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The Life Insurer Investment Landscape

2017 Net Admitted Assets and Net Premiums by Business Focus

$ in millions
Number of Net Admitted
Business Focus Insurers Assets % of Total Net Premiums % of Total

Life 120 $560,781 7.7% $47,377 7.8%
Annuity 70 $2,878,523 39.7% $189,279 31.3%
A&H 47 $83,186 1.1% $69,615 11.5%
Mixed 128 $3,554,030 49.0% $288,606 47.7%
Reinsurance 39 $173,688 2.4% $10,069 1.7%
Total Industry 404 $7,250,209 $604,946
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Focusing on Investable Assets

Invested and Investable Assets—2017

$ in millions

Net Admitted

Cash and Invested

% of Total

Business Focus Assets Assets Investable Assets Investable Assets
Life $560,781 $437,473 $393,464 10%
Annuity 2,878,523 1,617,282 1,462,399 38%
A&H 83,186 73,364 69,740 2%
Mixed 3,554,030 2,013,489 1,770,585 46%
Reinsurance 173,688 136,802 125,024 3%
Total Industry $7,250,209 $4,278,410 $3,821,212
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Allocation Trend: Increasing Mortgage Holdings, Decreasing Bonds

Allocation by Asset Class
As % of Investable Assets
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Asset Impairments Remain Moderate

Impairments by Asset Class Impairments by Asset Class
$ in billions As % of total impairments
m Cash & Bonds m Mortgages & Real Estate ®m Preferred Stock m Cash & Bonds m Mortgages & Real Estate ® Preferred Stock
Common Stock Schedule BA Other Common Stock Schedule BA Other
$6 100%
95%
$5
90%
85%
$4
80%
$3 75%
70%
$2
65%
60%
$1
55%
$0 50%
2013 2014 2015 2016 2017 2013 2014 2015 2016 2017

Prepared by Conning, Inc. Source: ©2018 A.M. Best Company—used by permission.

‘ C O N N I N G © 2018 Conning, Inc. This research publication is copyrighted with all rights reserved. No part of this research publication may be reproduced, transcribed, transmitted, stored in an electronic retrieval system, or translated 5
into any language in any form by any means without the prior written permission of Conning.



INVESTMENT RETURNS
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Interest Rate Environment Rising in Last Half of 2017

10-Year Constant Maturity Treasury Rates
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Rate Environment Improving, But Still Low

10-Year Treasury Rates Compared to 10-Year Moving Average

e 10-Year Constant Maturity Treasury === 10-Year Moving Average
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Increasing Spread, Increasing Risk?

Industry Gross Book Yield versus 10-year Moving Average of 10-year Treasuries
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Investment Results Driven By Economic Environment

Bond Spreads Fair Values versus Book Values for Investable
Assets
$ in billions _
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ALLOCATION OUTLIERS

Individual Insurer Allocations Vary Greatly
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Many Insurers Have Allocations Far From Average

Asset Allocation Distribution by Size Category
As % of Investable Assets
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No Clear Effect of Outlier Bond Allocations on Book Yields

Comparison of Bond Allocations and Investment Results
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Mortgage Allocations Seem to Have Yield Implications

Comparison of Mortgage Allocations and Investment Results
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Other Allocations Do Not Have Yield Implications

Comparison of Other Allocations and Investment Results

e Large Outlier Insurers ® Average of Large Insurers ® Midsized Outlier Insurers
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A CLOSER LOOK AT INVESTMENT RETURNS

Size and Allocation Effects
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Mortgages and Schedule BA Assets Used More by Largest Insurers

Allocations to Major Asset Classes in 2017 by Insurer Size
As a % of investable assets
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Size Effect on Book Yield Less Clear

Gross Book Yield by Insurer Size
As a % of average investable assets
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Clear Ranking of Insurers by Investment Results

Average Gross Book Yield by Quartile Groups
As a % of average investable assets
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No Clear Advantage to High Non-Bond Allocations

Allocation to Mortgages Allocation to Schedule BA Assets
As % of investable assets As % of investable assets
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Differences in Bond Credit Quality May Drive Differences in Yield

Allocation to BBB-rated Bonds Allocation to Below Investment Grade Bonds
As % of total bonds As % of total bonds
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BONDS
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Bonds Shifting to Corporates from Structured Securities

