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= Components Rated — All, or substantially all, of the Index components are rated,
or have obligors that are rated, by an NAIC CRP or have received a current year
NAIC Designation from the SVO. In the event that not all of the Index
components are NAIC CRP-rated or have a current year NAIC Designation, the
reporting insurance company may either: (a) file the component with the SVO to
obtain a Designation; or (b) assign an NAIC 5* Designation to the unrated
instrument, as long as it is current on principal and interest or an NAIC 6*
Designation if it is not or if the status is not determinable. Instruments assigned
an NAIC 5% Designation or NAIC 6* Designation, on a combined basis, can
represent no more than 5% of the Index’s total value.

* Independent — The Index is predominantly composed of instruments whose
issuers are unaffiliated with the Index vendor.

94. Initial Reporting — In order to apply for listing of a fixed income Index on the RSAT
Index List, a reporting insurance company should submit the following to the SVO:

= A listing of all Index components.

® The ratings of all NAIC CRP-rated Index components from all NAIC CRPs that
have rated the component.

® The actual NAIC Designation for each Index component with an
NAIC Designation or an equivalent NAIC Designation for each component rated
by an NAIC CRP using the conversion instructions and the rating equivalents, if
rated and monitored by one NAIC CRP, the equivalent NAIC Designation; if
rated and monitored by two NAIC CRPs, then the lowest rating and if rated and
monitored by three or more NAIC CRPs, then the second lowest rating. In the
case of a security rated and monitored by three or more NAIC CRPs, the
NAIC CRP ratings for a security are ordered according to their NAIC Designation
equivalents and the rating that is second lowest will be selected, even if that rating
is equal to that of the first lowest.

= A demonstration and certification by the insurance company, as evidenced by an
executed certificate by an officer of the insurance company, that the eligibility
requirements set forth in the “Eligibility Requirements” paragraph in the
“Procedures for Compilation of the RSAT Index List” section above have been

met.
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95. Subsequent Reporting — The reporting insurance company shall annually submit to the
SVO the items listed in the “Initial Reporting” paragraph of the “Procedures for
Compilation of the RSAT Index List” section above for each fixed income Index it desires
to maintain on the RSAT Index List. Any Index on the RSAT Index List for which the
required documents are not submitted, or any Index that no longer meets the eligibility
requirements set forth in section above, shall be deleted from the RSAT Index List.
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THE REGULATORY TREATMENT ANALYSIS SERVICE — EMERGING INVESTMENT VEHICLE

Finding
96. The VOS/TF finds that the pace of financial innovation and extent of financial
engineering requires close cooperation between regulated insurance companies,
investment banks and other financial market participants and the regulators who must
assess the solvency implications of financial innovation and engineering. This section
establishes the mechanism for an insurance company or another market participant
(Applicant) to apply to the SVO for the purpose of determining the probable regulatory
treatment to be accorded to an Emerging Investment Vehicle (EIV) before it is sold to an

insurance company, or for any other security.

Definition of Probable Regulatory Treatment

97. For purposes of this section, probable regulatory treatment means the professional
opinion of the SVO as to the credit quality designation; and/or asset classification for
statutory teporting purposes; and/or the valuation that would be accorded to the EIV
under this Manual if it were purchased by an insurance company and reported to the SVO.

98. Probable regulatory treatment includes a statement by the SVO that, in its opinion:

® The existing regulatory framework already captures the risks posed by the security
either through the mechanism of credit ratings, valuation policy or classification
methodology;

® The existing regulatory framework does not capture the risks posed by the security
and that it is necessaty to apply to the VOS/TF to develop an approptiate
regulatory accommodation for the instrument; or

®  The SVO lacks an approved methodology that could be used to assess the risks
contained in the EIV and that it is necessaty to apply to the VOS/TF to develop
an appropriate methodology.
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Definition of EIV

99.

For purposes of this section, an EIV is an investment security or other financial product
that is newly offered and that contains characteristics or features not previously reviewed
by the VOS/TF or the SVO for a determination of the probable regulatory treatment to
be accorded to the EIV. An EIV may be “newly offered” in the sense that the security or
financial product has not previously been known (and hence none of its characteristics or
features are known) or in the sense that a security or financial product whose primary
characteristics or features are understood has evolved to incorporate substantially different
features or to contain significant innovation such that it should be considered as never
having been reviewed by the VOS/TF or the SVO.

