


Part Two

Operational and Administrative

Instructions

Applicable to the SVO Appeals of SVO Determinations

190.  The credit committee chair will then set a date, not to exceed 45 days from the date
the insurer submits a complete file to the SVO, for the credit committee to meet to
deliberate the issues presented. Prior to the meeting, the members of the credit committee
will review the original decision and the correspondence, documents and information
presented by the insurance company. The insurer shall be notified of the date of the
meeting, and shall be given the opportunity to present its appeal in person to the credit
committee.

191.  The credit committee is composed of those senior staff members whose expertise may
be necessary or desirable to the discussion of the issues presented, including, whenever
possible, persons who did not previously participate in the formulation of the original
decision. The original analyst is present during all deliberations of the credit committee
and participates in its deliberations by providing information and responding to questions.
However, the original analyst does not vote on nor decide the issues presented in the

appeal.

192.  After evaluation of the correspondence, documents and information presented by the
insurance company, the credit committee will render a decision within 10 days of its
meeting to consider the appeal. Once the credit committee renders a decision, a
representative of the credit committee, which may be the original analyst, is chosen to
communicate the decision to the insurance company or companies that filed the appeal.
After it has communicated its decision to the insurer, the SVO will entertain such further
reasonable discussions with the insurer as it shall deem reasonably necessary to ensure that
the credit committee has considered and responded to all of the issues deemed relevant
by the insurer.

193.  Not later than 10 days after the verbal communication of its decision, the SVO will
provide the insurer with a letter specifying whether the SVO has determined to modify or
affirm its previous decision and addressing the issues posed by the insurer. The letter shall
be issued directly to the insurer that filed the appeal as a confidential communication
between the SVO and that insurer. At the request of any other insurer holding the same
security, the SVO shall provide a copy of the letter to such other insurer.
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Review Timeline

194.  The SVO’s goal is to complete all work on an appeal and communicate a decision to
the insurer within 90 days of receipt of a complete file for the appeal. The time periods
for action by the SVO identified in this section shall not be deemed to restrict the exercise
of management discretion by the Director of the SVO as to the proper disposition of SVO
resources in the fulfillment of SVO priorities and commitments. Any of the time periods
in this section may be extended by mutual agreement of the insurer and the SVO or the
VOS/TF, respective to the stage of the appeal.

REVIEW OF SVO DECISIONS BY THE VOS/TF

Task Force Review for Alleged Violations of Procedures

195.  Any insurer that has filed a security for an NAIC Designation, a classification or a
valuation, 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.

Condition to Request; Exhaust SVO Remedies

196.  Before making a request to the VOS/TF, the insurance company must submit a
written statement to the Director of the SVO, or to the person then exercising the
executive function of the SVO, whatever the title then used, with a copy to the Chair of
the VOS/TF. The written statement must identify the specific procedure or procedutes in
this Manual that the insurance company believes have been ignored or impropetly applied.

197.  Upon receipt of the written statement, the Director will fully investigate the assertions
and communicate its factual findings back to the insurance company with a copy
forwarded to the Chair of the VOS/TF within 30 days. Should the result of the SVO
investigation not resolve the factual issues expressed by the insurance company, a request
for further consideration can be made to the Chair of the VOS/TF. The Chair of the
VOS/TF may then choose to review the mattet.

Basis of Review by the Task Force

198.  If the VOS/TF chooses to teview the matter further, its focus is on determining
whether the SVO decision was made in a manner that is inconsistent with the applicable
provisions of this Manual. If the VOS/TF finds that the SVO decision was made in a
manner that is inconsistent with the applicable provisions of this Manual, it will provide
the SVO with interpretive guidance respecting the meaning of the applicable language or
procedures in this Manual and instruct the SVO to reformulate a decision.
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YEAR-END CARRYOVER PROCEDURE

Acceptable Carryover Population Rate

199.  Effective with the adoption of this procedure, the SVO Director shall prepare a report

for the VOS/TF, to be presented at the Spring National Meeting, identifying an acceptable

annual rate of the carryover population for the year-end reporting period. Thereafter, at

the beginning with the subsequent year of analytical operations, the SVO Director shall

prepare a report for the VOS/TF, to be presented at the Spring National Meeting,

identifying whether the acceptable annual carryover rate was significantly exceeded and, if

so, whether the cause is traceable to resource constraints. If so, the VOS/TF shall consult
with NAIC senior staff and the NAIC Internal Administration (EX1) Subcommittee to
determine whether and how to evaluate the need for additional SVO staff or other

resources.

