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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 long-
term invested assets,” as report po  US insur
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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
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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.
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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.
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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 �䰀B爐 st t ѳ䍀 le capimi�men:  met n
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