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July 15, 2022 INVESTMENTS

Letter to the NAIC regarding its CLO risk assessment framework

Dear Mr. Therriault and Ms. Genao-Rosado:

We would like to thank the NAIC for working on refining the risk assessment of collateralized loan obligations
(CLOs) and greatly appreciate the opportunity to comment. We believe the NAIC's CLO proposal understates some
key strengths of CLOs. The current risk-based capital (RBC) charges on CLO tranches, both debt and equity,
appear already quite conservative based on through-the-cycle performance data, and therefore increasing RBC
charges on CLO investments seems unjustified.

Assuming asset RBC equals liability RBC understates several key benefits of the CLO construct.

As part of the proposal, the NAIC assumed the weighted average RBC charges on all CLO tranches equals that of
the underlying collateral pool. This assumption may have understated several key benefits of CLOs. We believe
that active collateral management, portfolio diversification, and structural protections have all contributed to the
strong track record of CLOs. Data shows collateral managers overall were able to reduce credit losses and
opportunistically mitigate par losses through portfolio management. CLOs also benefit from the contractual
requirement of portfolio diversification, which has contributed to more stable portfolio performance due to limited
default correlation among underlying loans. Structural protections such as overcollateralization and interest
coverage (OC/IC) triggers have also led to lower impairments for CLO debt compared to corporates and other
asset classes.

CLO debt outperformed corporates, supporting lower RBC charges for CLO debt.

The data below - Moody’s 10-year cumulative impairment rates by original rating for CLOs issued between 1993-
2016 - clearly demonstrates the outperformance of CLO debt for all rating categories relative to corporates and
other structured products. This suggests that RBC charges on CLO debt should not be increased and arguably
should be lower than those for other asset classes.

10-year cumulative impairment
rate (%)

Rating CLO Corp RMBS CMBS
Aaa 0.0 0.1 21.1 3.3
Aa 0.0 0.7 53.1 13.7
A 0.1 2.2 70.9 21.3
Baa 2.0 3.5 80.6 24.1
Ba 4.8 15.7 81.2 47.8
B 146 35.5 66.1 63.5
Caa 48.9 73.5

Source: Moody’s. RMBS: residential mortgage-backed securities. CMBS: commercial mortgage-backed securities.

Over 75% of CLO equities had no principal losses, indicating current equity RBC charges are already
conservative for most deals.

Data published by Amherst below indicates that among 797 CLOs issued between 1997-2016, over 75% of
redeemed CLO equities (by deal count) have received their initial principal back. The 25th percentile internal rate
of return (IRR) was 3%, which means that the equity in these CLOs received more than their initial principal back,
resulting in a positive IRR. In addition, the IRR calculation assumed the equity tranche was issued at par, whereas
CLO equity is typically issued below par. This would understate the IRR and further support the fact that greater
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than 75% of CLO equities experienced no principal losses. By original equity balance, this trend was more
pronounced. Since not all managers are the same, if useful, we are happy to share PineBridge’s CLO performance,
very strong overall. Nevertheless, the data below shows the current 20% (property and casualty) and 30% (life)
RBC charges on CLO equity are likely too onerous for most CLOs.

Min 25P'tile 50P'tile 75P'tile Max
IRR -46% 3% 11% 17% 50%
Orig. Equity Bal.
($million) 3 32 40 53 652

Source: Amherst Pierpont Securities, Portfolio Strategy, 26 July 2021, based on CLOs issued from 1997-2016.

Sincerely yours,
PineBridge Insurance Solutions and Strategies, CLO team, Leveraged Finance team
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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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