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CONFIDENTIALITY

Our clients’ industries are extremely competitive, and the maintenance of confidentiality with respect to our clients’ plans and data is critical. Oliver Wyman rigorously
applies internal confidentiality practices to protect the confidentiality of all client information.

Similarly, our industry is very competitive. We view our approaches and insights as proprietary and therefore look to our clients to protect our interests in our proposals,
presentations, methodologies, and analytical techniques. Under no circumstances should this material be shared with any third party without the prior written consent

of Oliver Wyman.
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02 CUSTOMER & DISTRIBUTION SUBCOMMITEE 15 min
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— INTERNATIONAL WORKSTREAM HIGHLIGHTS
— NEW BUSINESS SURVEY HIGHLIGHTS
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INTRODUCTION: SUBCOMMITTEE MEMBERS

SUBCOMMITTEE MEMBERS

Name Company

Paul Mineck

Allstate

Gumer Alvero

Ameriprise

Steve Rueschhoff

Edward Jones

Sue Fiengo

Global Atlantic

Dominique Baede

Guardian Life

Brian Sward

Jackson

Steve Robinson

Legal & General

Jen Rutley Mass Mutual

Holly Snyder Nationwide

Michael Kula NY Life

Chris Calabro Ohio National

David Lautenschlager Pacific Life

Mike Mock Sammons

Mark Caner Western & Southern
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RULES OF THE ROAD

Ground Rules General rules of antitrust compliance

* Chatham House Rules: * No Anticompetitive Agreements or
— Participants are free to use the information received, but neither Understandings, express or implied,
the identity nor the affiliation of the participants may be revealed among competitors
— We may follow up with an anonymous survey for topics that you * No Discussion of Prices, Interest Rates,
do not feel comfortable speaking about in front of competitors, etc. of any products offered for sale

or where we want views from a broader range of insurers « No Exchange of Pricing Data

* Our focus will be on readiness * No Exchange of Cost Information —

— Regulatory issues will be passed to ACLI for further consideration, Prices, Products & Services
but will not be a core focus of this group

* Discussion should focus on topics that are most valuable to the
industry as a whole

* The output of this work will be circulated to participants, reported
to the taskforce, may also be synthesized for industry consumption
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LOW INTEREST RATE TASKFORCE

Overview of efforts Stakeholders

* Convened in February 2020 to help the life insurance

industry consider the impacts of lower interest rates % OLlVE RWYMAN

with an initial focus on industry readiness

Strategic support
» Efforts accelerated following COVID-19 & resulting
market shocks, bringing in new partners and P BEGlobal, T e
. . . —_— -
launching a series of sprints I.IMM .

* Accelerated timeline allow us to progress on several Industry convening and research

efforts: -
) SOCIETYOF

_ ope . . . . ‘
Facilitated discussions on issues and best practices \, ACTUARIES.

— Fielded surveys with robust questionnaire on

industry practices & responses Research & partnership

— Advanced research on low rate experiences in
international markets (e.g., Germany and Japan) ///A‘ LI

Industry advocacy

125+ stakeholders from
40+ life insurance companies
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SUBCOMMITTEE OBJECTIVES

This group

INT’L REGULATORS & CUSTOMER

MARKET OTHER READINESS &
FOUNDATIONS ENTITIES DISTRIBUTION

What are the US-relevant What are challenges / How should insurers How can insurers maintain
learnings from impacts to interactions ensure that they are a strong value proposition
international markets with regulators, rating prepared for a low for customers &
(e.g., Japan, Germany)? agencies, etc.? interest rate scenario? distribution?

|

This subcommittee will:
— Identify and assess challenges that low rates pose to insurer value propositions for customers and distribution
— Envision what a compelling value proposition could look like in a low rate environment
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PLAN FOR THIS SUBCOMMITTEE

Focus of today’s discussion

1. ALIGN ON CHALLENGES 2. ASSESS IMPACT
What challenges do low rates What impact could future low How can insurers achieve a
pose to maintaining a strong rate scenarios have on insurer successful value proposition in
value proposition? value propositions? a low rate environment?
* Low rate challenges * Scenarios to consider: * Customer value e.g., savings /
— Insurer profitability — “Moderate rate rise” protection needs
— Customer value — “Low for long” * Distribution considerations e.g.,
— Distribution sustainability — “Negative rates” advisor compensation, advisor

T recruitment & retention
*  Which life insurance products

would be most challenged? * Insurer considerations e.g.,
profitability, distribution

relationships, customer loyalty

— Term life

— Permanent life
_ Fixed annuities / FIA * Levers to achieve success e.g.,

Variabl o product design, pricing, product _
— Variable annuities mix, customer experience,

* What products outside insurance distribution channels, OCTOBER -
would do well in these scenarios? partnerships
Relative impact on LLG ANNUAL
* Relative impact on insurers
Ve IMPact on INSUTers, MEETING
customers, distribution

© Oliver Wyman 8



LOW RATE CHALLENGES - FOCUS AREAS

Impacts

Low interest rates

Credit spreads

Implications

COVID-19

mortality/morbidity Product pricing/generosity

Social

distancing/shutdowns Insurer profitability

Equity levels

Equity volatility

Credit performance
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Volumes

Distribution

Customer value/outcomes

Customer behavior

Inforce profitability

Insurer capital/solvency

Focus for
subcommittee




For discussion:

LOW RATE CHALLENGES

Stakeholder

Challenges identified at project kickoff

Are these the right challenges? Insurers

Are we missing anything?

