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The NAIC’s Capital Markets Bureau monitors developments in the capital markets globally and
analyzes their potential impact on the investment portfolios of US insurance companies. A list of
archived Capital Markets Bureau Special Reports is available via the index
U.S. Insurer Exposure to Schedule BA (Other Long-Term Invested Assets): Focus on Private
Equity, Hedge Funds and Real Estate

This special report is an update to the NAIC Capital Markets Bureau special report titled, “U.S. Insurer
Exposure to Schedule BA (Other Long-Term Invested Assets): Focus on Private Equity, Hedge Funds and
Real Estate,” published March 4, 2016. This special report analyzes U.S. insurer exposure to “other longterm invested assets,” as reported on Schedule BA, focusing on joint ventures, partnerships and limited
liability companies (LLCs) that have the underlying characteristics of common stock (primarily private
equity funds, or PE), real estate (primarily real estate funds, or RE, not including mortgages) or “other”
(primarily hedge funds, or HF), as they are the signiﬁcant component of insurer investments in other
long-term invested assets. While investments reported as having the characteristics of common stock
and as other may not be all private equity funds and hedge funds, respectively, the NAIC Capital
Markets Bureau has historically found a high correlation with those investment types. Insurers’ other
long-term invested assets are comprised of aﬃliated and unaﬃliated investments; aﬃliated
investments were 58% of the industry’s other long-term invested assets in 2016, up from 56% in 2015,
and they have ranged between 45% and 58% since 2005. The focus of the analysis in this special report
(as in the previously published special report) is on the industry’s exposure to unaﬃliated PE, HF and
RE.
As of year-end 2016, U.S. insurer exposure to other long-term invested assets was $323.4 billion in
book/adjusted carrying value (BACV), which is 5.3% of total cash and invested assets. Aﬃliated
investments accounted for $186.0 billion; therefore, $137.0 billion were unaﬃliated investments.
Insurer exposure to unaﬃliatedinvestments that comprised PE, HF and RE were $64.8 billion, $18.0
billion and $13.0 billion, respectively, at year-end 2016 (totaling $96.0 billion, or 1.6% of total cash and
invested assets, unchanged from 2015, but down from 1.8% in 2014), as shown in Chart 1.

Chart 1: U.S. Insurer Other Long-term Invested Assets – Major Components, 2005–2016 ($Bil.)
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SEC Regulation and the HF and PE Universe
Title IV (Regulation of Advisers to Hedge Funds and Others) of the federal Dodd-Frank Wall Street
Reform and Consumer Protection Act (Dodd-Frank) mandates funds with between $25 million and $150
million in assets under management (AUM) register with the state in which they operate, while those
with more than $150 million in AUM must register with the U.S. Securities and Exchange Commission
(SEC). Registered funds must report to the SEC using Form PF (a report deemed highly conﬁdential from
which the SEC does provide some summary data).
As of third quarter 2016, Form PF reporting showed there were 9,719 PE, 8,947 HF and 2,108 RE funds
with net asset value (NAV) of $1.9 trillion, $3.5 trillion and $323.0 billion, respectively. NAV is deﬁned by
the SEC as total assets minus total liabilities. Notwithstanding recent news that HF closings outpaced
launches, Form PF reporting shows the number of HFs grew 2% from the fourth quarter of 2015 to the
third quarter of 2016, PE grew less than 1%, while the number of RE grew about 3% over the same
period. NAV growth for HF, PE and RE was also low from the fourth quarter of 2015 to the third quarter
of 2016, with HF up 1.1%; PE and RE were each up 1.3% for the same time period. These ﬁgures do not
include SEC-registered advisers with AUM of $150.0 million or less (as they are exempt from ﬁling Form
PF).
The 20 largest advisers managed 28% of total Form PF reported assets as of third quarter 2016, down
from 30% in October 2014. According to Preqin, Bridgewater Associates remains the largest hedge fund
manager based on AUM at year-end 2016.
Some large investors, including several large insurance companies, have announced reviews and/or
redemptions from HFs, while others are increasing allocations. Opportunistic purchasers made possible
the launch of 118 HFs in third quarter 2016, according to Hedge Fund Online (a hedge fund industry
data provider).
Background on HF, PE and RE
https://www.naic.org/capital_markets_archive/170725.htm
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For a more detailed discussion on the background of HE, PE and RE, see the NAIC Capital Markets
Bureau aforementioned special report on other long-term invested assets published in March 2016.
Structure of HF and PE, Capital Commitment, Lock-up and Fees
HF, PE and RE have signiﬁcant limitations on liquidity for their investors. PE and RE have a commitment
period, usually around ﬁve years, during which investments are made, and no payouts or redemptions
occur. This is often referred to as a “lock-up” period. After that, the PE will make distributions to limited
partners (LPs) as the fund’s investments mature and are sold. RE make distributions to LPs from any
income received from rent or proﬁt from the sale of a property. HF also have lock-up periods, which can
be as short as three months to as long as seven years. After the lock-up period, HF allow periodic
withdrawals, typically either quarterly or annually. Each withdrawal of capital by an LP generally
requires advance notice to the general partner (GP). HF limit the amount of capital that can be
withdrawn with each request; these features increase the illiquidity of an HF. HF also have the option to
raise “gates” that prohibit withdrawals at the discretion of the GP, in addition to restrictions on the
resale of their holdings.
Total 2016 Fundraising
According to Preqin, there were 1,006 HF launched and 981 HF liquidated in 2016. Although there were
net 25 new HF launched in 2016, 47% of HF managers surveyed by Preqin reported challenges in
fundraising (30% reported a less challenging environment). As of November 2016, HF reached about
$3.2 trillion of global AUM.
Fundraising in the ﬁrst-half of 2016 for PE was the second-highest since 2010, at $216.5 billion in 333
new funds. As of year-end 2016, 691 PE funds completed an oﬀering, raising $439.0 billion (see Chart 2).
Ardian Secondary Fund VII was the largest PE to complete an oﬀering in 2016, taking in $14.0 billion,
which was $5.0 billion more than its target amount. The average PE raised $635.0 million in 2016,
compared to $583.0 million in 2015.

