











Part Three
SVO Procedures and Methodology for
Working Capital Finance Investments Production of NAIC Designations

119.  With the exception of the definitions for Dilution Risk and Operational Risk below,
the definitions shown below are summaries of those contained in SS5.AP No. 7105R—

Working Capital Finance Investments intended only to facilitate a discussion and in all cases
subordinate to the definitions in SSAP No. 105R.

Summary of Key Definitions

120.  Confirmed Supplier Receivable — A receivable sold by a Supplier to a Finance Agent
or Investor (or by a Finance Agent to an Investor) under a Working Capital Finance
Program designated by the SVO that requires the Obligor to confirm to the Finance Agent
or Investor, prior to the sale of the receivable from the Supplier to the Finance Agent or
Investor, that it has no defenses to payment of the monetary obligation represented by the
receivable against the Supplier and, therefore, no defenses to payment of the same
monetary obligation to the Finance Agent and/or Investor after such sale. The
confirmation by the Obligor that it has no defenses to payment includes confirmation that
the Obligor does not have a right to refuse payment that it may have acquired with respect
to underlying commercial trade transaction and that, if it has such a right, it will not assert
such defenses against the Finance Agent or Investor.

121.  Dilution Risk — With respect to any Working Capital Finance Program, dilution risk
refers to disputes or contractual provisions that may reduce the amount of the obligation
owed by the Obligor to the Supplier under the original receivable or the obligation owed
by the Obligor to the Finance Agent and/or Investor under the Confirmed Supplier
Receivable. Examples of dilution risk are credit for returns of defective goods or an

allegation of fraud, such as that the invoice is not legitimate or is a duplicate invoice.

122.  Finance Agent — A bank, financial institution, financial intermediary or setrvice
provider that facilitates the Working Capital Finance Program that arranges the sale,
assighment or transfer of the Confirmed Supplier Receivable to the Investor and
administers payment.

123.  Investor — The insurance company that files the RTAS Application with the SVO in
otder to obtain an NAIC Designation for a proposed Working Capital Finance Program.

124. Obligor — An entity that purchases the goods or services from the Supplier and
thereby generates the original supplier receivable—and which Obligor has, or can be
designated, NAIC 1 or NAIC 2 by the SVO or has been assigned an equivalent credit
rating by a NAIC CRP or, if not so designated, the SVO can assign such NAIC
Designation, as directed by the VOS/TF pursuant to the “Working Capital Finance
Investments (WCFI)” section in Part One of this Manual.
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125. Operational Risk — With respect to any Working Capital Finance Program,
operational risk refers to the combined effect of the procedures and parties employed to
implement the program and their responsibility under the documents and to the
determination by the SVO of whether these procedures and parties will ensure full and
timely performance by the Obligor of the payment obligation to the Investor. An example
of an operational risk is the confirmation process employed to verify that the Obligor has
no defenses to payment.

126.  Supplier — The entity that sells the goods or services to the Obligor, obtains a
receivable from the Obligor in exchange and subsequently chooses to sell the right to
receive the payment associated with the receivable to the Finance Agent or Investor under
the terms of a Working Capital Finance Program designated NAIC 1 or NAIC 2 by the
SVO.

127.  Working Capital Finance Program — The program created for the Obligor and its
Suppliers by a Finance Agent the terms of which permits Suppliers to the Obligor to
negotiate the sale of a right to receive payment from the Obligor (which is associated with

and evidenced by a receivable) to the Finance Agent or an Investor.

128.  Working Capital Finance Investment — The right to receive the payment associated
with a Confirmed Supplier Receivable purchased by an Investor under a Working Capital
Finance Program designated NAIC 1 or NAIC 2 by the SVO and is the subject of
SSAP No. 105R—W orking Capital Finance Investments.

NOTE: SSAP No. 105R—Working Capital Finance Investments imposes reporting and statutory
accounting requirements on insurance company investments in Working Capital Finance
Investments. Insurance companies are strongly advised to become familiar with SSAP No. 105R
before filing an RTAS Application with the SVO.

Direction and Program Parameters

129.  The SVO may assign an NAIC Designation to a Working Capital Finance Program
that would generate Working Capital Finance Investment that meet the criterion and
standards identified in this Section.

130.  RTAS Submission Required — A request that the SVO assign an NAIC Designation
to a Working Capital Finance Program is made by filing an RTAS Application. The RTAS
Application is available at www.naic.org/ documents/ svo_rtas_app.pdf.

