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The $432B Boom is Just the Beginning:
Why Margin Strategy Will Determine the
Winners in Annuity’s Golden Age

2024 was a record year for annuities - individual annuity sales were up 12
percent year over year, to a record $432.4 billion, according to LIMRA'. And
2025 looks to continue this trend of increasing annuity sales. For the sixth
consecutive quarter, annuity sales topped $100 billion in Q1 2025.

Q1 2025 Sales? YoY Change vs. Q1 2024

Registered index-linked annuity (RILA) $17.5B 21 percent increase
Variable annuity (VA) $15.6B 14 percent increase
Fixed-rate deferred (FRD) $39.58B 8 percent decrease
Fixed indexed annuity (FIA) $26.7B 7 percent decrease
Single premium immediate annuity (SPIA) $3B 17 percent decrease
Deferred income annuity (DIA) $950M 19 percent decrease
Total Annuity Sales $105.6B 1 percent decrease

As annuity carriers attempt to gain market share, perspective must shift from only cost reduction to maintaining and
improving margins. Improving margins is the key to sustainable growth. To capture that growth, annuity carriers will
need to contend with several key trends:

Market Uncertainty

Amid lowering interest rates and general uncertainty in the economy and broader regulatory environment, we
expect this environment will invite broader interest into the annuity space. While annuity sales will continue

to climb and be carried by MYGA and FIA products, we anticipate a resurgence of interest in riskier annuity
products, including RILA and VA annuities. This shift will directly impact both the types of products sold and
the channels through which they are distributed.

Greater Reliance on Third-Party Distribution

n The largest share of annuities will continue to be sold through third-party distributors. Approximately 80%
of all annuity sales are made through independent brokerages, agents, and other third-party distributors?.
This will reinforce the strength of distribution partners. To win market share, carriers will need to differentiate
themselves from other competitors, both with customers and distribution partners.
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Employees continue to see the decline of defined benefit plans and are less likely to believe that federal
retirement plans like Social Security will be able to meet their retirement needs, if they will even be around
at all. Coupled with the fear of inflation eating away at their retirement income, consumers are looking to
address perceived income gaps.

Shifting Customer Expectations
Simple protection products are no longer enough for customers. There has been a shift away from life

insurance as the center of a product portfolio. Instead, consumers are needing solutions to increasingly
complex financial scenarios, and annuities are being used as the tool to achieve those goals. Personalization
and product flexibility will be key to meeting these expectations.

H Longevity Risks Breed New Challenges

People are living longer—this is challenging traditional retirement calculations. Instead of living for only 10
years after retirement, Americans are finding themselves living for 20 years or more. These assumptions

are challenging key longevity assumptions, both for carriers in developing products and customers who
purchase them. And these longevity concerns are creating additional questions around the quality of life they
will have and how retirees will cover the inevitable unexpected costs, particularly around healthcare.

n Continued Decline of Defined Benefit Plans

The struggle for carriers and insurance providers is simple — where are the next opportunities to support
sustainable growth?

In our perspective, there are three opportunities for immediate and long-term sustainable growth:

1 2
| ! (A
&2/
In-Plan Annuitization Customer Education Distribution Strategy
40% of Plan Sponsors Considering Annuity Customers Who Don’t e .
In-Plan Annuities in $11 Trillion Understand Their Product Have - Strateglc. Distribution Partner§h|ps 2re
Workplace Retirement Market* 19 NPS vs. +55 for Those Who Do® Essential as Market Consolidates

Growth Through In-Plan Annuitization

Employees face several key savings-related risks. In retirement, they face a serious longevity risk — will their fixed
assets carry them through decades of living? They also face market volatility risks, where they can no longer assume
a simple investment in the stock markets will protect their assets. The last few years have further highlighted the
challenges of persistent inflation, particularly for those on fixed incomes. If the cost of eggs doubles, what does it
mean for retirees? Do they simply withdraw more from their nest eggs?

This leaves retirees at risk of another shock — a personal spending shock. According to recent surveys, 59 percent
of Americans cannot cover a $1000 emergency expense’. In retirement, a medical bill not covered by insurance —or
any other unexpected cost—has the potential to jeopardize a retiree’s financial stability.
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One form of protection against these risks is guaranteed lifetime income. In a world where defined benefit plans are
disappearing, in-plan annuitization provides a similar benefit to employees. Regular contributions through defined
contribution plans can be used to purchase annuities, either as a part of a target fund or as a stand-alone product.

For employees, this offers real income protection against the risks mentioned above, while also providing the
flexibility to choose the annuity that best fits their retirement goals. Historically, the main barrier for carriers and
annuity providers has been securing plan-sponsor buy-in, but now may be a tipping point. A favorable regulatory
environment, combined with growing competition among employers for talent, may create the right conditions for a
fundamental shift in employer behavior.

Growth Through Customer Education and Segmentation
Conversations with annuity leaders and customers reveal persistent challenges in selling annuities:

‘@ Educating consumers on how annuity contracts and benefits work is essential for both the initial sale and
long-term retention.