Chart 2: Private Equity Fundraising, 2010 – First Quarter 2017

https://www.naic.org/capital_markets_archive/170725.htm
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Source:Private Equity International.
Seven of the largest 10 PE that completed an oﬀering in 2016 were buyout funds. As of April 1, 2017,
according to Private Equity International, there were 2,241 PE funds with a total target amount of
$605.0 billion. Of the $124.0 billion raised by the 163 funds completing an oﬀering in ﬁrst quarter 2017,
46% (or $5.0 billion) were with buyout funds. Mezzanine funds were the next largest, at 20% (or $25.3
billion).
Capital raised by RE rose consistently from $62.9 billion in 2010 to $142.5 billion in 2015, followed by a
decrease to $100.5 billion in 2016. While the amount of capital raised peaked in 2015, the number of RE
completing an oﬀering was highest in 2012, at 316. By year-end 2016, only 183 funds completed an
oﬀering according to PERENEWS.com. Brookﬁeld Strategic Real Estate Partners II was the largest fund
to close in 2016, at $9.0 billion.
Performance of HF, PE and RE Universe
HF performance, as measured by the Preqin All-Strategies Hedge Fund benchmark, underperformed
the Standard & Poor’s 500 Index (S&P 500) over the 12-month period ended March 2017 (see Chart 3).
The underperformance, in fact, stretches into a ﬁve-year period ending March 2017, where the Preqin
All-Strategies Hedge Fund benchmark returned 6.9% versus 10.9% for the S&P 500. Performance was
uneven across strategies in ﬁrst quarter 2017. Equity strategies were the best performer, returning
4.11%, followed by event-driven strategies at 3.74%. Funds focused on commodity trading performed
worst, at -0.3% for the period. For the 12-month period ending March 2017, event-driven strategies
outperformed the S&P 500, returning 17.7% versus 14.7%.

https://www.naic.org/capital_markets_archive/170725.htm
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Chart 3: Performance of Hedge Funds vs. S&P 500 Price Return Index (as of March 2017)

