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This issue of Insurance Quarterly is focused on real estate opportunities 
and how it pertains to insurance investors. Jack Bishop, Portfolio 
Manager, General Account and Michael Shanks, Portfolio Manager for 
Principal Real Estate Investors offer their expertise on the current state 
of risk-based capital (RBC) factors for real estate and what it will mean 
for insurance investors.

Principal and a group of peers have led the efforts to develop the RBC 
factor proposal and advocate for its adoption. These proposed changes 
are well supported by decades of real estate investment performance 
and would alleviate capital pressure on real estate investments.

1 As of June 30, 2021.
2 Experience includes investment management activities of predecessor firms beginning with the investment department of Principal Life 

Insurance Company.

Industry Insights  
RBC decisions
Contributor: Jack Bishop, Portfolio Manager, General Account, Principal Financial Group

The conclusions reached by the Life RBC Working Group are very much aligned with our 
strategic asset allocation (SAA). The portfolio managers on the general account continue to 
believe real estate (residential, commercial, and agriculture) are critical diversifying building 
blocks for most general account liabilities. The capital factor reductions for equity real 
estate are very consistent with our historical experience of limited losses. Low realized losses 
coupled with very strong capital gain potential continues to drive allocations to equity real 
estate higher. Additional benefits including potential inflation protection, income stability, 
and flexibility of holding real estate on various statutory schedules provide meaningful 
benefits for most capital constrained balance sheet investors. We believe tailwinds exist for 
equity real estate in the future as additional valuation transparency improves and changes in 
market value are potentially incorporated into the assigned capital factors. Most importantly, 
fundamentals will continue to evolve as individuals and institutional behaviors/needs evolve 
requiring significant experience and knowledge to appropriately manage the portfolio. 
Interesting opportunities will continue to emerge as we adapt to significant issues such as 
climate change, pandemics, technology disruption, and socioeconomic changes that will 
impact and redefine how we live, work, and play.   
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Is the door to real estate private equity opening wider for insurance company investors?  
Contributor: Michael P. Shanks, Portfolio Manager, Principal Real Estate Investors

It’s highly likely real estate’s risk-based capital will be reduced 
by year-end 2021 for both directly held (Schedule A) and 
indirectly held (Schedule BA) assets. The National Association 
of Insurance Commissioners’ (NAIC) Life RBC Working Group 
and Capital Adequacy Task Force has adopted a proposal from 
the American Council of Life Insurers (ACLI) to reduce factors 
for Schedule A real estate from 15% to 11% (26.7% capital 
decrease), and Schedule BA real estate from 23% to 13% 
(43.5% capital decrease).  However, the ink won’t dry  
until NAIC’s national meeting in Columbus, Ohio at the end  
of August.       

Current factors set in 1991 used about 60% of common stock 
volatility as a guide for directly held real estate on Schedule A 
due to a lack of performance data for the asset class.  A 50% 
premium was added to the factor for Schedule BA real estate 
held in joint ventures and funds for transparency, structure, and 
leverage concerns. Today, reliable performance data is readily 
available for more informed loss analysis, and a study by Jeffery 
Fisher, Ph.D., a professor at Indiana University and National 
Council of Real Estate Investment Fiduciaries (NCREIF) 
consultant, found real estate held through joint ventures has 
performed consistently, or better than, wholly-owned real 
estate. This combination drove ACLI’s proposal to revise the 
real estate factors. Although a few regulators voiced concern 
that COVID-19’s effect on real estate values aren’t fully known 
yet, all major real estate price indices suggest values have been 
rebounding since fall 2020.  Having analyzed and debated 
both real estate and bond factors for nearly a decade, most 
regulators wish to adjust both this year.       