Who May Request an Analysis Under This Section

100.  An EIV may be filed by:

101.

* Aninsurance company or by another market participant (without the requirement

of insurance company sponsorship); or

= A state insurance regulator for any security owned by an insurance company under
the authority and for purposes discussed in this Manual, subject only to the
conditions imposed in this section and in other referenced sections.

The SVO is not authorized to require anyone to file a transaction as an EIV. However,
nothing in this section limits the obligation or the authority of the SVO to report to the
VOS/TF any transaction, whether or not filed with the SVO, that presents issues or
contains features that require guidance from the VOS/TF.

Submission Procedure

102.  To request an analysis of probable regulatory treatment of an EIV, the Applicant

submits an original completed Application for Regulatory Treatment Analysis Service
(Application) to the Director, SVO (the “Director”) or the Director’s designated
representative. An Application shall be accompanied by written and substantially finalized
documentation showing all material terms with the same specificity and clarity as the SVO
requires to complete a purchased transaction. A copy of the prospectus or private
placement memorandum will not be required if it is unavailable at the time of the filing of
the Application, however, it may be required before a determination on the EIV in
question can be made by the SVO.
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Requirement of a Substantially Finalized Transaction

103.  Analysis of probable regulatory treatment will be provided only for securities and
financial products that have been substantially finalized in all material respects. The SVO
is not authorized to assist the Applicant to structure a transaction to attain specific
regulatory objectives. The SVO shall have full discretion to determine that the terms of a
security or financial product as reflected in the documentation submitted with the
Application indicate that the security or financial product is not substantially finalized.

Discretion

104.  The Director shall have full discretion to reject an Application if, in the Director’s sole
discretion, acceptance of the Application would not meet the objectives of the NAIC
Financial Condition Framework. The Director will communicate any such rejection to the
Applicant and will return the Application fee and may communicate such rejection to the
VOS/TF for informational purposes.

Communication of Determination

105. At the conclusion of the processing of the EIV, the SVO will provide a letter to the
EIV Applicant setting forth its conclusions with respect to the issue(s) raised by the EIV.

106.  If the SVO concludes that this Manual does not provide sufficient guidance to
determine an NAIC Designation, valuation or classification for the EIV, or that in its
opinion the NAIC Financial Conditions Framework does not clearly specify standards or
criteria for responding to the issue(s) raised by the Applicant, it will so inform the
Applicant and the VOS/TF.

107.  Information provided as part of the RTAS — Emerging Investment Vehicle
Application shall be treated as confidential by the SVO. The Applicant may communicate
the content of the letter to anyone provided the Applicant also communicates that the
purpose of the analysis reflected in the letter is regulatory. The Applicant may also provide
copies of the SVO letter to anyone provided a complete copy of the SVO letter must be

given.

108.  If, after the SVO has communicated its decision to the Applicant, an insurance
company purchases the EIV and reports it to the SVO, either on its own initiative or at
the direction of an insurance regulator, the SVO may be required to enter its determination
into NAIC systems, including systems accessible to the market participants for regulatory
purposes. This shall not be considered a breach of the agreement to hold our

determination confidential.
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109.  The regulatory expectation is that Applicants who advise insurance companies will
make full disclosure of the SVO determination to any insurance company that requests
such information, even if the conclusion is contrary to the Applicant’s initial expectations.

Standing of EIV Application in the NAIC Financial Condition Framework

110.  The activity authorized by this section is intended solely to facilitate the business and
regulatory objectives of the NAIC and the financial solvency function of the VOS/TF.
The SVO’s acceptance of an Application does not convey any regulatory status or
recognition to the EIV.

111. A preliminary NAIC Designation assigned under the procedure specified in this
section is only valid for the day issued as such designation reflects the preliminary draft of
documents and other information that have been presented to the SVO.

112. A preliminary NAIC Designation will not be published in the Database or the AVS+
Products and, therefore, cannot be used to report the credit quality of the security to the
NAIC or any state insurance department. Only NAIC Designations published in the
AVS+ Products may be used to report an investment to an NAIC membet’s state

insurance department.

