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STATE OF NEW YORK

3791
2011- 2012 Regul ar Sessi ons
I N ASSEMBLY
January 27, 2011

| nt r oduced by M of A MORELLE, BI NG KELLNER, CYMBROW TZ,
PEOPLES- STOKES, SCHROEDER, SPANO, DESTI TO, BARCLAY, TITONE -- Muilti-
Sponsored by -- M of A BARRON, BOYLAND, CAHI LL, CALHOUN, CASTRO
DenDEKKER, ENGLEBRI GHT, GALEF, GUNTHER, JAFFEE, LANCMAN, LI FTON,
MAGEE, @ MAYERSOHN, MENENY, M LLMAN, PHEFFER, RAI A, REILLY, ROBI NSON,
SCH MM NGER -- read once and referred to the Conmttee on | nsurance

AN ACT to amend the insurance law, in relation to credit default insur-
ance corporations, and to repeal certain provisions of the insurance
|l aw rel ating thereto

THE PEOPLE OF THE STATE OF NEW YORK, REPRESENTED | N SENATE AND ASSEM
BLY, DO ENACT AS FOLLOWE:

Section 1. Article 69 of the insurance |law is REPEALED and a new arti -

cle 69 is added to read as foll ows:
ARTI CLE 69
CREDI T DEFAULT | NSURANCE CORPORATI ONS

SECTI ON 6901. DEFI NI TI ONS.

6902. ORGANI ZATI ON; FI NANCI AL REQUI REMENTS.

6903. CONTI NGENCY, LGOSS AND UNEARNED PREM UM RESERVES; COLLAT-

ERAL.

6904. LI M TATI ONS.

6905. POLI CY FORMS AND RATES.

6906. RElI NSURANCE.

6907. APPLI CABI LI TY OF OTHER LAWS.

6908. RELATI ONSHI P TO SECURI TY FUND.

6909. PENALTI ES.

6910. TRANSI TI ON PROVI S| ON.

S 6901. DEFINITIONS: (A) "CREDI T DEFAULT | NSURANCE" MEANS:

(1) A SURETY BOND, OR OTHER CONTRACT, AND ANY GUARANTEE WHI CH | S PAYA-
BLE UPON OCCURRENCE OF FI NANCI AL LOSS, AS A RESULT OF THE FAI LURE OF ANY
OBLI GOR ON OR | SSUER OF ANY DEBT | NSTRUMVENT OR OTHER MONETARY OBLI GATI ON
TO PAY WHEN DUE TO BE PAID BY THE OBLIGOR OR SCHEDULED AT THE TIME

EXPLANATI ON- - Matter in I TALICS (underscored) is new, matter in brackets
[ ] is oldlawto be onmtted.
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INSURED TO BE RECEIVED BY THE HOLDER OF THE OBLI GATI ON, PRI NCl PAL,
| NTEREST, PREM UM DI VI DEND OR PURCHASE PRI CE OF OR ON, OR OTHER AMOUNTS
DUE OR PAYABLE W TH RESPECT TGO, SUCH | NSTRUMENT OR OBLI GATI ON, VWHEN SUCH
FAILURE |S THE RESULT OF A FINANCI AL DEFAULT OR | NSOLVENCY, OR OTHER
CREDI T EVENT, OR, PROVI DED THAT SUCH PAYMENT SOURCE | S | NVESTMENT GRADE,
ANY OTHER FAI LURE TO MAKE PAYMENT, REGARDLESS OF WHETHER SUCH OBLI GATI ON
'S I NCURRED DI RECTLY OR AS GUARANTOR BY OR ON BEHALF OF ANOTHER OBLI GOR
THAT HAS ALSO DEFAULTED;

(2) CREDIT DEFAULT | NSURANCE | NCLUDES OTHER EVENTS WHI CH THE SUPER-
| NTENDENT DETERM NES ARE SUBSTANTI ALLY SIM LAR TO ANY OF THE EVENTS
DESCRI BED | N PARAGRAPH ONE OF THI S SUBSECTI ON.

(3) NOTW THSTANDI NG PARAGRAPH ONE OF THI S SUBSECTI ON, "CREDI T DEFAULT
I NSURANCE" SHALL NOT | NCLUDE:

(A) I NSURANCE OF ANY LOSS RESULTI NG FROM ANY EVENT DESCRI BED I N PARA-
GRAPH ONE OF THI S SUBSECTION I F THE LOSS | S PAYABLE ONLY UPON THE OCCUR-
RENCE OF ANY OF THE FOLLOW NG, AS SPECI FIED I N A SURETY BOND, | NSURANCE
PCLI CY OR | NDEMNI TY CONTRACT:

(1) A FORTU TOUS PHYSI CAL EVENT;

(1'l') FAILURE OF OR DEFI Cl ENCY I N THE OPERATI ON OF EQUI PMENT; OR

(1'11) AN INABILITY TO EXTRACT OR RECOVER A NATURAL RESOURCE;

(B) FIDELITY AND SURETY | NSURANCE AS DEFI NED | N PARAGRAPH SI XTEEN OF
SUBSECTION (A) OF SECTION ONE THOUSAND ONE HUNDRED THI RTEEN OF THI S
CHAPTER;

(© CREDI T | NSURANCE AS DEFI NED | N PARAGRAPH SEVENTEEN OF SUBSECTI ON
(A) OF SECTI ON ONE THOUSAND ONE HUNDRED THI RTEEN OF THI S CHAPTER;

(D) CREDI T UNEMPLOYMENT | NSURANCE AS DEFI NED | N PARAGRAPH TWENTY- FOUR
OF SUBSECTI ON (A) OF SECTI ON ONE THOUSAND ONE HUNDRED THI RTEEN OF THI'S
CHAPTER;

(E) RESIDUAL VALUE |INSURANCE AS DEFI NED I N PARAGRAPH TVEENTY- TWO OF
SUBSECTI ON (A) OF SECTI ON ONE THOUSAND ONE HUNDRED THIRTEEN OF TH'S
CHAPTER;

(F) MORTGAGE GUARANTY | NSURANCE AS DEFI NED | N PARAGRAPH TVEENTY- THREE
OF SUBSECTI ON (A) OF SECTI ON ONE THOUSAND ONE HUNDRED THI RTEEN OF THI'S
CHAPTER AND AS PERM TTED TO BE WRI TTEN BY A MORTGAGE GUARANTY | NSURER
UNDER ARTI CLE SI XTY-FI VE OF TH S CHAPTER;

(G GUARANTEED | NVESTMENT CONTRACTS | SSUED BY LI FE | NSURANCE COVPANI ES
VWH CH PROVI DE THAT THE LI FE I NSURER | TSELF W LL MAKE SPECI FI ED PAYMENTS
I N EXCHANGE FOR SPECI FI C PREM UMs OR CONTRI BUTI ONS;

(H) 1 NDEMNI TY CONTRACTS OR SIM LAR GUARANTI ES, TO THE EXTENT THAT THEY
ARE NOT' OTHERW SE LI M TED OR PROSCRI BED BY THI S CHAPTER:

(1) IN WHCH A LIFE INSURER OR AN |INSURER SUBJECT TO ARTICLE
FORTY- THREE OF TH S CHAPTER GUARANTI ES I TS OBLI GATI ONS OR | NDEBTEDNESS
OR THE OBLI GATI ONS OR | NDEBTEDNESS COF A SUBSI DI ARY (AS DEFI NED | N PARA-
GRAPH FORTY OF SUBSECTI ON (A) OF SECTI ON ONE HUNDRED SEVEN OF THI S CHAP-
TER), OTHER THAN A FI NANCI AL GUARANTY | NSURANCE CORPCRATI ON, PROVI DED
THAT:

(1) TO THE EXTENT THAT ANY SUCH OBLI GATI ONS OR | NDEBTEDNESS ARE BACKED
BY SPECI FI C ASSETS, SUCH ASSETS MJUST AT ALL TI MES BE OMED BY THE | NSUR-
ER OR THE SUBSI DI ARY; AND

