














Part Three

General Corporate and Municipal Methodology for Independent Credit SVO Procedures and Methodology for
Quality Assessment Production of NAIC Designations

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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