131.  Upon completion of its risk assessment, the SVO will issue an RTAS Letter indicating
a preliminary NAIC Designation; i.e., the NAIC Designation that would be assigned if the
Investor enters into a Working Capital Finance Program with a Finance Agent and sought
to report it to the SVO.

© 2023 National Association of Insurance Commissioners 166



Part Three
SVO Procedures and Methodology for
Working Capital Finance Investments Production of NAIC Designations

NOTE: A preliminary NAIC Designation cannot be used for statutory reporting

purposes.

132. The SVO shall issue a final NAIC Designation to the Investor for the Working Capital
Finance Program and the Working Capital Finance Investments generated thereunder
upon receipt of fully executed final copies of the required documentation.

Variations in Structure

133.  Working Capital Finance Programs may differ in structure and in the protection
afforded the Investor. Structural strength and weaknesses of various structures in such
programs will be reflected in the NAIC Designation assigned by the SVO.

Program Quality

134.  The SVO shall only assign an NAIC Designation to Working Capital Finance
Programs that can be designated NAIC 1 or NAIC 2. Credit quality is measured by
reference to a NAIC CRP credit rating or an NAIC Designation assigned by the SVO.
The SVO shall withdraw the NAIC Designation assigned to a Working Capital Finance
Program on the date the Obligor’s NAIC CRP credit rating or NAIC Designation is
downgraded to NAIC 3 or its NAIC CRP equivalent.

NOTE: S§SAP No. 105R—Working Capital Finance Investments provides that Working
Capital Finance Investments generated under a Working Capital Finance Program of
an Obligor that falls below the equivalent of NAIC 1 or NAIC 2 becomes
nonadmitted.

Process and Methodology

135. An NAIC Designation shall be assigned to a Working Capital Finance Program on the
basis of a thorough assessment of credit, dilution, operational and other risks, an
assessment of protections provided by operative documents to the Investor and the quality
of transaction participants.

Risk-Assessment Process

136.  Credit Risk — The NAIC Designation for a Working Capital Finance Program shall
be linked to the credit quality of the Obligor, which may be determined by reference to a
credit rating assigned by a NAIC CRP or by an NAIC Designation assigned by the SVO.
Credit risk is assessed by the SVO analyst in accordance with any permitted methodology
set forth in this Manual for corporate obligors.
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137.  Dilution Risk — To achieve an NAIC 1 or NAIC 2 Designation, the Working Capital
Finance Program must eliminate dilution risk in the Working Capital Finance Investment
proposed to be eligible for purchase by the Investor. The terms governing the Investor’s
Working Capital Finance Investment must eliminate Obligor recourse to its Supplier as a
condition to payment of the obligation to the Investor so as to result in an unconditional
right to receive payment on a full and timely basis.

138.  Operational Risk — To achieve an NAIC 1 or NAIC 2 Designation, all operational
risks shall be identified and assessed. Key participants shall have a NAIC CRP credit rating
or an NAIC Designation assigned by the SVO at a level at least that of the Obligor.

Legal, Structural and Regulatory Considerations

139.  Events of default remedies should provide the Investor at least those rights and
privileges, unimpaired, of a trade creditor upon default with no Obligor defenses that
could cause dilution of principal.

140.  The SVO shall verify that either, (i) the Finance Agent is an entity regulated or
supervised by a financial regulator in one of the countries in the List of Foreign (non-US)
Jurisdictions Eligible for Netting for Purposes of Determining Exposures to
Counterparties for Schedule DB, Part D, Section 1, or (i) payments due the Investor are
made directly by the Obligor (a) to the Investor or (b) into an account maintained by a
regulated financial institution for the benefit of Investors in the Working Capital Finance
Program, and, in either case, the Finance Agent cannot be the beneficiary of such payment.

141.  The SVO will verify that the Certification from the insurance company’s Chief
Investment Officer confirms that the Investor is not affiliated with Obligor and that
Working Capital Finance Investment excludes insurance or insurance-related assets.

142.  The remedies available to the participants in the Working Capital Finance Program
should be expressly identified in the documentation for the Working Capital Finance
Investment.

