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It’s all about the office, but it's manageable
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Key Takeaways

« The U.S. life insurance industry’s exposure to commercial real estate (CRE) across commercial mortgage
loans (CMLs), commercial mortgage-backed securities (CMBS), and real estate equity has grown over the
last decade but has plateaued in the last few years.

» The credit quality of the industry’s CRE exposure is high, driven by the conservative, diversified nature of
its investment in the space.

» The office sectoris experiencing stress, but thus far the magnitude is very limited within life insurers’
commercial mortgage loan portfolios.

» While life insurers will likely incur some losses from mortgages on office properties in the next few years,
the combination of high credit quality and limited exposure will keep these losses manageable.

» We will continue to monitor this sector through our ongoing surveillance and as more data emerges over
time.



CRE Exposure Has Grown As A Share Of Total Invested Assets
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CML--Commercial mortgage loans. CMBS--Commercial mortgage-backed securities. RE--Real estate. Other--Farm loans, mezzanine loans, and commercial
mortgages held in funds, joint ventures, and LLCs. Source: S&P Capital IQ Pro.
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CMBS Credit Quality Remains High

Life industry CMBS credit quality (2023)

BB & Below
3.2%

BBB

4.6%

Life industry CMBS credit quality (2013 left side, 2018 right side)

BBB BB & Below
1.0% 1.0% BBB BB & Below
0.8% 2.5%

As of Dec. 31, 2023. A-AAA: NAIC 1; AA: NAIC 1B-1D; A: NAIC 1E-1G; BBB: NAIC2; BB & Below: NAIC 3-6. Source: S&P Capital IQ Pro.
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* Most life insurer CMBS holdings
are in the ‘AAA category,
alongside a much smaller
allocation to ‘AA A, and ‘BBB’
securities.

» ‘BBB’ and speculative-grade
securities have grown in recent
years, at least partially due to
downgrades.

* Nevertheless, they remain a small
sliver of CMBS holdings.



Office Properties Are Slowly Declining As A Share Of Commercial Mortgages

Commercial mortgages by property type
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« U.S. life insurance companies
have all but stopped underwriting
office buildings.

» As office mortgages have
matured and paid off, the
percentage of office in the
mortgage portfolio has fallen.

» In 2023, total office mortgages
declined to $123 billion from $133
billion, while the total dollar
amount of all other property types
grew.



Life Insurers Tend To Be Conservative Underwriters Of CML

At end-2023, the weighted average of loan-to-value ratios for all property types was under 60%.

Loan-to-value distribution by property type as of Dec. 31, 2023
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LTV--Loan-to-value ratio. DSCR - debt service coverage ratio. LTVs are based on latest appraisals; the weighted-average age of appraisalsis 2.7 years.
Source: S&P Global Ratings.
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Life Insurers’ Commercial Mortgages Are Holding Up Well
U.S. CMBS, banks, and life insurers--Percentage of loans that are 90+ days delinquent or in foreclosure
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Figures are as of each year-end. Sources: S&P Capital IQ Pro and S&P Global Ratings.
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Delinquencies And Foreclosures Are Mostly In Office And Retail

U.S. life insurer’s 90+ day delinquent and in-foreclosure CML by property type
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(0.37%) of CML were either 90+
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» Troubled retail loans are 44%
delinqguent and 56% foreclosures.

As of Dec. 31, 2023. CML--Commercial mortgage loans. Source: S&P Capital |Q Pro.
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Extensions Are Increasing

Restructured and short-term extended commercial
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U.S. Life Insurers Can Withstand
Deep Losses On Office Mortgages

Total losses on office mortgages as a share of
statutory surplus (%)
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e \We calculated total losses on office

mortgages given steep theoretical declines in
property value.

e Total losses = Sum of losses on each loan
(assuming all office properties decline in value
by the given percentage).

e Declines in property value are from the latest
appraisal. On Dec. 31, 2023, the weighted-
average age of office appraisals was 2.9 years.

e These are extreme stress scenarios; the
likelihood that all office properties experience

such large drops in value is exceedingly
remote.
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