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Dear Mr. Therriault, Ms. Mears, and VOSTF members:  
 
We greatly appreciate the opportunity to comment on your proposal on structured equity and funds. We support 
your mission of promoting transparency and enhancing risk assessment for statutory solvency purposes. We 
believe that not all structures create statutory “capital arbitrage” nor are intended to do so. In fact, the intent of 
many of these vehicles is to create a more operationally efficient way for insurers to access certain asset classes, 
with the added goal of doing so in a manner that results in similar capital treatment to that of the underlying 
assets. One unintended consequence in our view is that lack of these structures could make smaller insurers 
less competitive, as they are forced to hold assets directly on balance sheet via separate accounts. Most times 
only larger insurers have the scale and operational infrastructure required to do so. The rationale is akin to 
insurers investing in ETFs, and the NAIC’s ETF designation accomplished a sensible positive change for smaller 
insurers.   

We recognize that insurers can submit funds for SVO designations, but unfortunately those designations only 
provide RBC relief for life insurers. Although not the focus of this comment letter, we believe that lack of fund 
RBC benefit for non-life insurers has a knock-on impact on the utility and value of feeder notes. An adjacent issue 
is Schedule BA limits. Once again, we find smaller insurers are at a competitive disadvantage for investing in 
fixed income assets, i.e., they are filed on Schedule D Part 1 as bonds if held directly, but they must be filed on 
Schedule BA if held in a fund format. And these structures can help close that disadvantage somewhat, though 
usually not entirely.          

We fully agree with the NAIC’s focus on substance over form and that capital charges should reflect the underlying 
risk exposure. This should mean focusing truly on the substance of the investment, and if there is a fund vehicle 
in the structure, the assets within that fund. A fund is merely a wrapper and is not indicative of the investment 
risk taken, a conclusion the NAIC similarly reached on ETFs. We recognize that there could be abuses of feeder 
notes and related structures, whether to accomplish capital arbitrage or to wrap assets that would otherwise be 
non-admitted. We believe these cases are the minority, and therefore it would be more sensible to create a 
framework that captures likely abuses, as opposed to making thousands of securities no longer Filing Exempt 
(FE). The latter seems like an extreme action that would be impractical and difficult to implement. It seems 
unreasonable and unpractical to ask the NAIC to re-assess the designation of thousands of securities, especially 
considering the resources required. In addition, the NAIC would likely need to establish a variety of new 
methodologies and detailed public disclosures, whereas existing NRSROs have invested heavily in people and 
methodologies to analyze private and structured assets properly.  A much better solution, in our view, would be 
to create a practical framework that could help root out abuses.  We would recommend utilizing the set of red 
flags already developed by the SVO and SSG back in 2019, specifically: 

1. Rating from a single rating agency 

2. Private letter rating 

3. Assets backing the security were primarily owned by insurer or affiliates before that transaction and reported 
differently 

4. Assets backing the security may not generate bond cash flows (i.e., contractual requirements to pay periodic 
principal and interests) or they are equity securities 

5. The insurer or affiliated group are the sole investors in security 
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6. The affiliate of company is underwriter or sponsor of the security 

 
A practical approach might be by utilizing the above red flags, one can create a framework to better bucket the 
respective investments and take appropriate actions. The mechanism could be simply based on the number of 
red flags, a combination of the flags, or a more quantitative scoring system. Tripping a single flag on its own may 
not necessarily be problematic, but some combinations thereof may warrant review by the SVO. We would like to 
work with the industry and the respective working groups to align on what falls into each respective bucket and 
subsequent actions to be taken if any. The bucketing framework could be along the lines of: 
• Unlikely abuse: security remains FE eligible and maps to the CRP rating  

• Potential abuse: security requires SVO validation to utilize the CRP rating for FE purposes. This may mean 
a quick review by the SVO, e.g., if they are rated debt securities, applying the WARF methodology to 
validate the reasonableness of the CRP rating    

• Likely abuse: security must be submitted to the SVO for a full review, and the SVO may adjust the NAIC 
designation, statutory filing schedule, or status as admitted/non-admitted  

Another critical aspect of all this is transparency. The NAIC and state regulators have made it clear how important 
it is for insurers to provide greater transparency about their investments, and likewise we believe the industry 
deserves transparency from the NAIC on these potential regulatory changes. Most notably, these processes and 
any potential changes to investment RBC must be clear, with much greater detail on how the SVO and SSG would 
capture potential abuses and potential RBC or accounting adjustments. If changes were to be made as reflected 
currently in the structured equity and funds proposal, we fear it creates an unreasonable and challenging 
dynamic for insurers, since they may be forced to make investment decisions with considerable uncertainty 
around statutory capital. We hope you would agree that a more practical solution that could mitigate that 
uncertainty yet also remove abuses is one that best meets the needs of both the industry and regulators.   
 