Which of these challenges are
most concerning to you?

To what extent are these
challenges being faced by the
industry today (vs. in future

Reduced volumes: risk of declining new business volumes for insurance and
savings products as customer value proposition is challenged

Reduced margins: lower portfolio yields, burden of existing guarantees
(back-books), and external constraints on new business pricing (e.g.,
minimum credit rates in tax code)

Solvency risk: concerns over industry-wide solvency that could have knock-
on effects to own business model via (i) state guarantee funds or (ii) ability
of insurance industry to meet its promises to customers

i0s)?
low rate scenarios): Customers

What is the tipping point
where insurers stop selling
new business?

Increased cost: low rates drive higher pricing on new policies (or reduce
income available), reducing affordability for customers

Reduced options: expectations from some firms that, in most adverse
scenarios, industry would largely close off new sales for certain products

What is impact on reinsurers Distributors

and other stakeholders (e.g.
guarantee associations,
regulators)?

Declining volumes: declining volume directly reduces advisor compensation

Sustainability of captive agent force: lower advisor compensation threatens
recruitment and retention

Relevance to independent distribution: declining customer value
proposition of insurance products may lead advisors to emphasize other
products (e.g. mutual funds)

© Oliver Wyman
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NEXT STEPS

* Next steps:
— We will hold subcommittee meetings every 3 weeks
— Report back to taskforce every 6 weeks
— Next session to begin looking at impact assessment

Other resources:

Visit the low interest rate microsite

LUMA ER s /ACLI & &B OLIVER WYMAN E8

Low Interest Rate Task Force

RESPONDING t

COVID-19 Primer

~ L covl 19

P Primer, Scenariosfand
4

Continue reading...

© Oliver Wyman

Visit the OW dedicated COVID-19 website

Oliver Wyman and our parent
company Marsh & MclLennan
(MMC) have been monitoring the
latest events and are putting forth
our perspectives to support you
clients and the industries you serve
around the world. The Coronavirus
Hub will be updated daily as

the situation evolves.
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http://www.oliverwyman.com/our-expertise/hubs/coronavirus.html
http://www.oliverwyman.com/our-expertise/hubs/coronavirus.html
lowinterestratetaskforce.com
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* Long liabilities have made duration
matching difficult, leaving insurers
with reinvestment risk (especially
in Germany, where assets and
liability gaps can be 10+ years)

* Declining interest rates and ALM
issues have reduced the average
portfolio yield for insurers

* Lower average portfolio yields
along with honoring high back
book guarantees has put pressure
on investment margins

* In some cases, margins pressures
have caused solvency issues
requiring regulatory intervention

IMPACTS TO PROFITABILITY AND SOLVENCY

Lower rates have put pressure on profit margins due to high-guarantees on older blocks and meaningful ALM
mismatches for both Japanese and German insurers

YIELD / GUARANTEE RATE (%)
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In the 1980s - 90s, when interest rates
were high, Japanese life insurers
offered high guaranteed rates, some
of which were as high as 5-6%

As interest rates have declined, life
insurers have faced negative spreads,
where investment yields are lower
than average guaranteed rate on
many in-force policies

As a result, 7 insurers went insolvent
in the early 2000s, prompting
regulators to establish a new set of
regulatory guidelines and relief
measures for insurers with solvency
risk

Negative spread issues were
pervasive in the industry until 2013,
when improved ALM began to
improve results

Insurers relied on mortality profits to
contributed significantly to
accumulating retained earnings in the
face of negative spread issues

Mortality margins still account for the
majority of core profit at rated
Japanese life insurers

Source: Source: Disclosures from Dai-ichi, Fukoku, Fukokushinrai, Meiji Yasuda, Mitsui, Nippon and Sumitomo, Moodys, Toa Reinsurance 2018 market report. LIAJ, Federal Reserve Bank of Saint Louis, GenRe
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IMPACT TO NEW BUSINESS SALES

In both Japan and Germany, new sales suffered as lower interest rates eroded the savings-oriented customer value
proposition

Key themes

Lower interest rates, and in turn
lower investment return
guarantees to policy holders has
eroded the customer value
proposition of life insurance as a
savings vehicle

Insurers have tried to leverage
distribution channels to emphasize
benefits of savings products, but
customers have been turned off
by the lack of downside protection
that life insurance is traditionally
characterized by high guarantees

These challenges have forced
insurers to innovate and diversify
their product offerings (e.g. health
products in Japan, hybrids in
Germany), with varying degrees of
success

