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=  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
risk exposure to the SCA or related party, whether as issuer or otherwise, which
are not filing exempt; and (2) SCA and related party investments that do not have
any direct or indirect credit risk exposure to the SCA or related party, whether as
issuer or otherwise, which are filing exempt. Transactions under (1) are
transactions between insurance company SCAs (as defined in SSAP No. 97—
Investments in Subsidiary, Controlled and Affiliated Entities) or other related parties (as
defined in SSAP No. 25 — Affiliates and Other Related Parties) that are subject to
special regulatory considerations identified in SSAP No. 25- Affiliates and Other
Related Parties. This Manual specifies that such SCA and related party bond and
preferred stock investments are not eligible for filing exemption and can only be
assigned an NAIC Designation if the SVO has first concluded that the transaction
is like those the SVO typically assesses for credit risk. See the SCA and Related
Party section in this Part for further information about how the SVO determines
whether an SCA and Related Party investment will be assigned an NAIC
Designation and how a state insurance regulator can require an insurance company
to file an otherwise filing exempt structure containing an SCA or related party with
the SVO.

= Catastrophe-Linked Bonds — Catastrophe-Linked Bonds are deemed to be filing
exempt but only if the NAIC CRP has assigned a credit rating based on the type
of methodology specified in this Manual.

= Shares of Funds — This Manual provides for certain mutual funds, Bond Funds
and Exchange Traded Funds be submitted to the SVO for a determination that
they meet characteristics identified by the VOS/TF for more appropriate
regulatory treatment.

= Regulatory Transaction — The term Regulatory Transaction is broadly defined
in this Manual as a transaction engineered to address a regulatory concern one or
more insurers have or may have that should or must be submitted to a state
insurance department for approval and that has as a component a security or other
instrument which on a stand-alone version may be eligible for assignment of an
NAIC Designation by the SVO. The SVO is prohibited from assigning an NAIC
Designation to a Regulatory Transaction except in relation to a special assignment
conducted for a state insurance department under the Regulatory Transaction
procedure discussed in this Manual. Also, insurers are prohibited from claiming a

Regulatory Transaction as a filing exemption.
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® Credit Tenant Loan (CTL) — A CTL is a mortgage loan, in scope of SSAP No.
37, made primarily in reliance on the credit standing of a major tenant, structured
with an assignment of the rental payments to the lender with real property pledged
as collateral in the form of a first lien. This Manual identifies four categories of
CTLs as eligible for reporting on Schedule D conditioned on an SVO
determination that the transaction meets the criteria specified by the VOS/TF for
Schedule D treatment. A transaction that purports to be a Credit Tenant Loan,
including one that is assigned a credit rating by an NAIC CRP, is not eligible for
Schedule D reporting unless the SVO confirms that the transaction is eligible for
Schedule D reporting and assigns the transaction an NAIC Designation. A security
which resembles a CTL but is not in scope of SSAP No. 37 — Mortgage Loans,
can be filed with the SVO for an NAIC Designation and, if appropriate, the SVO
can apply the CTL, guidelines in this Part to its review.

= Replication (Synthetic Asset) Transactions (RSAT) — RSATSs structured in
accordance with any of the definitions of an Approved RSAT are presumed to be
an Approved RSAT but should be submitted to the SVO. RSATSs structured to
contain elements of risk other than those normally associated with the Defined
RSAT descriptions and transactions involving assets that would not normally
qualify for an NAIC Designation are not eligible for the Approved RSAT safe
harbor and must be submitted to the SVO.

® Mortgage Referenced Security — Part Four of this Manual defines a Mortgage
Referenced Security and provides that it is not eligible for filing exemption in this
Manual but is subject to assessment by SSG.

= Structured Notes — A Structured Note is in Scope of SSAP No. 86 — Derivatives.
The term Structured Note is described in SSAP No. 26R — Bonds. A security

meeting this description is explicitly excluded from being in scope of SSAP No.
26R.
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®= Ground Lease Financing Transactions — A Ground Lease Financing (GLF)
transaction typically has two components: (a) a ground lease for a long period
(e.g., 99 years) between a ground lessor who owns the land and a ground lessee
who attains a leasehold for the purpose of developing the land; and (b) the
subleasing of space or operation of a business such as a hotel, warehouse,
intermodal facility, etc., in an existing or to-be-constructed building to one or more
tenants (space tenants) under shorter (e.g., 5—15 year) leases (space leases) or to
the operator of a business such as a hotel, warehouse, intermodal facility, etc.,
under a franchise agreement or other arrangement. GLF transactions, in scope of
SSAP No. 37 — Mortgage Loans, are not eligible for filing exemption. The GLF
section in this Part provides further guidance on how the SVO analyzes GLF
transactions for purposes of determining Schedule D eligibility and whether the
SVO can assign an NAIC Designation. A security which resembles a GLF
transaction but is not in scope of SSAP No. 37 — Mortgage Loans, can be filed
with the SVO for an NAIC Designation and, if appropriate, the SVO can apply
the GLF guidelines in this Part to its review.

= Principal Protected Securities (PPS) - Transactions meeting the criteria of a
PPS as specified in this Manual may possess Other Non-Payment Risks 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 nust
be filed with the SO by Jul. 1, 2021.)

= Residual tranches or interests - As defined in SSAP 43R — Loan Backed and
Structured Securities, residual tranches or interests shall be reported on Schedule BA
- Other Long-Term Invested Assets, without an NAIC Designation and are
therefore not eligible for filing exemption.

5. Any Bond or Preferred Stock that at one time was assigned an Eligible NAIC CRP Credit
Rating by an NAIC CRP but is no longer rated must be filed with the SVO within 120 days
of the loss of the credit rating, as if the security had never been filing exempt.

Identification of FE Securities

6. The SVO identifies FE securities as part of its quarterly compilation of the SVO List of
Securities. SVO staff then applies the procedures discussed below to the FE securities it
has identified in the compilation process to produce the most accurate NAIC Designation
equivalent. Per instructions of the VOS/TF, the SVO publishes the NAIC Designations
it produces in AVS+. AVS+ contains the official NAIC Designations for any given
security. Insurers use the information in AVS+ to identify and report the SVO assigned
NAIC Designation for FE securities they own to the domiciliary state in the NAIC
Financial Statement Blank.
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Direction and Procedure

7.

The SVO shall produce NAIC Designations for FE securities by applying the following
procedure in conjunction with the List of Credit Rating Providers and the Equivalent of
their Credit Ratings to NAIC Designations, shown below.

= A Bond or Preferred Stock that has been assigned an Eligible NAIC CRP Rating
will be assigned the equivalent NAIC Designation.

= If two Eligible NAIC CRP Ratings have been assigned, then the lowest credit
rating will be used to assign the equivalent NAIC Designation.

® In case of a Bond or Preferred Stock that has been assigned three or more Eligible
NAIC CRP Ratings, the Eligible NAIC CRP Ratings for the Bond or Preferred
Stock will be ordered according to their NAIC equivalents and the credit rating
falling second lowest will be used to determine the equivalent NAIC Designation,
even if that rating is equal to that of the first lowest.

The SVO shall not in any manner whatsoever, show, display or disseminate the credit
ratings of NRSROs as part of the compilation or publication of the SVO List of Securities
in the AVS+ Product or in any other NAIC publication associated with the operations of
the VOS/TF.

