
 

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 

 

A Review of U.S. Insurance Company Holdings of Consumer/Commercial Asset-Backed Securities 

This special report focuses on consumer and commercial asset-backed securities (ABS)—
primarily credit card receivables, auto loans and leases, student loans and small business 
loans. The U.S. insurance industry held $70.6 billion in book/adjusted carrying value (BACV) of 
consumer and commercial ABS as of Dec. 31, 2012. Although they represented only 1.3% of 
the insurance industry’s cash and invested assets and 1.9% of total insurance industry bond 
holdings as of Dec. 31, 2012, ABS offer advantages such as attractive yields, high credit quality, 
fixed-income portfolio diversification and low interest rate risk. Equipment ABS is not included in 
our analysis, as they were the focus of a July 23, 2013, special report titled, “U.S. Insurance 
Industry’s Exposure to Credit Tenant Loans and Equipment Trust Certificates.” Also excluded 
were housing-related ABS, such as home equity and manufactured housing. 
What are Asset-Backed Securities? 
Securitization is a financing technique in which financial assets, in many cases themselves 
illiquid, are pooled to create liquid securities. This provides investors with opportunities to 
diversify into an otherwise illiquid asset. Securitization allows originators, such as banks or 
credit card companies, to reduce credit exposure and free up capital for additional lending. 
ABS are backed by a discrete pool of receivables or loans that generate cash flows to pay 
investors. The originator or servicer of the receivables or loans sells a pool of assets to a 
“bankruptcy remote” legal entity—a special purpose vehicle (SPV) or trust. This insulates 
investors from the credit risk of the originator of the assets. The originator benefits by removing 
the receivables or loans from their balance sheet (as the credit risk is transferred) and reducing 
capital needs. The pooling of many assets or loans also increases portfolio diversification and, 
with added credit enhancements, can potentially reduce credit risk. The SPV or trust then issues 
debt in various tranches (layers) to investors, from senior (higher credit quality) to subordinated 
(lower credit quality). The cash flow priority of each tranche is outlined in a trust indenture (legal 
document between the issuer and the trustee). Generally, each tranche absorbs losses 
sequentially with the bottom-most, or subordinated, layer serving as the “first loss” position after 
possible credit enhancement features. 
A key distinction for ABS is whether the loans/receivables are amortizing or non-amortizing, as it 
impacts cash flows. Amortizing loans/receivables include regular monthly payment of interest 
and principal; thus, the cash flows are spread out over the life of the asset instead of in a lump 
sum at maturity. Non-amortizing, or revolving, loans do not require principal pay-off on a 
predetermined schedule and, as such, have no actual maturity. 
General characteristics that drive ABS credit ratings include credit enhancements, asset quality, 
structure and quality of the originator’s underwriting and servicing capability. Credit 
enhancements include internal (e.g., excess spread, over-collateralization, subordination and 
cash reserve funds) and external methods (e.g., bond insurance, corporate guarantees and 
letters of credit). 
Major Types of Consumer and Commercial ABS 
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There are three major consumer ABS types: auto, credit card and student loan. Together, they 
make up more than 87% of all ABS outstanding of $578 billion as of year-end 2012, according 
to data from the Securities Industry and Financial Markets Association (SIFMA). Other 
consumer and commercial ABS include timeshare and structured settlements, small business 
loans (mostly backed by the U.S. Small Business Administration), receivables from utilities 
(stranded costs), intellectual properties and trade receivables. 
Auto ABS are backed by auto loan receivables and leases and are separated into prime and 
subprime categories. Prime borrowers have good credit scores and thus can borrow at lower 
interest rates than subprime borrowers, who have lower credit scores and tend to have a higher 
risk of default. Some of the factors for the lower credit scores include low income-to-debt ratio 
and/or poor payment history (i.e., non-payment). Recreational vehicles, motorcycles, fleet 
leases and auto dealer floor plans are also included. Auto loans/receivables are amortizing 
assets that are short-term, as they typically mature in four to five years. 
Credit card ABS are backed by credit card receivables, which are revolving lines of credit 
because cardholders do not have to repay the principal on a predetermined schedule and are 
only required to make minimum monthly payments that could include more interest than 
principal. Thus, credit card receivables are non-amortizing loans. Credit card receivables are 
typically short-term, and to extend the maturity of the credit card ABS, a revolving period is 
established. During this period, investors receive only interest, and their share of the principal 
payment is used to purchase new receivables. After the revolving period ends, principal is 
deposited into an account held by the trustee during the accumulation period and paid back at 
the end in a soft bullet. The revolving period could also be followed by a controlled amortization 
period, where principal is paid back in equal scheduled payments. Two major types of credit 
card receivables are bank credit card and retailer credit card. Bank credit card receivables’ 
performance has historically been less volatile than that of retail credit card receivables. 
Student loan ABS are collateralized by loans issued by 1) the Federal Family Education Loan 
Program (FFELP), whereby a third party (such as a bank) makes the loan that is guaranteed by 
the U.S. government; or 2) a private entity, with no guarantee from the U.S. government. 
Student loans typically have long maturities and are amortizing assets. 
The ABS Market 
The ABS market evolved out of the mortgage-backed securities market, which started in the 
1970s. The first non-mortgage ABS was issued in March 1985 when fixed-rate notes 
collateralized by computer leases were sold to institutional investors. The consumer and 
commercial ABS market has grown substantially, from only $0.9 billion outstanding in 1985, to a 
peak of $817 billion in 2007 and $578.4 billion as of year-end 2012, according to data from 
SIFMA. Consumer and commercial ABS outstanding grew by 2.3% in 2013 to almost $600 
billion. 
Table 1 shows the last three decades-ending data of U.S. consumer/commercial ABS 
outstanding. As of year-end 2012, student loan was the largest ABS category at 40.6% of total 
ABS outstanding, followed by 24.6% in auto and 22.1% in credit card. The market share of 
these three ABS types has changed over time. Student loan became the largest ABS type as of 
year-end 2010, taking the top title held by credit cards since 1989. The quadrupling of student 
loan ABS in the decade ending 2012 was due, in part, to increased securitizations, higher tuition 
costs, larger student loan balances and slower prepayment rates. Student loan ABS outstanding 
have been relatively stable between 2006 and year-end 2012, hovering close to $200 billion. 
Auto ABS, on the other hand, dropped 27.4% between 2006 and year-end 2012 due to reduced 
auto sales of a similar scale. Outstanding auto ABS peaked in 2006 at $196 billion and have 
declined every year since then, bottoming out in 2010 at $112 billion; growth finally returned in 
2011 and 2012. Credit card ABS outstanding peaked in 2007 at $324 billion and began to 
substantially decline in 2010 as consumers reduced their credit card borrowings. As of year-end 