Protection, health and disability
sales have been largely unaffected,
and in some cases, increased (e.g.
third sector products in Japan)

Case Study: Germany

* Low interest rates have caused life insurers to lower guarantees on new business and have driven down average
crediting rates

* Lower guarantees and crediting rates have made traditional guarantee products less attractive, causing Germany
insurers to rethink their product strategy and customer value proposition

* Inthe face of these challenges, German insurers have demonstrated resilience, as new business sales have
remained fairly steady over the last decade despite these challenges

NEW BUSINESS PREMIUMS (EUR BN) AVERAGE CREDITING RATE (%)

-~ .
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1. Savings products include: fixed annuities, unit-linked annuities, hybrid annuities, basic endowment, unit-linked endowment; Protection products include: term and disability insurance
Source: GDV Statistical Yearbook 2013

© Oliver Wyman
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NEARLY ALL INSURERS CONCERNED ABOUT
DISTRIBUTION & PROFITABILITY

Question 1: Please indicate which of the following factors is a concern to your organization regarding new business in
light of COVID-19 and recent market conditions? (please select all that apply) (n = 33)

91%
88%
73%
Distribution Pricing / new | In-force Reserves Customer Product Regulatory  Regulator Liquidity Other
(e.g. social business  profitability and capital demand/ design constraints  bandwidth
distancing) profitability value (e.g. non-
proposition forfeiture,
7702)

© Oliver Wyman 15



NEW BUSINESS PROFITABILITY AND DISTRIBUTION
WERE THE TOP CONCERNS FOR MANY INSURERS

Question 2: Please rank the following factors according to your organization’s level of concern regarding new business
in light of COVID-19 and recent market conditions. (n = 33)

Key takeaways

Around 90% of insurers cited
distribution challenges and new
business profitability as concerns in
light of recent events, and nearly
2/3rds of respondents listed one of
these as their top concern

Insurers are also concerned about
the profitability of their in-force
book, as well as pressure on their
balance sheet (~20% listed reserves
and capital as a top concern);
liquidity was not a top concern

Nearly half of respondents listed
customer value proposition and

product design as concerns, but

these concerns generally ranked
behind more near term issues

© Oliver Wyman

Concerns

Distribution
(e.g., social distancing)

Pricing / new business
profitability

In-force profitability

Reserves and capital

Customer demand /
value proposition

Product design

Regulatory constraints
(e.g. non-forfeiture, 7702)

Regulator bandwidth

Liquidity

% concerned

91%

88%

73%

58%

48%

45%

45%

36%

33%

1St

10

11

Count of rankings by category

an 3rd 4th +
8 3 9
6 4 8
7 6 8
2 1 10
1 7 7
0 5 10
2 1 10
1 2 9
2 1 8
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DECLINING INTEREST RATES IS THE MOST
COMMONLY CITED ISSUE THAT HAS CHALLENGED PRICING ACROSS PRODUCT TYPES

Question 6: Please indicate which of the following factors have challenged your organization's pricing in the current
environment.

Variable Annuities Fixed / FI Annuities Term Life Permanent Life

(N=12) (N=23) (N=27) (N=30)

Increased cost of hedging _ 83%
Declining government bond
interest rates I 2%

43% 0%

91% 56% 77%

Rising credit spreads / default risk - 33% _ 74% - 26% - 47%
Increased / uncertain mortality &
Regulatory uncertainty (7702, Non
Forfeiture) 0% . 17% I 4% - 43%
Underwriting uncertainty 0% |4% _ 67% 63%
Other B 25« 0% | 4% 0%

* Equity market volatility * Competitive landscape

(x2)
* Competitive landscape

Note: light blue represents most cited concern for each product
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QUALIFICATIONS, ASSUMPTIONS, AND LIMITING CONDITIONS

This report is for the exclusive use of the Oliver Wyman client named herein. This report is not intended for general circulation or publication, nor is it to be reproduced,
quoted, or distributed for any purpose without the prior written permission of Oliver Wyman. There are no third-party beneficiaries with respect to this report, and
Oliver Wyman does not accept any liability to any third party.

Information furnished by others, upon which all or portions of this report are based, is believed to be reliable but has not been independently verified, unless otherwise
expressly indicated. Public information and industry and statistical data are from sources we deem to be reliable; however, we make no representation as to the
accuracy or completeness of such information. The findings contained in this report may contain predictions based on current data and historical trends. Any such
predictions are subject to inherent risks and uncertainties. Oliver Wyman accepts no responsibility for actual results or future events.

The opinions expressed in this report are valid only for the purpose stated herein and as of the date of this report. No obligation is assumed to revise this report to
reflect changes, events, or conditions, which occur subsequent to the date hereof.

All decisions in connection with the implementation or use of advice or recommendations contained in this report are the sole responsibility of the client. This report
does not represent investment advice nor does it provide an opinion regarding the fairness of any transaction to any and all parties. In addition, this report does not
represent legal, medical, accounting, safety, or other specialized advice. For any such advice, Oliver Wyman recommends seeking and obtaining advice from a qualified
professional.