PL SECURITIES

Effective Date of Verification Procedure for PL Securities

9.

10.

Effective January 1, 2022, for each PL security received by the SVO either through a copy
of a private rating letter or in a CRP credit rating feed (except for “deferred submission
PLR securities” and “waived submission PLR securities,” each as defined below),
insurance companies shall be responsible for providing the SVO a copy of the related
private rating letter rationale report from the applicable NAIC CRP until such time as
industry representative and the SVO shall have established reliable procedures for
obtaining the necessary information on credit ratings directly from the NAIC CRPs. For
deferred submission PLR securities the effective date for submission of the private rating
letter rationale report is January 1, 2024 and for waived submission PLR securities, the
private rating letter rationale report need not be submitted to the SVO so long as an
insurance company is prevented from doing so due to confidentiality or contractual

reasons.

Effective July 1, 2018, insurance companies shall be responsible for providing the SVO
copies of private rating letters for PL securities, where applicable, until such time as
industry representatives and the SVO shall have established reliable procedures for
obtaining the necessary information on credit ratings directly from the NAIC CRPs.
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11. For PL Securities issued prior to January 1, 2018, if an insurance company cannot provide
a copy of the rating letter to the SVO due to confidentiality concerns and the rating is not
included in a CRP credit rating feed (or other form of direct delivery from the NAIC
CRP), the insurer shall report such securities on such securities’ General Interrogatory to
be developed for this purpose (i.e., a PL GI security).

12. For (a) PL Securities issued from January 1, 2018 to December 31, 2021 subject to a
confidentiality agreement executed prior to January 1, 2022, which confidentiality
agreement remains in force, for which an insurance company cannot provide a copy of a
private rating letter rationale report to the SVO due to confidentiality or other contractual
reasons (“waived submission PLR securities”), the insurer may report such securities on
such securities’ General Interrogatory (i.e., a PLGI security), and (b) PL Securities issued
after January 1, 2022, for which an insurance company cannot provide a copy of a private
rating letter rationale report to the SVO due to confidentiality or other contractual reasons
(“deferred submission PLR securities”) the insurer may report such securities on such
securities’ General Interrogatory (i.e., a PLGI security) until and including December 31,
2023, after which time, if the insurance company still cannot provide a copy of a private
rating letter rationale report for whatever reason, the securities can be reported with an
NAIC 5GI Designation and an NAIC Designation Category of NAIC 5.B GI in

accordance with the guidance specified below.

Definitions
13. For purposes of this section:

® The phrase “private rating letter” means a letter or report issued by an NAIC CRP
on its letterhead or its controlled website to an issuer or investor, obtained by an
insurer in its capacity as an investor in the issuance or by following the
confidentiality process established by the NAIC CRP.

® The phrase “privately rated security” means a security issued by an issuer wherein
the issuer has solicited a credit rating for the issuance from an NAIC CRP and the
NAIC CRP has agreed to issue a credit rating for the issuance to be communicated
to the issuer and a specified group of investors only and not publicly released via
the NAIC CRP’s public data feed or website. The privately rated security is the
subject of the private rating letter and is referred to herein as a private letter (PL)
security.
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= The phrase “private rating letter rationale report” means an analytical review of
the privately rated security explaining the transaction structure, methodology relied
upon, and, as appropriate, analysis of the credit, legal and operational risks and
mitigants supporting the assigned NAIC CRP rating, in a report issued by an
NAIC CRP on its letterthead or its controlled website to an issuer ot investor,
obtained by an insurer in its capacity as an investor in the issuance or by following
the confidentiality process established by the NAIC CRP. A private rating letter
rationale report should mirror the work product that a CRP would produce for a
similar publicly rated security.

Conditions to Filing Exemption for PL Securities Issued on or After January 1, 2018

14. PL securities are exempt from filing with the SVO for assignment of an analytically

15.

16.

determined NAIC Designation if the security has been assigned an Eligible NAIC CRP
Credit Rating, the insurer verifies the rated status of the PL security to the SVO, the
insurer or NAIC CRP provides the SVO with the private rating letter rationale report
(except for delayed submission PLR securities and waived submission PLR securities), and
the SVO deems the privately rated security eligible to receive an NAIC Designation with
NAIC CRP Credit Rating.

If the PL security is not rated by an NAIC CRP; or a credit rating is assigned that is not
an Eligible NAIC CRP Credit Rating; or if the insurer cannot provide the SVO a private
rating letter verifying that the assigned credit rating is an Eligible NAIC CRP Credit Rating;
or the NAIC CRP cannot provide the Eligible NAIC CRP Credit Rating on the PL
security to the NAIC through an electronic data feed approved by the SVO and that
specifically identifies the PL securities rated by that NAIC CRP; or the insurer or NAIC
CRP cannot provide the private rating letter rationale report (except for delayed
submission PLR securities and waived submission PLR securities); or the SVO deems the
privately rated security ineligible to receive an NAIC Designation with a NAIC CRP Credit
Rating, the PL security is not filing exempt.

An insurer that owns a PL security that is not filing exempt shall either: (a) file the security
with the necessary documentation with the SVO for an analytically determined NAIC
Designation; or (b) self-assign an NAIC 5GI and an NAIC Designation Category of
NAIC 5.B GI to the security and report using the Interrogatory procedure; in either case
within 120 days of purchase.
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Conditions to Filing Exemption for PL Securities Issued Prior to January 1, 2018

17. PL securities issued prior to January 1, 2018 are exempt from filing with the SVO for
assighment of an analytically determined NAIC Designation if the security has been
assigned an Eligible NAIC CRP Credit Rating. If the PL security CRP rating is not
included in the applicable CRP credit rating feed (or other form of direct delivery from
the CRP) or the insurer cannot submit the private letter rating to the SVO because of
confidentiality provisions, the security shall be designated PLGI. Insurers shall report on
all such securities in a General Interrogatory with an attestation that all such securities have
an Eligible CRP Credit Rating and are reflected in the financial statements and risk-based
capital calculation commensurate with that rating

Procedutre

18. The NAIC shall create systems and develop and staff administrative and operational
procedures to be administered by the SVO to identify insurer-owned PL securities; verify
whether or not the assigned credit rating is an Eligible NAIC CRP Credit Rating, review
the private rating letter rationale report, and either translate that credit rating into its
equivalent NAIC Designation and input the NAIC Designation for the security into the
appropriate NAIC systems or notify the insurer that the security is not eligible for filing
exemption.

SVO to Administer Verification Procedures

19. It shall be the responsibility of the NAIC to create and maintain for the SVO, electronic
facilities to accept: (a) electronic data-feeds provided by NAIC CRPs containing and
specifically identifying the PL securities rated by that NAIC CRP, the credit rating assigned
to the PL securities and the supportive private rating letter rationale report; or (b) PDF
files of private rating letters provided by insurers to the SVO containing the NAIC CRP
credit rating for the PL security and a copy of the supporting private rating letter rationale
report.

The PL Process

20. It shall be the responsibility of the SVO to identify PL securities in the AVS+ system for
insurance companies to use when reporting PL securities to the NAIC as part of the
NAIC’s Financial Statement Blank reporting process. The SVO identifies PL securities
when it conducts the quarterly compilation of the SVO List of Securities.