113.  Ifaninsurance company subsequently purchases the security, the purchasing company
must file an Initial Report or, if the security is filing exempt, report the security in
accordance with that procedure. The SVO shall apply its usual procedure for initially
reported securities before assigning an NAIC Designation and publishing such
NAIC Designation in the AVS+ Products.
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LisT OF QUALIFIED U.S. FINANCIAL INSTITUTIONS

Regulatory Purpose and Objectives

114.  The List of Qualified U.S. Financial Institutions established in this Part Two
implements Section 3 C. (1) and Section 4 A. of the NAIC Credit for Reinsurance Model 1aw
(#785) (Model Law).

115.  Section 3 C. (1) of the Model Law permits an asset or a reduction from liability for
reinsurance ceded by a domestic insurer to an assuming insurer. The asset or reduction
may be in an amount held by or on behalf of the ceding insurer, including security in the
form of a LOC issued or confirmed by a qualified U.S. financial institution. Section 4A of
the Model Law defines the term “qualified U.S. financial institution,” which is hereby
incorporated by reference.

116.  The List of Qualified U.S. Financial Institutions is a compilation of the names of banks
and nondepository lenders (financial institutions) that have applied to the NAIC to be
identified as issuers of LOCs in supportt of reinsurance arrangements under the Model Law
or state law provisions based on the Model Law.

117.  The placement of the name of a financial institution on the List of Qualified U.S.
Financial Institutions indicates that the SVO has verified that the applicant meets the
financial and other eligibility standards specified in this part and that the financial
institution has agreed to provide the SVO with any information necessary to permit the
SVO to evaluate whether the financial institution continued to meet the eligibility
standards specified in this Part.

118.  The List of Qualified U.S. Financial Institutions is maintained for the use of state
insurance regulators administering credit for reinsurance provisions in state law based on
the Model Law and may also be used by insurance companies to identify financial
institutions willing to support reinsurance arrangements as identified in Section 3 C. (1)
and Section 4A of the Model Law.

119.  The List of Qualified U.S. Financial Institutions implemented under this Part is not
intended to be used for any other purpose or by any other person or entities. The
placement of the name of a financial institution on the List of Qualified U.S. Financial
Institutions is not an opinion as to any aspect of the financial institution’s operations, the
appropriateness of doing business with the financial institution or the suitability or
unsuitability of any financial institution on the list to serve as a provider of credit

enhancement for securities transactions.
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Directive to Compile the List of Qualified U.S. Financial Institutions

120.  The SVO shall compile the List of Qualified U.S. Financial Institutions in accordance
with the procedures and instructions provided in this section.

LIST OF NATIONALLY RECOGNIZED STATISTICAL RATING ORGANIZATIONS

Establish a List of Nationally Recognized Statistical Rating Organizations

121. The SVO shall establish a List of Nationally Recognized Statistical Rating
Organizations (NRSROs, as specified in this section, to be used to administer the List of
Qualified U.S. Financial Institutions. The SVO shall place on the List of NRSROs any
credit rating organization that:

Is registered with the U.S. Securities and Exchange Commission (SEC) as an
NRSRO, as that term is defined in the applicable federal statute.

Has criteria and methodology for assigning credit ratings to banks and
nondepository lenders—sometimes hereafter referred to as nonbank financial
institutions (NBFIs)—that the SVO has confirmed is consistent with the needs of
the NAIC for purposes of the Model Law and which at a minimum:

Utilizes an analytical framework that assesses the incremental risk of banks and
NBFIs (i.e., nondepository lenders) relative to each other and incorporates as
criteria in its bank and NBFI methodology the nature and robustness of regulation,
access to the central bank for contingent liquidity and the stability of funding.

Results in the expression of an opinion of the bank’s or NBFI’s likelihood of
default on an LOC obligation and/or long-term debt obligation

Results in the assignment of a stable credit rating, defined to mean that the
NRSRO considers it unlikely that the assigned credit rating would be downgraded
within one year under the moderate stress scenario specified in its credit rating

criteria.
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