November 22, 2024
RFP #2097 | Credit Rating Provider Due Diligence

In 2023, the National Association of Insurance Commissioners’ (NAIC) Financial Condition (E)
Committee introduced a Framework for Regulation of Insurer Investments — A Holistic Review
that was revised and exposed for comment at the 2024 Spring National Meeting. The Executive
Summary of the framework is as follows:

e Recent initiatives to address gaps in the regulatory framework for insurer investments have
received much attention by a variety of stakeholders.

* While the broader commentary has included many misconceptions around these initiatives, it has
also included constructive feedback with themes and observations that many regulators have
shared.

e At the most basic level, the question has arisen — what is the most effective use of regulatory
resources in the modern environment of insurance regulation for investments?

e The historical focus of the Securities Valuation Office (SVO) has been on risk assessment of
individual securities, with filing exempt securities (FE) blindly reliant on credit rating providers
(CRPs) for designations.

e The SVO currently lacks the tools to provide due diligence and assessment over the use and
effectiveness of CRPs, or to conduct enterprise- or industry-wide risk analytics.

e Rather than a framework that utilizes valuable SVO resources to prioritize synthesizing CRP
functions, a more effective use of those resources would be to prioritize the establishment of a
robust and effective governance structure for the due diligence of CRPs.

e Further, with investment in modern risk analytics tools, the SVO could provide invaluable risk
analysis capabilities to better support the risk-focused approach to supervision, at both a micro-
and macro-prudential level.

e The framework provides concrete proposals envisioning a modernization of the role and
capabilities of the SVO in a way that correlates with the observed shift towards more complex and
asset-intensive insurer business strategies.

« The framework also provides high-level guidelines for considering consistency of capital across
assets as investment RBC initiatives move forward, recognizing the practical limitations of
absolute capital parity.

Currently, risk-basedtwpitalvided directly by the SVO for filed securities or

, for the majority of insurer investments,
by a direct translation of a credit rating from a
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qualified U.S. financial institutions that can issue letters of credit for reinsurance purposes,
assessment of derivative counterparties, maintenance of the list of sovereign NAIC Designation
equivalents, and any other process mandated in the P&P Manual.

The SSG assesses the credit quality and investment risks in securitizations and other complex
financially engineered securities through the utilization and oversight of external financial
modeling vendors. Typically, these are residential mortgage-backed securities (RMBS),
commercial mortgage-backed securities (CMBS), mortgage reference securities and, beginning
in 2025, collateralized loan obligations (CLOS).

NAIC | Mission Statement

The mission of the NAIC is to assist the state insurance regulators, individually and collectively,
in serving the public interest and achieving the following fundamental insurance regulatory goals
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Current CRP Review Criteria and Crediting Rating Use

The Useof Gredit Ratings of NRSR@&in NAIC Rocesses

Providing Credit Rating Services to the NAIC

The NAIC uses credit ratings for a number of regulatory purposes, including, to administer the
filing exempt rule. Any rating organization that has been designated a Nationally Recognized
Statistical Rating Organization (NRSRO) by the U.S. Securities and Exchange Commission (SEC)

and which continues to be subject to federal regulation, may apply to provide Credit Rating
Services to the NAIC for the classes of credit ratings for which it is registered as an NRSRO.

Policy and Legal Disclosure Pertaining to the NAIC Credit Rating Provider (CRP) List

The NAIC uses publicly available credit ratings, when available, as one component of the services
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modified by NAIC Designation Categories) which indicate the highest quality (least risk) to the
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NAIC Plicy on the useof Credit Ratings of NRSR@

Procedure to Become an NAIC Credit Rating Provider

An NRSRO that wishes to provide Credit Rating Services to the NAIC may indicate its interest by

Page 11



term obligation ratings scale and methodology; to (c) securities.

Credit ratings of a NAIC CRP that meet this definition are entitled to a presumption of
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or dealers; insurance companies; corporate issuers; issuers of asset-backed securities
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CRP Credit Rating Equivalent to NAIC Designations and NAIC Designation Categories
(agencies listed in order
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class, sector or other specified basis?