Producing NAIC Designations for PL Securities

21. The SVO shall produce NAIC Designations for securities subject to private letter ratings
as follows:
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= The insurance company shall file a copy of the private rating letter with the SVO
if not included in the applicable NAIC CRP Rating feed(s) (or other form of direct
delivery from the CRP) noted above in Conditions to Filing Exemption for PL
Securities and the supporting private rating letter rationale report, if the SVO has
not received it directly from the CRP, within the initial filing deadline for newly
acquired securities or securities in transition (as explained in “SVO Analytical
Department Symbols” in Part Two of this Manual) and each calendar year
thereafter (so long as such rationale update would normally be produced by the
CRP for a comparable publicly rated security) along with any changes in PL
Securities rating. In instances where the PL security is included in the applicable
NAIC CRP Rating feed(s), the SVO shall follow the procedure for Filing Exempt
(FE) securities only after the SVO receives both the private rating letter and private
letter rationale report either directly or through a NAIC CRP Rating feed(s), and
the SVO deems the privately rated security eligible to receive an NAIC
Designation with an NAIC CRP Credit Rating.

* Ininstances where a private letter and private rating letter rationale report is filed,
the SVO shall evaluate the private letter and private rating letter rationale report
to determine whether the security has been assigned an Eligible NAIC CRP Rating
and if the privately rated security is eligible to receive an NAIC Designation with
a NAIC CRP Credit Rating. Similar to public securities where a rating is received
directly from the CRP via electronic feeds, there is a similar assumption for the PL
security, that the rating meets the definition of an Eligible NAIC CRP Rating as
a normal part of the CRP rating process, absent evidence to the contrary in the
rating letter or private rating letter rationale report (e.g., evidence that the rating
applies only to principal or interest, in a deviation from the normal CRP rating
process).

= If the SVO verifies that the security has been assigned an Eligible NAIC CRP
Rating and if the SVO deems the privately rated security eligible to receive an
NAIC Designation with a NAIC CRP Credit Rating, it assigns an NAIC
Designation in accordance with the policy and procedure specified in this Manual.
The assumption in the application of this step of the procedure is that PL
securities are typically assigned a credit rating by only one NAIC CRP. However,
if this assumption is inaccurate for any PL security, the SVO applies the same
procedure specified for FE securities.

22. If the SVO verifies that the security:

= Has been assigned a credit rating but that the credit rating is not an Eligible NAIC
CRP Credit Rating; or

® Has not been rated by an NAIC CRP; or
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= Is no longer subject to a private letter rating; or

= Isatype of security that is ineligible to receive an NAIC Designation with a NAIC
CRP Credit Rating.

The SVO shall notify the insurer that the security is not eligible for filing exemption.
The insurance company shall then either file that security and necessary
documentation with the SVO for an independent credit assessment or assign an

NAIC 5GI Designation and an NAIC Designation Category of NAIC 5.B GI to the
security in the related Interrogatory.

If the SVO deems a security ineligible to receive an NAIC Designation per the
instructions in this Manual because (a) the security is ineligible for Filing Exception
according to “Specific Populations of Securities Not Eligible for Filing Exemption™ in
this Part or (b) the security is of a type outside the scope of S§AP No. 26R - Bonds,
SSAP No. 32- Preferred Stock, or SSAP No. 43R — Loan Backed and Structured Securities
then, for such a security, the SVO will provide a brief explanation in VISION,
accessible to all VISION account holders, of why the security will not be provided an
NAIC Designation.

23. An NAIC 5GI Designation and an NAIC Designation Category of NAIC 5.B GI may
also be used in connection with the designation of PL securities rated by an NAIC CRP
(i.e., for private letter ratings issued on or after January 1, 2018) when the documentation
is not available for the SVO to assign an NAIC Designation. For purposes of this section,
the documentation is not available for the SVO to assign an NAIC Designation if (a) the
NAIC CRP credit rating is not included in the applicable CRP credit rating feed (or other
form of direct delivery from the NAIC CRP) and the insurer is unable to provide a copy
of the private letter rating documentation necessary for the SVO to assign an NAIC
Designation, (b) for private letter ratings issued on or after January 1, 2022, an insurance
company does not provide a copy of a private rating letter rationale report to the SVO for
which there are no confidentiality or contractual limitations or (c) for deferred submission
PLR securities, if the insurance company does not submit the private rating letter rationale
report to the SVO on or after January 1, 2024.
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L1ST OF NAIC CREDIT RATING PROVIDERS

24. The CRPs that provide Credit Rating Services to the NAIC are:

Moody’s Investors Service, Inc. for credit ratings issued to financial institutions,
brokers, or dealers; insurance companies; corporate issuers; issuers of asset-backed
securities and issuers of government securities, municipal securities, or securities

issued by a foreign government.

S&P Global Ratings, for credit ratings issued to financial institutions, brokers, or
dealers; insurance companies; corporate issuers; issuers of asset-backed securities
and issuers of government securities, municipal securities, or securities issued by a
foreign government.

Fitch Ratings, Inc. — For credit ratings issued to financial institutions, brokers,
or dealers; insurance companies; corporate issuers; issuers of asset-backed
securities and issuers of government securities, municipal securities, or securities
issued by a foreign government.

A.M. Best Rating Services, Inc. (A.M. Best) — For credit ratings issued to

insurance companies; corporate issuers and issuers of asset-backed securities.

DBRS, Inc. (DBRS Morningstar) — For credit ratings issued to financial
institutions, brokers, or dealers; insurance companies; corporate issuers of asset-
backed securities and issuers of government securities, municipal securities, or
securities issued by a foreign government.

Kroll Bond Rating Agency, LLC. — For credit ratings issued to financial
institutions, brokers, or dealers; insurance companies; corporate issuers; issuers of
asset-backed securities and issuers of government securities, municipal securities,
or securities issued by a foreign government.

Egan-Jones Ratings Co. — For credit ratings issued to financial institutions,
brokers, or dealers; insurance companies and corporate issuers.

HR Ratings de Mexico, S.A. de C.V. — For credit ratings issued to financial
institutions, brokers, or dealers; corporate issuers and issuers of government
securities, municipal securities, or securities issued by a foreign government.

NOTE: The information shown above for each NRSRO was obtained from the SEC’s website:

www.secgov/ocr on February 2, 2021 and confirmed against each NRSRO’s annual
Form NRSRO certification.

NOTE: The Credit Rating Providers identified above include those of its affiliates that the
credit rating provider identified to the U.S. Securities and Exchange Commission (SEC) as

part of its Form NRSRO Application as a separate legal entity or a separately identifiable
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department or division of the credit rating provider that determines credit ratings that are
credit ratings of the credit rating provider and which the SEC treats as a credit rating issued
by the credit rating provider for purposes of Section 15E of the Exchange Act and the SEC’s

rules thereundetr.

CRP Credit Rating Equivalent to NAIC Designations and NAIC Designation Categories

25. Please note that the existence of a rating does not eliminate the requirement to file on SAR
on any insurer-owned security not currently listed in this Manual unless exempted from
tiling.

