
 
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 

 

Year-End 2013 Update to the Insurance Industry’s Exposure to Commercial Real Estate 
The U.S. insurance industry has been a longstanding investor in the commercial real estate 
(CRE) market.  As of Dec. 31, 2013, insurers reported exposure as measured by book/adjusted 
carrying value (BACV) to CRE through direct commercial mortgage loans ($342 billion); 
investments in commercial mortgage-backed securities (CMBS) ($191.4 billion); real estate 
investment trusts (REITS) debt and equity ($50.9 billion); affiliated insurer-owned real estate 
($38.8 billion); and affiliated and unaffiliated CRE joint ventures through partnerships and LLCs 
($42.7 billion). The industry’s exposure to commercial mortgage loans represents more than 
50% of its CRE investments (See Table 1). CMBS investments accounted for about 29% of 
CRE investments. CRE investments increased about 5% to $665.8 billion, or about 12% of cash 
and invested assets, in 2013 from $633.6 billion in 2012. Life insurers held about 85% of the 
insurance industry’s total CRE investments in 2013. 
The NAIC Capital Markets Bureau published a special report in December 2012 titled “The 
Insurance Industry’s Exposure to Commercial Mortgage Lending and Real Estate: A Detailed 
Review of the Life Insurance Industry’s Commercial Mortgage Loan Holdings (Part II),” which 
focused on life insurance company exposure to CRE as of year-end 2011. This followed a 
preceding special report published in October 2012 titled “The Insurance Industry’s Exposure 
to Commercial Mortgage Lending and Commercial Real Estate Investments: An Overview 
(Part I).” Although life insurers hold the vast majority of CRE investments, this special report 
includes analysis on the fraternal, property, title and health segments, in addition to providing an 
update on the life industry’s CRE investments as of year-end 2013. 
Table 1: 2013 YE BACV of Commercial Real Estate Exposure (Mil. $)

 
Table 2: 2012 YE BACV of Commercial Real Estate Exposure (Mil. $)
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Commercial Real Estate Market Trends 
The U.S. economy as measured by gross domestic product (GDP) continued to show signs of 
moderate but steady growth in Q3 2014 from its Q2 2014 4.6% increase. Second-quarter 
corporate profits were up 8.4%, the second largest increase since 2010. The U.S. Department 
of Labor (DOL) reported nonfarm payrolls grew by 248,000 in September 2014, bringing the 
unemployment rate to below 6%. 
With regard to real estate, the U.S. Census Bureau reported a year-over-year (YOY) increase of 
17.5% in August 2014 for multifamily housing permits. The actual value of multifamily 
construction in August 2014 was $44.2 billion, a 35.9% increase from a year ago. This increase 
is due in part to the low supply of multifamily housing during the 2000s along with an aging 
population (i.e. demand greater than supply), according to the CFA Institute. Nonresidential 
value of construction increased 9.2% over the year ago figure, though new supply continues at 
historically low levels. According to Standard & Poor’s (S&P), so-called millennial burdened with 
student loan debt and low job prospects may remain renters for years to come, thus continuing 
the favorable demographic trends in multifamily housing. 
In an October 2014 report, commercial real estate company CBRE highlighted that office 
vacancy rates fell 40 basis points (bps) to 14.1% in Q3 2014. The quarterly decrease in 
vacancies is the ninth consecutive quarter of no increase in vacancy rates. CBRE believes that 
the low supply of available office space has aided the recovery in the office market. Low 
availability is also pushing rent growth in the retail space. 
With such an economic backdrop, one would expect increased originations. The Mortgage 
Bankers Association (MBA) reported a 13% decrease in loan originations in Q2 2014, but YOY 
it is down 2%. The MBA believes the decrease in originations is due mainly to a low volume of 
current loans reaching maturity. It expects loan maturities to increase in 2015 into 2017. 
In early 2000, low interest rates (and by extension, mortgage rates) partly drove demand for 
residential mortgage loans, resulting in inflated home values. A similar environment exists today 
in CRE where interest rates are inflating CRE values and fueling CRE debt availability, with 
liquidity growth far outpacing recovery of CRE fundamentals.  
Components of Insurer CRE Exposure 
Commercial Mortgage Loans 
Federal Reserve Board data shows about $2.5 trillion in mortgage loan debt outstanding as of 
Q4 2013. U.S. insurers held about 13.7% of this amount, or $342 billion. The life insurance 
industry owned approximately 95% of the $342 billion in direct insurer-owned outstanding 
commercial mortgage loans, constituting about 9% of the life industry’s cash and invested 
assets. Commercial mortgage loans as a percent of insurer assets fell sharply after the crisis, 
reaching their lowest point in 2009, and have since been rebuilding. Industry-wide, the BACV of 
mortgage investments increased about $17.7 billion from 2012 ($324.4 billion) to 2013. Less 
than 1% of the outstanding loans were categorized as restructured, 90-days delinquent or in the 
foreclosure process (See Table 3). A restructured loan is defined in the annual statement 
instructions as a loan whose basic terms such as interest rate, maturity date, collateral or 
guaranty have been modified as a result of actual or anticipated delinquency. 
A relatively small number of insurance companies invest in commercial mortgage loans. A total 
of 449 insurers reported exposure to commercial mortgage loans. Life insurers were 63% of the 
total number of insurers with reported exposure to commercial mortgage loans. Life insurers 
(comprising the top 10 insurers) as measured by BACV, accounted for 45% ($154.5 billion) of 
the commercial mortgage loan exposure. The top 25 accounted for 69% of commercial 
mortgage loans compared with 70% in the previous analysis in 2011. 



