


Part One
Policies of the NAIC Valuation of
Policies Applicable to Specific Asset Classes Securities (E) Task Force

a) the unrated subsidiaries or affiliates that serve as key transaction participants
cannot reasonably perform the functions expected of them; and/or

b) the rated entity does not have significant documented operational control over the
performance of the unrated subsidiaries or affiliates that also serve as obligors in
the program; and/or

¢) documentary evidence in the program documents or appended thereto does not
sufficiently demonstrate the importance of the inter-relationship between the rated

entity and the unrated subsidiaties or affiliates; and/or

d) the resulting NAIC Designation would, upon application of notching, be lower
than an NAIC 2 Designation.

123.  For the avoidance of doubt, though the Task Force directs the SVO to use the NAIC
Designation or NAIC CRP rating equivalent of the obligot’s parent entity, due to the
SVO’s authority to notch such NAIC Designation or rating, the SVO, based on its
analytical judgement and in its sole discretion, may assign an NAIC Designation to the
obligor which differs from the correlated NAIC CRP rating equivalent of the obligor’s
parent entity or choose not to assign any NAIC Designation to the working capital finance
program, based on aspects of the working capital finance program which are unrelated to
the relationship between the obligor, subsidiary or affiliate and its parent entity.

124.  The Task Force acknowledges that reliance upon the NAIC Designation or NAIC
CRP rating equivalent of the obligot’s parent entity in the absence of a binding legal
obligation for the parent to assume the financial obligations of the obligor, such as a
guarantee, is not a generally accepted technique or methodology (as explained in “Use of
Generally Accepted Techniques or Methodologies” in Part One of this Manual) and is
inconsistent with the credit substitution guidelines detailed in “Credit Substitution” in Part
Three of this manual, but it is directing the SVO to so rely

NOTE: See “Working Capital Finance Investments” in Part Three for filing instructions,
documentation requirements, definitions and methodology applicable to Working Capital Finance

Investments
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Part One

Policies of the NAIC Valuation of

Securities (E) Task Force Review of SVO Determinations

REVIEW OF SVO DETERMINATIONS

Condition to Filing of an Appeal

125. Anyinsurer that owns a security for which the SVO has performed a credit assessment,

or another analysis, may appeal the SVO decision provided the appeal is filed within 120
days of the SVO decision. An insurer can ascertain the date of the original SVO decision

by accessing VISION and noting the Review Date shown there. The Review Date is the
date of the original decision.

Status of NAIC Designation During Appeal

126.  Until such time as the SVO credit committee determines that a previous SVO decision

should be changed, the previous decision of the SVO remains in full force and effect.

Task Force Review for Alleged Violations of Procedures

127. Request for Review — Any insurer that has filed a security for an NAIC Designation,

a classification or other analysis, and is concerned that a decision relative to the security

was not made in accordance with the procedures in this Manual, may request consideration

of this concern by the VOS/TF.

NOTE: See “Appeals of SVO Determinations” in Part Two.
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Part One
Policies of the NAIC Valuation of
Special Instructions Securities (E) Task Force

SPECIAL INSTRUCTIONS

Short-Term Investments

128. A short-term investment is defined as an investment that has one year or less to
maturity. Investments that have one year or less to maturity when issued are not reported
to the SVO. Investments which when acquired by an insurance company have one year or
less to maturity, but which when issued had greater than one year to maturity, need only
be reported to the SVO if they do not have an NAIC CRP rating or an NAIC Designation
for the issuer.

Circular Transaction

129.  For purposes of this paragraph, a circular transaction shall be deemed to exist
whenever the SVO shall find that the essential financial characteristic of a reported security
is that the worki depends on funds advanced by an insurance company to make debt
service payments to the same insurance company and that the interdependency of the
entities involved in this or related transactions and the lack of any arm’s-length economic
dealings renders the application of the credit assessment or valuation techniques provided
for in this Manual analytically meaningless and therefore misleading to NAIC members.
The SVO is instructed to assign a NAIC 6 Designation to circular transactions and to
provide written confirmation of this action to the department of insurance of the reporting
insurance company’s state of domicile. The department of insurance may appeal the SVO
decision to an appropriate working group of the VOS/TF.

Mandatory Convertible Securities

130.  Mandatory convertible securities are defined as a type of convertible bond or
convertible preferred stock that has a required conversion or redemption feature. Either
on or before a contractual conversion date, the holder must convert the mandatory
convertible bond or preferred stock into the underlying common stock. Mandatory
convertible securities are not assigned NAIC Designations by the SVO. Prior to
conversion, insurers shall report mandatory convertible securities in accordance with the
SSAP of the current nature of the investment (e.g., SSAP No. 26R—Bonds or
SSAP No. 32—Preferred Stock). Insurers should also report an NAIC Designation in
Schedule D which they can self-assign or determine in accordance with the filing exempt

rule.