© 2023 National Association of Insurance Commissioners 124



Part Three

SVO Procedures and Methodology for

ignations

Production of NAIC Des

List of NAIC Credit Rating Providers

s3onpoad +SAV S, OIVN @Y} 03Ul pajerodioour Sa13IIN0ag JUSUIISIAU] JO ISTT OAS Y3 Jo uonyesnqng pue uonyerrduro) st jo jred se

sSuryer £)1INO3S WId}-31I0YS d)e[SURI) A[JUILIND JOU SI0P OAS 9Y,], ‘suonreusisoq DIVN 03 Uonje[suel], 10y 3[qiSid sSurey 3pai)d Jo IsI| I9)Sew e surejurews (wyy-oas/S1o-oreummm/ /:sdyjy) aSedqam
OAS 3Y], 'S9111IN03s WwId}-Suof 9qIIdsap 03 sdyD Aq pasn sjoquids Surjer anbiun +000‘Z I9A0 1€ ISV, "UOIILIUIWNOOP S,JyD Y3 UI PIQLIOSIP 31e YIIYym [oquids Surjer ayj) Jnoqe Uo[}ewWIofur
Teuonippe apraoid jey3 saxyyns pue saxyaid Jo suoneurquiod ‘Surpnjout ‘soqurds yo £)oLrea e asn sdAD ‘s[oquids Sumnrer (JAD) 19praord Suryey 3IPa1) ,oMAUIS, ay3 A[uo Jo SUnSH € SI STY], « ;930N

a 9 9
(mor) O 9 9
0 a 9 9
(usm) O aa 9 9
a a p (mo) DO aaa a 9 9
3 5 B 20 o) fo} ? 9 9
() a ¥H 00 00 £S) (4S1y) 0O 00 00 i) 9 9
) ) ) ) (o) s-P3d g - .
(D) -0 JH 000 000 900 5T 1) 000 000 €ee) o's o s
(9) 0 dH 000 000 290 mo.WM 000 000 zerd as a s
(uSty) g-pyd .
(D) +0 ¥H +000 +000 4990 isEis) 51 +000 +000 1880 V'S v S
(MO =]
(D) -g JH -g -a -q ¢ “ \maw ME -d - ed o' o v
(o) g IH q g q ﬁMm g g zd av a v
31 -
(D) +a ¥H +d +g +q E?Mfw M_E +g +g 19 \ a4 \4 14
(MO -
(o) -gg ¥H -ad -ag -aq A.A hﬁw%Mm—m -ad -gad ced o€ fo] €
(D) g ¥H ag ad qq m.mm_m ad ad zed ae a €
31 =
(D) +a9 IH +a4 +ad +qq ﬁa%%%mm +4agd +dg Ted vV'e v €
(MO -
(D) -gg4d JH -agad -ggad -qqq maam_mmwm -gdd -gga4g ceeq o'e o z
(D) gag IH add agad qqq .mm._MM adg add ceed ae a z
(usm)
ee "
(o) +d99 ¥H +gad +dad +9qq ¢-Pid “(uSty) ggg +ggd +gdd TeRg v'e v 4
(®) -v ¥H -V -V -e (mop) v -V -V £V o1 b} T
(D) v ¥H v v ® v v v 144 EQ a 1
(D) +v ¥H +V +V +e (yBy) v +v +v v at a T
() -vv ¥H VY vV -ve « %%? VY VY €ev at a T
(MO -
(D) vV IH vV Vv e ¢ =<w 124l vV vV cev el 8 o] T
(D) +VV ¥H +VV +VV +ee . Ew.ﬁwmﬁ +VV +VV rey at qa T
31 -
(D) VvV IH vVV Yvv eee & .ﬁ&m vVv ‘e1dyvy YVV ey v'I v T

‘AD *0) s3upey o011 *ou] ‘sad1AIag (reys3ururo| ‘oujg s3upey *ou] ‘991198 A303338) ISYIPOIN uorjeusisaqg
9P 'V'S ‘0dIX3IN sauop-ueSy ‘fouafy Suney Suney iseg "‘N'V syga) ‘sSuney yoIrg 18qOID d®S s103saau] s,Apoo]y uoneufisaq uoneusisaq OIVN
ap sSuney ¥H puog 11013 ouf ‘sydd JIVN JIVN

(,sen3unoag Suney (1d) 193397 23eAld pue SILINIAS (FJ) 3dwaxyg Surmrg 03 diqesrddy ainpasoid, ‘921y], Jed
pue ,‘sasse[) 3assy oyroads 03 srqesrddy sardrod uorydwaxy Sumg,
,‘S9SS9001d DIVN UI SOUSAN JO sSurjey 3paid Jo asn YL, ‘duQ ed ‘Airernonred {fenuey S1y) ur 3ouepins ay3 o3 juensing)
(x) szopraoig Suney 3PaId

125

© 2023 National Association of Insurance Commissioners



Part Three

SVO Procedures and Methodology for
Production of NAIC Designations

List of NAIC Credit Rating Providers

‘3onpoid +SAV S,0IVN 2Y3 0jur pajeiodioour SI1LIN0IE JUIWIISIAU] JO ISTT OAS 2Y3 JO uonedfqngd pue uoneriduro) sjt jo jred se

sSuner £31INd9s WI33-3I0YS dje[sueI} A[JUAIIND JoU SA0P OAS YL ‘suonjeulisag OIVN 03 uonejsuel], 10y o[qiSng sSuney 3IpaId Jo ISI[ I9)sew € surejurew (uryy-oas/3xo-oreu-mmm/ /:sdyjy) afedqom
OAS 94, "S31}1IN0as uI1a}-Juo] aqLIosap 03 sy Aq pasn sjoquifs Junyer anbrun +000‘Z 1940 are a1y ], "UOIILIUIWNIOP S,JAD Y3 UT PaQLIOSIP aIe YoIym [oquids Surjer ayj) jnoqe UOI}LULIOJUT
[euonippe apraoid jey3 saxyyns pue saxyaid Jo suoreUIqUIOd ‘Surpnjoul ‘sjoqurds Jo £3alieA e asn sgyD ‘s[foquids Suryel (dyD) I9praoid Sunyey 3pai) ,oHauas, ay3 AJuo yo Sunsy e SI SIYL « 930N

a a 9 9

a a PNV S a as 9 9
o's fe) S

) o) b= 0 o) dN qas =4 S
v's A S

o'b ) b

a a q a 8% a b
Vb v b

o€ o) €

[ -V RN qa€ a €

v'e v €

[5\% (moy) 2-4 € €V ed X4 ) z
C-aNv (erPPIW) g-a [:§4 a (4

(44 (2t (y3y) z-a [ [ zd v'e \4 [4
v (moq) T- o1 b)) 1
a1 a 1

v 31 -GNV (erpprun) 1-4 Td 1-V aT a T
1d at a 1

+1V +131 +1-gNV (Usy) T +1d +1-V o1 fo) T
a1 q 1

VI v 1

19ded [erosswwo) ssuney 3q2a 393a 19ded [erorowmwo) i3ded [erordwmo) ssuryey A10393e) IYIPOIN uoneussaqg
1aded [eloIswmwo) WIdJ, MOYS pue W[ JI0YS pue fediajuno)y uonjeusisaq uoneusisaq OIVN
pue wis-3oys JIaded [erorswmo) raded rerorommo) wid], 3I0Ys pue OIVN OIVN
1aded rerorswuro)

. ‘0D s3uney o011 ‘ou]J ‘sod1AIaS (reysBuruioy “ouy s3uney *ouJ ‘ed1aI19§
uné.m.ooﬁos wono?:aua .monou<w==mmu:ﬁumumom.sé mﬁm& du::um:our.— _aao_omaw m.-oum?:_m.%oos

ap s3uney ¥H puog [ory ou] ‘syda

(,senuInoag Suney (1d) 1933971 3jealld pue sanLINO3S (4 4) ydwaxy Sulrg 03 s[qednddy ainpasoid, ‘@31y], 3ied
pue  ‘sasse[) 3assy oygroadg o3 srqeonddy saronod, ,‘suondwaxy Sumig,
.S9s89001d DIVN UI SQUSAN Jo sSuney 3Ipai) jo asf 3y, ‘auQ yed ‘A[rernonsed {fenuey s1yj ur aouepms ayj o) yuensing)
(x) s1op1acag Suney Npa1d

126

© 2023 National Association of Insurance Commissioners



Part Three
SVO Procedures and Methodology for
List of NAIC Credit Rating Providers Production of NAIC Designations

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 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.