. The diversity of annuity products means there is a wide variety of customer profiles, requiring marketing
and sales strategies that meet consumers wherever they are.

. Since most annuities are sold through non-captive agents, carriers often struggle to own and grow direct
customer relationships.

Educational opportunities have historically deterred sales, particularly on digital platforms. Historically, annuities have
been sold almost exclusively through agents or financial advisors, with carriers providing limited tools and calculators
on their websites for early-stage research.

However, there is an opportunity to overcome this barrier through the focused development of Al sales tools —
especially those that clearly explain the benefits of annuity products. The potential impact is significant: a recent
survey shows that the Net Promoter Scores (NPS) for annuity customers who fully understand their annuities is 55.
Partial understanding plummets the NPS score to 18, and those annuity owners who do not understand their annuity
have an NPS score of -19.2 These scores strongly correlate with surrender rates. For carriers and distributors that
are concerned with customer and annuity retention, developing tools that contribute to policy education both before
and after the sale of an annuity should be a priority.

As interest rates decrease, we expect the sale of indexed-link annuities (e.g., RILA or VA) to increase. While initial
use cases could be focused on simpler annuity products, the opportunity to sell increasingly complex annuity
products will eventually require more sophisticated sales tools.

Growth Through Distribution

Historically, carriers have evaluated distribution partners on their ability to push a particular product type or to go
after a specific demographic. While this is foundational, we believe that carriers should assess their distribution
partnerships across three distinct criteria:

The desire to chase growth at all costs must be balanced with the sustainability of that new business. There
are several ways to evaluate the sustainability of acquiring new business, but carriers must be disciplined

in the metrics used to identify distribution performance. This begins with an assessment of cost reduction
opportunities (with particular focus on commissions) but should also incorporate other performance
measures. These KPIs will vary by carrier, and understanding these specific targets will be critical to the
selection process.

E Distribution Operating Model Integration

m Sustainable Profitability and Performance

Carriers could transition away from isolated channels run as independent fiefdoms to a centralized
distribution strategy that is enabled in part by specific partnerships. This goes beyond initial questions of
selling direct to consumer or through the IMO channel. Instead, it is about understanding how to cast a
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distribution net that is wide enough to capture as many target customers as possible while understanding
which partners are the right ones to work with. Carriers must meet customers where they are, whether that
is up or down market.

Understanding Carrier Value

Clearly articulating their value proposition and aligning with the right distribution partners will be critical for
carriers in the selection process. For example, a broker-dealer partner may require a minimum credit rating or
be accustomed to tiered service support. This highlights the importance of selecting distribution partners that
are clearly aligned to both the carrier’s strategic goals and that are a fit for the carrier’s value proposition.

Carriers pursuing these efforts will be rewarded, but it will require a clear vision and execution to achieve
these goals.

Alvarez and Marsal’s Financial Service Industry Group brings operating and management expertise combined
with top-tier consulting and specialized industry experience to meet evolving market dynamics. We provide
transaction and performance improvement advisory services for insurance companies and private equity firms
investing in the industry. Core services in the insurance industry include:

Integrated diligence

A&M conducts holistic business
assessments across financial,
operational, technology, human capital,
tax, and commercial dimensions. Our
buy side diligence seeks to verify target
value and promote investor confidence
on the sell-side.

Portfolio optimization

A&M assesses client’s product and
service mix to identify high-growth,
high-margin opportunities, focusing
investments on areas that yield the
highest impact. We advise on divesting
or restructuring non-core assets to
sharpen focus on areas with the highest
value potential.

Integrations

A&M designs effective integration plans
for programmatic acquirers to enhance
operational performance and integration
velocity. We create Day-1 and 100-Day
plans for value capture, define transition
services, and provide execution support
to manage transitions.

Cost rationalization

A&M develops a fact base of expenses
and capital costs. We prioritize
opportunities considering impact,
complexity, and interdependencies and
develop an implementation roadmap
with actions and milestones.

Value creation

A&M empowers clients to maximize post-
deal performance through go-to-market
motions and operational improvements
to capture synergies. We target initiatives
that position clients to achieve a stronger
market presence and sustain

financial health.

Separations and IPOs

A&M designs operating frameworks,
conducts expense analyses, and
implements tools to organize the
transition of the separated entity. We
guide companies through IPOs to ensure
business readiness and regulatory
compliance, allowing clients to focus on
maximizing shareholder value.
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ABOUT ALVAREZ & MARSAL

) Founded in 1983, Alvarez & Marsal is a leading global professional services firm. Renowned for its leadership, action and
Follow A&M on: results, Alvarez & Marsal provides advisory, business performance improvement and turnaround management services,

delivering practical solutions to address clients’ unique challenges. With a world-wide network of experienced operators,
@ @ o world-class consultants, former regulators and industry authorities, Alvarez & Marsal helps corporates, boards, private equity

firms, law firms and government agencies drive transformation, mitigate risk and unlock value at every stage of growth.
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