Table 3: 2013 Commercial Mortgage Loan Investments by Segment (BACV, Mil. $)

 
U.S. insurers have dramatically increased their investment in commercial mortgages since 
2009. Insurers reported new loan acquisitions of about $67.4 billion in 2013 compared with 
$12.8 billion new loans in 2009, over a four-fold increase.  The prior peak year was 2007, before 
the onset of the financial crisis. About one-third of commercial mortgage loan exposure includes 
2011 – 2013 vintages. 
Chart 1: 

 
Insurer lending is concentrated in major metropolitan areas, primarily on the U.S. East Coast 
and West Coast. Commercial mortgage loans on properties located in California accounted for 
20% ($69.7 billion) of BACV in 2013. The BACV of loans on properties located in New York and 
New Jersey accounted for 12%, or $41.1 billion. The top 10 states accounted for about 65% of 
commercial mortgage loan exposure. 



Table 4: 2013 Top-10 State Concentration of Commercial Mortgage Loan (BACV, Mil. $)

 
Insurer commercial mortgage loan portfolios have performed substantially better than the 
market overall due in part to more conservative underwriting standards. Commercial mortgages 
held by U.S. insurers mainly consisted of performing loans with more than 99% of the $342.1 
billion BACV classified as current. The 90-day bucket was only about $106.9 million, and 
foreclosures were $106.2 million. These positive attributes are likely due to increasing values 
and decreasing vacancies in the larger CRE markets allowing for refinancing of outstanding 
loans. When the BACV of all delinquent commercial mortgage loans are separated into buckets 
by year, we observed, not surprisingly, that 2007 vintage loans accounted for the largest 
percentage of delinquencies (27%). Loans originated in 2006 and 2008 each accounted for 22% 
of delinquencies. 
The loan-to-value (LTV) ratio is one metric typically used to evaluate the credit quality of a 
commercial mortgage loan, specifically the extent of loss in the event of a default. Based on the 
reported recent valuation and current outstanding loan amount (BACV), we calculated an LTV 
ratio for each loan. In evaluating overall credit quality, a lower LTV ratio indicates a higher-
quality loan, and, conversely, a higher LTV indicates a lower-quality loan. A LTV greater than 
100% means that the loan on the property exceeds the value of the property itself. On a BACV-
weighted basis, about 12% of the industry’s commercial mortgage holdings had an LTV ratio of 
greater than 70% as of year-end 2013 compared to 15% with LTV greater than 70% in 2012. 
Loans with LTVs greater than 100% were less than 1% (in terms of BACV) of total commercial 
mortgage loan exposure as of year-end 2013. The insurance industry’s average LTV on a 
BACV-weighted basis was approximately 56%, indicating that there is a sizable cushion before 
the average loan is expected to experience credit stress. 
LTV is a more valuable measure given a timely appraisal. About 54% of the industry’s 
commercial mortgage loans had appraisals completed in 2013, with another 12% completed in 
2012. Almost all of the loans with 2013 appraisals were current. For the less than 1% of loans 
with 2013 appraisals that were delinquent, the largest were in Illinois, followed by Georgia and 
California. 
The improved performance of insurer commercial mortgage loans is reflected in steadily 
improving unrealized gain (loss) and Other Than Temporary Impairment (OTTI). In 2013, 
insurers reported an unrealized gain of $40.4 million versus an unrealized loss of $132.8 million 
in 2008. OTTI was $310.8 million in 2008; it peaked at $440.4 million in 2009 and was $94.9 
million in 2013. 
Note that there is a new framework for assigning life insurance company RBC C-1 for 
commercial mortgages in good standing. The new framework has five risk cohorts, each with an 
assigned RBC factor. Each loan in a portfolio of mortgages will be assigned to one of the risk 
cohorts based on debt service coverage and LTV.  
CMBS Market Trends and U.S. Insurance Industry Exposure 
According to S&P, 2014 CMBS issuance is running slightly ahead of the year-to-date 2013 pace 
at about $70 billion. In its 2014 CMBS forecast, Moody’s Investors Service estimated issuance 