Split Ratings

27. For filing exempt securities, the NAIC Designation assigned will be the NAIC Designation
equivalent that results from the application of the filing exemption process. This rule will
also apply to replication transactions defined in and other instances where NAIC CRP
ratings are used by the SVO.

Unrated Transaction of Issuer with NAIC CRP-Rated Debt

28. When presented with an unrated security of an issuer that has another issue rated by an
NAIC CRP, the staff may consider the rated issue and its position in the capital structure
of the issuer to arrive at an NAIC Designation for the unrated security, provided that the
staff shall first consult with the rating agency and independently consider the terms of the
unrated security and its impact on payment risk.
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GENERAL CORPORATE AND MUNICIPAL METHODOLOGY FOR INDEPENDENT CREDIT
QUALITY ASSESSMENT

NOTE: See “Special Instructions” (discussing Short-Term Investments, Circular Transactions,
Mandatory Convertible Securities, Unrated Hybrid Securities and Sub-Paragraph D Companies) in
Part One for policies that impact assignment of NAIC Designations.

29. Corporate bonds defined as the Obligations® of domestic and foreign corporations, and
preferred stock shall be distinguished on the basis of the categories discussed below. The
creditworthiness of the issuer of any particular category of Obligation shall be assessed by
reference to the general, and any special, rating methodology discussed in this Part, unless
the context of the analysis requires a different approach.

30. Consistent with the SVO’s authority to use reasonable analytical discretion in its
assessments, the SVO may utilize methodologies or request additional documents and
information from insurance companies, if the SVO deems it appropriate and necessary to
conduct its analysis for any investment that it reviews.

Independent Assessment

31. If the security under consideration is unrated, or if an analyst has conducted an
independent analysis of the NAIC CRP-rated security, the analyst shall make an
independent assessment of the issuer, the security or both.

FINANCIAL ANALYSIS

Audited Financial Statement Required

32. As a first step in the independent assessment, the analyst shall conduct an independent
financial analysis of the issuer based on the financial information presented in the Audited
Financial Statement, as defined in this Manual, submitted by the insurance company..

2 Obligation means bonds, notes, debentures, certificates, including equipment trust certificates, production payments,
bank certificates of deposit, bankers’ acceptances, credit tenant loans, loans secured by financing net leases, bank loans
made by a financial institution (issued directly by a reporting entity or acquired through a participation, syndication ot
assignment (each, as defined in $$.4P No. 26R — Bonds)), and other evidences of indebtedness for the payment of money
(or a participation, certificates or other evidences of an interest in any of the foregoing), whether constituting general
obligations of the issuer or payable only out of certain revenues or certain funds pledged or otherwise dedicated for
payment.
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33. The SVO shall base its financial analysis on at least three years of historical audited
financial information and a minimum of one year of projected financial information
(if available) when the issuer has an operating history of three years or more.

34. The SVO may request and consider interim financial statements, if the SVO deems the
information necessary for its analysis or to maintain a previously assigned NAIC
Designation and NAIC Designation Category.

35. However, the SVO may assign an NAIC Designation based on less than three years of
financial information in circumstances where the issue’s operating history is less than three
years or because the issuer’s legal identity has been subsumed as a result of a merger into
a new entity or due to other documentable business circumstances.

36. Where three years of financial information is not available, the analyst shall review such
information as is available, and shall determine if the time period for which information is
available is sufficient to produce a professionally sound opinion.

Calculation of Ratios

37. Financial analysis shall culminate in the calculation of such financial ratios as the analyst
teels highlight appropriate aspects of the financial performance of the issuer that bear on
its ability to meet the obligation owed to the insurance company.

Parent-Subsidiary Situations

38. In the case of transactions involving a parent holding company with an Audited Financial
Statement and an issuing subsidiary without a separate Audited Financial Statement, the
SVO may use the financial statements of the parent holding company as if they were
prepared for the issuing subsidiary when the consolidating work papers relating to the
issuing subsidiary are provided or when the operations of the parent: (a) are limited solely
to owning the issuing subsidiary; and (b) the issuing subsidiary constitutes at least 97% of
the parent’s pre-tax income and assets on a consolidated basis
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Qualitative Analysis; Senior Unsecured Credit

39. Interpretation of the financial ratios obtained in the preceding section will be conducted
in the context of the particular facts of the issuer and its industry. Issuer and industry
analysis shall reflect issuer and industry response to competitive and general economic
developments, including industry and issuer growth trends, issuer market position,
competitive environment, pricing flexibility, issuet’s labor and supply sources, regulatory
considerations, quality of management, relevance of special accounting practices
applicable to the industry and any other factor that may bear on an assessment of the level
of risk associated with the issuer’s ability to meet its obligation to the reporting insurance
company. This review shall culminate in a preliminary determination of the issuer’s senior
unsecured credit quality.

Terms of the Security; Final Designation

40. Before determining a final NAIC Designation, the analyst shall consider: (a) the position
of the security in the issuer’s capital structure (the NAIC Designation may be scaled up or
down based on the security’s relationship to the issuer’s senior unsecured debt in the
capital structure); (b) the sufficiency of the legal documentation; and (c) the terms of the

security such as:
= Covenants;
= Structure;
= Collateral;
®  Third-party financial support, or other credit enhancements; and

= Any other credit-related factor specific to the security under review.

LEGAL ANALYSIS

Legal Review

41. The SVO shall review legal agreement(s) related to the transaction (e.g. prospectus,
indenture, loan agreement, note purchase agreement, guarantee or equivalent legal
documents) along with any amendments, waivers, compliance certifications and opinions
of counsel it deems necessary for its analysis.
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OTHER ANALYSIS

Other Information

42.

The SVO may review and consider any other public or private information (including
insurance company internal credit analysis memoranda) provided by the insurance
company or obtained through its own research, that it considers relevant or necessary to
analyze the transaction and consistent with its Use of Generally Accepted Techniques or
Methodologies.

CREDIT SUBSTITUTION

Filing Requirements

43.

44,

45.

Executed copy of the third party’s Credit Substitution Instrument (defined below)
covering all monies owed under the underlying obligation and having a tenor at least equal
to that of the underlying obligation.

