 

businesses. But again, in our experience, which goes back decades, it seems to be a pretty low 

volume of transactions at least that we would have any interest in. So I would just say it's at the 

low end of the range from our experience, the activity. And it doesn't mean that we couldn't pick 

up or it doesn't mean that we wouldn't do something, just answering your question. There's not 

much that we're seeing that fits what we're interested in. 
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Sun  

 

Profit (Net income pre-tax): 

Line of Business 1Q17 Profit 

($000,000) 

1Q16 Profit 

($000,000) 

Employee Benefits Group 

(U.S.) 

$9 $35 

 

EP/Sales 

Line of 

Business 

1Q17 EP 

($000,000) 

1Q17 Sales 

($000,000) 

1Q16 EP 

($000,000) 

1Q16 Sales 

($000,000) 

Employee 

Benefits* 

Group (U.S.) 

$855 $60 $683 $45 

 

*includes group life, disability, dental, vision and DRMS business 

 

Notable Statements 

● The U.S. employee benefits business acquired in 2016 continues to perform in line with 

expectations. Underlying net income in the first quarter of 2017 reflected unfavourable mortality 

experience in In-force Management and Group Benefits, 

● Group Benefits sales in the life and disability, and dental and vision businesses of US $60 

million increased 33% compared to the first quarter of 2016 reflecting a full quarter of 

production from our unified sales force.  
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Summary 

Company Earnings Sales EP 

Prudential Group: $34M 

(↑30.8%)  

Dis: $115M (↑45.6% ) 

Life: $186M(↓20%) 

Dis: $233M (↑7.9%) 

Life: $216M (↑2.9%) 

Unum LTD/STD: $88.7M 

(↑26%) 

Life/AD&D: $56M 

(↑1.1%) 

Unum UK: $26.6M 

(↓20.8%) 

Colonial: $82.4M 

(↑6.5%) 

U.S Brokerage 

LTD:$36M(↓4%) 

STD: $16.9M(↑4.3%)  

Life/AD&D: 

$37.2M(↓8.8%) 

Vol:$173.4M(↑21.6%) 

Unum UK: 

LTD: $13.5M(↑32.4%) 

Life: $3.9M(↓17%) 

Colonial 

Acc/Dis: 

$61.5M(↑5.5%) 

Life: $20.9M (↑22.9%) 

Can/CI: $14M(↓4.1%)  

U.S. Brokerage 

LTD: $434.4M (flat) 

STD: $157.9 (flat) 

Life/AD&D: $404.4M 

(↑4.7%) 

Vol: $363.7M(↑11.2%) 

Unum UK: 

LTD: $80.8M 

(↓13.2%) 

Life: $24.8M(↓13.6%) 

Colonial 

Acc/Dis: $219.1M 

(↑6.6%) 

Life: $74.2M (↑9.6%) 

Can/CI: $81.0M(↑4%)  

Aetna Group: $35M 

(↑25%) 

Group:N/A Dis: $237M (↑1.3%) 

Life/AD&D: $283M 

(↑1.1%) 

Principal Specialty Benefits: 

$45.5M (↑17.9%) 

Dis: $34.1M (↑7.2%) 

Life:$23.2M (↓20.5%) 

 

Dis: $109.9M (↑10.3%) 

Life: $102.9M (↑4.9%) 

Cigna Group Dis & Life: 

$68M (↑353%) 

N/A 

 

Dis: $501M (↑1.8%) 

Life: $437M (↓2%) 

Met Group/Vol/Worksite: 

$194M (↑36.6%) 

 

Not reported by line of 

business 

Non-Med: $1,776M 

(↑5.9%) 

Life: $1,690M (↑5.3%) 

Hartford Group: $45M 

(↓10%) 

Dis: $87M (↑3.6%) 

Life: $115M (↓22.8%) 

Dis: $364M (↑3.4%) 

Life: $386M (↑4.6%) 

Lincoln Group Protection:  

$7M (↑40%) 

Dis:$9 (flat) 

Life: ($2) (neg $3 

year ago) 

Dis: $23M (↑4.5%) 

Life: $23M (↓14.8%) 

Group Protection: 

$495M (↑1.2%) 

Dis:$226M (↑1.8%) 

Life: $206M (↓2.4%) 

Sun U.S. Employee 

Benefits Group: $9M 

(↓74.3%) 

U.S. Employee 

Benefits Group: $60M 

(↑33.3%) 

U.S. Employee 

Benefits Group: 

$855M (↑25.2%)  

 