(1) I'N THE CASE OF THE GUARANTY OF THE OBLI GATI ONS OR | NDEBTEDNESS OF
THE SUBSI DI ARY THAT ARE NOT BACKED BY SPECI FI C ASSETS OF SUCH | NSURER,
SUCH GUARANTY TERM NATES ONCE THE SUBSI DI ARY CEASES TO BE A SUBSI DI ARY;
OR

(1) IN WHCH A LIFE | NSURER GUARANTI ES OBLI GATI ONS OR | NDEBTEDNESS
(1 NCLUDI NG THE OBLI GATI ON TO SUBSTI TUTE ASSETS WHERE APPROPRI ATE) W TH
RESPECT TO SPECI FI C ASSETS ACQUI RED BY SUCH LI FE | NSURER I N THE COURSE
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OF I'TS NORVAL | NVESTMENT ACTI VI TIES AND NOT' FOR THE PURPCSE OF RESALE
WTH CREDI T ENHANCEMENT, OR GUARANTIES OBLI GATI ONS OR | NDEBTEDNESS
ACQUI RED BY | TS SUBSI DI ARY, PROVI DED THAT THE ASSETS ACQUI RED PURSUANT
TO TH S | TEM HAVE BEEN:

(1) ACQU RED BY A SPECIAL PURPOSE ENTITY, WHOSE SCLE PURPCSE IS TO
ACQUI RE SPECI FI C ASSETS OF SUCH LI FE I NSURER OR I TS SUBSI DI ARY AND | SSUE
SECURI TI ES OR PARTI Cl PATI ON CERTI FI CATES BACKED BY SUCH ASSETS; OR

(1'l') SOLD TO AN | NDEPENDENT THI RD PARTY; OR

(1'11) I'N WHI CH A LI FE | NSURER GUARANTI ES OBLI GATI ONS OR | NDEBTEDNESS
OF AN EMPLOYEE OR | NSURANCE AGENT OF SUCH LI FE I NSURER; OR

(1) GUARANTEES OF HI GHER EDUCATI ON LOANS, UNLESS WRI TTEN BY A CREDI T
DEFAULT | NSURANCE CORPORATI ON;

(J) GUARANTEES OF | NSURANCE CONTRACTS, EXCEPT FOR

(1) GUARANTEES AUTHORI ZED PURSUANT TO SECTI ON ONE THOUSAND ONE HUNDRED
FOURTEEN OF TH S CHAPTER;

(1'l) CREDI T DEFAULT | NSURANCE PCOLI Cl ES | NSURI NG GUARANTEED | NVESTMENT
CONTRACTS | SSUED BY LI FE | NSURERS, PROVI DED THAT:

(1) THE OBLIGATIONS UNDER SUCH CONTRACTS ARE NOT DEPENDENT ON THE
CONTI NUANCE OF HUVAN LI FE;

(1'l) THE CREDI T DEFAULT | NSURANCE POLI CI ES DO NOT GUARANTY DEATH BENE-
FI' TS PROVI DED BY SUCH CONTRACTS;

(1'1'1) THE OBLI GATI ONS | NSURED BY THE CREDI T DEFAULT | NSURANCE PQOLI Cl ES
ARE | NVESTMENT GRADE BASED ON THE RATI NG OF THE LI FE | NSURERS OR, I N THE
CASE OF SEPARATE ACCOUNT GUARANTEED | NVESTMENT CONTRACTS, BASED ON THE
RATI NGS OF SUCH SEPARATE ACCOUNTS;

(1'V) THE CREDIT DEFAULT |NSURANCE PCLICIES SHALL NOT CONDI TI ON OR
DELAY PAYMENT OF A CLAIM W TH RESPECT TO SUCH CONTRACTS UPON THE | NSURED
OR BENEFI Cl ARY MAKI NG A CLAIM ON THE CONTRACTS W TH ANY | NSURANCE GUAR-
ANTY FUND UNDER THI S CHAPTER OR OF ANY OTHER JURI SDI CT1 ON;  AND

(V) THE CREDI T DEFAULT | NSURANCE PCLI CI ES PROVIDE THAT IF, PRIOR TO
PAYMENT BY THE | NSURER UNDER THE CREDI T DEFAULT | NSURANCE POLI CI ES, THE
GUARANTY FUND HAS PAI D A CLAI M UNDER SUCH CONTRACTS FOR AN AMOUNT THAT,
VWHEN ADDED TO THE AMOUNT PAYABLE UNDER THE CREDIT DEFAULT | NSURANCE
PCLICES, WOULD EXCEED THE AMOUNT OWED UNDER SUCH CONTRACTS, THEN THE
CREDI T DEFAULT | NSURER SHALL PAY THE PORTI ON OF THE AMOUNT PAYABLE |IN
EXCESS OF THE CONTRACT AMOUNTS TO THE GUARANTY FUND | NSTEAD OF TO THE
BENEFI CI ARY UNDER SUCH CONTRACTS; OR

(K) ANY OTHER FORM OF | NSURANCE COVERI NG RI SKS WHI CH THE SUPERI NTEN-
DENT DETERM NES TO BE SUBSTANTI ALLY SIM LAR TO ANY OF THE FOREGO NG

(B) "CREDI T DEFAULT | NSURANCE CORPORATI ON' OR " CORPORATI ON' MEANS AN
I NSURER LI CENSED TO TRANSACT THE BUSI NESS OF CREDI T DEFAULT | NSURANCE I N
TH S STATE.

(© "AFFI LI ATE" MEANS A PERSON WHI CH, DI RECTLY OR | NDI RECTLY, OMNS AT
LEAST TEN PERCENT BUT LESS THAN FI FTY PERCENT OF THE CREDI T DEFAULT
| NSURANCE CORPORATI ON OR VHICH | S AT LEAST TEN PERCENT BUT LESS THAN
FI FTY PERCENT, DI RECTLY OR | NDI RECTLY, OMED BY A CREDI T DEFAULT | NSUR-
ANCE CORPORATI ON.

(D) "AGGREGATE NET LI ABILITY" MEANS THE AGGREGATE AMOUNT OF | NSURED
UNPAI D PRI NCI PAL, | NTEREST AND OTHER MONETARY PAYMENTS, |F ANY, OF GUAR-
ANTI ED OBLI GATIONS | NSURED OR ASSUMED, LESS REI NSURANCE CEDED AND LESS
COLLATERAL.

(E) "ASSET-BACKED SECURI TI ES" MEANS: SECURITIES OR OTHER FI NANCI AL
OBLI GATI ONS OF AN | SSUER PROVI DED THAT:

(1) THE ISSUER IS A SPECI AL PURPOSE CORPORATI ON, TRUST COR OTHER ENTI -
TY, OR (PROVIDED THAT THE SECURITIES OR OTHER FINANCI AL OBLI GATI ONS
CONSTI TUTE AN | NSURABLE RISK) IS A BANK, TRUST COVPANY OR OTHER FI NAN-
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Cl AL I NSTI TUTI ON, DEPCSI TS IN WHI CH ARE I NSURED BY THE BANK | NSURANCE
FUND OR THE SAVI NGS | NSURANCE FUND ( OR ANY SUCCESSCR THERETO) ; AND

(2) A POOL OF ASSETS COVWPRI SED OF SECURI TI ES OR OTHER FI NANCI AL OBLI -
GATI ONS EXPECTED TO GENERATE ElI THER CASH FLOW OR CASH PROCEEDS BY THE
TERMS OF THE SECURI TI ES OR OTHER FI NANCI AL OBLI GATI ONS, OR PURSUANT TO
LEASES OR OTHER CONTRACTUAL RI GHTS, | NCLUDI NG ANY EXPECTED EXTENSI ONS OR
RENEWALS THERECF, OR THROUGH A SALE IN A PUBLIC OR PRI VATE NMARKET FOR
PROCEEDS SUFFI CI ENT TO PAY THE | NSURED OBLI GATI ONS:

(A) HAS BEEN CONVEYED, PLEDGED OR OTHERW SE TRANSFERRED TO OR | S
OTHERW SE OMNED OR ACQUI RED BY THE | SSUER;

(B) SUCH POOL OF ASSETS BACKS THE SECURI TI ES OR OTHER FI NANCI AL  OBLI -
GATI ONS | SSUED; AND

(© NO ASSET |IN SUCH POOL, OTHER THAN AN ASSET DI RECTLY PAYABLE BY,
GUARANTEED BY OR BACKED BY THE FULL FAITH AND CREDIT OF THE UN TED
STATES GOVERNVMVENT OR THAT OTHERW SE QUALI FI ES AS COLLATERAL UNDER PARA-
GRAPH ONE OR TWO OF SUBSECTION (G OF THI' S SECTI ON, HAS A VALUE EXCEED
I NG TVENTY PERCENT OF THE POOL' S AGGREGATE VALUE.