If the provider of the Credit Substitution Instrument and the Issuer/Obligor has been
assigned a credit Rating by an NAIC CRP, the filer provides their most recent annual
financial statements. If the provider of the Credit Substitution Instrument and the
Issuer/Obligor has not been assigned a credit rating by an NAIC CRP, then the filer
follows the documentation requirements for an Initial Filing.

A legal opinion of counsel in the jurisdiction where the obligation would be enforced is
always desirable and may be required, depending on the complexity of the transaction,
discussing legal enforceability as described in the definitions of Credit Substitution

Instrument below.

Definitions

46.

The following terms have the meaning shown below:

= Credit Substitution Methodology — Refers to an analytical technique in which
an NAIC Designation is assigned to a security on the basis of the credit strength
of a third party with a high credit worth who has made an irrevocable,
unambiguous, unconditional and legally enforceable promise to pay the insurance
company lender on a full and timely basis the money due to the lender from a
named borrower (whether related or unrelated to such third party) of lower credit
worth or to purchase and perform the obligation itself; in either case in accordance
with underlying written agreements.
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= Credit Substitution Instruments — Refers to any one of a number of
instruments, known to be governed by ascertainable legal frameworks that define
the contractual, legal and other elements necessary to make a promise to pay the
debt of another enforceable in a given jurisdiction. Credit substitution instruments
include documentary letters of credit, guarantees, financial guaranty agreements,
financial guaranty insurance (as these terms are defined below) and may include
other instruments provided the legal framework that governs such instruments is
identified and legal enforceability of the promise to pay the debt of another can be
analyzed and incorporated into the credit assessment. Credit substitution
instruments do not include suretyships or comfort letters, as defined below.

®* Documentary Letter of Credit — An undertaking given by a third-party issuer
(typically a bank) to a beneficiary (i.e., the insurance company lender) at the request
or for the account of the applicant (the borrower) that requires the issuer to pay
the amount of the credit solely on presentation of a specified document that
complies strictly with the terms and conditions of the letter of credit (the
document) and that prohibits non-documentary terms and conditions to payment
such as the examination of questions of fact or of law pertaining to the underlying
contracts or the assertion of defenses to payment derived from such undetlying
contracts. Legal regimes that exclude non-documentary conditions to payment
include the Uniform Commercial Code (UCC), the Uniform Customs and
Practices for Documentary Credits (UCP) and may include other legal regimes for
letters of credit.
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® Guarantee — A contractual arrangement negotiated between a third party (the
guarantor) and the borrower and lender (an insurance company) in which the third
party agrees to pay promptly and in full, money due from the borrower to the
insurance company; unconditionally, or on the sole condition that the borrower
has failed to make a payment; and in which the third party promises not to pursue
repayment from the borrower until the third party’s obligation to the insurance
company is fully performed. The term unconditional in the preceding sentence
means that the third party expressly waives in writing all common law and statutory
defenses to payment pursuant to a stated intent to create a direct obligation to pay
the insurance company the amount of money owed by the borrower and which
provides a procedure or mechanism for demand for payment with the sole
condition to payment being the borrower’s default as triggering the insurance
company’s right to demand payment and the third party’s obligation to pay. The
term guarantee encompasses joint and several guarantee arrangements in which
multiple persons agree to pay the insurance company the debt owed to it by the
borrower provided each person so promising agrees to be bound for the entire
amount due. The term guaranty excludes suretyships governed by suretyship law
in which the third party retains the right to assert defenses to payment under
common law, statute or transaction specific events or occurrences. The term
guarantee excludes comfort letters as defined below. Guarantees are governed by
the general contract law of the jurisdiction.

=  Financial Guaranty Insurance — An absolute, unconditional, and irrevocable
obligation to pay the named (insurance company investor) insured for the non-
payment of principal and interest when due by the named borrower, the underlying
obligation. The third party either waives all common law and statutory defenses to
payment or structures the obligation so that such defenses to payment are not
implicated. Financial Guaranty Insurance are subject to state insurance laws,
suretyship law and general contract law.

= Agreement to Purchase — A written contract in which the third party agrees with
the insurance company that in the event the borrower defaults on its payment
obligation, the third party will purchase the insurance company’s claim for the
amount of the monetary obligation consisting of outstanding principal and accrued
interest and thereby assume and perform it. Agreements to pay are governed by
general contract law.
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= Comfort Letters — Refers to a number of documents that promise support of a
limited kind to a subsidiary or affiliated entity. Comfort letters may be called letters
of assurance, keep-well letters, keep-well agreements, letters of awareness, letters
of responsibility and letters of support typically issued by a parent corporate entity.
Some comfort letters provide quantifiable support such as minimum net worth
agreements, operating agreements and debt service reserve make-up provisions
and some comfort letters provide enforceable remedies. The SVO may reflect
quantifiable support and the benefit of legal enforceability of remedies in the
NAIC Designation by notching upward from the subsidiary’s stand-alone
NAIC Designation but comfort letters are not Credit Substitution Instruments. In
connection with a comfort letter to be evaluated for the value of quantifiable
support or legal enforceability of remedies for purposes of notching, an insurance
company may provide the SVO the insurance company’s internal assessment of
the economic value and enforceability of the comfort letter, an explanation of the
procedures used by the insurance company to grade the comfort letter and a
written legal opinion of reputable local counsel on legal enforceability in the
jurisdiction where the agreement would be enforced, translated into English, if
written in another language. The insurance company may also submit its
assessment of the likely behavior of the supporting entity in the event that the
supported entity requires support.

Outline of Credit Substitution Methodology

47. Transactions that are candidates for credit substitution analysis are structured to rely on
the credit quality of the third party. Documentation for such transactions would include
the Credit Substitution Instrument and the agreements between the third party, borrower
and lender pertaining to the third party’s promise to pay for the debt of the borrower.

48. The analyst:

= Considers the stand-alone credit quality of the borrower and that of the third party
to determine if the difference in credit quality of the third party and obligor warrant
and justify the application of credit substitution methodology.
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®= Reviews the documentation to confirm that credit substitution methodology
provides the most accurate approach to identify, measure, and quantify the
business and operational risk of the obligor, business or transaction. The review
also confirms that the purpose of a credit substitution instrument in the
transaction is not as collateral or as a structural element to address structural
subordination or for a purpose other than credit substitution. The review permits
the analyst to summarize the transaction in appropriate so that the obligation owed
by the obligor to the insurance company can be compared to that undertaken by
the third party to the insurance company. The summary includes terms and
conditions, maturity, amount of the debt obligation, mandatory payment schedule,
security, identification of borrowet/issuer and guarantors, descriptions of how
demand is made to the third party for payment under the Credit Substitution
Instrument and how the third party makes the payment, events of default, key
definitions and unique terms.

= Identifies the relationship of the third party to the borrower and that of other key
parties in the transaction as well as the wider business enterprise (including
affiliates and subsidiaries) of which the third party and borrower are a part.

= Quantifies the borrowet’s payment obligation to the insurance company lender
under all circumstances and conditions; reviews the conditions under which the
Credit Substitution Instrument can be amended or terminated and the maturity of
the Credit Support Instrument in relation to the tenor of the borrower’s obligation;
evaluates the procedure governing requesting and receiving payment under the
Credit Substitution Instrument and whether it results in full and timely payment
and determines whether the third party is obligated to pay the entire amount due
to the insurance company from the borrower.

