10

11

12

13

14

15

16

17

18

STATE OF ARIZONA
FILED

0CT 2 7 2000
STATE OF ARIZONA

DEPT. o :5"ummcs
DEPARTMENT OF INSURANCE ' ——

In the Matter of:
. Docket No. 00A-123-INS
INVESTMENT GRADE RATINGS FOR AND
ELIGIBILITY OF INVESTMENTS IN
OBLIGATIONS AND PREFERRED STOCK

UNDER A.R.S. §§20-544 and 20-545.

ORDER

A hearing was held in the above referenced matter on September 18, 2000. The Director called
this hearing pursuant to A.R.S. §§20-544 and 20-545 which provide that the Director may issue an order
after a hearing in which appropriate investment grade ratings and recognized rating agencies are
prescribed for purposes of permitting insurers to invest in: (i) bonds, debentures, notes, commercial
paper and other evidences of indebtedness issued, assumed or guaranteed by any solvent institution
created or existing under the laws of the United States or any state, district or territory of the United
States, which are not in default as to principal or interest; and (ii) preferred, guaranteed or preference
stocks or shares of any solvent institution created or existing under the laws of the United States or of
any state, district or territory of the United States (h einafter referred to as “corporate obligations™ und
“preferred stock” respectively). The Director is authorized to prescribe standards by which corporate
obligations or preferred stocks which have not rec~i»>d an investment grade rating may be eligi.. for
investments.

The purpose of the September 18, 2000, hearing was to determine whether certain amendments
should be made to the Order previously entered on November 17, 1988 (the “1988 Order™). The
amendments considered at the hearing included, but were not limited to, those set forth in Exhibit A to

the Notice of Hearing issued in this matter on August 11, 2000.
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Based on the evidence presented at the hearing, the Director finds that there is a need to
supersede the 1988 Order with an order clarifying the classes of investments to which the 1988 Order
applies, modifying certain concentration limits contained in the 1988 Order and recognizing certain class
ratins.gs by the Securities Valuation Office of the National Association of Insurance Commissioners (the
“SVO”) as an acceptable investment grade rating for purposes of investments, including private
placement investments, not rated by one of the recognized rating agencies referenced in the 1988 Order.

IT IS THEREFORE ORDERED:

1. The Order of the Department entered in this matter on November 17, 1988, is superseded
and amended by this Order. This Order is issued to set forth the corporate obligations and preferred
stocks (“the securities™) eligible for investment pursuant to A.R.S. §§20-544 and 20-545.

2. The National Association of Insurance Commissioner’s Securities Valuation Office
(“SVO™) and Nationally Recognized Statistical Rating Organizations (“NRSRO") designated by the
SVO are hereby recognized as rating agencies for the purposes of A.R.S. §§20-544 and 20-545.

3; An insurer may invest in corporate obligations and preferred stocks eligible for
investment pursuant to A.R.S. §§20-544 and 20-545 provided that:

(a) the SVO has assigned the security an investment grade rating of 1 or 2; or

(b) if the security has not received an SVO investment grade rating as set forth in
subsection (), the security has received an SVO equivalent rating as published by the
SVO at the time of the investment from a designated NRSRO.

4, An insurer may invest in corporate obligations and preferred stock that are otherwise
eligible for investment pursuant to A.R.S. §§20-544 and 20-545 and have not received investment grade

ratings as set forth in Paragraph 3, provided that:

ra
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(a)  no more than twenty (20%) of an insurer’s admitted assets or two hundred percent
(200%) of an insurer’s capital and surplus, whichever is greater, is invested in
such lower grade and unrated securities;

(b)  no more than five percent (5%) of the amount that may be invested in lower grade
or unrated securities, as set forth in subparagraph (a), may be inyested in any one
institution; and

(c) no more than twenty-five percent (25%) of the amount that may be invested in
such lower grade or unrated securities, as set forth in subparagraph (a) may be
invested in institutions from any one industry.

5. Each insurer shall possess and maintain adequate documentation to establish the
eligibility of lower grade or unrated securities pursuant to Paragraph 4 above.

6. “Corporate obligation” shall include structured securities and other evidences of
indebtedness as set forth in Schedule D, Part 1, or Schedule DA of an insurer’s Annual Statement, in
accordance with the instructions and accounting practices and procedures that are approved by the
NAIC.