143.  Characteristics that shall be present in a proposed Working Capital Finance
Investment include, but are not limited to, the following, or a substantial equivalent:

144.  S8AP No. 105R—Working Capital Finance Investments provides that the documentation
governing Working Capital Finance Programs must provide that disputes arising under
the agreements shall be submitted to a court of competent jurisdiction in the U.S. or be
subject to an alternative dispute resolution process sanctioned by state law. Given the
nature of Working Capital Finance Programs, the SVO anticipates that documentation
governing Working Capital Finance Investments will be subject to the laws and jurisdiction
of the courts of California, Delaware or New York, or a similar legal jurisdiction with
significant exposure to sophisticated institutional financial transactions.
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145. Events of default must be clearly defined, and provide a mechanism that gives the
Investor the ability to pursue collection unfettered by actions taken or not taken by
participants such as the Servicer or Trustee, or other named persons performing similar
functions.
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INVESTMENTS IN CERTIFIED CAPITAL COMPANIES

Definition

146. A certified capital company (CAPCO) is a state-legislated venture capital firm that can
be a partnership, corporation, trust or limited liability company, profit or not-for-profit
and which may capitalize itself in a variety of ways. Investors who acquire an equity interest
or qualified debt instrument from a CAPCO receive state premium or income tax credit.

Statutory Accounting Guidance

147.  Guidance on the accounting for investments in CAPCOs is in INT 06-02: Accounting
and Reporting for Investments in a Certified Capital Company (CAPCO) (INT 006-02)
located in Appendix B of the NAIC Accounting Practices and Procedures Manual.

148.  Before a CAPCO security can be filed with the SVO, the reporting insurance company
must apply INT 06-02 to the facts of the specific security. It is the insurance company’s
responsibility to apply Statutory Accounting Guidance for CAPCO Transactions.

149.  INT 06-02 requires reporting entities to account and report for investments in
CAPCOs consistent with the security or other interest they acquire except for specific
guidance on the tax credits. For example, an investor who acquired a bond issued by a
CAPCO would follow the accounting guidance for bonds found in §$.A4P No. 26 R—DBonds
and report the details about the transaction on Schedule D in accordance with the NAIC
Quarterly and Annual Statement Instructions. Such securities are assessed using the
procedures referenced in regu of this Manual.

150.  For an investor who acquired a limited liability partnership interest, the interest would
be valued in accordance with the guidance for limited liability partnerships contained in
SSAP No. 48—]Joint Ventures, Partnerships and Limited Liability Companies and reported on
Schedule BA in accordance with the NAIC Quarterly and Annual Statement Instructions
within the appropriate Joint Venture, Partnership or Limited Liability Company
subcategory.

151.  Both of the examples cited immediately above would also follow the specific reporting
on tax credits found in INT 06-02.

NOTE: Nothing in this Manual is intended to modify or interpret INT 06-02, SSAP No. 26R
or SSAP No. 48.
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Procedure for Reporting and Filing with the SVO

152.  The insurance company should first determine the reporting for CAPCOs indicated
by the statutory accounting guidance. This is done by establishing the character of the
investment and then applying the appropriate accounting and reporting guidance and to
the extent necessary the related procedures in this Manual for Schedule D or Schedule BA
assets. If the CAPCO investment is subject to the SVO filing process and does not meet
the filing exempt requirements, it should be filed with the SVO. If the SVO disagrees with
the insurance company characterization of the investment, it will so inform the insurance
company and provide rationale why the SVO believes the company has misapplied or
misinterpreted the guidance of INT 06-02 and request a re-filing if necessary.

Required Documentation
153.  Unrated — In the case of a CAPCO issue that is not rated by an NAIC CRP:

= Initial Filings — The reporting insurance company completes an SAR and
attaches the issuer’s public offering statement or private placement memorandum,
as the case may be, the insurance company’s internal credit committee
memorandum and the Audited Financial Statement of the issuer for the last three
consecutive years. If an issue is rated by a rating organization other than an NAIC
CRP, submit evidence of such rating. If none of these documents are available, the
reporting insurance company must obtain and complete the SVO’s VIM form and
submit it with the required documents and attachments.

= Subsequent Filings — For CAPCO issues that are not filing exempt follow the
procedures that apply to Corporate Issues not Filing Exempt to file an annual
update with the SVO. The reporting insurance company shall annually file an
updated Audited Financial Statement.

Applicable Methodology

154. The SVO shall have discretion to apply any credit assessment methodology or any
combination of credit assessment methodologies to assess the credit quality or assess asset
classification of a CAPCO security.

155. The SVO shall have discretion to apply any credit assessment methodology or
combination of methodologies and shall consider whether the procedure applicable to
securities that contain other non-payment risk should be applied.
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