(F) "AVERAGE ANNUAL DEBT SERVI CE'" MEANS THE AMOUNT COF | NSURED UNPAI D
PRI NCI PAL AND | NTEREST ON AN OBLI GATI ON, MJULTIPLIED BY THE NUMBER OF
SUCH | NSURED OBLI GATI ONS ( ASSUM NG EACH OBLI GATI ON REPRESENTS ONE THOU-
SAND DOLLARS PAR VALUE), DiVIDED BY THE AMOUNT EQUAL TO THE AGGREGATE
LIFE OF ALL SUCH OBLI GATI ONS ( ASSUM NG EACH OBLI GATI ON REPRESENTS ONE
THOUSAND DCLLARS PAR VALUE). THI S DEFI NI TI ON, EXPRESSED AS A FORMULA I N
REGARD TO BONDS, |S AS FOLLOWE:

AVERAGE ANNUAL DEBT SERVI CE= TOTAL DEBT SERVI CE X NO OF BONDS

BOND YEARS
TOTAL DEBT SERVI CE= | NSURED UNPAI D PRI NCI PAL + | NTEREST
NUVMBER OF BONDS= TOTAL | NSURED PRI NCI PAL

BOND YEARS= NUVMBER OF BONDS X TERM I N YEARS

TERM IN YEARS = TERM TO MATURI TY BASED ON SCHEDULED AMORTI ZATI ON OR
IN THE ABSENCE OF A SCHEDULED ANMORTI ZATION I N THE CASE OF ASSET- BACKED
SECURI TIES OR OTHER OBLIGATIONS LACKING A SCHEDULED AMORTI ZATI ON,
EXPECTED ANMORTI ZATI ON, | N EACH CASE DETERM NED AS OF THE DATE OF | SSU-
ANCE OF THE |INSURANCE POLICY BASED UPON THE AMORTI ZATI ON ASSUMPTI ONS
EMPLOYED | N PRI CI NG THE | NSURED OBLI GATI ONS OR OTHERW SE USED BY THE
| NSURER TO DETERM NE AGGREGATE NET LI ABI LI TY.

(G "COLLATERAL" MEANS:

(1) CASH;

(2) THE CASH FLOW FROM SPECI FI C OBLI GATI ONS WHI CH ARE NOT CALLABLE AND
SCHEDULED TO BE RECEI VED BASED ON EXPECTED PREPAYMENT SPEED ON OR PRI OR
TO THE DATE OF SCHEDULED DEBT SERVI CE (| NCLUDING SCHEDULED REDEMPTI ONS
OR PREPAYMENTS) ON THE | NSURED OBLI GATI ON PROVI DED THAT (A) SUCH SPECI F-
| C OBLI GATIONS ARE DI RECTLY PAYABLE BY, GUARANTEED BY OR BACKED BY THE
FULL FAI TH AND CREDI T OF THE UNI TED STATES GOVERNMENT, (B) IN THE CASE
OF INSURED OBLI GATI ONS DENOM NATED OR PAYABLE | N FOREI GN CURRENCY AS
PERM TTED UNDER PARAGRAPH FOUR OF SUBSECTI ON (B) OF SECTI ON SI X THOUSAND
NI NE HUNDRED FOUR OF THI' S ARTI CLE, SUCH SPECI FI C OBLI GATI ONS ARE DI RECT-
LY PAYABLE BY, GUARANTEED BY OR BACKED BY THE FULL FAITH AND CREDIT OF
SUCH FOREI GN GOVERNMVENT OR THE CENTRAL BANK THEREOF, OR (C) SUCH SPECI F-



Co~NOoOUIT~hWNE

A 3791 5

|C OBLIGATIONS ARE | NSURED BY THE SAME | NSURER THAT | NSURES THE OBLI -
GATI ONS BEI NG COLLATERALI ZED, AND THE CASH FLOAS FROM SUCH SPECIFIC
OBLI GATIONS ARE SUFFI CI ENT TO COVER THE | NSURED SCHEDULED PAYMENTS ON
THE OBLI GATI ONS BEI NG COLLATERALI ZED.

(3) THE MARKET VALUE OF | NVESTMENT GRADE OBLI GATI ONS, OTHER THAN OBLI -
GATI ONS EVI DENCI NG AN | NTEREST | N THE PRQJECT OR PRQIECTS FI NANCED W TH
THE PROCEEDS OF THE | NSURED OBLI GATI ONS; OR

(4) THE FACE AMOUNT OF EACH LETTER OF CREDI T THAT:

(A) 1S | RREVOCABLE;

(B) PROVI DES FOR PAYMENT UNDER THE LETTER OF CREDIT IN LIEU OF OR AS
REI MBURSEMENT TO THE | NSURER FOR PAYMENT REQUI RED UNDER A CREDI T DEFAULT
| NSURANCE POLI CY;

(C) IS | SSUED, PRESENTABLE AND PAYABLE El THER:

(1) AT AN OFFI CE OF THE LETTER OF CREDI T | SSUER | N THE UNI TED STATES;
oR
) AT AN OFFI CE OF THE LETTER OF CREDI T | SSUER LOCATED I N THE JURI S-
| ON I N WHI CH THE TRUSTEE OR PAYI NG AGENT FOR THE | NSURED OBLI GATI ON
OCATED

(D) CONTAI NS A STATEMENT THAT El THER:

(1) IDENTIFIES THE INSURER AND ANY SUCCESSCR BY OPERATI ON OF LAW
| NCLUDI NG ANY LI QUI DATOR, REHABI LI TATOR, RECEI VER OR CONSERVATOR, AS THE
BENEFI Cl ARY; OR

(1'1) | DENTI FI ES THE TRUSTEE OR THE PAYI NG AGENT FOR THE | NSURED OBLI -
GATI ON AS THE BENEFI Cl ARY;

(E) CONTAINS A STATEMENT TO THE EFFECT THAT THE OBLI GATI ON OF THE
LETTER OF CREDI T | SSUER UNDER THE LETTER OF CREDIT IS AN | NDI VI DUAL
OBLI GATI ON OF SUCH | SSUER AND IS I N NO WAY CONTI NGENT UPON REI MBURSENENT
W TH RESPECT THERETQ

(F) CONTAI NS AN | SSUE DATE AND A DATE OF EXPI RATI ON;

(O ElTHER

(1) HAS A TERM AT LEAST AS LONG AS THE SHORTER OF THE TERM OF THE
| NSURED OBLI GATI ON OR THE TERM OF THE CREDI T DEFAULT | NSURANCE POLI CY;
oR

(11) PROVI DES THAT THE LETTER OF CREDI T SHALL NOT EXPI RE W THOUT THI R-
TY DAYS PRI OR VR TTEN NOTI CE TO THE BENEFI Cl ARY AND ALLOAS FOR DRAW NG
UNDER THE LETTER OF CREDI T IN THE EVENT THAT, PRIOR TO EXPIRATION, THE
LETTER OF CREDIT |S NOT RENEWED OR EXTENDED OR A SUBSTI TUTE LETTER OF
CREDIT OR ALTERNATE COLLATERAL MEETING THE REQUIREMENTS OF THIS
SUBSECTI ON | S NOT PROVI DED;

