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PART ONE  
POLICIES OF THE NAIC  VALUATION OF SECURITIES (E) TASK FORCE 
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POLICIES PERTAINING TO SVO AND SSG OPERATIONS 

… 

NAIC Designations Do Not Communicate Statutory Accounting or Reporting 

32.The assessment of investment credit risk for an obligation or asset, as specified in the
P&P Manual, is a separate and distinct process from the determination of statutory
accounting or reporting under the AP&P Manual. The manner in which an NAIC
Designation is used within statutory accounting guidance is limited to that, if any,
specified in a Statement of Statutory Accounting Principles (SSAP) and cannot be
derived or implied by language in the P&P Manual. Obtaining an NAIC 
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FILING SECURITIES WITH THE SVO 

Filing Requirements 

53. Initial  – Insurers that file a security must provide the SVO with the information
necessary to evaluate the credit investment risk for the security.

54.Annual – Insurers that file a security are also required to provide the SVO with the
information necessary to evaluate the credit investment risk for the security on an annual
basis.

… 

APPLICATION OF THE FE PROCEDURE TO SPECIFIC POPULATIONS  

… 

85.NAIC Designation is Capped to Highest NAIC CRP Rating – The SVO shall not
assign an NAIC Designation for a security that has a credit rating assigned by an NAIC
CRP when the NAIC Designation would express an opinion of credit quality investment
risk higher than that 
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 Any security or financial instrument denominated with a term associated with fixed
income investments must contain a clearly stated obligation to pay a return and to
repay the amount of the principal repayment. Otherwise it is not rational or
possible to assign an NAIC Designation.

 Any security or financial instrument denominated as fixed income that does not
contain a legally binding obligation to pay shall not be assigned an NAIC
Designation and instead will be reported to the VOS/TF and the Chief Examiner
of the State of Domicile.

 Any security or financial instrument that is denominated as fixed income and that
contains a promise to pay that is otherwise conditional may be notched either
under this subparagraph to reflect other non-payment the investment risks posed
by the conditions or under the notching procedure for credit risk to reflect the
expected loss of that obligation in the issuer’s specific capital structure, depending
on which approach seems more appropriate to the SVO.

… 

56.Notching differentials are expected to be wider for NAIC 3, NAIC 4 and NAIC 5
issuers because the issuer’s credit or the issue’s investment risk is deemed to increase the
likelihood that the issuer will avail itself of contractually provided flexibility to not pay
or increase the likelihood of a loss as a result of the insurer’s participatory activity.

57.Deferral of dividends in a security denominated preferred stock is presumed to be
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 Basket – A composite of specific financial instruments that are determined by
agreement between two parties to be used as a statistical benchmark.

 Cash Component – The instrument, or portfolio of instruments, owned by the
insurance company that is identified by the insurer as the cash instrument
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THE REGULATORY TREATMENT ANALYSIS SERVICE – EMERGING INVESTMENT VEHICLE

… 

Definition of Probable Regulatory Treatment 

97.For purposes of this section, probable regulatory treatment means the professional
opinion of the SVO as to the credit quality investment risk designation; and/or asset
classification for statutory reporting purposes; and/or the valuation that would be
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SVO ORGANIZATION  

… 

SVO Administrative Symbols 

153. SVO administrative symbols convey information about a security or an administrative
procedure instead of an opinion of credit quality investment risk. The administrative
symbols in use by the SVO and their meanings are described below.
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APPEALS OF SVO DETERMINATIONS

APPEALS OF SVO ANALYTICAL DECISIONS 

… 

Procedure for Filing an Appeal  
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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 

… 

210. The SVO monitors improvement or deterioration of investment risk credit quality for
Schedule BA assets entered into the VOS Process. On at least an annual basis, the SVO
reviews the investment risk credit quality and value of the Schedule BA assets in the
VOS Process.
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PART THREE  
SVO PROCEDURES AND METHODOLOGY FOR PRODUCTION

OF NAIC  DESIGNATIONS  

… 

FE SECURITIE S

… 

Specific Populations of Securities Not Eligible for Filing Exemption 

4. The filing exemption procedure does not apply to:

… 

 SCA and Related Party Bond and Preferred Stock Investments – SCA and
related party bond and preferred stock investments are comprised of two types of
transactions: (1) SCA and related party bond and SCA and related party preferred
stock investments (each, as defined in this Part) that have direct or indirect credit
investment risk exposure to the SCA or related party, whether as issuer or
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 Principal Protected Securities (PPS) - Transactions meeting the criteria of a
PPS as specified in this Manual may possess Other Non-Payment Risks investment
risks not reflected in the otherwise Eligible CRP Rating and must be submitted to
the SVO for review. under its Subscript S authority.
(NOTE : This change is effective as of Jan. 1, 2021. PPS acquired prior to Jan. 1, 2021 must
be filed with the SVO by Jul. 1, 2021.)

… 

LIMITATIONS ON USE OF NAIC  CRP RATINGS 

NAIC Designation is Capped to Highest NAIC CRP Rating 

26.The SVO shall not assign an NAIC Designation for a rated security that reflects an
opinion of investment risk credit quality greater than that indicated by the rating assigned
by an NAIC CRP, except as provided below, and except that the SVO may assign the
NAIC Designation it deems appropriate to:

 Municipal bonds.

 Military housing bonds or securities.

… 
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GENERAL CORPORATE AND MUNICIPAL METHODOLOGY  FOR INDEPENDENT CREDIT
QUALITY  INVESTMENT RISK ASSESSMENT 

… 

VALUATION AND CREDIT INVESTMENT RISK ASSESSMENT OF DEFAULTED SECURITIES

AND  ANALYTICAL  CONVENTION S 

General Instructions 

71. Issuers of defaulted securities often emerge from reorganization or private restructuring
and their pre-
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SUBSIDIARY, CONTROLLED AND AFFILI ATED (SCA) AND RELATED PARTY BOND  OR
PREFERRED STOCK INVESTMENTS  

… 

256. Bonds – 









http://www.naic.org/documents/svo_rtas_app.pdf
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MUNICIPAL B
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PRINCIPAL PROTECTED SECURITIES

Definition  

325. Principal Protected Securities (PPSs) typically have both a principal protected
component and a performance component whose payments originate from, or are
determined by, non-fixed income like sources and, therefore, pose the risk of non-fixed
income like cashflows. PPS do not include the exclusions listed below in this section.

326. The following transaction examples are included for demonstrative purposes only, to
highlight the intent behind the principle-based PPS definition and the core regulatory
concern (that there are investment risks Other Non-payments Risks associated with
PPSs beyond the contractually promised payments that may not be reflected in a CRP
rating) but are not intended to encompass all possible PPS variants. Each of these
examples meets the definition of a PPS.  Any design that circumvents the definition, and
related examples, through technical means but which in substance achieves the same
ends or poses the same risk, shall be deemed a PPS.

… 

Filing Requirements 

333. Investments in PPSs must be submitted to the SVO for review because they may
possess Other Non-Payment Risks investment risks not otherwise reflected in the
Eligible CRP Rating. that the SVO must assess under its Subscript S authority. If the
SVO determines in its judgement that there are not any no investment risks which are
not 