Source:Preqin Hedge Fund Online, All-Strategies Hedge Fund Benchmark.
With regard to PE performance, the Bloomberg Private Equity Index (tracking the performance of
globally listed private equity stocks) has a year-to-date price return of 15.8% compared to 8.68% for the
S&P 500, as of June 21, 2017. For the one-year period ending March 2017, the Bloomberg Private Equity
Index outperformed the S&P 500 with a 16.3% return versus 14.7%. In addition, as of year-end 2016,
the Bloomberg Private Equity Index underperformed the S&P 500 in the one-year period, but
outperformed in the ﬁve- year period (i.e., Bloomberg Private Equity returned 79.6% and the S&P 500
returned 78%) and 10-year period (i.e., Bloomberg Private Equity returned 244.4% and the S&P 500
returned 57.9%).
According to Preqin Real Estate Online, RE returned 14.9% for the three-year period ending June 2016
(the most recent period for which data is available). During the same three-year period, buyout strategy
returned 17.5%, outperforming all other RE strategies.
U.S. Insurer Exposure to HF, PE and RE
As of year-end 2016, U.S. insurers reported exposure to unaﬃliated HF, PE and RE with an aggregate
BACV of $96.0 billion, consistent with year-end 2015, but down 7% from 2014. The decrease in BACV
from 2014 to 2015 (and 2016) was the ﬁrst decrease in unaﬃliated HF, PE and RE exposure reported by
U.S. insurers since 2009 (see Table 1). High fees and relative underperformance to public equity led to
investor redemptions.

Table 1: U.S. Insurer Historical Total Exposure to Unaﬃliated HF, PE and RE (BACV, $Bil.)

https://www.naic.org/capital_markets_archive/170725.htm

5/11

2/11/2021

U.S. Insurer Exposure to Schedule BA (Other Long-Term Invested Assets): Focus on Private Equity, Hedge Funds and Real Estate

As shown in Table 2, in 2016, of the total exposure to unaﬃliated HF, PE and RE, about 67.5% of BACV
was concentrated in PE investments, while 18.8% was in HF and 13.7% was in RE. Unaﬃliated HF, PE
and RE investments continue to be relatively attractive to U.S. insurers because of their higher yields
compared to traditional investments, given the continued low interest rate environment. As of year-end
2016, unaﬃliated HF, PE, and RE accounted for 30% of total Schedule BA investments.
Across the ﬁve industry types, life and P/C companies together accounted for the largest investment in
unaﬃliated HF, PE and RE for an aggregate of $90.8 billion at year-end 2016, or 94% of total unaﬃliated
other long-term investments. This is relatively unchanged from year-end 2015. Life companies alone
accounted for about 61% of the unaﬃliated HF, PE and RE investments (see Table 2 and Table 3). U.S.
insurers reported commitments for $38.0 billion additional unaﬃliated PE, HF and RE investments as of
year-end 2016, with the largest share committed to PE ($28.0 billion), followed by HF ($6.0 billion) and
RE ($3.9 billion).
Table 2: 2016 U.S. Insurer Exposure to Unaﬃliated HF, PE and RE by Industry Type (BACV, $Mil.)

Note: Pct. of Total may not sum to 100 due to rounding.
Table 3: 2015 U.S. Insurer Exposure to Unaﬃliated HF, PE and RE by Industry Type (BACV, $Mil.)

Notable HF Exposure Among Small Insurers
The characteristics of insurers vary with respect to their ability to absorb complex investments with
volatile and unpredictable cash ﬂows that are also illiquid. A more complete breakdown of exposures to
PE, HF and RE by insurer type and asset size is particularly warranted given these concerns. Unaﬃliated
HF exposure grew 46% to $1.9 billion at year-end 2016 (from $1.3 billion at year-end 2015) among U.S.
insurers with total cash and invested AUM between $5.0 billion and $10.0 billion (see Table 4 and Table
5). The year-over-year (YOY) increase in BACV was mainly from net acquisitions ($548.0 million) and net
unrealized increases in valuation ($58.0 million). Small insurers (those with less than $250.0 million in
total cash and invested assets) reported an increase of 45% in BACV among HF to $282.5 million from
$194.4 million for the same YOY period. Small insurers represented the largest number of new insurers
reporting unaﬃliated HF exposure at year-end 2016, at 19. New insurers include those with reported
HF exposure in 2016 but no reported HF exposure in 2015. The 19 new insurers reported a total of
$121.6 million in 2016. The pattern of smaller insurers increasing their exposure to HF, while larger,
https://www.naic.org/capital_markets_archive/170725.htm
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predominately life companies, exit the asset type, continues from year-end 2015. U.S. insurers with
total cash and invested assets between $2.5 billion and $5.0 billion reported a 29% decrease in HF BACV
to $1.1 billion at year-end 2016 from $1.5 billion in 2015.

Table 4: 2016 U.S. Insurer Exposure to Unaﬃliated HF, PE and RE by Total Cash and Invested
Assets (BACV, $Mil.)