® Determines whether the use of credit substitution as an analytical technique is
appropriate.

= Hvaluates legal enforceability of the Credit Substitution Instrument. The analyst
uses the information from the preceding steps of the methodology and evaluates
it against the principles expressed in the definition of the specific Credit
Substitution Instrument and opinions of legal counsel in the jurisdiction where the
promise would be enforced, if provided, to evaluate legal enforceability. The
specific issues that are considered in the assessment of legal enforceability vary in
accordance with the facts of the transaction and the legal regime and legal
principles applicable to the Credit Substitution Instrument. However, the
following are a general description of the type of issues the analyst confirms in
enforceability analysis:
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o The third party promises to pay the entire obligation and not only any
deficiency remaining after the insurance company exhausts all remedies against
the collateral and the primary obligoz(s).

o The third party agrees to pay the obligations on the date due and waives
demand, notice, marshaling of assets, and any other defenses to payment.

o The third party may not terminate or amend the support unless and until the
obligation owed to the insurance company has been fully performed.

= Evaluates the third party’s motivation and likely willingness to perform its promise
under the Credit Substitution Instrument and related documents and in context of
the relationship of the borrower and the third party.

49. The Credit Substitution Instrument:

®= Does not condition the promise to pay in relation to the value, genuineness,
validity, or enforceability of the guaranteed obligations.

® Repudiates circumstances or conditions that would release it from the stated
payment obligation.

= Waives rights of set-off, counterclaim, and related rights.

= Provides that the obligation to make a particular payment reinstates if a payment
made by the primary obligor is recaptured as a result of the obligor’s bankruptcy
or insolvency.

® Provides that the holders of the obligations are beneficiaries of the Credit
Substitution Instrument.

=  Jdentifies that the Credit Substitution Insttument ranks not less than as a senior
unsecured obligation pari-passu with those of the third party’s existing creditors.

FOREIGN SECURITIES

Foreign Sovereign Government and Supranational Entities

50. A reporting insurance company that owns a security issued by a foreign sovereign
government, an agency or political subdivision of a foreign sovereign government or a
supranational entity (entities with more than one sovereign government as a member), or
that is guaranteed directly or indirectly by such an entity, must file such security with the
SVO accompanied by a prospectus and investment committee memorandum.
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51.

52.

53.

Insurance companies shall not file issues with the SVO if the issuer does not have a
sovereign rating from an NAIC CRP. If the issuer is not rated by an NAIC CRP, proof of
a guarantee from an NAIC CRP-rated foreign sovereign government may be submitted.
Where a reporting insurance company has filed a foreign security accompanied by an
Audited Financial Statement, in English, the SVO will assess the security in accordance
with the applicable corporate methodology, but the NAIC Designation it may assign shall
be limited by the sovereign rating of the issuet’s country of origin, or the issuing
supranational entity, as applicable, as reflected in the Sovereign NAIC Designation
Equivalent list. This section should not be read as prohibiting the presentation of
transactions structured to eliminate foreign sovereign risk.

The insurance company must file all foreign securities for which the information required
by this Manual is available. For those foreign securities held by a “Sub-paragraph D
Company” as defined in Part One, where the required information is not available for the
SVO to value the security, the NAIC Designation may be determined by the reporting
insurance company. This determination shall carry an F suffix. In no case shall the
NAIC Designation exceed the sovereign rating of the issuer’s country of origin, or the
issuing supranational entity, as applicable, as reflected in the Sovereign NAIC Designation
Equivalent list. The company shall provide its domestic regulator with a description of the
procedure it used to evaluate and assign ratings to these foreign securities. In addition, the
company shall retain the documentation supporting each designation assigned by it until

the next domestic insurance department examination.

The SVO shall maintain and publish a list of Sovereign NAIC Designation Equivalents on
its webpage (https://www.naic.org/svo.htm) and may include on that list the NAIC
Designation equivalent for supranational entities submitted to it for review by insurers if,

in its sole discretion, it is able to determine an appropriate NAIC Designation equivalent.

STRUCTURED SECURITIES OR TRANSACTIONS BACKED BY CREDIT ENHANCEMENT

Structured Securities Fully Guaranteed by an NAIC CRP-Rated Entity or U.S. Government

Entity

54.

55.

Initial Filing Requirements — A structured security filed under this section must be filed
with evidence that the guarantor is rated by an NAIC CRP and a prospectus, private
placement memoranda or other similar document describing the pool, the credit and
structural components of the transaction and how the guaranty is called upon together
with a copy of the final executed guaranty.

Subsequent Reporting Requirement — A structured security filed under this section
must be filed together with evidence of the current NAIC CRP rating for the guarantor.
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56. Analytical Procedure — The analytical procedures in this section apply to non-NAIC
CRP-rated asset-backed securities and residential mortgage-backed securities fully,
unconditionally and irrevocably guaranteed by a U.S. government entity or an entity with
an NAIC CRP-rated senior unsecured obligation or claims paying ability. This procedure
shall only apply when the reporting insurance company intends that the NAIC
Designation assigned to the security will depend solely on the rating assigned by an NAIC
CRP to the guarantor or implied rating of the U.S. government entity. As used in this
section, an NAIC CRP-rated guaranty means an unconditional promise to pay all amounts
due to the investor on a full and timely basis, which is effective for the life of the security,
ranks as the guarantor’s direct, unsubordinated, general obligation and is issued by an
entity rated and monitored by an NAIC CRP. The guaranty may be in the form of a
guaranty, financial guaranty insurance policy, letter of credit, or other similar credit
enhancement instrument. The SVO shall assess any reported structured securities
benefiting from NAIC CRP-rated financial guarantee by applying the procedure described
below. The SVO shall first confirm that the guaranty meets the definition set forth above.
The SVO shall then review the terms of the reported security to determine whether any
aspect of the credit and structural characteristics of the security compromises the benefit
of the guaranty to the investor.

57. If the SVO is satisfied that the guarantor is fully obligated to pay the amounts due to
investors, and that the structural characteristics of the security do not compromise the
benefit of the guaranty to the investor, the SVO shall assign an NAIC Designation not
higher than the NAIC Designation that corresponds to the NAIC CRP rating assigned to

the guarantor.

Structured Securities Backed by NAIC CRP-Rated Financial Assets

58. Initial Filing Requirements — A structured security filed under this section must be filed
with evidence of all NAIC CRP ratings assigned to the obligors in the pool and a
prospectus, private placement memoranda or other similar document (which must include
a detailed list of all of the obligors in the pool), describing the asset types in the pool and
the credit and structural components of the transaction.

59. Subsequent Reporting Requirement — A structured security filed under this section
must be filed together with evidence of the current NAIC CRP rating assigned to each
pool obligor.