NOTE: Please refer to paragraphs 2, 10 and 20 of SSAP No. 26R for further guidance.
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Part One
Policies of the NAIC Valuation of
Securities (E) Task Force Special Instructions

Unrated Hybrid Securities

131.  An unrated hybrid security is filed with the SVO for an NAIC Designation, but the
insurance company reports the hybrid security as a bond pursuant to NAIC Annual
Statement Instructions using the NAIC Designation assigned by the SVO.

NOTE: Please refer to the Annual Statement Instructions, Investment Schedules,
General Instructions for guidance on the securities that fall within the definition of
hybrid securities.

Sub-paragraph D Company

132.  The insurance company must file all foreign securities for which the information
required by this Manual is available. For those foreign securities held by a “Sub-paragraph
D Company” as defined below, where the required information is not available for the
SVO to value the security, the NAIC Designation may be determined by the reporting
insurance company. This determination shall carry an F suffix. In no case shall the NAIC
Designation exceed the sovereign rating of the issuer’s country of origin. The company
shall provide its domestic regulator with a description of the procedure it used to evaluate
and assign ratings to these foreign securities. In addition, the company shall retain the
documentation supporting each designation assigned by it until the next domestic
insurance department examination.

133. “Sub-paragraph D Company” is defined as a domestic insurer which is holding foreign
securities in support of its foreign liabilities and where the U.S. gross premiums of the
company are no more than 20% of its gross worldwide premiums or the amount of the
company’s gross reserves and other liabilities under contracts of insurance (for life insurers
gross reserves and other liabilities shall be actuarial reserves and policyholder liabilities
currently reported on page 3, lines 1-11 of the NAIC Financial Statement Blank, grossed
up for reinsurance ceded; for property and casualty insurers gross reserves and other
liabilities shall be loss reserves, loss adjustment expense reserves and unearned premium
reserves reported on page 3, lines 1, 2 and 9 of the NAIC Financial Statement Blank,
grossed up for reinsurance ceded) on lives or risks resident or located in the U.S. are no
more than 20% of its total gross reserves and other liabilities under contracts of insurance
as reported on the company’s last NAIC Financial Statement Blank.
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Part One
Policies of the NAIC Valuation of
Special Instructions Securities (E) Task Force

134.  The insurer must also maintain a trust fund in a qualified U.S. financial institution for
the payment of the valid claims of its U.S. policyholders, their assigns and successors in
interest. The trust shall consist of a trusteed account representing 103% of the company’s
gross reserves and other liabilities under contracts of insurance on lives or risks resident
or located in the U.S. The assets of the trust shall maintain an NAIC Designation as
assigned by the SVO and be valued at admitted values carried in the insurer’s NAIC
Financial Statement Blank. Such trust shall be established in a form approved by the
insurer’s domestic commissioner of insurance. The trust instrument shall provide that
contested claims shall be valid and enforceable upon the final order of any court of
competent jurisdiction in the U.S. and shall allow the right of substitution without
diminution. The trust shall be subject to examination as determined by the insurer’s
domestic commissioner and the assets of the trust shall be reported in the insurer’s NAIC
Financial Statement Blank special deposit schedule. The trust shall remain in effect for as
long as the insurer shall qualify as a “Sub-paragraph D Company” and have outstanding
obligations under contracts of insurance on lives or risks resident or located in the U.S.

135.  If a Company which previously qualified as a “Sub-paragraph D Company” no longer
qualifies, any foreign securities held by such company which are not assigned an NAIC
Designation by the SVO shall be assigned an NAIC Designation in accordance with the
procedure set forth in this Manual.. These securities shall be reported by the company with
a “Z” suffix for the reporting year and shall comply with the provisions of this Manual

for subsequent reporting years.

Capital and Surplus Debentures

136.  Capital and surplus debentures, whether or not rated by an NAIC CRP, are subject to
valuation as specified in SSAP No. 41 R—Surpius Notes. Capital and surplus debentures that
are rated by an NAIC CRP are filing exempt pursuant to Part Three of this Manual and
reported in the same way as other filing exempt securities. All capital and surplus
debentures are reported on the surplus notes line of Schedule BA, not on Schedule D.
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Operational and Administrative
Instructions

Applicable to the SVO Special Instructions

PART TWO
OPERATIONAL AND ADMINISTRATIVE INSTRUCTIONS
APPLICABLE TO THE SVO
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Part Two

Operational and Administrative

Instructions

Operations Applicable to the SVO

OPERATIONS

ORGANIZATION

IAO Departments
1. The SVO and the SSG shall establish such procedures or guidelines as are necessary to

perform the functions assigned to them.

