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Hello
The retirement market is evolving. The lowest interest rate 

environment in history, combined with enhanced transparency, 

forced major improvements in retirement planning. Fixed indexed 

annuities (FIAs) present a sliver of this revolution. Through innovation 

and major investments by large private equity firms, FIAs could pave 

the ever-needed change to the way we all plan for retirement.
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With sophisticated 
features and new 
smart beta indices, 
the FIAs of today 
provide a real 
solution for many in 
the U.S. planning 
for retirement.

Despite past challenges, FIAs are on the rise
Athene, one of Apollo’s most notable “golden geese” in its history, is now one of the largest  
FIA companies in the U.S. There is no doubt that Athene has been a poster child, and many 
other financial sponsors have been following its success while trying to invest in a similar 
fashion. Of course, Apollo invested in Athene around the end of the financial crisis, taking 
advantage of massive dislocation in the markets and acquiring both liabilities and assets 
at bottom prices. Most of Athene’s early acquisitions were distressed, but that train left the 
station a while ago. Recent transactions in the space have been at much higher valuations. 
Fidelity & Guaranty Life was acquired at a slight premium, as was the Voya Annuity business 
that traded to Athene last December.

Is investing in the FIA market attractive? First, let’s look at the product and the market: 
The FIA product hasn’t been a mainstream product and, in some instances, was even quite 
notorious, particularly due to its distribution channels—the agents. Charging a high upfront 
commission, locking funds up for seven to 12 years, and providing low participation in 
upside in certain cases created a bad reputation for FIAs. Over time, the space has seen 
rapid enhancements and improvements to its distribution, marketing, and product design, 
and, along with a historic low-interest-rate environment, FIAs became somewhat of a bond 
replacement and a viable solution for retirement planning. Most FIAs today provide principal 
protection as well as upside if the market goes up. With sophisticated features and new 
smart beta indices, the FIAs of today provide a real solution for many in the U.S. planning for 
retirement. They are becoming more mainstream every day and are at a high demand. Variable 
annuities sales are at a steady decline for the past few years, while FIAs are on the rise.

Distribution has changed as well. Independent distribution companies (IDCs), also known as 
independent marketing organizations (IMOs), have been the fastest-growing businesses in the 
insurance distribution space for the past few years. The IDCs provide a full array of services to 
the agents, including access to better technology, sophisticated illustration systems, and back-
office services. They also provide better compliance. The DOL rules have been in the works 
for a couple of years, forcing the agents and the IDCs to operate at a higher standard overall. 
Although the rules have not been finalized, the essence of them seems to be implemented 
already. This provides further credibility to the product and to the way it’s being marketed to 
consumers. To summarize, the product is good and needed, the market is growing, and the 
regulatory environment is favorable. Macro/industry? Check.
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The investment strategy
Does this kind of investment yield private equity returns? There is also an asset management 
component to this equation. When Athene made its initial acquisitions in the space, a 
meaningful part of the thesis was related to the asset side. Among other things, Apollo has 
expertise in asset-backed securities (ABSs). A vast portion of the investment portfolios that 
came along with the insurance companies that Athene acquired were ABSs. Apollo knew how 
to value these positions and, more importantly, how to manage these large portfolios. For an 
asset manager, AUM growth means a lot, to say the least, and this mechanism, a permanent 
capital vehicle, provided for all that growth and then some. Athene wasn’t the pioneer of this 
concept, as others have created similar structures around P&C, Bermuda Reinsurance, and 
other insurance lines, but it was certainly a pioneer around the life and annuity arena. 

In addition to the combination of asset accumulation via a permanent capital vehicle 
with a growing and profitable product line, there is a vision that is evolving in some highly 
regarded private equity funds that plays very well to this overall strategy: wealth management 
distribution. With a minimum investment of $250,000, wealth management clients can 
directly invest in large and well-known private equity funds. Some say this is the single 
largest growth engine for PE in the next few years. This strategy requires innovation with 
regard to product design, reporting, and other services that would be customized to this new 
target market. There is a good reason to believe that annuity products, and especially FIAs, 
could be one of the products offered to high-net-worth individuals. Over time, this product 
could become an investment option in a 401(k) plan or an IRA. The growth trajectory is 
significant from the perspective of the insurance industry as well as asset management.

The current M&A market for life and annuity generally, and for FIA-related business 
particularly, is very strong. Financial sponsors have been investing heavily around distribution 
in the past few years, predominantly acquiring majority stakes in IMOs. In most cases, the 
sponsor is banking on management to execute a rollup strategy, acquiring smaller IMOs, 
recruiting new and better agents, and, over time, growing EBITDA. This is very similar to 
the well-known rollups in the traditional P&C broker space. The idea here is to acquire the 
smaller players at a lower multiple than the ultimate exit multiple and create value through 

The current M&A 
market for life and 
annuity generally, 
and for FIA-related 
business
particularly, is very 
strong.
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consolidation. While this is a good investment strategy, this consolidation flurry pushes 
prices up, and, over time, the spread shrinks dramatically. The cash flow characteristics 
of life and annuity distribution are different than for P&C distribution. Annuity is a 
longer-duration product. It does not renew per say; therefore, the revenue is not recurring. 
Cash flow is less predictable; therefore, it warrants a lower multiple. While a midsize P&C 
insurance broker could trade over 12x EBIDTA, the equivalent IMO is probably two turns 
lower. Changes are on the come for the commission/fee structure for annuity products. It 
is very possible that, in the near future, agents selling annuity products will receive some 
upfront commission with an annual trail. This could create a more attractive cash flow 
pattern for agents and IMOs and could trigger a higher multiple.

A major disruption is coming to the  
retirement market
The retirement market overall is a very large one, and it is due for some major disruption. 
In a world of increased transparency and enhanced optionality for consumers, product 
innovation is essential. The life and annuity space at this time is attractive due to this 
upcoming disruption, and it could create value along the full range of the spectrum, 
from risk to distribution and from services to technology. Now is an opportune time to 
explore a sector that was largely dormant for a while but could grow rapidly in the next 
few years. Surprisingly, insurance brokers have been even slower to adapt. With the 
exception of one large broker who invested a minority stake in a technology platform, 
most others have been completely dormant. Technology won’t and can’t replace deep 
and long-lasting relationships with “human” brokers, but in many product lines, 
expertise and human touch are entirely unnecessary.

Now is an opportune 
time to explore a 
sector that was 
largely dormant for 
a while but could 
grow rapidly in the 
next few years.
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