STATES THAT I T |'S GOVERNED BY THE LAWS OF THE STATE OF NEW YORK OR
BY THE 1983 OR 1993 REVI SION OF THE UNI FORM CUSTOVS AND PRACTI CE FOR
DOCUMENTARY CREDI TS OF THE | NTERNATI ONAL CHAMBER OF COMMERCE ( PUBLI CA-
TION 400 OR 500) OR ANY SUCCESSOR REVI SI ON | F APPROVED BY THE SUPER-
| NTENDENT, AND CONTAINS A PROVI SI ON FOR AN EXTENSION OF TIME, OF NOT
LESS THAN TH RTY DAYS AFTER RESUMPTI ON OF BUSI NESS, TO DRAW AGAI NST THE
LETTER OF CREDIT IN THE EVENT THAT ONE OR MORE OF THE OCCURRENCES
DESCRI BED | N ARTI CLE 19 OF PUBLI CATI ON 400 OR 500 OCCURS; AND

(1) IS ISSUED BY A BANK, TRUST COVPANY, OR SAVI NGS AND LOAN ASSOC! -
ATI ON THAT:

(1) 1'S ORGANI ZED AND EXI STI NG UNDER THE LAWS OF THE UNI TED STATES OR
ANY ~STATE THEREOF OR, | N THE CASE OF A NON- DOVESTI C FI NANCI AL | NSTI TU-
TION, HAS A BRANCH OR AGENCY OFFI CE LICENSED UNDER THE LAWS OF THE
UNI TED STATES OR ANY STATE THEREOF AND |'S DOM CI LED IN A MEMBER COUNTRY
OF THE ORGANI ZATI ON FOR ECONOM C CO- OPERATI ON AND DEVELOPMENT HAVI NG A
SOVEREI GN RATING N ONE OF THE TOP TWD GENERI C LETTERED RATI NG CLASSI -

(1
DI CT
IS L
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FI CATI ONS BY A SECURI TI ES RATI NG AGENCY ACCEPTABLE TO THE SUPERI NTEN-
DENT;

(1) HAS (OR IS THE PRINC PAL OPERATI NG SUBSI DI ARY OF A FI NANCI AL
I NSTI TUTI ON HOLDI NG COVPANY THAT HAS) A LONG TERM DEBT RATING OF AT
LEAST | NVESTMENT GRADE; AND

(I11r) IS NOT A PARENT, SUBSID ARY OR AFFILIATE OF THE TRUSTEE OR
PAYI NG AGENT, | F ANY, WTH RESPECT TO THE | NSURED OBLIGATION |F SUCH
TRUSTEE OF PAYI NG AGENT IS THE NAVMED BENEFI Cl ARY OF THE LETTER OF CRED-
I T.

(H) "COWERCI AL REAL ESTATE" MEANS |NCOVE PRODUCI NG REAL PROPERTY
OTHER THAN RESI DENTI AL PROPERTY CONSI STI NG OF LESS THAN FI VE UNI TS.

(1) " CONTI NGENCY RESERVE"™ MEANS AN ADDI TI ONAL LI ABI LI TY RESERVE ESTAB-
LI SHED TO PROTECT PCOLI CY HOLDERS AGAI NST THE EFFECTS OF ADVERSE ECONOM C
DEVELOPMENTS OR CYCLES OR OTHER UNFORESEEN Cl RCUMSTANCES.

(J) "GOVERNMENTAL UNIT" MEANS THE UNI TED STATES OF AMVERI CA, CANADA, A
MEMBER COUNTRY OF THE ORGAN ZATI ON FOR ECONOM C CO- OPERATI ON AND DEVEL-
OPMENT HAVI NG A SOVEREI GN RATING I N ONE OF THE TOP TWD GENERI C LETTERED
RATI NG CLASSI FI CATI ONS BY A SECURI TI ES RATI NG AGENCY ACCEPTABLE TO THE
SUPERI NTENDENT, A STATE, TERRI TORY OR POSSESSI ON OF THE UNI TED STATES OF
AVERI CA, THE DI STRICT OF COLUMBI A, A PROVI NCE OF CANADA, A MJNI ClI PALI TY,
OR A POLITI CAL SuUBDI VI SI ON CF ANY OF THE FOREGO NG, OR ANY PUBLI C AGENCY
OR | NSTRUMENTALI TY THEREOF.

(K) "EXCESS SPREAD' NMEANS, WTH RESPECT TO ANY |INSURED | SSUE OF
ASSET- BACKED SECURI TI ES, THE EXCESS OF:

(1) THE SCHEDULED CASH FLOW ON THE UNDERLYI NG ASSETS THAT 1S REASON
ABLY PRQIECTED TO BE AVAI LABLE, OVER THE TERM OF THE | NSURED SECURI Tl ES
AFTER PAYMENT OF THE EXPENSES ASSCCI ATED W TH THE | NSURED | SSUE, TO MAKE
DEBT SERVI CE PAYMENTS ON THE | NSURED SECURI TI ES OVER

(2) THE SCHEDULED DEBT SERVI CE REQUI REMENTS ON THE | NSURED SECURI TI ES,
PROvI DED THAT SUCH EXCESS | S HELD IN THE SAME MANNER AS COLLATERAL IS
REQUI RED TO BE HELD UNDER SUBSECTION (G OF THI S SECTI ON.

(L) "1 NDUSTRI AL DEVELOPMENT BOND' MEANS ANY SECURI TY OR OTHER | NSTRU-
MENT, OTHER THAN A UTILITY FIRST MORTGAGE OBLIGATION, UNDER WHICH A
PAYMENT OBLI GATION IS CREATED, | SSUED BY OR ON BEHALF OF A GOVERNMENTAL
UNI'T, TO FI NANCE A PRQIECT SERVI NG A PRI VATE | NDUSTRI AL, COWERCI AL OR
MANUFACTURI NG PURPOSE,  AND NOT PAYABLE OR GUARANTI ED BY A GOVERNMENTAL
UNI T.

(M "I NSURABLE RI SK' MEANS, W TH RESPECT TO ASSET-BACKED SECURI TI ES,
AS DEFI NED I N SUBSECTION (E) OF THI S SECTI ON, THAT SUCH OBLI GATI ON ON AN
UNI NSURED BASI S HAS BEEN DETERM NED TO BE NOT LESS THAN | NVESTMENT GRADE
BASED SOLELY ON THE POOL OF ASSETS BACKI NG THE | NSURED OBLI GATI ON OR
SECURI NG THE | NSURER, W THOUT CONSI DERATI ON OF THE CREDI TWORTHI NESS OF
THE | SSUER.

(N) "I NVESTMENT GRADE" MEANS THAT:

(1) THE OBLIGATION OR PARITY OBLI GATI ON OF THE SAME | SSUER HAS BEEN
DETERM NED TO BE IN ONE OF THE TOP FOUR GENERI C LETTERED RATI NG CLASSI -
FICATIONS BY A SECURI TI ES RATI NG AGENCY ACCEPTABLE TO THE SUPERI NTEN-
DENT;

(2) THE OBLI GATI ON OR PARITY OBLI GATION OF THE SAME | SSUER HAS BEEN
IDENTIFIED IN WRI TING BY SUCH RATI NG AGENCY TO BE OF | NVESTMENT GRADE
QUALITY; OR

(3) I'F THE OBLI GATI ON OR PARI TY OBLI GATI ON OF THE SAME | SSUER HAS NOT
BEEN SUBM TTED TO ANY SUCH RATI NG AGENCY, THE OBLI GATI ON | S DETERM NED
TO BE | NVESTMENT GRADE (AS | NDI CATED BY A RATING I N CATEGORY 1 OR 2) BY
THE SECURI TI ES VALUATI ON OFFI CE OF THE NATI ONAL ASSOCI ATI ON OF | NSURANCE
COW SSI ONERS.
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(O "MJINICIPAL BONDS' MEANS MUNI Cl PAL OBLI GATI ON BONDS AND SPECI AL
REVENUE BONDS.

