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MEMORANDUM 

TO: Kevin Fry, Chair, Valuation of Securities (E) Task Force 
Members of the Valuation of Securities (E) Task Force  

FROM: Charles A. Therriault, Director, NAIC Securities Valuation Office (SVO) 
Marc Perlman, Investment Counsel, NAIC Securities Valuation Office (SVO) 

CC: Eric Kolchinsky, Director, NAIC Structured Securities Group (SSG) and Capital Markets Bureau 

RE: Proposed Amendment to the Purposes and Procedures Manual of the NAIC Investment Analysis Office (P&P 
Manual) with Updated Instructions for Non-conforming Credit Tennant Loan (CTL) Transactions that Relied 
Upon Credit Ratings   

DATE: April 30, 2020 

1. Summary – Early in 2019 the SVO became aware that certain insurance company filers were submitting
through the Filing Exempt (FE) process credit tenant loan (CTL) transactions that contained variants or deviations
from the Bond Lease Based and Credit Lease Based CTL legal and structural characteristics not otherwise
contemplated or defined in the P&P Manual (Non-conforming CTLs) and transactions which were subsequently
defined in the P&P Manuel as ground lease financing (GLF) transactions.  For example, several CTLs were submitted
to the SVO which contained balloon payments of greater than 5% without residual value insurance or another
acceptable mitigant.  In another instance, a security was submitted for which the Credit Rating Provider (CRP) analysis 
explained that its rating relied on the “dark value” of the property to cover payment of principal on the notes.  The
P&P Manual requires all CTL structures to be submitted to the SVO for review so it can determine if they reflect bond
characteristics and, if so, assign an NAIC Designation.  The SVO considered the GLF transactions to be distinct from
CTL transactions and their related guidance in the P&P Manual. The SVO studied GLF transactions in detail and
ultimately recommended new guidance for them to the Valuation of Securities (E) Task Force (the Task Force) which
was adopted on December 8, 2019.  Now we recommend addressing those Non-conforming CTL transactions that
have been submitted through the Filing Exempt (FE) process in reliance on CRP ratings instead of being submitted to
the SVO for review, and to prevent future incorrect filing procedures.  To effect such changes, the SVO proposes P&P
Manual amendments to the policy in Part One, “The Use of Credit Ratings of NRSROS In NAIC Processes,” and in
Part Three, “Credit Tenant Loans.”

2. Recommendation – The SVO staff recommends that the Task Force include additional guidance in the
policy on the “The Use of Credit Ratings of NRSROS In NAIC Processes” clarifying that there should be no
presumption of permanent eligibility to receive an NAIC Designation based upon an NAIC CRP rating. The policy
currently states, “The sole NAIC objective in obtaining and using publicly available credit ratings is to conserve
limited regulatory resources; e.g., the resources of the SVO.”  Additionally, the policy clarifies that in its use of CRP
ratings the NAIC is not, “endorsing the credit rating or analytical product of any CRP.”  Therefore, nothing about
the use of CRP ratings should be interpreted, as was seemingly the case with Non-conforming CTLs and certain
other investments, that the Task Force has approved the use of CRP ratings for the determination of NAIC
Designations or for any other purpose, other than conserving SVO staff resources.  The new policy guidance further
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affirms the Task Force’s role in making all decisions on the use of CRP ratings and provides additional guidance to 
insurance company filers on what to do if they are uncertain about the filing procedure for a particular security or 
class of securities.  

The SVO further recommends a “grandfathering” provision to permit an insurance company filer to file Non-
conforming CTLs, which it owned prior to January 1, 2020 and which have CRP ratings, with the SVO for assessment 
and to authorize the SVO to use its own judgement in assessing eligibility for an NAIC Designation and, if appropriate, 
to assign an NAIC Designation which need not correspond to the CRP rating. The SVO also recommends referring 
this memo and proposed amendment to the Statutory Accounting Principles (E) Working Group and requesting the 
Working Group affirm that they would consider these Non-conforming CTLs to have the characteristics of a bond if 
assigned an NAIC Designation by the SVO staff. 

3. Proposed Amendment – The following text in red shows the proposed revisions in Part One and Part Three.
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PART ONE

POLICIES OF THE NAIC  
VALUATION OF SECURITIES (E) TASK FORCE 



 Valuation of Securities (E) Task Force  

© 2020 National Association of Insurance Commissioners Page: 4  

THE USE OF CREDIT RATINGS OF NRSROS IN NAIC PROCESSES 

NOTE: See “Policies Applicable to the Filing Exemption (FE) Process” below; “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 of “Eligible NAIC CRP Credit Ratings” excludes 
the use of any credit rating assigned to a security type where the NAIC has determined that the security type 
is not eligible to be reported on Schedule D or that it is not appropriate for NRSRO credit ratings to be used to determine 
the regulatory treatment of the security or asset); and “Procedure Applicable to Filing Exempt (FE) Securities 
and Private Letter (PL) Rating Securities” in Part Three.  

Providing Credit Rating Services to the NAIC 

57. The NAIC uses credit ratings for a number of regulatory purposes, including, to administer
the filing exempt rule. Any rating organization that has been designated a Nationally
Recognized Statistical Rating Organization (NRSRO) by the U.S. Securities and Exchange
Commission (SEC) and which continues to be subject to federal regulation, may apply to
provide Credit Rating Services1 to the NAIC.

Policy and Legal Disclosure Pertaining to the NAIC Credit Rating Provider (CRP) List 

58. The NAIC uses publicly available credit ratings, when available, as one component of the
services it provides to state insurance regulators concerned with financial solvency
monitoring of insurance company investments.