A major element, however; ACLI’s proposal to adjust the factor 
when the asset-level market value exceeds book value (i.e. 
fair value adjustment), will be deferred until 2022. Since the 
proposed factors are based on market values and not statutory 
accounting using depreciated cost which has a lower risk of 
loss, omitting this feature leaves a potentially significant layer 
of conservatism in the overall real estate RBC framework. While 
several regulators appear to support the concept, they want to 
implement more robust instructions for Fair Value* reporting 
in the statutory statements before relying on it in the fair value 
adjustment formula. Concerns about the fair value adjustment 
will be addressed and proposed to the NAIC next year with a 
goal to implement at year-end 2022. 

Will this lead to growing real estate allocations by life insurance 
companies? 

As has been reported, ACLI stated “While the recommended 
decrease in RBC charge is material, we believe it is unlikely 
that insurance companies will make large changes to their 
commercial real estate allocations in response to changes in 
the RBC factor, as allocation decisions are based on a number 
of factors, including asset-liability management, taxation, 
sector investment expertise, and experience.” 

We disagree. We believe real estate offers favorable risk-
adjusted returns relative to other asset classes, portfolio 
diversification benefits, and some potential inflation protection. 
We think this change is enough for life insurance companies to 
increase real estate allocations, especially given the low-yield 
environment today.

*Fair Value on Schedule A is a supplemental disclosure used for Other-Than-Temporary Impairment (OTTI) assessment to be updated every five 
years (no required update for owner-occupied assets). For Schedule BA, real estate classification is vague, accounting and reporting for assets varies 
depending on structure, and there are no appraisal or valuation requirements.  

We understand the challenges insurers face and integrate the important accounting and regulatory needs of our insurance 
clients. Principal Real Estate Investors is a $96 billion1, top-10 global real estate manager2, and the dedicated real estate 
investment group within Principal Global Investors. Our 60 years of real estate experience3 span the spectrum of public, private, 
equity, and debt investment alternatives, offering innovative solutions and investment opportunities across all four quadrants of 
commercial real estate.
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Disclosure 
1 As of 6/30/2021.
2 Managers ranked by total worldwide assets (net of leverage), as of June 30, 2020. 

“Largest Real Estate Managers,” Pensions & Investments, October 5. 2020.
3 Principal Real Estate Investors became registered with the SEC in November 1999. 

Activities noted prior to this date were conducted beginning with the real estate 
investment management area of Principal Life Insurance Company and later Principal 
Capital Real Estate Investors, LLC, the predecessor firm to Principal Real Estate 
Investors.

Risk considerations

Investing involves risk, including possible loss of principal. Past performance is no 
guarantee of future results. Potential investors should be aware of the risks inherent to 
owning and investing in real estate, including value fluctuations, capital market pricing 
volatility, liquidity risks, leverage, credit risk, occupancy risk and legal risk.

Important Information

This material covers general information only and does not take account of any 
investor’s investment objectives or financial situation and should not be construed 
as specific investment advice, a recommendation, or be relied on in any way as a 
guarantee, promise, forecast or prediction of future events regarding an investment or 
the markets in general. Information presented has been derived from sources believed 
to be accurate; however, we do not independently verify or guarantee its accuracy 
or validity. Any reference to a specific investment or security does not constitute a 
recommendation to buy, sell, or hold such investment or security, nor an indication 
that the investment manager or its affiliates has recommended a specific security for 
any client account. Subject to any contrary provisions of applicable law, the investment 
manager and its affiliates, and their officers, directors, employees, agents, disclaim any 
express or implied warranty of reliability or accuracy and any responsibility arising in 
any way (including by reason of negligence) for errors or omissions in the information 
or data provided.

This material may contain ‘forward-looking’ information that is not purely historical 
in nature and may include, among other things, projections and forecasts. There is no 
guarantee that any forecasts made will come to pass. Reliance upon information in this 
material is at the sole discretion of the reader. 

The information in this report should not be considered investment, legal, accounting, 
or tax advice.  Appropriate counsel or other advisors should be consulted for advice 
on matters pertaining to investment, legal, accounting, or tax obligations and 
requirements.

This material is not intended for distribution to or use by any person or entity in any 
jurisdiction or country where such distribution or use would be contrary to local law or 
regulation.