(P) "MJUNI CIPAL OBLI GATION BOND' MEANS ANY SECURI TY OR OTHER | NSTRU-
MENT, | NCLUDI NG A LEASE PAYABLE OR GUARANTEED BY THE UN TED STATES OR
ANOTHER NATI ONAL GOVERNMENT THAT QUALI FIES AS A GOVERNVMVENTAL UNI T OR ANY
AGENCY, DEPARTMENT OR | NSTRUMENTALITY THERECF, OR BY A STATE OR AN
EQUI VALENT POLI TI CAL SUBDI VI SI ON OF ANOTHER NATI ONAL GOVERNMENT THAT
QUALIFIES AS A GOVERNVENTAL UNI'T, BUT NOT A LEASE OF ANY OTHER GOVERN-
MENTAL UNI T, UNDER WH CH A PAYMENT OBLI GATION | S CREATED, | SSUED BY OR
ON BEHALF OF OR PAYABLE OR GUARANTEED BY A GOVERNVENTAL UNI T OR | SSUED
BY A SPECI AL PURPCSE CORPORATI ON, SPECI AL PURPOSE TRUST OR OTHER SPECI AL
PURPCSE LEGAL ENTITY TO FI NANCE A PRQIECT SERVI NG A SUBSTANTI AL PUBLI C
PURPCSE, AND WHICH | S;

(1) (A) PAYABLE FROM TAX REVENUES, BUT NOT TAX ALLOCATI ONS, W THI N THE
JURI SDI CTI ON OF SUCH GOVERNVENTAL UNI T;

(B) PAYABLE OR GUARANTEED BY THE UNI TED STATES OR ANOTHER NATI ONAL
GOVERNMENT THAT QUALI FIES AS A GOVERNVENTAL UNI T, OR ANY AGENCY, DEPART-
MENT OR | NSTRUVENTALI TY THEREOF, OR BY A HOUSI NG AGENCY OF A STATE OR AN
EQUI VALENT SUBDI VI SI ON OF ANOTHER NATI ONAL GOVERNMENT THAT QUALIFIES AS
A GOVERNMENTAL UNI T;

(© PAYABLE FROM RATES OR CHARGES (BUT NOT TOLLS) LEVI ED OR COLLECTED
IN RESPECT OF A NON-NUCLEAR UTILITY PRQIECT, PUBLIC TRANSPORTATI ON
FACILITY (OTHER THAN AN Al RPORT), OR PUBLI C H GHER EDUCATI ON FACI LI TY;
OoR

(D) WTH RESPECT TO LEASE OBLI GATI ONS, PAYABLE FROM FUTURE APPRCPRI -
ATI ONS; AND

(2) PROVIDED THAT, IN THE CASE OF OBLI GATI ONS OF A SPECI AL PURPCSE
CORPORATI ON, SPECI AL PURPOSE TRUST OR OTHER SPECI AL PURPOSE LEGAL ENTI -
TY:

(A) SUCH OBLI GATI ONS ARE | NVESTMENT GRADE AT THE Tl ME OF | SSUANCE;

(B) SUCH OBLI GATI ONS ARE PAYABLE FROM SOURCES ENUVMERATED | N SUBPARA-
GRAPH (A), (B), (O OR (D OF PARAGRAPH ONE OF THI' S SUBSECTI ON;, AND

(© THE PRQIECT BEI NG FI NANCED OR THE TOLLS, TARIFFS, USAGE FEES OR
OTHER SI M LAR RATES OR CHARGES FOR I TS USE ARE SUBJECT TO REGULATI ON OR
OVERSI GHT BY A GOVERNMENTAL UNI T.

(Q "REINSURANCE" MEANS CESSI ONS QUALI FYI NG FOR CREDIT UNDER SECTI ON
SI X THOUSAND NI NE HUNDRED SI X OF THI S ARTI CLE.

(R) " SUPERI NTENDENT" MEANS THE SUPERI NTENDENT, COWM SSI ONER, OR DI REC-
TOR OF THE DEPARTMENT OF | NSURANCE.

(S) "SPECI AL REVENUE BOND' MEANS ANY SECURI TY OR OTHER | NSTRUMENT,
UNDER WHI CH A PAYMENT OBLI GATI ON | S CREATED, | SSUED BY OR ON BEHALF OF
OR PAYABLE OR GUARANTEED BY A GOVERNMENTAL UNI'T TO FI NANCE A PRQIECT
SERVI NG A SUBSTANTI AL PUBLI C PURPCSE, AND NOT PAYABLE FROM ANY OF THE
SOURCES ENUMERATED IN SUBSECTION (P) OF TH S SECTI ON; OR SECURI Tl ES
VWH CH ARE THE FUNCTI ONAL EQUI VALENT OF THE FOREGO NG |ISSUED BY A
NOT- FOR- PROFI T CORPORATION OR A SPECI AL PURPCSE CORPORATI ON, SPECI AL
PURPCSE TRUST OR OTHER SPECI AL PURPOSE LEGAL ENTITY; PROVIDED THAT, |IN
THE CASE OF OBLIGATIONS OF A SPECI AL PURPCSE CORPORATI ON, SPECI AL
PURPCSE TRUST OR OTHER SPECI AL PURPOSE LEGAL ENTI TY,

(1) SUCH OBLI GATI ONS ARE | NVESTMENT GRADE AT THE Tl ME OF | SSUANCE;

(2) SUCH OBLI GATI ONS ARE NOT PAYABLE FROM THE SOURCES ENUMERATED IN
SUBPARAGRAPH (A), (B), (C) OR (D) OF PARAGRAPH ONE OF SUBSECTION (P) OF
THI S SECTI ON; AND

(3) THE PRQIECT BEI NG FI NANCED OR THE TOLLS, TARIFFS, USAGE FEES OR
OTHER SI M LAR RATES OR CHARGES FOR I TS USE ARE SUBJECT TO REGULATI ON OR
OVERSI GHT BY A GOVERNMENTAL UNI T.
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(T) "UTILITY FI RST MORTGAGE OBLI GATI ON' MEANS ANY OBLI GATION OF AN
| SSUER SECURED BY A FIRST PRI ORI TY MORTGAGE ON UTI LI TY PROPERTY OMNED BY
OR LEASED TO AN | NVESTOR- OANED OR COOPERATI VE- OANED UTI LI TY COVPANY AND
LOCATED I N THE UNI TED STATES, CANADA OR A MEMBER COUNTRY OF THE ORGAN-
| ZATION FOR ECONOM C CO- OPERATI ON  AND DEVELOPMENT HAVI NG A SOVEREI GN
RATI NG N ONE OF THE TOP TWO GENERI C LETTERED RATI NG CLASSI FI CATI ONS BY
A SECURI TIES RATING AGENCY ACCEPTABLE TO THE SUPERI NTENDENT; PROVI DED
THAT THE UTILITY OR UTILITY PROPERTY OR THE USAGE FEES OR OTHER SI M LAR
UTILITY RATES OR CHARGES ARE SUBJECT TO REGULATI ON OR OVERSI GHT BY A
GOVERNMVENTAL UNI T.

S 6902. ORGAN ZATI ON; FI NANCI AL REQUI REMENTS. (A) A CREDIT DEFAULT
| NSURANCE CORPORATI ON NMAY BE ORGANIZED AND LICENSED | N THE MANNER
PRESCRI BED | N SECTI ON ONE THOUSAND TWO HUNDRED ONE OF THI S CHAPTER AND A
FOREI GN | NSURER MAY BE LI CENSED | N THE MANNER PRESCRI BED I N SECTI ON ONE
THOUSAND ONE HUNDRED SIX OF TH' S CHAPTER EXCEPT AS MODI FI ED BY THE
FOLLOW NG PROVI SI ONS:

(1) A CORPORATI ON ORGANI ZED FOR THE PURPOSE OF TRANSACTING CRED T
DEFAULT | NSURANCE MAY, SUBJECT TO ALL THE APPLI CABLE PROVI SI ONS OF THI S
CHAPTER, BE LI CENSED TO TRANSACT ONLY THE FOLLOW NG ADDI TI ONAL KI NDS OF
I NSURANCE:

(A) RESIDUAL VALUE | NSURANCE, AS DEFI NED I N PARAGRAPH TVEENTY- TWO OF
SUBSECTI ON (A) OF SECTI ON ONE THOUSAND ONE HUNDRED THIRTEEN OF TH'S
CHAPTER

(B) SURETY | NSURANCE, AS DEFINED I N PARAGRAPH SI XTEEN OF SUBSECTI ON
(A) SECTI ON ONE THOUSAND ONE HUNDRED THI RTEEN OF THI S CHAPTER, AND

(© CREDI T | NSURANCE, AS DEFI NED | N PARACRAPH SEVENTEEN OF SUBSECTI ON
(A) OF SECTI ON ONE THOUSAND ONE HUNDRED THI RTEEN OF THI S CHAPTER.