Definition

200.  When used in this section, the term “carryover population” means, collectively, all

insurer-owned securities filed with the SVO for an NAIC Designation and not yet assigned

NAIC Designation by the SVO at the conclusion of the year-end reporting process.

Procedutres

201.  The following procedures apply to the carryover population:

The SVO shall identify the carryover population by assigning each security the
administrative symbol YE or IF.

A security in the carryover population that is an annual update filing shall be
assigned the NAIC Designation then in effect for the just concluded reporting
petiod; e.g., 2YE, if the security was designated NAIC 2 in the just concluded year.

A security in the carryover population that is an initial filing shall be self-designated
by the insurer and reported with the insurer assigned NAIC Designation and the
administrative symbol IF and shown by the SVO on its systems as IF but without
an NAIC Designation.

The SVO shall remove the YE symbol when it assigns an NAIC Designation to
an annual update security in the carryover population for the current year and
publishes the NAIC Designation in AVS+.

The SVO shall remove the IF symbol when it assigns an NAIC Designation to an
initial filing security in the carryover population for the current year and publishes
the NAIC Designation in AVS+.
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® The insurer maintains the NAIC Designation assigned by the SVO under YE or
self-assigned under IF until the SVO has published an NAIC Designation in
AVS+.

® The SVO shall assign top priority to the assessment of the carryover population
and the assignment of NAIC Designations to that population in the subsequent

year of operation.
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PROCESS FOR PLACING SECURITIES UNDER REGULATORY REVIEW; WHEN ANALYTICAL
INSTRUCTIONS ARE INSUFFICIENT OR INADEQUATE

Notice

202.  The Director shall promptly inform the Chair of the VOS/TF of his or her conclusion
that market or other developments; the aspects of a new or existing security, financial
instrument or analytical situation, requires the NAIC to formulate new financial solvency
policy ot develop new or additional instructions and/or methodologies for the SVO. The
Director shall prepate a written report for the VOS/TF explaining the reasoning that led

to the conclusion.

Deliberation

203.  The Chair shall call a meeting of the VOS/TF to consider and discuss the SVO report
and the issues it presents and to consider how to proceed. If the VOS/TF determines that
the nature of the security and/or the issues raised by the SVO requires formulation of new
policy or regulatory instructions or the development of new or additional instructions
and/or methodologies, the VOS/TF shall consider whether to declare the secutity or

financial product to be under regulatory review.

204.  On its own initiative or at the direction of the NAIC Executive (EX) Committee, the
Financial Condition (E) Committee may instruct the VOS/TF to place a security under
regulatory review. The VOS/TF may, on its own initiative place a security under regulatory
review as discussed in this section.

Hearing and Declaration

205. If the VOS/TF is instructed or if it determines that a security should be formally
declared to be under regulatory review, it shall hold a public hearing to discuss the issue
and make a formal declaration of this decision. The staff shall cause notice of the
determination to be published to interested persons and to other NAIC groups that have
jurisdiction over reporting issues, have relevant expertise or would be affected by the
activities of the VOS/TF.
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Analytical Instructions Are Insufficient or Inadequate Applicable to the SVO

Reporting Framework for Securities under Regulatory Review

206.  Upon a public declaration that a security is under regulatory review, insurance
companies that own the security shall report it on the NAIC Financial Statement Blank
with the administrative symbol ND#* if the security is under review for an assessment of
regulatory policy for the investment or regulatory reporting instructions to implement
applicable policy or with the administrative symbol Z* if the security is under regulatory
review for development by the VOS/TF of the instructions or methodologies for
application by the SVO in its risk assessment.

207. In September of each year, the VOS/TF will publicly identify which classes of
securities, if any, are under regulatory review and therefore eligible to take the regulatory
treatment prescribed for ND*/Z* in the Annual Statement Instructions for that yeat’s
year-end NAIC Financial Statement Blank.