Credit Committee

2. The SVO and the SSG shall establish a credit committee composed of its senior staff, non-
senior analytical staff or both, possessing expertise relevant to the issues entrusted to the
credit committee. The credit committee shall provide SVO’s and the SSG’s professional
staff with such direction or guidance necessary on analytical or internal analytical policy

issues as may be assigned to it.

© 2023 National Association of Insurance Commissioners 45




Part Two

Operational and Administrative

Instructions

Applicable to the SVO Compilation and Publication of the SVO List of Investment Securities

COMPILATION AND PUBLICATION OF THE SVO LIST OF INVESTMENT SECURITIES

Directive

3. On a quarterly basis, the SVO shall:

Compile a list of Investment Securities from each of the data files defined as VOS
Process, Filing Exempt Securtities Process, CLO/RMBS/CMBS Modeled
Securities Process, U.S. Treasury Process and the Exempt U.S. Government
Securities Process (each an SVO Sub-List bearing the name of the corresponding

Process).

Exercise best efforts to identify any security in the VOS Process that has been filed
by an insurance company without a valuation and to attempt to assign that security
a valuation. The SVO may use whatever methodology may seem reasonable to it
and may choose not to assign a valuation if doing so would be unreasonable. The
VOS/TF considers that an imprecise valuation is of greater utility to the regulatory
community than no valuation. However, the NAIC makes no representation that
the SVO has the necessary expertise to produce accurate valuations. Accordingly,
an insurance company that owns a security to which the SVO has assigned a value
under this provision may substitute the SVO assigned value by obtaining or
deriving a valuation in accordance with applicable NAIC annual statement
reporting instructions and by reporting the valuation obtained to its insurance
department on the NAIC Statement Blank.

Aggregate the content of each SVO Sub-List into a single SVO List of Investment
Securities (hereafter, the SVO List of Investment Securities) identifying each
Investment Security by name and other pertinent information and showing the
NAIC Designation assigned to them by the SVO or pursuant to such other
methodology or procedure specified in this Manual.

Compile, or cause to be compiled, sub-lists from the informational content of the
Derivative Counterparties Process, Exchange Rates Process, Ex-Dividend
Process, Letter of Credit Process, Money Market and Exchange Traded Fund
Process and Surplus Notes Processes (each an SVO Sub-List bearing the name of
the corresponding Process and collectively the “Other Information”).

Publish, or cause the SVO List of Investment Securities and the Other
Information to be published, by being incorporated into the NAIC’s AVS+
product.
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Part Two
Operational and Administrative

Compilation and Publication of the SVO List of Investment T irne
Securities Applicable to the SVO
VOS Process

4. The VOS Process (data file) is used to store NAIC Designation or other determinations
assigned by the SVO to Investment Securities. The SVO shall not add a Regulatory
Transaction to the VOS Process.

Filing Exempt Securities Process

5. The Filing Exempt Securities Process (data file) is used to store NAIC Designations or
other determinations assigned by the SVO though an automated process for filing exempt
(FE) securities that are an Investment Security. Insurance companies derive NAIC
Designations for FE securities by applying the conversion instructions. The insurance
company then reports the NAIC Designations assigned to FE securities through NAIC
systems. The SVO subsequently adds the security to the Filing Exempt Securities Process.
The SVO shall not add a Regulatory Transaction to the Filing Exempt Securities Process.

CLO/RMBS/CMBS Modeled Securities Process

0. Collateralized Loan Obligations (CLO), Residential mortgage-backed securities (RMBS
and commercial mortgage-backed securities (CMBS) are Investment Securities, reported
by an insurance company to the NAIC and subsequently added by NAIC staff to the
CLO/RMBS/CMBS Modeled Securities Process, where on an annual basis and for
purposes of the annual surveillance they are evaluated for eligibility to be financially
modeled.

7. CLO/RMBS and CMBS that are deemed to be subject to financial modeling are retained
in the CLO/RMBS/CMBS Modeled Process. CLO, RMBS and CMBS that are deemed
ineligible for financial modeling but that have been assigned credit ratings by NAIC CRPs
migrate to the Filing Exempt Securities Process. CLO, RMBS and CMBS that are deemed
ineligible for financial modeling and that have also not been assigned credit ratings by
NAIC CRPs may be reported by the insurer in the NAIC General Interrogatory with an
NAIC 5GI and an NAIC Designation Category of 5.B GIL.

8. Insurance companies shall not file Regulatory Transactions as eligible for the
CLO/RMBS/CMBS Modeled Securities Process, and the NAIC staff shall not add a
Regulatory Transaction to the CLO/RMBS/CMBS Modeled Secutities Process.
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