(2) A CREDIT DEFAULT | NSURANCE CORPORATI ON MAY ONLY ASSUME THOSE KI NDS
OF INSURANCE FOR VHICH I T IS LI CENSED TO WRI TE DI RECT BUSI NESS;

(3) PRIOR TO THE | SSUANCE OF A LI CENSE, UNLESS A PLAN OF OPERATI ON HAS
BEEN PREVI QUSLY APPROVED BY THE SUPERI NTENDENT, A CORPORATI ON SHALL
SUBM T FOR THE APPROVAL OF THE SUPERI NTENDENT A PLAN OF OPERATI ON,
DETAILING THE TYPES AND PRQIECTED DI VERSI FI CATI ON OF GUARANTI ES THAT
WLL BE | SSUED, THE UNDERWRI TI NG PROCEDURES THAT W LL BE FOLLOWED, MANA-
GERI AL OVERSI GHT METHODS, | NVESTMENT POLI CI ES, AND SUCH OTHER MATTERS AS
MAY BE PRESCRI BED BY THE SUPERI NTENDENT; AND

(4) A CREDI T DEFAULT | NSURANCE CORPORATI ON' S | NVESTMENTS I N ANY ONE
ENTI TY | NSURED BY THAT CORPORATI ON SHALL NOT EXCEED FOUR PERCENT OF | TS
ADM TTED ASSETS AT LAST YEAR- END, EXCEPT THAT THI S LIM T SHALL NOT APPLY
TO | NVESTMENTS PAYABLE OR GUARANTEED BY A UNITED STATES GOVERNMENTAL
UNIT OR NEW YORK STATE | F SUCH | NVESTMENTS PAYABLE OR GUARANTEED BY THE
UNI TED STATES GOVERNMENTAL UNI'T OR NEW YORK STATE SHALL BE RATED IN ONE
OF THE TOP TWO CGENERI C LETTERED RATI NG CLASSI FI CATI ONS BY A SECURI TI ES
RATI NG AGENCY ACCEPTABLE TO THE SUPERI NTENDENT.

(B) A CREDI T DEFAULT | NSURANCE CORPORATI ON SHALL NOT TRANSACT BUSI NESS
UNLESS I'T HAS PAID-I N CAPI TAL OF A LEAST FIFTEEN M LLION DOLLARS AND
PAI D-I N SURPLUS OF AT LEAST ONE HUNDRED AND SI XTY-FI VE M LLI ON DCLLARS,
AND SHALL AT ALL TI MES THEREAFTER MAI NTAIN A M NI MUM SURPLUS TO PQOLI CY-
HOLDERS OF AT LEAST ONE HUNDRED AND FI FTY M LLI ON DOLLARS.

(© A CREDIT DEFAULT |INSURANCE COVPANY SHALL BE DEEMED TO BE IN
COVPLI ANCE W TH PARAGRAPHS ONE AND TWD OF SUBSECTI ON (B) OF SECTI ON ONE
THOUSAND FOUR HUNDRED TWO OF THI' S CHAPTER | F NOT LESS THAN SI XTY PERCENT
O THE AMOUNT OF THE REQU RED M NI MJUM CAPI TAL OR M NIl MUM SURPLUS TO
PCLI CY HOLDER | NVESTMENTS SHALL CONSI ST OF THE TYPES SPECI FI ED | N PARA-
GRAPHS ONE AND TWO OF SUBSECTION (B) OF SECTI ON ONE THOUSAND FOUR
HUNDRED TWO OF THI S CHAPTER AND DI RECT GOVERNVMVENT  OBLI GATIONS OF ANY



Co~NOoOUIT~hWNE

A 3791 9

STATE OF THE UN TED STATES OR OF ANY COUNTY, DI STRICT OR MUNI Cl PALI TY
THERECF, PROVI DED SUCH GOVERNVENT OBLI GATI ONS HAVE BEEN 3 VEN THE H G+
EST QUALITY DESIGNATION OF THE SECURITIES VALUATION OFFICE OF THE
NATI ONAL ASSOCI ATI ON OF | NSURANCE COWM SSI ONERS. BEFORE | NVESTI NG ANY
PART OF THE REQUI RED M NI MUM CAPI TAL OR SURPLUS IN DI RECT GOVERNMENT
OBLI GATIONS OF ANY OTHER STATE OF THE UNI TED STATES OR OF ANY COUNTY,
DI STRICT OR MUNI Cl PALI TY THEREOF, SUCH CREDI T DEFAULT | NSURANCE COWPANY
SHALL HAVE |INVESTED AT LEAST TEN PERCENT OF SUCH REQUIRED M NI MUM I N
GOVERNMVENT OBLI GATI ONS OF NEW YORK STATE OR OF ANY COUNTY, DISTRICT OR
MUNI Cl PALITY THEREOF. ONLY FOR PURPCSES OF MEETI NG THE REQUI RED | NVEST-
MENT | N GOVERNMVENT OBLI GATI ONS OF NEW YORK STATE, THE | NSURER MAY COUNT
| NVESTMENTS | N ANY GOVERNVENT OBLI GATION OF NEW YORK STATE, WHETHER
DI RECT OR OTHERW SE.

S 6903. CONTI NGENCY, LGOSS AND UNEARNED PREM UM RESERVES; COLLATERAL.
(A) CONTI NGENCY RESERVES.

(1) A CORPORATI ON SHALL ESTABLI SH AND MAI NTAI N CONTI NGENCY RESERVES
FOR THE PROTECTI ON OF | NSUREDS AND CLAI MANTS AGAINST THE EFFECTS OF
EXCESS| VE LOSSES OCCURRI NG DURI NG ADVERSE ECONOM C CYCLES.

(2) WTH RESPECT TO CREDI T DEFAULT | NSURANCE OF MUNI Cl PAL OBLI GATI ON
BONDS, SPECI AL REVENUE BONDS, | NDUSTRI AL DEVELOPMENT BONDS AND UTILITY
FIRST MORTGAGE OBLIGATIONS WRI TTEN ON AND AFTER THE FI RST DAY OF THE
NEXT CALENDAR QUARTER COMVENCI NG AFTER THE EFFECTI VE DATE OF THS ARTI -
CLE:

(A) THE | NSURER SHALL ESTABLI SH AND MAI NTAI N A CONTI NGENCY RESERVE FOR
ALL SUCH | NSURED | SSUES | N EACH CALENDAR YEAR FOR EACH CATEGORY LI STED
I N SUBPARAGRAPH (B) OF THI S PARAGRAPH;

(B) THE TOTAL CONTI NGENCY RESERVE REQUI RED SHALL BE THE GREATER OF
FIFTY PERCENT OF PREM UMS WRI TTEN FOR EACH SUCH CATEGORY OR THE FOLLOW
| NG AMOUNT PRESCRI BED FOR EACH SUCH CATEGORY:

(1) MUNI CI PAL OBLI GATI ON BONDS, 0.55 PERCENT OF PRI NCI PAL GUARANTI ED;

(1'1) SPECI AL REVENUE BONDS, AND OBLI GATI ONS DEMONSTRATED TO THE SATI S-
FACTI ON OF THE SUPERI NTENDENT TO BE THE FUNCTI ONAL EQUI VALENT THEREOF,
0. 85 PERCENT OF PRI NCI PAL GUARANTI ED;

(1'11) I NVESTMENT GRADE | NDUSTRI AL DEVELOPMENT BONDS, SECURED BY CCLLA-
TERAL OR HAVING A TERM OF SEVEN YEARS OR LESS, AND UTILITY FI RST MORT-
GAGE OBLI GATIONS, 1.0 PERCENT OF PRI NCl PAL GUARANTI ED;

(1'V) OTHER | NVESTMENT GRADE | NDUSTRI AL DEVELOPMENT BONDS, 1.5 PERCENT
OF PRI NCI PAL GUARANTI ED; AND

(V) ALL OTHER | NDUSTRI AL DEVELOPMENT BONDS, 2.5 PERCENT OF PRI NCI PAL
GUARANTI ED; AND

(C) CONTRI BUTI ONS TO THE CONTI NGENCY RESERVE REQUI RED BY THI S PARA-
GRAPH, EQUAL TO ONE-EIGHTIETH OF THE TOTAL RESERVE REQUI RED, SHALL BE
MADE EACH QUARTER FOR TVENTY YEARS, PROVIDED, HOWEVER, THAT CONTRI B-
UTI ONS MAY BE DI SCONTI NUED SO LONG AS THE TOTAL RESERVE FOR ALL CATEGO-
RIES LI STED I N CLAUSES (1), (I1), (I11), (Iv) AND (V) OF SUBPARAGRAPH
(B) OF THI S PARAGRAPH EXCEEDS THE PERCENTAGES CONTAI NED I N SUCH CLAUSES
WHEN APPLI ED AGAI NST UNPAI D PRI NCI PAL.