Filing of Securities Under Regulatory Review

208.  Unless the VOS/TF shall provide other instructions to insurance companies, securities
under regulatory review that are otherwise reportable to the SVO shall continue to be filed
with the SVO during the period of regulatory review.
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MAINTENANCE AND MONITORING
OF SVO DETERMINATIONS FOR SCHEDULE BA ASSETS

NOTE: See “Policies Applicable to Specific Asset Classes” in Part One for the policies governing this
activity.

Maintaining and Publishing SVO Determinations

209.  SVO analytical determinations for Schedule BA assets that have the underlying
characteristic of a bond or other fixed income instrument are compiled in a separate
database within the VOS Process and published as a part of the SVO List of Securities in
the AVS+ Products under a separate heading to facilitate the work of NAIC members and
their staff.

210.  The SVO monitors improvement or deterioration of credit quality for Schedule BA
assets entered into the VOS Process. On at least an annual basis, the SVO reviews the
credit quality and value of the Schedule BA assets in the VOS Process.

211.  The SVO will delete any Schedule BA asset from the VOS Process on if the investment
has matured or if the investment is no longer owned by an insurance company.

212. The SVO will also delete a Schedule BA asset from the VOS Process if a reporting
entity has failed to provide sufficient or timely information to permit the SVO to conduct
the annual review assessment required above. Schedule BA assets assigned the
administrative symbol ND are deleted from the VOS Process if an information deficiency
is not addressed by the end of the first quarter following the previous year-end. However,
a Schedule BA asset assigned the administrative symbol ND is not deleted if an ATF
annual update filing has been filed and the SVO has received the information required to
assign an NAIC Designation to the Schedule BA asset.
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Part Three
SVO Procedures and Methodology for
Production of NAIC Designations Introduction

INTRODUCTION

Parameters for Use of Instructions and Methodologies

1. The description of methodologies and the instructions pertaining to the application of
those methodologies in this Part are general and mandatory instructions from the
VOS/TF to the SVO. The SVO shall have reasonable professional latitude to interpret
how the instructions and methodologies contained in this Part apply to specific securities,
financial products or differing analytical situations. Factors that may affect how the SVO
interprets instructions and methodologies include, but are not limited to, the terms of
individual securities, unique features or characteristics of securities, legal or regulatory
issues associated with structured transactions, the issuer’s industry, the introduction of a

new security type or asset class and NAIC regulatory objectives.

Updating Instructions and Methodologies

2. The SVO shall have ongoing professional responsibility to advise the VOS/TF of
developments that may suggest the need for the NAIC to develop regulatory policy for
new or existing investments or the need for the NAIC to amend or provide for additional

instructions and/or methodologies.

NOTE: See “Authority to Direct Insurers on Reporting” and “Use of Generally Accepted Techniques
or Methodologies” in Part One.
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PROCEDURE APPLICABLE TO FILING EXEMPT (FE) SECURITIES AND PRIVATE LETTER (PL)
RATING SECURITIES

NOTE: See “Use of Credit Ratings of NRSROs in NAIC Processes” and “Coordination Between the
Statutory Accounting Principles Working Group and the Valuation of Securities Task Force”
(especially “NAIC Designations Do Not Communicate Statutory Accounting or Reporting” and
“Policies Applicable to the Filing Exemption (FE) Process”) in Part One; “NAIC Policy on the Use
of Credit Ratings of NRSROs” (especially “Definition — Credit Ratings Eligible for Translation to
NAIC Designations”) in Part Two (the definition excludes the use of NAIC CRP credit ratings
assigned to a security type where the NAIC has determined that the security type is not eligible to be
reported on Schedule D or the it is not appropriate for NRSRO credit ratings to be used to determine
the regulatory treatment of the security or asset, as specified in this Manual); and “Filing Exemption
Status of CLO, RMBS and CMBS” in Part Four (excluding CLO, RMBS and CMBS from the use of
credit ratings for NAIC regulatory processes).

FE SECURITIES

Filing Exemption

3. Bonds, within the scope of SSAP No. 26R and SSAP No. 43R (excluding CLO, RMBS
and CMBS subject to financial modeling) and Preferred Stock within scope of SSAP No.
32, that have been assigned an Eligible NAIC CRP Rating, as described in this Manual,
are exempt from filing with the SVO (FE securities) with the exception of Bonds and/or
Preferred Stock explicitly excluded below.

Specific Populations of Securities Not Eligible for Filing Exemption

4. The filing exemption procedure does not apply to:
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