2012, credit card ABS have dropped 60.5% since their 2007 peak, with a more than 20% 
declines each year since 2009. However, in 2013, there was only a 2.7% drop. 

 
According to Wells Fargo Securities second quarter 2013 ABS outstanding data, auto ABS was 
composed of 68% prime loans and 32% subprime loans; credit card ABS was 85% bank card 
and 15% retail card; and 82% of student loan ABS was guaranteed by the U.S. government. 
According to SIFMA data and a third quarter 2013 Federal Reserve Statistical Release, as of 
year-end 2012, the auto loan market of $809 billion outstanding was 17.6% securitized; credit 
card loans outstanding were $845.8 billion with 15.1% securitized; and student loans 
outstanding were $1.1 trillion with 20.7% securitized. Thus, on average, approximately 18% of 
total auto, credit card and student loans were securitized as of year-end 2012 and 82% of 
receivables/loans were still held as assets on the balance sheets of the original issuers or 
owners (usually in the financial sector). 
ABS Credit Ratings: More than 93.2% of ABS outstanding were rated investment grade (that is, 
BBB rating category and above), according to SIFMA fourth quarter 2013 data, as shown in 
Table 2. Credit card had the highest percentage of investment grade ratings at 98.5%. 

 
ABS Daily Turnover Rate: The ABS’ turnover rate is an improvement versus the illiquidity of the 
underlying loans or receivables in the ABS pool. According to data from SIFMA, the ABS 
average daily turnover rate was 0.18% for 2012, based on auto, credit card and student loan 
ABS only; this was calculated by using the average daily dollar ABS trading volume divided by 
dollar ABS outstanding. The turnover was slightly lower in comparison to relatively more liquid 
securities (excluding U.S. Treasury bonds at 4.8%), such as common stock at 0.41%, corporate 
bonds at 0.39% and municipal bonds at 0.3%. The ABS turnover rate was low, in large part, due 



to the 0.14% turnover rate of student loan, as auto at 0.24% and credit card at 0.2% were 
higher. 
Historical Net Loss/Charge-off Rates of Receivables/Loans: According to Standard & Poor’s 
(S&P) U.S. credit card quality index report dated April 29, 2014, and U.S. auto loan ABS tracker 
report dated April 10, 2014, the rated ABS’ underlying collateral pool of receivables/loans 
weathered the financial crisis relatively well. Graph 1 shows that net loss/charge-off rates for the 
underlying auto and credit card receivables/loans doubled in 2009 compared to 2007/2008, as 
per S&P data. This is in tandem with the doubling of the unemployment rate, but has since 
recovered to near lows. 
Graph 1 