(3) WTH RESPECT TO ALL OTHER CREDI T DEFAULT | NSURANCE WRITTEN ON OR
AFTER THE FIRST DAY OF THE NEXT CALENDAR QUARTER COVMENCI NG AFTER THE
DATE THAT THI S SECTI ON SHALL BECOVE LAW

(A) THE | NSURER SHALL ESTABLI SH AND MAI NTAI N A CONTI NGENCY RESERVE FOR
ALL SUCH | NSURED | SSUES | N EACH CALENDAR YEAR FOR EACH SUCH CATEGORY
LI STED | N SUBPARAGRAPH (B) OF THI S PARAGRAPH;

(B) THE TOTAL CONTI NGENCY RESERVE REQUI RED SHALL BE THE GREATER OF
FI FTY PERCENT OF PREM UMS WRI TTEN FOR EACH SUCH CATEGORY OR THE FOLLOW
| NG AMOUNT PRESCRI BED FOR EACH SUCH CATEGORY:
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(1) | NVESTMENT GRADE OBLI GATI ONS, SECURED BY COLLATERAL OR HAVI NG A
TERM OF SEVEN YEARS OR LESS, 1.0 PERCENT OF PRI NCl PAL GUARANTI ED;

(1) OTHER |NVESTMENT GRADE OBLIGATIONS, 1.5 PERCENT OF PRI NCI PAL
GUARANTI ED;

(111) NON-I| NVESTMENT GRADE CONSUMER DEBT OBLI GATIONS, 2.0 PERCENT OF
PRI NCI PAL GUARANTI ED;

(V)  NON-| NVESTMENT GRADE ASSET- BACKED SECURITIES, 2.0 PERCENT OF
PRI NCI PAL GUARANTI ED;

(V) OTHER NON- | NVESTMENT GRADE OBLI GATI ONS, 2.5 PERCENT OF PRI NCI PAL
GUARANTI ED; AND

(C) CONTRIBUTIONS TO THE CONTI NGENCY RESERVE REQUI RED BY THI S PARA-
GRAPH, EQUAL TO ONE- SI XTI ETH OF THE TOTAL RESERVE REQUI RED, SHALL BE
MADE EACH QUARTER FOR FI FTEEN YEARS, PROVI DED, HOWEVER, THAT CONTRI B-
UTI ONS MAY BE DI SCONTI NUED SO LONG AS THE TOTAL RESERVE FOR ALL CATEGO
RIES LISTED IN CLAUSES (1), (I1), (I11), (I1V) AND (V) OF SUBPARAGRAPH
(B) OF THI S PARAGRAPH EXCEEDS THE PERCENTAGES CONTAI NED | N SUCH CLAUSES
WHEN APPLI ED AGAI NST UNPAI D PRI NCI PAL.

(4) CONTI NGENCY RESERVES REQUI RED | N PARAGRAPHS TWD AND THREE OF THI S
SUBSECTI ON MAY BE ESTABLI SHED AND MAI NTAI NED NET OF COLLATERAL AND REI N
SURANCE, PROVI DED THAT, IN THE CASE OF REINSURANCE, THE RElI NSURANCE
AGREEMENT REQUI RES THAT THE REI NSURER SHALL, ON OR AFTER THE EFFECTI VE
DATE OF THE REI NSURANCE, ESTABLI SH AND MAI NTAIN A RESERVE IN AN ANMOUNT
EQUAL TO THE AMOUNT BY WH CH THE |NSURER REDUCES | TS CONTI NGENCY
RESERVE, AND CONTI NGENCY RESERVES REQUI RED | N PARAGRAPHS TWD AND THREE
OF THI'S SUBSECTI ON MAY BE MAI NTAI NED:

(A) NET OF REFUNDI NGS AND REFI NANCI NGS TO THE EXTENT THE REFUNDED OR
REFI NANCED | SSUE | S PAI D OFF OR SECURED BY OBLI GATI ONS WH CH ARE DI RECT-
LY PAYABLE OR GUARANTI ED BY THE UNI TED STATES GOVERNVENT AND

(B) NET OF INSURED SECURI TIES IN A UNIT | NVESTMENT TRUST OR MJTUAL
FUND THAT HAVE BEEN SOLD FROM THE TRUST OR FUND W THOUT | NSURANCE.

(5) THE CONTI NGENCY RESERVES MAY BE RELEASED THEREAFTER | N THE SAME
MANNER | N WHI CH THEY WERE ESTABLI SHED AND W THDRAWALS THEREFROM TO THE
EXTENT OF ANY EXCESS, MAY BE MADE FROM THE EARLI EST CONTRI BUTI ONS TO
SUCH RESERVES REMAI NI NG THEREI N:

(A) WTH THE PRI OR WRI TTEN APPROVAL OF THE SUPERI NTENDENT:

(1) IF THE ACTUAL | NCURRED LOSSES FOR THE YEAR, IN THE CASE OF THE
CATEGORIES OF GUARANTIES SUBJECT TO PARAGRAPH TWD OF THI'S SUBSECTI ON
EXCEEDS TH RTY- FI VE PERCENT OF EARNED PREM UMS, OR IN THE CASE OF THE
CATEGORIES OF GUARANTI ES SUBJECT TO PARAGRAPH THREE OF THI'S SUBSECTI ON
EXCEED S| XTY- FI VE PERCENT OF EARNED PREM UMS; OR

(I'1) I'F THE CONTI NGENCY RESERVE APPLI CABLE TO THE CATEGORI ES OF CREDI T
DEFAULT | NSURANCE SUBJECT TO PARAGRAPH TWD OF THI S SUBSECTI ON HAS BEEN
I N EXI STENCE FOR LESS THAN FORTY QUARTERS, OR FOR LESS THAN THI RTY QUAR-
TERS FOR THE CATEGORI ES OF GUARANTI ES SUBJECT TO PARAGRAPH THREE OF THI S
SUBSECTI ON, UPON A DEMONSTRATI ON SATI SFACTORY TO THE SUPERI NTENDENT THAT
THE AMOUNT CARRI ED |'S EXCESSI VE | N RELATI ON TO THE | NSURER S OUTSTANDI NG
OBLI GATI ONS UNDER | TS CREDI T DEFAULT | NSURANCE.