Should analysis be heavily weighted toward default and loss experience associated with
rating levels? NRSROs have noted default studies may not be sufficient for investment
grade portions of rating scales, whereas non-investment grade ratings may have higher

rates of transition and default. What other metrics could be utilized for analysis and
mapping?
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Other Considerations for CRP Qualifications

What procedures and policies should be implemented to facilitate periodic, and
transparent discussions between the NAIC, regulators and CRPs regarding NAIC’s use of
ratings, as a consumer, in its regulatory framework, including emerging investments &
methodologies, questions NAIC may have on existing investments, discussions the CRPs

Page 18









Fee Schedule and Pricing Information

Detailed fee schedules, total projected budgets, and other pricing information for phase,
including assumptions on:

» Additional Expenses (e.g., travel, lodging, meals, etc.)
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= | Additional Required Documentation

Respondents must provide the following information as part of their proposal:

e  W-9Form.
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Vendor Standard Terms and Conditions (if you do not agree to, or if they vary from the NAIC
Standard Terms and Conditions, see Appendix 2).

= | Additional Instructions

* Please reference RFP #2097
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RFP #2097 | Proposal Submission and Provisional Timeline

ProposalSubmission
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Selection Process and Assessment Criteria

SelectionProcess

A committee including NAIC senior leadership has been designated to review the proposals,
interview selected bidders, and, if appropriate, select a vendor to complete the scope of work
outlined in this RFP.

dZ]e }uuld8s AlJoo o0°*} }v us8 E Puo E % E}PE «+ u 3]vPe A]sZ

development and demonstration of the Proof of Concept, and during the Mobilization Planning
phase.

Assessmen(Criteria
The following factors will be considered in making the vendor selection:

f Knowledge and
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APPENDICES

Appendix 1 NAIC }v G JofSinterest Form

Appendix 2 NAIC
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Appendix 2 | NAIC Termg Conditions

TERMS AND
CONDITIONS

1. SERVICES/CONSULTANT
OBLIGATIONS

Consultant shall provide certain consulting
services to the NAIC as outlined in any
Statement of Work specifically referencing
this Agreement and attached hereto as
Exhibit A. (detail the services the consultant
will perform in a Statement of Work and
attach to this agreement as Exhibit A).
Consultant may perform such other services
as requested by the NAIC, subject to further
agreement by the Parties. Consultant shall
comply with all provisions in the NAIC’s
Contingent Worker Policies, receipt and
review of which are expressly acknowledged
by Consultant. Consultant shall comply with
all  applicable security and safety
requirements of the NAIC and shall take
such training as required by the NAIC.

2. NAIC'S AUTHORITY

Consultant shall report directly to (indicate
person and/or committee) of the NAIC for
matters related to the scope of work of this
Agreement, and to indicate person and/or
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the NAIC may be substituted. Such letter
must indicate that a criminal records history
search has been completed (which covers
federal, state and county searches) within the
last year for the individual Consultant and
the results did not contain any of the
following notations: i.) being found on the
National Sex Offender Registry; ii.) Having
a misdemeanor conviction for any of the
following: illegal  use/possession  of
weapons/explosives; violence, domestic
violence, assault, battery, arson, resisting
police; sex crimes including stalking,
indecent exposure, prostitution, rape, sexual
assault, harassment; theft, robbery, burglary,
embezzlement, fraud, larceny, forgery,
dishonesty; computer crimes, hacking,
software infringement; iii.) Any felony
convictions. In the event Consultant is
unable to provide the NAIC with a
background check, and upon the NAIC’s
agreement, the NAIC will conduct the
background check. For background checks
conducted by the NAIC or its assigns, all
Consultants agree they will complete all
necessary documents to complete the checks,
including but not limited to waivers, requests
for information which may include but is not
limited to information regarding date of
birth, social security number or driver’s
license number, work history, or other such
documents as may be requested.

COMPENSATION AND BENEFITS

Consultant shall be paid (indicate amount(s)
and methods of payment). This
compensation shall be paid (indicate timing
of payments) and upon presentation of a bill
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10.

information, state data, trade secrets and
unpublished information,

as confidential information and shall not
disclose, disseminate, or distribute such
materials to any third party without the
NAIC’s  prior  written  permission.
Notwithstanding this prohibition, Consultant
shall not be held criminally or civilly liable
for disclosing trade secret information when
such disclosure is made in confidence to a
federal, state or local governmental official
or to an attorney for the sole purpose of
reporting or investigating a suspect violation
of law or is made in a complaint or other
document filed in a lawsuit or other
proceeding if such filing is made under seal.
Each Party’s obligation under this Section
shall not continue if the information
protected hereby falls into the public domain
through no fault of the obligated Party.

Failure to comply with this Section shall
constitute a material breach of this
Agreement and the Agreement may be
terminated as a result.