T “Industry” means a distinct and recognized area of economic activity that consists of the
production, manufacture or distribution of common goods, products. commodities or services.

8. All references herein based upon the amount of an insurer’s admitted assets or an
insurer’s capital and surplus shall relate to general account admitted assets or capital and surplus as
shown by the insurer’s annual statement as of December 31 last preceding the date of a proposed
investment.

9. Nothing contained herein shall be construed to permit the insurer to invest in any lower
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as that term is defined in A.R.S. §20-481, except to the extent such investments are permitted by the

provisions of A.R.S. §20-481.01.
' =

DATED this day of October, 2000

COPY of the foregoing mailed this
27th_day of October, 2000, to:

Steve Barclay

BARCLAY & GOERING, P.C.
1001 N. Central Ave., Suite 600
Phoenix, AZ 85004

Frederick C. Berry Jr.
FREDERICK C. BERRY, JR., P.C.
350 E. Virginia, #200

Phoenix, AZ 85004

Susan Cannata

MILLER, LaSOTA & PETERS, PLC
5225 N. Central, Suite 235

Phoenix, AZ 85012

John A. Greene

TIFFANY & BOSCO

1850 N. Central Ave., 5" FL
Phoenix, AZ 85004-4542

Nicholas C. Guttilla
GUTTILA & MURPHY, P.C.
4150 W. Northern Ave.
Phoenix, AZ 85051-5765

CHARLES R. COHEN, Director
Department of Insurance
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Thomas E. Haney
101 N. First Avenue, Suite 2460
Phoenix, AZ 85003-1918

Gregory Y. Harris
LEWIS & ROCA
40 N. Central
Phoenix, AZ 85004

John L. Hay

GUST ROSENFELD, PLC

201 N. Central Ave., Suite 3300
Phoenix, AZ 85073-3300

Joseph M. Hennelley, Jr.
2264 E. Desert Cove Avenue
Phoenix, AZ 85028-2409

Donald G. Isaacson
RIDGE & ISAACSON, P.C.
3101 N. Central Ave., #1090
Phoenix, AZ 85012

J. Michael Low

S. David Childers

LOW & CHILDERS, P.C.

2999 North 44" Street, Suite 250
Phoenix, AZ 85018

Philip T. Paris
2929 N. 44™ Street, Suite 120
Phoenix, AZ 85018-7239

Arizona State Compensation Fund
3031 North Second Street
Phoenix, AZ 85012-3009

Jeff Johnston

Director of Financial Reporting and Analysis
NAIC

2301 McGee, Suite 800

Kansas City, MO 64108-2604
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Larry Goldman, Associate General Counsel
SunAmerica, Inc.

1 SunAmerica Center

Century City

Los Angeles, CA 90067-6022

Christopher L. Chandler, Vice President, Government Relations
The Prudential Insurance Company of America

1301 Pennsylvania Street, Suite 900

Denver, CO 80203

Kenneth L. Short, Jr.

Conseco Health Insurance Company
11815 North Pennsylvania Street
Carmel, IN 46032

Richard Daddario

MONY Life Insurance Company of America
1740 Broadway, MD 11-26

New York, NY 10019-4386

Richard Lawson

Old Reliance Insurance Company
P.O. Box 13150

Phoenix, AZ 85002-3150

Mark A. Haydukovich

Oxford Life Insurance Company
2721 North Central Avenue
Phoenix, AZ 85004

Dick Van Treisen

Pacific Life & Annuity Company
P.O. Box 9000

700 Newport Center Drive
Newport Beach, CA 92660

Brandon LaSalle

American Family Insurance Group
P.O. Box 3328

Englewood, CO 80135
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Ken Scroggin

St. Paul Fire & Marine Insurance Co.
P.O. Box 39600

Phoenix, AZ 85069-9600

Sara M. Begley, Deputy Director

Steven P. Ferguson, Assistant Director
Nancy A. Howse, Chief Financial Examiner
Gary Torticill, Chief Financial Analyst
Arizona Department of Insurance

2910 North 44™ Street, Suite 210

Phoenix, AZ 85018

(Z’&);cé TN 7~

Curvey Wa.ltej:gBurton