59. In adopting or in implementing the procedure described in this section, the NAIC acts
solely as a private consumer of publicly available credit ratings. The sole NAIC objective
in obtaining and using publicly available credit ratings is to conserve limited regulatory
resources; e.g., the resources of the SVO. The VOS/TF has established the procedure
specified in this section solely to ensure that the NAIC can avail itself of publicly available
credit rating opinions.

60. The NAIC is not selecting, approving or certifying NRSROs or other rating organizations
or distinguishing among them for any public or policy purpose whatsoever. Nor is the
NAIC endorsing the credit rating or analytical product of any CRP or rating organization
or distinguishing between CRPs or rating organizations for any specific public purpose.
The NAIC disclaims any authority to regulate CRPs or rating organizations.

1 Credit Rating Services is defined as: (a) electronic data feed transmissions of credit ratings assigned by the NRSRO 
with their corresponding CUSIP number and other pertinent security specific information in English, updated as 
frequently as provided to other customers; (b) other analytical services or products, in English, provided to other 
customers; and (c) access to the NRSRO’s rating analysts by SVO staff. 
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No Waiver/Express Reservation of Authority 

61. Nothing in this section should be interpreted or construed as a waiver of the authority of
the VOS/TF, in its sole and absolute discretion, to modify or change, in any manner
whatsoever, the NAIC Policy on the Use of Credit Ratings of NRSROs, including but not
limited to:

 Directing the removal of one or more NRSROs from the NAIC Credit Rating
Provider List (subject only to the adjustment of any existing contractual
obligations);

 Directing the SVO to study any issue related to NRSRO operations in furtherance
of state insurance regulatory policy;

 eliminating the NAIC Credit Rating Provider List; or

 Directing any other action or activity the VOS/TF may deem to be useful or
necessary to the creation, maintenance or discharge of state-based regulatory
policy.

No Presumption of Permanent Eligibility Based Upon a NAIC CRP Rating 

62. Nothing in this Manual should be interpreted or construed as affirming that a security has
been explicitly approved by the VOS/TF as being permanently eligible to receive an NAIC
Designation solely because it was rated by an NAIC CRP.  Investment Securities that have
received NAIC Designations based on an Eligible NAIC CRP rating through the filing
exempt process could, upon direction from the VOS/TF, become subject to SVO or SSG
review or declared ineligible to be assigned an NAIC Designation.

63. Securities that meet the general legal and structural characteristics of any type of
Investment Security described in this Manual should be presumed to be governed by the
policies specific to that type of Investment Security, including Filing Exemption eligibility,
or lack thereof. It is incumbent upon the insurer to seek clarification from the SVO when
a classification or regulatory treatment of a security is in doubt.  Additionally, the insurer
or SVO Director may, together or independently, propose amendments to this Manual as
they deem appropriate to further clarify the classification or regulatory treatment of
Investment Securities identified in this Manual consistent with the Procedures to Amend
This Manual.

64. Insurers or other parties wishing to know the probable regulatory treatment and eligibility
of a security are encouraged to utilize the Regulatory Treatment Analysis Service –
Emerging Investment Vehicle process in this Manual to initiate such a regulatory review
and interpretation by the SVO or SSG.
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PART THREE

SVO PROCEDURES AND METHODOLOGY FOR PRODUCTION
OF NAIC DESIGNATIONS 
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CREDIT TENANT LOANS 

FILING INSTRUCTIONS 

NOTE: See “Policies Applicable to Specific Asset Classes” in Part One for policies governing this 
activity, as well as “Specific Populations of Securities Not Eligible for Filing Exemption” in 
“Procedure Applicable to Filing Exempt (FE) Securities and Private Letter (PL) Rating Securities” 
above. 

Non-conforming Transactions 

70. An insurer that acquired a CTL that contains a variant or deviation from the Bond Lease Based
and Credit Lease Based CTL legal and structural characteristics not otherwise contemplated
or defined herein (a “Non-conforming CTL”) prior to January 1, 2020, may file it with the
SVO.  Along with each Non-conforming CTL, the insurer shall submit for review an Audited
Financial Statement of the lessee, Credit Lease Based CTL Evaluation Form (including the
documents described in the Evaluation Form), a separate memorandum identifying and
describing the variants or deviations which make the investment a Non-conforming CTL and
all Eligible NAIC CRP Rating analyses of the transaction.  Subsequent filings shall require the
most recent Eligible NAIC CRP Rating analyses of the transaction, if available from the CRP,
and the Audited Financial Statement of the lessee. Upon review of the submission, the SVO
may assign an NAIC Designation if the risks posed by the Non-conforming CTL’s variants
are, in the opinion of the SVO, adequately mitigated and the Non-conforming CTL would be
consistent with an investment security that has characteristics of a bond.

The SVO has complete discretion to make the determination of whether the CTL has
characteristics of a bond  and the NAIC Designation, including rejecting the transaction as
not reflecting bond characteristics, r adjusting the NAIC Designation for the transaction
downward and away from the Eligible NAIC CRP Rating as the SVO deems analytically
appropriate, or requesting additional information the SVO deems necessary for its analysis. If
the Non-conforming CTL transaction does not maintain an Eligible NAIC CRP Rating for
subsequent filings, the SVO has complete discretion to determine if an NAIC Designation
can continue to be assigned. Non-conforming CTL transactions acquired by the insurer after
December 31, 2019, shall not be reported as a bond.

71. As directed by the No Presumption of Permanent Eligibility Based Upon a NAIC CRP Rating
section of this Manual, the VOS/TF considers securities that generally meet the legal and
structural characteristics of Bond Lease Based or Credit Lease Based CTLs, but which do not
meet all the specified characteristics, to be CTLs, and therefore not eligible for Filing
Exemption and otherwise ineligible for reporting as a bond on Schedule D, except as explained
in the paragraph above.
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