[image: ]

	
	
	



MEMORANDUM

To:  		Financial Condition (E) Committee

From:  		Investment Framework Drafting Group of the Financial Condition (E) Committee 

Date: 	June 6, 2025

Re:	Proposed Reorganization of the Valuation of Securities (E) Task Force


In accordance with the Investment Framework, the Investment Framework Drafting Group of the Financial Condition (E) Committee proposes to reorganize the Valuation of Securities (E) Task Force and form new subsidiary groups as follows:Invested Assets (E) Task Force
Valuation of Securities (E) Task Force
Credit Rating Provider (E) WG*
*New group

SVO and SSG (E) WG*
Investment Analysis (E) WG*





Proposed Revised Structural Change to the Task Force

The Drafting Group proposes renaming the Valuation of Securities (E) Task Force to the Invested Assets (E) Task Force. The Task Force would be a commissioner-level group, chaired and vice chaired by two commissioners, with each of the member commissioners supported by members of three working groups, consisting of deputy-level financial, actuarial, and investment regulatory expertise. The Task Force charges would be as follows:

· Oversee the work of the Investment Analysis (E) Working Group, the Securities Valuation Office and Structured Securities  (E) Working Group, and the Credit Rating Providers (E) Working Group.
· Provide a forum for education from various parties to regulators on investment products, their performance, and the financial risks for regulatory policy purposes, as well as how regulators may address such risks.
· Understand new or evolving investment products that may possess characteristics that pose unique risks to insurers and the industry and coordinate with different NAIC groups of the Financial Condition (E) Committee or other NAIC groups, if necessary, to develop, implement, or advise on investment-related solvency policy changes (e.g., accounting, risk-based capital [RBC], etc.) or procedures within their analysis and examination of insurers subject to such risks. 

Form an Investment Analysis (E) Working Group

The Drafting Group proposes forming an Investment Analysis (E) Working Group, intended to be the primary group under which modernized investment services for the U.S. system are achieved. The Working Group will be limited in size to no more than 13, favoring a smaller size if possible so that other groups under the Task Force are served by other existing members of the Task Force, and holding most if not all of its meetings in a regulator-to regulator setting similar to the Financial Analysis (E) Working Group. The Working Group charges would be as follows:

· Monitor the risks associated with all types of invested assets, including collateral loans, mortgage loans, real estate, and Schedule BA investments.
· Analyze the details of new or evolving investment products or new investment characteristics that could pose unique risks to insurers and provide recommendations to the Task Force on investment-related solvency policy changes to be made in conjunction with other NAIC groups of the Financial Condition (E) Committee.
· Analyze insurers and groups that hold new, evolving, or riskier investments and advise the state of domicile on applicable risks, either directly or through coordination with the Financial Analysis (E) Working Group or Valuation Analysis (E) Working Group.   Where applicable, utilize NAIC staff from the Securities Valuation Office and Structured Securities Group and Capital Markets Bureau to assist the Working Group with these deliverables. 
· Oversee a revised portfolio analysis product from NAIC staff, the CMB Research agenda, and analytical investment reports produced by NAIC for the public.
· Oversee the NAIC’s implementation of revised systems designed to improve the availability of various investment data points from existing NAIC databases while also identifying and providing NAIC staff who support this group with at least one investment software package that facilitates portfolio analysis and portfolio modeling.
· Monitor information technology and data resource needs to ensure data can be retrieved efficiently and effectively.
· Develop best practice examples of supervisory plans that monitor complex investments where the company and the regulator oversee company-designed risk dashboards on their riskier investment areas/or risk mitigation tracking.

Form a Securities Valuation Office and Structured Securities (E) Working Group

The Drafting Group proposes forming a Securities Valuation Office and Structured Securities (E) Working Group, intended to: 1) make recommendations to the Task Force regarding the scope of securities required to be filed with the Securities Valuation Office (SVO); 2) make recommendations regarding the scope of securities required to be modeled and/or filed with the Structured Securities Group (SSG) (e.g., collateralized loan obligations [CLOs], collateralized fund obligations [CFOs], mortgage-based securities [MBS]); 3) oversee private letter rating (PLR) submissions and review processes; and 4) monitor the technology and resources available to implement current and future initiatives efficiently and effectively. This Working Group would be similar to the current day Task Force and provide oversight, through periodic operational reports on categories of filings, Regulatory Treatment Analysis Service (RTAS) filings, designations, PLR statistics, etc. The Working Group charges would be as follows:

· Review and monitor the operations of the NAIC Securities Valuation Office (SVO) and the NAIC Structured Securities Group (SSG) to ensure they continue to reflect regulatory objectives.
· Maintain and revise the Purposes and Procedures Manual of the NAIC Investment Analysis Office (P&P Manual) to provide solutions for investment-related regulatory issues for existing or anticipated investments.
· Monitor changes in accounting and reporting requirements resulting from the continuing maintenance of the Accounting Practices and Procedures Manual (AP&P Manual), as well as financial statement blanks and instructions, to ensure that the P&P Manual reflects regulatory needs and objectives.
· Provide effective direction to the NAIC’s mortgage-backed securities modeling firms and consultants.
· Identify potential improvements to the credit filing and designation processes, including formats and electronic system enhancements.
· Coordinate with the Invested Assets (E) Task Force, Investment Analysis (E) Working Group, and other NAIC working groups and task forces to formulate recommendations and make referrals to other NAIC regulator groups to ascertain that the purpose and objective of guidance in the P&P Manual is reflective in the guidance of other groups and that the expertise of other NAIC regulatory groups and the objectives of their guidance is reflected in the P&P Manual.Implement additional and alternative ways to measure and report investment risk.
	
Form a Credit Rating Provider (E) Working Group

The Drafting Group proposes forming a Credit Rating Provider (E) Working Group, intended to implement the due diligence framework once developed and approved by regulators and the discretion policy adopted in 2024. This Working Group will be staffed by two new dedicated staff members who have credit rating, analytical or quantitative backgrounds, as needed, to implement and manage the CRP framework. The Working Group charges could be expanded after the due diligence framework is adopted; however, the Working Group would initially have the following charges,most of which previously existed for the Valuation of Securities (E) Task Force: 

· Identify potential improvements to the filing exempt (FE) process (i.e., using credit rating provider ratings to determine an NAIC designation) through ongoing implementation of the CRP due filigence framework to ensure greater consistency, uniformity, and appropriateness to achieve the NAIC’s financial solvency objectives.
· Implement policies resulting from the CRP due dilligence framework related to NAIC’s staff administration of rating agency ratings used in NAIC processes, including staff discretion over the applicability of their use in its administration of FE.
· Coordinate with the Securities Valuation Office and Structured Securities (E) Working Group on issues identified from the maintenance of the CRP due diligence framework. 

As many of the functions split between working groups were previously under one task force, there may be some need to re-evaluate charges and appropriate ownership after implementation. We suggest that the Invested Assets (E) Task Force solicit feedback from the working groups, interested regulators, and interested parties after one year of implementation and report the results of that feedback and any applicable recommendations to the Financial Condition (E) Committee to assess whether adjustments are needed.

If you have any questions regarding this memorandum, please contact  NAIC staff (Dan Daveline at ddaveline@naic.org) for further clarification. 
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