Table 5: 2015 U.S. Insurer Exposure to Unaﬃliated HF, PE and RE by Total Cash and Invested
Assets (BACV, $Mil.)

U.S. insurer unaﬃliated HF, PE and RE exposure as of year-end 2016 was about 1.6% of total cash and
invested assets. While this is a relatively small exposure as a percentage of the industry’s total cash and
invested assets, at year-end 2016, HF exposure increased for small insurers. Given asset-liability
matching and liquidity considerations, particularly for smaller insurers, BACV as a percentage of capital
and surplus is a more conservative and more appropriate way to consider the exposure risk. As a
percentage of capital and surplus, seven small insurers (8% of small insurers reporting HF exposure at
year-end 2016) reported HF exposure in excess of 10%, with the highest at 36% as of year-end 2016.
Valuation of HF, PE and RE by U.S. Insurers
For accounting treatment, investments in a joint venture, partnership or limited liability company are
subject to the Statement of Statutory Accounting Principles (SSAP) No. 48—Joint Ventures, Partnerships and
Limited Liability Companies, which requires an equity method for all such investments regardless of
whether the insurer has a minor ownership interest, or if the insurer holds more than a minor interest.
Under the equity method, investments are initially valued at cost, with periodic adjustments for
subsequent capital contributions, amortization of the basis diﬀerence, and earnings and losses of the
investee adjusted for any distributions received. For 2016, U.S. insurers reported other-than-temporary
impairments (OTTI) of $1.6 billion from unaﬃliated HF, PE and RE investments. The equity in the SSAP
No. 48 entities is generally required to be based on audited U.S. generally accepted accounting
principles (GAAP) ﬁnancial statements. If audited U.S. GAAP ﬁnancial statements are not available and
the insurer only holds a minor ownership interest, SSAP No. 48 speciﬁes other options that may be
utilized (e.g., audited International Financial Reporting Standards (IFRS) basis or audited U.S. tax basis).
If the investment in an LLC reﬂects wholly owned real estate, which meets speciﬁc conditions in SSAP
No. 40R—Real Estate Investments, then the investment is captured in scope of SSAP No. 40R (and not
SSAP No. 48).
Summary
https://www.naic.org/capital_markets_archive/170725.htm
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As of year-end 2016, U.S. insurer exposure to other long-term invested assets, as reported in Schedule
BA, reached about $323.4 billion (including aﬃliated and unaﬃliated exposure). Within the unaﬃliated
exposure (which was about 42% of the industry’s other long-term invested assets), unaﬃliated HF, PE
and RE were the largest components at approximately $96.0 billion, with PE being the largest at $65.0
billion. As of year-end 2016, 691 PE funds closed, compared to 734 funds in 2015, raising an average of
$635.0 billion per fund. Within the U.S. insurance industry’s unaﬃliated PE investments, the largest
strategy type reported by insurers in 2016 remains leveraged buyouts (unchanged since at least 2005),
and, for HF investments, it was long/short equity (which has varied from year to year with multi-strategy
since at least 2005). Note, however, that the reported strategies (i.e., leveraged buyout, long/short
equity) are subjective and based on insurer reporting. Commitment for additional HF, PE and RE
investments totaled $38.0 billion in 2016. Liquidity, limited by restrictions on withdrawal, may be an
issue for some U.S. insurers in asset-liability matching. The issue is greatest for small insurers (19 of
which reported new HF exposure in 2016), where these assets may be a signiﬁcant percentage of
capital and surplus. As PE, HF and RE are characterized as illiquid and non-transparent, they also
continue to not be core investments for U.S. insurers, demonstrated by their overall 1.6% of total cash
and invested assets exposure at year-end 2016. Rather, PE, HF and RE represent alternative options to
traditional investments in a continued low interest rate environment.
The Capital Markets Bureau will continue to monitor trends within the insurance industry and report on
any developments as deemed appropriate.

https://www.naic.org/capital_markets_archive/170725.htm
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Questions and comments are always welcome. Please contact the Capital Markets Bureau at
CapitalMarkets@naic.org.

https://www.naic.org/capital_markets_archive/170725.htm
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The views expressed in this publication do not necessarily represent the views of NAIC, its oﬃcers or
members. NO WARRANTY IS MADE, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY OPINION OR
INFORMATION GIVEN OR MADE IN THIS PUBLICATION.
© 1990 – 2018 National Association of Insurance Commissioners. All rights reserved.
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