Sincerely yours,  
PineBridge Insurance Solutions and Strategies 
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Global Disclosure Statement 

PineBridge Investments is a group of international companies that provides investment advice and markets asset management products and 
services to clients around the world. PineBridge Investments is a registered trademark proprietary to PineBridge Investments IP Holding 
Company Limited. 
Readership: This document is intended solely for the addressee(s) and may not be redistributed without the prior permission of PineBridge 
Investments. Its content may be confidential, proprietary, and/or trade secret information. PineBridge Investments and its subsidiaries are not 
responsible for any unlawful distribution of this document to any third parties, in whole or in part. 
Opinions: Any opinions expressed in this document represent the views of the manager, are valid only as of the date indicated, and are subject 
to change without notice. There can be no guarantee that any of the opinions expressed in this document or any underlying position will be 
maintained at the time of this presentation or thereafter. We are not soliciting or recommending any action based on this material. 
Risk Warning: All investments involve risk, including possible loss of principal. If applicable, the offering document should be read for further 
details including the risk factors. Our investment management services relate to a variety of investments, each of which can fluctuate in value. 
The investment risks vary between different types of instruments. In making an investment decision, prospective investors must rely on their 
own examination of the merits and risks involved. 
Performance Notes: Past performance is not indicative of future results. There can be no assurance that any investment objective will be met. 
No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment. PineBridge 
Investments often uses benchmarks for the purpose of comparison of results. Benchmarks are used for illustrative purposes only, and any such 
references should not be understood to mean there would necessarily be a correlation between investment returns of any investment and any 
benchmark. Any referenced benchmark does not reflect fees and expenses associated with the active management of an investment. PineBridge 
Investments may, from time to time, show the efficacy of its strategies or communicate general industry views via modeling. Such methods are 
intended to show only an expected range of possible investment outcomes, and should not be viewed as a guide to future performance. There 
is no assurance that any returns can be achieved, that the strategy will be successful or profitable for any investor, or that any industry views 
will come to pass. Actual investors may experience different results. 
Information is unaudited unless otherwise indicated, and any information from third-party sources is believed to be reliable, but PineBridge 
Investments cannot guarantee its accuracy or completeness. All information is sourced from PineBridge Investments unless otherwise noted. 
This document and the information contained herein does not constitute and is not intended to constitute an offer of securities or provision of 
financial advice and accordingly should not be construed as such.  
The securities and any other products or services referenced in this document may not be licensed in all jurisdictions, and unless otherwise 
indicated, no regulator or government authority has reviewed this document or the merits of the products and services referenced herein. This 
document and the information contained herein has been made available in accordance with the restrictions and/or limitations implemented 
by any applicable laws and regulations. This document is directed at and intended for institutional and qualified investors (as such term is 
defined in each jurisdiction in which the security is marketed). Before acting on any information in this document, prospective investors should 
inform themselves of and observe all applicable laws, rules and regulations of any relevant jurisdictions and obtain independent advice if 
required.  
Where applicable, the Manager may determine to terminate any arrangements made for marketing the Shares in one or more jurisdictions in 
accordance with the AIFM Directive and UCITS Directive respectively, as may be amended from time to time. Investors and potential investors 
can obtain a summary of investor rights and information on access to collective redress mechanisms at www.pinebridge.com/investorrights. 

Certain Country Disclosures:  
Australia: PineBridge Investments LLC is exempt from the requirement to hold an Australian financial services license under the Corporations 
Act 2001 (Cth) in respect of the financial services it provides to wholesale clients, and is not licensed to provide financial services to individual 
investors or retail clients. Nothing herein constitutes an offer or solicitation to anyone in or outside Australia where such offer or solicitation is 
not authorised or to whom it is unlawful. This information is not directed to any person to whom its publication or availability is restricted. 
Bermuda: PineBridge Investments Asia Limited is registered as a Class A Registered Person with the Bermuda Monetary Authority pursuant to 
the Investment Business Act 2003 (as amended). 
Hong Kong: The issuer of this document is PineBridge Investments Asia Limited, a company incorporated in Bermuda with limited liability, 
licensed and regulated by the Securities and Futures Commission (SFC). This document has not been reviewed  by the SFC. 
Malaysia: PineBridge Investments Malaysia Sdn Bhd is licensed and regulated by Securities Commission of Malaysia (SC).  This material is not 
reviewed or endorsed by the SC. 
Singapore: PineBridge Investments Singapore Limited is licensed and regulated by the Monetary Authority of Singapore (MAS). In Singapore, 
this material may not be suitable to a retail investor. This advertisement or publication has not been reviewed by the MAS. 
Taiwan: PineBridge Investments Management Taiwan Ltd. Is licensed and regulated by Securities and Futures Bureau of Taiwan (SFB). In Taiwan, 
this material may not be suitable to investors and is not reviewed or endorsed by the SFB. 

Last updated February 2024. For additional legal and regulatory disclosures including other cross border information, please refer to 
https://www.pinebridge.com/en/regulatory-disclosure. 
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