 
According to Fitch Ratings’ Global Structured Finance 2012 Transition and Default Study, dated 
March 15, 2013, impairment rates for global ABS were 0.79% in 2012. Impairments include 
defaults and near-defaults that include bonds rated CCsf or lower (“sf” stands for “structured 
finance securities”); near default means some type of default appears probable. This impairment 
rate is lower than that of commercial mortgage-backed securities’ (CMBS) 9.6%, residential 
mortgage-backed securities’ (RMBS) 5.5% and structured credit’s 2.7% for 2012. Global ABS 
impairments reached a peak of 1.5% in 2002, and were only approximately 0.4% in 2008 and 
0.7% in 2009 during the financial crisis. Global ABS ratings remained stable in 2012, with 90% 
of ratings remaining unchanged year-over-year. In addition, according to Fitch Ratings, 2.7% of 
global ABS ratings were upgraded and 7.3% were downgraded. Fitch Ratings’ 2013 transition 
and default study showed a slight improvement in global ABS impairment rates, dropping to 
0.73%. 
Insurance Company Holdings of Consumer/Commercial ABS 
The U.S. insurance industry held $70.6 billion of consumer/commercial ABS as of Dec. 31, 
2012, which, after subtracting $2.3 billion in foreign ABS, was 11.8% of all U.S. 
consumer/commercial ABS outstanding of $578 billion as of year-end 2012. The five largest 
types of ABS represented 92% of the insurance industry holdings and consisted of auto loans 
and leases (30%), credit card receivables (24%), small business loans (13%), other (13%) and 
student loans (12%). “Other” ABS included receivables from timeshare, purchased royalty 
streams on pharmaceutical products, purchased structured settlement and annuities, and tax 
receivables and others. U.S. insurers held more auto and credit card, and less student loan ABS 
in percentage terms than the total U.S. ABS market’s percentage breakdown. Life companies 
held 68% of the insurance industry’s total consumer/commercial ABS, followed by P/C with 
26%. P/C and health insurers have a larger concentration of auto ABS than life insurers, while 
fraternal insurers had 66% in small business loan ABS (see Table 3). 



 
Based on preliminary year-end 2013 data, the U.S. insurance industry’s exposure to auto, credit 
card and student loan ABS was $20.3 billion, $15.0 billion and $8.1 billion, respectively. 
ABS Holdings by Insurer Size: Nearly 70% of the industry’s 2012 ABS holdings were with 
insurers that had more than $10 billion in cash and invested assets. This was mostly due to life 
companies with greater than $10 billion in cash and invested assets holding 84% of the life 
industry’s total ABS holdings, compared to 35% for P/C and only 10% for health insurers. In 
other words, life companies with greater than $10 billion in cash and invested assets held 57.4% 
(or more than half) of all ABS held by the insurance industry ($40.5 billion/$70.6 billion). Unlike 
life and fraternal insurers, ABS holdings of P/C and health insurers are more spread out among 
the different size insurers, as seen in Table 4. 

 
Maturity: ABS are concentrated in the shorter-term (more than one year to less than or equal to 
five years) maturity bands, as evident in Table 5. Industry exposure in the “>1 to ≤ 5 yrs” band 
was 47% of the total industry exposure, followed by 21% in the “>5 to ≤ 10 yrs” band. Fraternal 
is an exception, with 56% of ABS holdings in the “>10 to ≤ 20 yrs” band, due to their large 
holdings in longer maturity small business loan ABS. 

 
The insurance industry’s exposure to auto ABS is mostly short-term, with approximately 88% of 
maturities in the “>1 to ≤ 5 yrs” range (see Table 6). Approximately 61% of credit card ABS 
exposure was in the “>1 to ≤ 5 yrs” band and 35% was in the “>5 to ≤ 10 yrs” band. Auto loans 
and leases, as well as credit card receivables, are generally short-term asset classes. On the 
other hand, student loan and small business loans are longer maturity asset classes. Insurers’ 



student loan ABS had 49% of its exposure maturing in greater than 20 years, while small 
business loan ABS had 77% maturing in the “>10 to ≤ 20 yrs” range. 

 
Credit Ratings: The U.S. insurance industry’s ABS are high-quality securities, as reflected by 
99% having investment grade ratings (92% had NAIC 1 designations and 7% had NAIC 2 
designations) as of year-end 2012. ABS with NAIC 1 designations comprised more than 95% of 
all insurer ABS holdings, except for life companies, which had 89% with an NAIC 1 designation, 
as shown in Table 7. 

