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Letter to the NAIC SAPWG regarding clarifications to SSAP No. 26R on the

treatment of debt securities issued by funds

Dear Chair Bruggeman and members of the Statutory Accounting Principles (E) Working Group (“SAPWG”):

We appreciate the opportunity to comment on your exposure regarding clarifications to SSAP No. 26R on the
treatment of debt securities issued by funds.! We support your effort to “eliminate inconsistent application
between similar funds and to better align with the recently adopted definition of residual tranches through the
Bond Project.” We would like to share some facts to support the consistent statutory treatment for securities
issued by business development companies (BDCs), closed-end funds (CEFs), and private funds.

First, as you noted in the exposure memo, that substance over form is an important principle. Under SSAP No.
26R, operations such as BDCs and CEFs, regardless of being public (or listed) or private (or unlisted), their debt
issuances are treated as issuer credit obligation (ICOs). “Substance” rather than “form” dictates the ICO
designation of BDCs and CEFs.

Second, we see similar substance across BDCs, CEFs, and many private funds regarding the following:

e There is a related operating entity whose primary purposes are managing assets and raising capital.

e All have a well-defined and hard-wired payment priority in the legal documents. For example, in an event
of default, contractually BDCs and CEFs need to redeem senior debt first and then pay off junior
obligations. Furthermore, BDCs and CEFs often have additional asset coverage tests; and if a coverage
test is breached, mandatory redemption would take place such that senior debt is paid first to de-lever
the capital structure. This is also how the “hardwiring” works in many rated feeder funds.

e There is no special purpose vehicle (SPV) within a typical fund construct.

Finally, rating agencies’ private fund methodologies and analysis align with those for CEFs and corporate bonds
(both designated as ICO) in several ways:

e Multiple rating agencies apply their CEF methodology to rate private funds.

e Rating levels and the amount of debt issued by these funds intend to right-size the risks embedded in
the investment vehicle, including but not limited to prudent leverage, portfolio mix, liquidity, legal
construction, and management quality.

e Funds ratings typically do not carry a structured finance (SF) subscript and are generally assigned by the
Financial Institutions Group within rating agencies, not their structured finance team. An entity level
anchor rating is assigned first, and that is then notched up/down to reflect security level seniority or
structural subordination. Typically, rating agencies would rate no more than three-classes of debt issued
by a fund. This framework aligns well with how rating agencies analyze corporate bonds overall.

In summary, we support private funds with prudent leverage to be designated as ICO, consistent with the SSAP
No. 26R classification for BDCs and CEFs.

Sincerely yours,
PineBridge Insurance Solutions and Strategies

1 SAPWG 2024-01, Bond Definition - Debt Securities Issued by Fund, https://content.naic.org/sites/default/files/inline-files/24-01%20-%20PBBD%20-
%20SEC%20Funds.docx
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Global Disclosure Statement

PineBridge Investments is a group of international companies that provides investment advice and markets asset management products and
services to clients around the world. PineBridge Investments is a registered trademark proprietary to PineBridge Investments IP Holding
Company Limited.

Readership: This document is intended solely for the addressee(s) and may not be redistributed without the prior permission of PineBridge
Investments. Its content may be confidential, proprietary, and/or trade secret information. PineBridge Investments and its subsidiaries are not
responsible for any unlawful distribution of this document to any third parties, in whole or in part.

Opinions: Any opinions expressed in this document represent the views of the manager, are valid only as of the date indicated, and are subject
to change without notice. There can be no guarantee that any of the opinions expressed in this document or any underlying position will be
maintained at the time of this presentation or thereafter. We are not soliciting or recommending any action based on this material.

Risk Warning: All investments involve risk, including possible loss of principal. If applicable, the offering document should be read for further
details including the risk factors. Our investment management services relate to a variety of investments, each of which can fluctuate in value.
The investment risks vary between different types of instruments. In making an investment decision, prospective investors must rely on their
own examination of the merits and risks involved.

Performance Notes: Past performance is not indicative of future results. There can be no assurance that any investment objective will be met.
No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment. PineBridge
Investments often uses benchmarks for the purpose of comparison of results. Benchmarks are used for illustrative purposes only, and any such
references should not be understood to mean there would necessarily be a correlation between investment returns of any investment and any
benchmark. Any referenced benchmark does not reflect fees and expenses associated with the active management of an investment. PineBridge
Investments may, from time to time, show the efficacy of its strategies or communicate general industry views via modeling. Such methods are
intended to show only an expected range of possible investment outcomes, and should not be viewed as a guide to future performance. There
is no assurance that any returns can be achieved, that the strategy will be successful or profitable for any investor, or that any industry views
will come to pass. Actual investors may experience different results.

Information is unaudited unless otherwise indicated, and any information from third-party sources is believed to be reliable, but PineBridge
Investments cannot guarantee its accuracy or completeness. All information is sourced from PineBridge Investments unless otherwise noted.

This document and the information contained herein does not constitute and is not intended to constitute an offer of securities or provision of
financial advice and accordingly should not be construed as such.

The securities and any other products or services referenced in this document may not be licensed in all jurisdictions, and unless otherwise
indicated, no regulator or government authority has reviewed this document or the merits of the products and services referenced herein. This
document and the information contained herein has been made available in accordance with the restrictions and/or limitations implemented
by any applicable laws and regulations. This document is directed at and intended for institutional and qualified investors (as such term is
defined in each jurisdiction in which the security is marketed). Before acting on any information in this document, prospective investors should
inform themselves of and observe all applicable laws, rules and regulations of any relevant jurisdictions and obtain independent advice if
required.

Where applicable, the Manager may determine to terminate any arrangements made for marketing the Shares in one or more jurisdictions in
accordance with the AIFM Directive and UCITS Directive respectively, as may be amended from time to time. Investors and potential investors
can obtain a summary of investor rights and information on access to collective redress mechanisms at www.pinebridge.com/investorrights.

Certain Country Disclosures:

Australia: PineBridge Investments LLC is exempt from the requirement to hold an Australian financial services license under the Corporations
Act 2001 (Cth) in respect of the financial services it provides to wholesale clients, and is not licensed to provide financial services to individual
investors or retail clients. Nothing herein constitutes an offer or solicitation to anyone in or outside Australia where such offer or solicitation is
not authorised or to whom it is unlawful. This information is not directed to any person to whom its publication or availability is restricted.

Bermuda: PineBridge Investments Asia Limited is registered as a Class A Registered Person with the Bermuda Monetary Authority pursuant to
the Investment Business Act 2003 (as amended).

Hong Kong: The issuer of this document is PineBridge Investments Asia Limited, a company incorporated in Bermuda with limited liability,
licensed and regulated by the Securities and Futures Commission (SFC). This document has not been reviewed by the SFC.

Malaysia: PineBridge Investments Malaysia Sdn Bhd is licensed and regulated by Securities Commission of Malaysia (SC). This material is not
reviewed or endorsed by the SC.

Singapore: PineBridge Investments Singapore Limited is licensed and regulated by the Monetary Authority of Singapore (MAS). In Singapore,
this material may not be suitable to a retail investor. This advertisement or publication has not been reviewed by the MAS.

Taiwan: PineBridge Investments Management Taiwan Ltd. Is licensed and regulated by Securities and Futures Bureau of Taiwan (SFB). In Taiwan,
this material may not be suitable to investors and is not reviewed or endorsed by the SFB.

Last updated February 2024. For additional legal and regulatory disclosures including other cross border information, please refer to
https://www.pinebridge.com/en/regulatory-disclosure.
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