at about $100 billion. It believes that loans maturing in 2014 will benefit from low interest rates, 
allowing for easy refinancing or sale to pay off loan balances. 
CMBS issuance in 2013 was fueled by low interest rates, escalating values and improving 
fundamentals in CRE. U.S. insurers looking for yield responded to the positive economic 
environment by increasing exposure to CMBS to $191.4 billion (BACV) in 2013 from $188.1 
billion in 2012, the majority of which was private label (private label refers to CMBS not 
supported by a government sponsored entity, i.e. Fannie Mae). Life companies accounted for 
the majority of the insurance industry’s CMBS exposure at 66.3% in 2013 ($126.9 billion), 
followed by 14.4% ($27.6 billion) with P/C companies. This was relatively consistent with the 
industry’s CMBS exposure in 2012. 
Insurers remained discriminate in their CMBS acquisitions with a focus on investment grade—
that is, lower risk NAIC 1- and NAIC 2-designated CMBS.  NAIC 1 and NAIC 2 accounted for 
almost 98% of CMBS acquired. 
Table 5: NAIC Designation of CMBS Investments (BACV, Mil. $)

 
The NAIC has been modeling insurance industry private-label CMBS holdings for the past four 
years as part of the NAIC designation process. Prior to this method, the credit opinions provided 
by credit rating providers were translated to NAIC designations, based on a set formula, which 
are mapped to risk-based capital factors. As of year-end 2013, the modeled private-label CMBS 
had a BACV of about $154.8 billion, about 97.4%, or $151 billion of which received an NAIC 1 
designation. 
A broad description of the modeling process begins with determining a recovery value based on 
modeled losses (if any) for each security. Insurers compare these prices to their BACV in order 
to determine NAIC designations, which are, in turn, mapped to RBC. For greater detail, please 
refer to “Overview of U.S. Insurance Industry Holdings of Modeled Non-Agency Mortgage-
Backed Securities,” published July 2014 in the NAIC’s CIPR Newsletter. 
CMBS Performance Outlook 
S&P reported that delinquency rates for S&P-rated CMBS (i.e., in the overall CMBS market) fell 
14 bps to 6.79% on September 2014 remits. The delinquency rate for conduit CMBS (that is, the 
underlying pool includes mortgage loans on multiple properties) was 7.49%. New delinquencies 
totaled $723 million during September 2014 compared with $667 million exiting 
delinquency.  S&P also reported increasing presences of interest-only (IO) loans (i.e., bullet 
loans) in recent conduit deals, which increases future refinance risk. S&P stated, “66% of loans 
in Q3 conduits, by balance, have an IO component, with nearly 70% in Sept.” Fitch Ratings 
(Fitch) expressed similar concerns related to future risk in a report published Aug. 20, 2014, 
where it highlighted, “concerns about more aggressive underwriting …” Fitch, however, expects 