This document is intent for use in: •The United States by Principal Global Investors, 
LLC, which is regulated by the U.S. Securities and Exchange Commission. • Europe 
by Principal Global Investors (EU) Limited, Sobo Works, Windmill Lane, Dublin D02 
K156, Ireland. Principal Global Investors (EU) Limited is regulated by the Central Bank 
of Ireland. United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 
1 Wood Street, London, EC2V 7 JB, registered in England, No. 03819986, which is 
authorised and regulated by the Financial Conduct Authority (“FCA”). In Europe, this 
document is directed exclusively at Professional Clients and Eligible Counterparties and 
should not be relied upon by Retail Clients (all as defined by the MiFID). The contents 
of the document have been approved by the relevant entity. Clients that do not directly 
contract with Principal Global Investors (Europe) Limited (“PGIE”) or Principal Global 
Investors (EU) Limited (“PGI EU”) will not benefit from the protections offered by 
the rules and regulations of the Financial Conduct Authority or the Central Bank of 
Ireland, including those enacted under MiFID II. Further, where clients do contract with 
PGIE or PGI EU, PGIE or PGI EU may delegate management authority to affiliates that 
are not authorized and regulated within Europe and in any such case, the client may 
not benefit from all protections offered by the rules and regulations of the Financial 
Conduct Authority, or the Central Bank of Ireland. • United Arab Emirates by Principal 
Global Investors LLC, a branch registered in the Dubai International Financial Centre 
and authorized by the Dubai Financial Services Authority as a representative office 
and is delivered on an individual basis to the recipient and should not be passed on or 
otherwise distributed by the recipient to any other person or organisation. •Singapore 
by Principal Global Investors (Singapore)Limited (ACRAReg.No.199603735H), which 
is regulated by the Monetary Authority of Singapore and is directed exclusively at 
institutional investors as defined by the Securities and Futures Act (Chapter 289). This 
advertisement or publication has not been reviewed by the Monetary Authority of 
Singapore. •Australia by Principal Global Investors (Australia) Limited (ABN 45 102 
488 068, AFS Licence No. 225385), which is regulated by the Australian Securities and 
Investments Commission. This document is intended for sophisticated institutional 
investors only. •Switzerland by Principal Global Investors (Switzerland) GmbH. 
•Hong Kong SAR (China) by Principal Global Investors (Hong Kong) Limited, which 
is regulated by the Securities and Futures Commission and is directed exclusively at 
professional investors as defined by the Securities and Futures Ordinance. •Other 
APAC Countries, this material is issued for institutional investors only(or professional/
sophisticated/ qualified investors, as such term may apply in local jurisdictions) and is 
delivered on an individual basis to the recipient and should not be passed on, used by 
any person or entity in any jurisdiction or country where such distribution or use would 
be contrary to local law or regulation.

© 2021 Principal Financial Services, Inc.  Principal, Principal and symbol design, and Principal Financial Group are trademarks and 
service marks of Principal Financial Services Inc., a member of the Principal Financial Group. Principal Global Investors leads global 
asset management at Principal®.

Principal Real Estate Investors is a specialized investment management group of Principal Global Investors
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Read the latest thinking from Principal Real Estate Investors  
The Fed shows its talons
Capitalizing on an inefficient market: Case for Active REITs

Partnering with insurance investors is a key strength of Principal Global Investors. From our own insurance company 
heritage, Principal Global Investors has grown into a global investment manager with more than $576.8 billion in 
assets under management, and more than 800 institutional clients globally (as of June 30, 2021), including 48 external 
insurance companies. They trust Principal Global Investors to manage more than $14.3 billion in assets, ranging from 
private real estate debt and equity, to specialized debt and equity strategies.

Contact your Principal representative for more information on these and other product solutions.

https://www.principalglobal.com/documentdownload/155471
https://www.principalglobal.com/sites/default/files/pgcom/documents/MM10897%20Principal%20Real%20Estate%20Investors%20-%20Capitalizing%20on%20an%20inefficient%20market.pdf