Distribution of Bond Holdings by Type

As % of total bonds
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Structured Securities Decreases Driven by Lower RMBS Holdings

Distribution of Structured Securities by Type
As % of total bonds
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Shifting Credit Quality in the Bond Portfolio to BBB-Rated Bonds

Bond Quality Distribution

As % of Total Bonds
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Increasing Bond Maturity

Average Bond Maturity
Years
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Increasing Holdings of Private Placements

Bond Quality Distribution

As % of Total Bonds
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Bond Yields Decrease and Total Returns Fluctuate

Gross Book Yields and Total Returns on Bonds
As a % of average underlying bonds
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MORTGAGES AND REAL ESTATE
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Mortgage Holdings Increasing Since 2010

Mortgage Holdings—Total Industry
As a % of investable assets
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Commercial Mortgages Dominate Industry Holdings

Mortgage Holdings by Type
As a % of investable assets
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High Concentration of Mortgage Holdings in Industry

Insurer Allocations to Mortgages in 2017
Number of insurers by range of mortgage allocation, median size of insurers in $ in millions
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Business Focus Type Strongly Related to Mortgage Holdings

Direct Mortgage Holdings by Business Focus
As a % of investable assets
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Mortgages Yield Higher Than Bonds, But Less Spread Over Time

Gross Book Yields, Bonds vs. Mortgages
As a % of average underlying investable assets
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Increasing Exposure to Commercial Real Estate

Approximate Direct and Indirect Investment in Commercial Real Estate
As a % of investable assets
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FUTURE DEVELOPMENTS?
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Rates Projected to Increase

10-Year Treasury Rates Compared to 10-Year Moving Average, Historical and Projected
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Spread Compression: Years of Recovery Ahead for Net Book Yields

Life Industry Portfolio Book Yield Rates, Historical and Projected
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Proposed Changes (Sept 2017) to Asset Risk Charges (C1) For
Bonds
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Percentage Difference Of New Charge and Old Charge
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ABOUT CONNING®

Conning (www.conning.com) is a leading investment management firm with approximately $122 billion in global
assets under management as of March 31, 2018.* With a long history of serving the insurance industry, Conning
supports institutional investors, including pension plans, with investment solutions and asset management
offerings, award-winning risk modeling software, and industry research. Founded in 1912, Conning has investment
centers in Asia, Europe and North America.

*As of March 31, 2018, represents the combined global assets under management for the affiliated firms under
Conning Holdings Limited, and Cathay Securities Investment Trust Co., Ltd. (“SITE”). SITE reports internally into
Conning Asia Pacific Limited, but is a separate legal entity under Cathay Financial Holding Co., Ltd. which is the
ultimate controlling parent of all Conning entities.

Insurance Research

Conning publishes a number of insurance industry research services, including its Insurance Segment

Reports semiannual line-of-business reviews; its Forecast & Analysis service, which offers a forward look at the
industry; and its well-known Strategic Study series of executive reports on key products and trends and issues of
critical industry importance. All are available in print and online through our web-based insurance research portal
Conning Library (www.conninglibrary.com).

In addition to its published research, Conning offers proprietary research services to the insurance industry.

For more information on our insurance research services, please call 888-707-1177 or
visit www.conningresearch.com.

This presentation has been prepared for and distributed exclusively to specific clients and prospects of Conning.
Further distribution, sale, or reproduction, in whole or in part, and by any means, is prohibited. Statements and
information in this report were compiled from sources that we consider to be reliable or are expressions of our
opinion. The presentation is not intended to be complete, and we do not guarantee its accuracy. It does not
constitute and must not be considered investment advice. It should not be interpreted as an offer to sell, or a
solicitation or recommendation of an offer to buy any security, product or service, or retain Conning for investment
advisory services. The Company’s unique combination of asset management, risk and capital management
solutions, and insurance research helps clients achieve their financial goals through customized business and
investment strategies.

The names of certain companies, products, and product brands, and the logos and images related thereto, are
trademarks of their third-party owners. They are used herein for illustrative and informational purposes only.
Nothing herein implies sponsorship or endorsement of those companies or products by Conning, or an
endorsement by such trademark owners of Conning or its products and services.
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