cumulative default rates for fixed-rate CMBS to be stable given the improving CRE 
fundamentals. 
Average loss severities on the underlying loans that collateralize CMBS increased to 51.2% in 
2013 from 50.5% in 2012, according to a Fitch report released in April 2014. Based on 
remittance data for September 2014, Barclays October 2014 CMBS Credit Handbook reports a 
September average loss severity of 64% across property types, with a 12-month average of 
59%. The 60-days or more delinquency rate was 5.7%, based on an outstanding balance of 
$494.8 billion. 
REIT Exposure 
As of year-end 2013, the U.S. insurance industry owned $47 billion of debt issued by REITs on 
a BACV basis, up 8.4% from $43 billion held on Dec. 31, 2012. REIT securities offered by 
corporate issuers accounted for about 94.8% of the total exposure. Life insurers decreased their 
REIT debt exposure as a percent of total industry exposure to about 80.2% in 2013 from 81.5% 
in 2012.  
Insurers focused their REIT investments in investment grade—that is, those with NAIC 1 and 
NAIC 2 designations. These two categories together accounted for about 97% of REIT 
exposure. NAIC 3 and NAIC 4 accounted for about 2.5%, with NAIC 5 and NAIC 6 comprising 
the remainder. 
The industry’s REIT equity exposure was relatively unchanged from 2012 to 2013 at 
approximately $3.9 billion. This is noteworthy given total returns for REITS increased almost 
16% (as mentioned below). A majority of the REIT equity exposure was split between life and 
property companies at $1.7 billion and $1.8 billion, respectively. Fraternal insurers decreased 
exposure to REIT equity by about 35% to $184.7 million in 2013 from about $285.6 million in 
2012.  
REIT Market Trends 
In 2014, the REIT industry has raised $51.2 billion of capital through 176 offerings as of 
September. The total was comprised of three initial public common stock offerings raising $763 
million: 1) 79 secondary common share offerings, $20.2 billion; 2) 20 preferred share offerings, 
$3.0 billion; and 3) 74 secondary unsecured debt offerings, $27.2 billion. 
As of Oct. 13, 2014, year to date (YTD) total returns on the FTSE NAREIT U.S. Real Estate 
index, an index comprised of U.S. REITS and publicly traded real estate companies, was 
15.59%. The best performing sector was residential, returning 25.64% YTD. The timber sector 
had the lowest return performance at 0.73%. 
In an August 2014 ratings report, Fitch commented that bond investors are not discriminating 
between new and seasoned borrowers. The high demand for REIT investments has pushed 
spread to worst at the start of 2014 from 130 bps down to 110 bps. 
Insurance Industry Property Owned Directly or Through Partnership/Joint Venture 
As shown in Table 8, the insurance industry held about $38.8 billion of wholly owned real estate 
as of year-end 2013, a slight increase from $38.2 billion in 2012. This investment class is split 
between properties occupied by the insurer, properties held for production of income and 
properties held for sale. Properties held for income had a BACV of about $17.6 billion, and 
about $1.3 billion of the industry’s real estate owned is classified as held for sale. 
Table 6: 2013 YE Insurer-owned Property by Segment (BACV, Mil. $)

 
Table 7: 2012 YE Insurer-owned Property by Segment (BACV, Mil. $) 



 
Life insurers held the largest share of property owned at approximately 61.8%, representing a 
slight increase from its 60.3% share in 2012. Overall, the industry reduced its insurer occupied 
property to 51.2% in 2013 from 53.1% in 2012 and increased income property to 45.4% in 2013 
from 44.5% in 2012. There is, however, a noticeable difference in the type of property owned 
between life and P/C insurers. Properties held for income was about 67% for life insurers. For 
P/C and health insurers, properties occupied made up 86% and 94%, respectively. 
Insurance companies also own various forms of real estate-related investments, as reported in 
Schedule BA statutory filings, which includes other long-term investments that are not reported 
in other investment schedules. This includes indirect investments held in the form of joint 
ventures, partnerships and limited liability companies. The insurance industry reported $42.7 
billion in real estate-related investments in other long-term investments, with the majority (about 
69%) of this amount owned by life insurance companies. This is an 8% increase from the 2012 
figure of $39.5 billion. Affiliated real estate joint ventures comprised 53.1% of the total with 
unaffiliated real estate joint ventures accounting for 34.1%. 
Table 8: 2013 YE CRE Investments through Joint Venture or Partnership (BACV, Mil. $)

 
Table 9: 2012 CRE Investments through Joint Venture or Partnership (BACV, Mil. $)

 
Conclusion 
While the U.S. insurance industry’s exposure to commercial mortgage loans and other forms of 
CRE equal to about 12% of cash and invested assets, NAIC data shows that these investments 
are diversified (by type of CRE investment structure) and generally concentrated among a small 
group of large life insurers. Investment losses to insurer commercial mortgage loans have been 
low in comparison to losses incurred by such loans originated by other lender sources, such as 
banks, as well as commercial mortgage loans that collateralize CMBS.  
Low interest rates, increasing values, job growth and low delinquency rates drove CRE 
performance in 2013, and these trends are expected to continue through 2014 and possibly into 
2015. Risks to a continuation of positive performance include a possible rise in interest rates 
against a backdrop of deteriorating underwriting standards, which could result in a liquidity 
freeze. In addition, vacancy rates remain elevated in most CRE asset classes, and rents are just 
beginning to increase. 



Recognizing volatility in CRE values as a consequence of the 2008 financial crisis, insurers will 
soon be required to report postal code, property type and maturity date for real estate holdings 
reported in Schedule A. The same information will be reported in Schedule B and Schedule BA 
for real estate and mortgage loan holdings. With this additional data, risk can then be assessed 
across property types and/or ZIP code. 
The Capital Markets Bureau will continue monitoring the U.S. insurance industry’s CRE 
exposure and report on these investments as deemed appropriate. 

 



 

 



Questions and comments are always welcomed. Please contact the Capital Markets Bureau 
at CapitalMarkets@naic.org 
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. 
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