60. Analytical Procedure — This section applies to investment instruments backed by the
scheduled payment stream from: (a) NAIC CRP-rated or NAIC Designated undetlying
obligations; (b) issued by NAIC CRP-rated entities; or (c) 100% unconditionally
guaranteed by NAIC CRP-rated entities, even if none of the assets themselves are rated
by an NAIC CRP.
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61. As used in this section, an underlying obligation is any obligation of an NAIC CRP-rated
entity that gives the holder of the security a contractual right to receive benefits in the
form of cash whether disbursed at a time certain or in scheduled payments of interest and
principal. To be eligible for reporting under this section, the sum of the total cash
obligations evidenced by the financial asset pool must be equal to or greater than the
outstanding balance on the reported security. The SVO shall assess any reported structured
securities backed by NAIC CRP-rated underlying obligations by applying the procedure
described below. The SVO shall confirm that the pool meets the criteria identified above.
The SVO shall then assess the reported security to determine whether the credit and
structural characteristics of the security compromise the expectation of predictable cash
flows from the rated pool obligors. If the SVO is satisfied that the reported security meets
the conditions of this subparagraph, and that the structural characteristics of the security
do not compromise the expectation of predictable cash flow from the undetlying
obligations, the SVO shall assign an NAIC Designation not higher than the NAIC

62. Designation corresponding to the NAIC CRP rating for senior unsecured debt assigned
to the lowest rated obligor in the pool, or, on a weighted-average basis, whichever is

applicable.

Structured Securities Fully Backed by Financial Assets Insured by NAIC CRP-Rated Insurers

63. Initial Filing Requirement — A reporting insurance company may file such a structured
security with the SVO and the SVO may assign an NAIC Designation in reliance on the
claims paying NAIC CRP rating assigned to the pool insurer per the informational
requirements described in this section and the analytical procedure described in this
Manual.

64. A structured security filed under this section must be filed with evidence that the pool
insurer is rated by an NAIC CRP, a prospectus, private placement memoranda or other
similar document describing the pool and a copy of the pool insurance policy including
the proof of loss and claim form together with a description of the claims processing
procedures employed by the pool insurance issuet.

05. Subsequent Filing Requirement — A structured security filed under this section must
be filed together with evidence of the current NAIC CRP rating assigned to the pool

insuret.

06. Analytical Procedure — This section applies to investment instruments backed by
underlying financial assets that are insured against individual obligor defaults by a pool
insurance policy underwritten by an insurer with an NAIC CRP claims paying ability rating.
Such a pool insurance policy must have coverage in an amount equal to or greater than
the outstanding balance of the pool’s assets.
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67. This procedure shall only apply when the reporting insurance company intends that the
NAIC Designation assigned to the security will depend solely on the claims paying ability
rating assigned to the issuer of the pool insurance policy by an NAIC CRP.

068. As used in this section, NAIC CRP-rated pool insurance means an insurance policy that
provides protection against individual obligor defaults, underwritten by an insurer rated
and monitored by an NAIC CRP for claims paying ability. The insurance policy must: be
in effect for the life of the security; provide for full and timely payment of all amounts due
to the issuer; and rank as the direct, unsubordinated general obligation of the rated insurer.

09. The SVO will review the reported security to determine whether the reporting insurance
company has provided evidence that there are no factors that might compromise the
contractual or financial ability or willingness of the pool insurer to honor claims promptly.
The SVO will then review the pool insurance policy to ascertain the terms of the policy
and verify the information provided by the reporting insurance company.

70. If the SVO is satisfied that the pool insurer is fully obligated to pay amounts equal to
obligor defaults and that such amounts will enable the issuer to meet its payment obligation
to the investors, and that there are no factors which might compromise the contractual or
financial ability or willingness of the insurer to honor claims promptly, the SVO shall
assign an NAIC Designation not higher than the NAIC Designation corresponding to the
NAIC CRP rating assigned to the pool insurer.

VALUATION AND CREDIT ASSESSMENT OF DEFAULTED SECURITIES
AND ANALYTICAL CONVENTIONS

General Instructions

71. Issuers of defaulted securities often emerge from reorganization or private restructuring
and their pre-default liabilities may have been modified but remain viable as modified.
When this is the case, and the insurance company can demonstrate that it has accounted
for the loss of fair value consistently with SSAP No. 36—Troubled Debt Restructuring, the
SVO will assign a credit quality designation to the defaulted security to reflect the issuer’s
post-default credit risk.

Procedure for Determining a Post-Default Fair Value for a Loan or a Security

72. Any insurance company that owns a previously defaulted security can file relevant
information with the SVO to obtain a fair value for the security or loan, or in the
alternative, may calculate a fair value for the loan consistent with SSAP No. 36—Troubled
Debt Restructuring and report the fair value obtained and a copy of its work papers and other
information about how the fair value was determined, to the SVO.
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73. Where the insurance company has filed information with the SVO and requested that the
SVO determine a fair value, the SVO shall calculate a fair value for the security or loan
and communicate its determination to the insurance company in writing and enter the fair
value in the VOS Process.

74. Where the insurance company has calculated or wishes to calculate the fair value, it may
report its determination to the SVO with an explanation of the methodology used to arrive
at the fair value. The SVO will consider the information provided and determine whether
in its opinion, the fair value claimed by the insurance company is reasonable or
unreasonable. The SVO determination will be entered into the VOS Process and will also
be communicated to the insurance company and the domiciliary regulator in writing.

Procedure for Obtaining a Post-Default Credit Assessment

75. Contemporaneously with the filing contemplated above, the insurance company shall file
current financial and other relevant issuer information so that the SVO can determine the
issuer’s financial condition and a current NAIC Designation for the security. The SVO
will not assign an NAIC Designation unless the fair value for the loan or security has been
calculated consistently with SSAP No. 36—Troubled Debt Restructuring.

Issuer Amends or Refinances an Existing Issue as a Non-Troubled Restructuring

76. Insurance companies who determine that a restructuring or workout of a transaction is
not a troubled restructuring under SSAP No. 36— Troubled Debt Restructuring shall file
information about the transaction and its determination to enable the SVO to express an
opinion on the matter. The SVO shall provide its conclusions in writing to the insurance
company and the domiciliary insurance department.

Required Documents for Credit Assessment

77. For purposes of the valuation discussed above, the insurance company should submit the
following documentation to the SVO within 120 days of closing.

78. If a new issue, Sources and Uses of Funds Statement, including:
= Listing of new loan participants and allocations
= Listing of previous participants and associated payment disbursements

* Breakdown of previous issue repayment (and explanation of any write-off/realized
loss or waiver, by type) of:

o Principal balance
o Accrued interest

o0 Deferred financing fees and charges
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o Unamortized premiums or discount
o Make-whole provision
79. If amended, then:
® Breakdown and explanation of any write-off, realized loss or waiver of:
o Principal balance
o Accrued interest
o0 Deferred financing fees and charges
o Unamortized premiums or discount
© Make-whole provision
o Covenants
o Breakdown and description of any amendment fees received

o Copy of the original, executed Note Agreement and Schedules and all
Executed Amendments (including those to Inter-Creditor and Security
Agreements) to date

o Pricing rationale, including basis for current credit risk assessment and comps
80. If secured, Collateral Loan Form, including:
®  Most recent Compliance Certificate and financials from the company, including
calculations and comparison to covenant levels in effect at period-end.
Analytical Conventions

Issuer Liquidation

81. The SVO will maintain any non-liquidated assets of an issuer in liquidation at NAIC 6
provided that the insurance company may file a request for a reassessment of credit quality
of the loan where there is new underlying credit support for the obligation. As a general
rule, in an issuer liquidation of a bankruptcy-remote entity, the SVO assumes the liabilities
to be permanently impaired, in the absence of evidence to the contrary.
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