CONFLICT OF INTEREST

In the interest of fulfilling the objectives and
goals of the NAIC even the appearance of
impropriety must be avoided. Therefore,
Consultant shall not have, and by executing
this Agreement warrants it does not have,
any interest with or adverse to the NAIC, any
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14.

15.

additional insured as required. Said
certificate(s) shall contain a provision
whereby thirty (30) days’ notice must be
received by the NAIC prior to cancellation,
termination or a material change in coverage
by either Consultant or Insurer.

Consultant shall provide or offer to provide
minimum essential health care coverage (as
defined in the Affordable Care Act and the
associated Internal Revenue Code and
regulations) for any individual Consultant
placed at the NAIC.

INDEMNIFICATION

Consultant  hereby agrees to defend,
indemnify and hold harmless the NAIC, its
successors and parents, subsidiaries and
affiliates and their employees, officers,
directors and members, from and against any
loss, damage, injury, costs or expenses
(including reasonable attorney’s fees) arising
out of or caused by the acts or omissions of
Consultant or its employees or agents.
Consultant shall also indemnify the NAIC
for any taxes, penalties, or other liabilities
assessed against Consultant or NAIC under
Internal Revenue Code §4980H with respect
to any individual Consultant placed at NAIC
due to Consultant’s failure to (i) offer
“minimum essential coverage” under an
“eligible employer-sponsored plan” each
within the mean of Code §5000A(f)(1)(B); or
(ii) offer coverage that is not “affordable” or
fails to provide “minimum value” within the
meaning of Code 836B(c)(2)(C) and related
regulations.

RETURN OF PROPERTY

Upon the termination of this Agreement for
any reason whatsoever, the Consultant
agrees to end all further use and utilization
of, and to immediately return to the NAIC, in
good condition, all property of the NAIC
including, without limitation, any property or
equipment furnished by the NAIC or created
or prepared by the Consultant, either alone or
jointly with others, pursuant to this
Agreement. Without limiting the generality
of the foregoing, all correspondence, reports,
records, charts, materials and other similar
data pertaining to the business, activities,
research and development, confidential
information or intellectual property of the
NAIC that are collected by Consultant,
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including any and all copies or reproductions thereof, as
well as any computer equipment, passwords, access
cards, and RSA tokens provided to the Consultant by the
NAIC shall be delivered promptly to the NAIC upon
termination of this Agreement. In the event that any such
items are not so returned, the NAIC will have the right
to (a) charge the Consultant for all reasonable damages,
costs, attorneys’ fees and other expenses incurred in
recovering such property, and (b) offset any such
expenses against any amount otherwise payable by the
NAIC to the Consultant under this Agreement or
otherwise.

ARBITRATION

Except for claims relating to copyright, trademark
issues, trade secrets and confidentiality, any controversy
or claim arising out of or relating to this Agreement or
the breach thereof shall be settled by arbitration to be
held in Kansas City, Jackson County, Missouri, in
accordance with the Commercial Arbitration Rules of
the American Arbitration Association, and judgment
upon the award rendered by the Arbitrator may be
entered in any Court having jurisdiction thereof. All
arbitration proceedings shall be conducted in the English
language. Notwithstanding the foregoing, either party
will have the right to seek relief in any court of
competent jurisdiction to prevent or enjoin the
misappropriation, misuse, infringement or unauthorized
disclosure of its confidential information or intellectual
property. Both Parties agree not to institute any litigation



This Agreement supersedes all other are not assignable. In the event that any signature is

agreements or representations either oral or delivered via facsimile transmission or by e-mail
written between the NAIC and Consultant. delivery of a “.pdf” format file, such signature shall
No waiver, alteration amendments or create a valid and binding obligation of the party
modification of provisions in this Agreement executing (or on whose behalf such signature is
shall be binding unless subsequently made in executed) with the same force and effect as if such
writing and signed by duly authorized facsimile or “.pdf” signature page were an original.. The
representatives of the NAIC and Consultant terms of provisions 9, 11, 12, 14, 15, 16, 17, 18 and 19
and appended hereto. If any provision or shall survive termination of this Agreement.

portion of this Agreement is deemed
unenforceable or illegal by operation of law
or otherwise, the remaining provisions in the
Agreement shall remain enforceable and
binding on the parties herein. Consultant’s
rights and obligations under this Agreement

Do you agree to the NAIC Terms & Conditions? Please sign one.

YES Signature Date

NO Signature Date

Please provide your Terms and Conditions of Services if you do not agree

IFNO, to the NAIC Terms & Conditions attached.
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