 
Yields: The effective interest rate or yield is based on the price the insurers paid for the ABS. 
The largest, and usually the most liquid, types of ABS outstanding in the market generally 
offered the lowest rates or yields, such as auto, credit card and student loan. Other factors, such 
as maturity and credit rating, also could affect the effective interest rate or yield. As shown in 
Table 8, insurers’ BACV weighted average effective interest rate, or yield, for year-end 2012 
ABS holdings was 3%. 

 
Consumer/Commercial ABS Outlook 
The consumer/commercial ABS market is expected to remain stable in terms of credit ratings in 
2014, due to the growing economy and improving consumer credit fundamentals. According to 
S&P’s early March 2014 reports, U.S. gross domestic product (GDP) grew 2.5% in 2013, and is 
expected to grow 3% in 2014. Key drivers include higher home prices and housing starts, lower 



unemployment rate, higher consumer sentiment to pre-crisis levels, higher consumer spending, 
record household net worth, lower consumer debt levels and higher savings rates. Collateral 
performance is expected to deteriorate slightly due to increased competition from lenders, 
which, in turn, may loosen underwriting standards. Of the 3,028 S&P rated U.S. ABS at the 
beginning of 2012, 74.4% remained stable, 9.3% were upgraded and 16.3% were downgraded 
in 2012. Of these, only 0.36% defaulted and 2.01% were near default by the end of 2012. “Near 
default” includes securities downgraded to CC or C during the year that are highly vulnerable to 
nonpayment risk, not those that started 2012 already at CC or C (Source: S&P Global 
Structured Finance Default Study 1978–2012, dated March 30, 2013). 
Auto: Credit performance for prime auto ABS has been solid, with record low loss levels. 
However, the subprime auto ABS are of some concern due to potentially rising loss levels. The 
rapid growth of the subprime auto ABS market has resulted in deteriorating underwriting 
standards with loan terms being extended and residual values being priced at unjustifiable 
levels (possibly resulting in under-collateralization). According to S&P, “Most subprime auto 
finance securitizers started to report rising delinquencies in their managed portfolios at year-end 
2012…we expect losses to rise for full years 2013…and 2014.” But the good news is the 
increased losses are only trending toward more normal historical averages from record low 
levels. Used car prices could be under more pressure as even more cars come off leases in the 
next few years. Also, new entrants to subprime auto ABS may be contributing to increased 
losses and delinquencies as they try to gain market share by lowering underwriting standards. 
Of the 3,000 auto ABS tranches rated by S&P since 1985 (prime and sub-prime), only four 
tranches have defaulted; they were all subordinated bonds rated BB or lower. There were no 
auto ABS rating downgrades in 2012 or 2013 by S&P. 
Credit Card: Consumers are benefitting from lower unemployment, stronger economic growth, 
solid equity market returns and higher real estate prices. As a result, the underlying collateral 
losses and delinquencies of credit card ABS are at historical lows, with tight underwriting 
standards, consumer caution in adding high-rate revolving credit card loans and the high quality 
of seasoned credit card collateral pools also contributing. Of the 2,800 credit card ABS tranches 
that S&P has rated in the past 30 years, only 15 tranches have defaulted. In 2013, S&P 
downgraded only four tranches of credit card ABS from one issuer to D from CC. 
Student Loan: S&P currently has a stable ratings outlook on the underlying collateral 
performance of student loan ABS, due to more than 80% having a government guarantee. The 
U.S. Department of Education guarantees these loans at a minimum rate of 97% recovery, 
meaning the maximum potential loss for investors is 3%. But the private student loan sector, 
without the government guarantee, constitutes the riskiest ABS asset type, according to S&P. 
Private student loan ABS issued prior to 2009 are experiencing more losses, as they have lower 
average FICO scores and less robust credit enhancements, than those issued post-2009. From 
1984 to 2013, AAA-rated student loan ABS (FFELP and private) experienced no defaults. 
Conclusion 
Although the insurance industry’s consumer/commercial ABS exposure is only 1.3% of total 
cash and invested assets of insurers, ABS offer high average credit quality, attractive yields, 
portfolio diversification and low interest rate risk. The consumer/commercial ABS market 
composition has changed after the financial crisis of 2008, with student loan ABS becoming the 
largest category, followed by auto ABS and credit card ABS. Insurers held mostly auto ABS, 
followed by credit card ABS, and life companies held 68% of insurers’ total ABS exposure. 
According to S&P, ABS credit ratings are expected to remain generally stable based on the 
solid quality of the underlying collateral. However, recent rising loss levels in subprime auto ABS 
and private student loan ABS have sparked some concerns. 
The NAIC Capital Markets Bureau will continue to monitor trends surrounding the asset-backed 
securities market and its impact on insurance industry investments. We will report on any 
developments 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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