(B) UPON THIRTY DAYS PRIOR WRI TTEN NOTI CE TO THE SUPERI NTENDENT,
PROVI DED THAT THE CONTI NGENCY RESERVE APPLI CABLE TO THE CATEGORIES OF
CREDI T DEFAULT | NSURANCE SUBJECT TO PARAGRAPH TWD OF THI'S SUBSECTI ON HAS
BEEN | N EXI STENCE FOR FORTY QUARTERS, OR THI RTY QUARTERS FOR CATEGOR! ES
OF CREDIT DEFAULT |NSURANCE SUBJECT TO PARAGRAPH THREE OF THIS
SUBSECTI ON, UPON A DEMONSTRATI ON SATI SFACTORY TO THE SUPERI NTENDENT THAT
THE AMOUNT CARRI ED |'S EXCESSI VE | N RELATI ON TO THE | NSURER S OUTSTANDI NG
OBLI GATI ONS UNDER | TS CREDI T DEFAULT | NSURANCE.
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(6) AN INSURER PROVIDI NG CREDI T DEFAULT | NSURANCE MAY | NVEST THE
CONTI NGENCY RESERVE IN TAX AND LOSS BONDS (OR SIMLAR SECURITIES)
PURCHASED PURSUANT TO SECTION 832(E) OF THE | NTERNAL REVENUE CODE (OR
ANY SUCCESSOR PROVI SION), ONLY TO THE EXTENT OF THE TAX SAVI NGS RESULT-
I NG FROM THE DEDUCTI ON FOR FEDERAL | NCOVE TAX PURPOSES OF A SUM EQUAL TO
THE ANNUAL CONTRI BUTIONS TO THE CONTI NGENCY RESERVE. THE CONTI NGENCY
RESERVE SHALL OTHERW SE BE | NVESTED ONLY IN CLASSES OF SECURITIES OR
TYPES OF |INVESTMENTS SPECIFIED |IN PARAGRAPHS ONE, TWO AND THREE OF
SUBSECTI ON (B) OF SECTI ON ONE THOUSAND FOUR HUNDRED TWD OF THIS CHAPTER
AND PARAGRAPHS ONE, TWO AND THREE OF SUBSECTI ON (A) OF SECTI ON ONE THOU-
SAND FOUR HUNDRED FOUR OF TH S CHAPTER.

(B) LOSS RESERVES. (1) THE CASE BASI S METHOD OR SUCH OTHER METHOD AS
MAY BE PRESCRI BED BY THE SUPERI NTENDENT SHALL BE USED TO ESTABLI SH AND
MAI NTAIN LOSS RESERVES, NET OF COLLATERAL, FOR CLAI M5 REPORTED AND
UNPAI D, I N A MANNER CONSI STENT W TH SECTI ON FOUR THOUSAND ONE HUNDRED
SEVENTEEN OF TH'S CHAPTER A DEDUCTION FROM LOSS RESERVES SHALL BE
ALLONED FOR THE TI ME VALUE OF MONEY BY APPLI CATION OF A DI SCOUNT RATE
EQUAL TO THE AVERAGE RATE OF RETURN ON THE ADM TTED ASSETS OF THE | NSUR-
ER AS OF THE DATE OF THE COWMPUTATI ON OF ANY SUCH RESERVES. THE DI SCOUNT
RATE SHALL BE ADJUSTED AT THE END OF EACH CALENDAR YEAR.

(2) I'F THE | NSURED PRI NCl PAL AND | NTEREST ON A DEFAULTED |SSUE OF
OBLI GATI ONS DUE AND PAYABLE DURI NG ANY THREE YEARS FOLLOW NG THE DATE OF
DEFAULT EXCEEDS TEN PERCENT OF THE | NSURER S SURPLUS TO PCOLI CYHOLDERS
AND CONTI NGENCY RESERVES, | TS RESERVE SO ESTABLI SHED SHALL BE SUPPORTED
BY A REPORT FROM AN | NDEPENDENT SOURCE ACCEPTABLE TO THE SUPERI NTENDENT.

(© UNEARNED PREM UM RESERVE. AN UNEARNED PREM UM RESERVE SHALL BE
ESTABLI SHED AND MAI NTAINED NET OF REINSURANCE AND COLLATERAL WTH
RESPECT TO ALL CREDI T DEFAULT | NSURANCE PREM UMS. VWHERE CREDI T DEFAULT
| NSURANCE PREM UMS ARE PAI D ON AN | NSTALLMENT BASI' S, AN UNEARNED PREM UM
RESERVE SHALL BE ESTABLI SHED AND MAI NTAI NED, NET OF REINSURANCE AND
COLLATERAL, COWUTED ON A DAILY OR MONTHLY PRO RATA BASIS. ALL OTHER
CREDI T DEFAULT | NSURANCE PREM UMS WRI TTEN SHALL BE EARNED IN PROPORTI ON
WTH THE EXPIRATION OF EXPOSURE, OR BY SUCH OTHER METHOD AS MAY BE
PRESCRI BED BY THE SUPERI NTENDENT.

(D) COLLATERAL MUST BE DEPOSI TED W TH THE | NSURER, HELD I N TRUST BY A
TRUSTEE OR CUSTODI AN ACCEPTABLE TO THE SUPERI NTENDENT FOR THE BENEFI T OF
THE |INSURER, OR HELD IN TRUST PURSUANT TO THE BOND | NDENTURE OR OTHER
TRUST ARRANGEMENT, FOR THE BENEFI T OF HOLDERS OF | NSURED OBLI GATIONS [N
THE FORM OF FUNDS FOR THE PAYMENT OF | NSURED OBLI GATI ONS, SI NKI NG FUNDS
OR OTHER RESERVES WH CH MAY BE USED FOR THE PAYMENT OF |INSURED OBLI -
GATIONS AND TRUSTEE AND OTHER ADM NI STRATI VE FEES ON A FI RST PRI ORI TY
BASI S ESTABLI SHED AND CONTI NUALLY MAI NTAI NED PURSUANT TO THE BOND | NDEN-
TURE OR OTHER TRUST ARRANGEMENT BY A TRUSTEE ACCEPTABLE TO THE SUPER-
| NTENDENT. THE SUPERI NTENDENT NMAY PROMULGATE REGULATIONS TO LIM T THE
AMOUNT OF COLLATERAL PROVI DED BY OBLI GATI ONS, LETTERS OF CREDI T OR CRED-
I T DEFAULT | NSURANCE CONTRACTS OR TO LIMT THE AMOUNT OF COLLATERAL
PROVI DED BY ANY SINGLE | SSUER, BANK OR COUNTERPARTY AS PROVI DED FOR IN
TH' S SUBSECTI ON.

S 6904. LIMTATIONS. (A) CREDI T DEFAULT | NSURANCE MAY BE TRANSACTED I N
TH' 'S STATE ONLY BY A CORPORATI ON LI CENSED FOR SUCH PURPCSE PURSUANT TO
SECTI ON SI X THOUSAND NI NE HUNDRED TWO OF THI S ARTI CLE.

(B) PERM SSI BLE CREDI T DEFAULT | NSURANCE.

(1) THE SUPERI NTENDENT SHALL NOT PERM T THE WRI TI NG OF CREDI T DEFAULT
I NSURANCE EXCEPT WHERE THE | NSURED OR BENEFI CI ARY UNDER THE POLI CY, BOND
OR CONTRACT HAS, OR IS EXPECTED TO HAVE AT THE TIME OF THE DEFAULT OR
OTHER FAI LURE OF THE OBLI GOR UNDER THE DEBT | NSTRUMENT OR OTHER MONETARY
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OBLI GATI ON, A MATERI AL | NTEREST I N SUCH DEFAULT OR OTHER FAI LURE; AND A
CORPCORATI ON MAY | NSURE THE TI MELY PAYMENT OF UNI TED STATES DOLLAR DEBT
I NSTRUMENTS, OR OTHER MONETARY OBLI GATI ONS, ONLY IN THE FOLLOW NG CATE-
QORI ES:

(A) MUNI Cl PAL OBLI GATI ON BONDS;

(B) SPECI AL REVENUE BONDS;

(© | NDUSTRI AL DEVELOPMENT BONDS;

(D) I NVESTMENT GRADE OBLI GATI ONS OF THE GOVERNMENT OF A COUNTRY, MJNI -
CIPALITY, OR A POLITICAL SUBD VISION OF ANY OF THE FOREGO NG, OR ANY
PUBLI C AGENCY OR | NSTRUMENTALI TY THERECF | F THAT ENTITY DCES NOT MEET
THE DEFI NI TI ON OF A GOVERNMVENTAL UNI T;

(E) OBLIGATIONS OF CORPORATIONS, TRUSTS OR OTHER SIM LAR ENTI TI ES
ESTABLI SHED UNDER APPLI CABLE LAW

(F) PARTNERSHI P OBLI GATI ONS;

(G ASSET- BACKED SECURI TI ES, TRUST CERTI FI CATES AND TRUST OBLI GATI ONS,
PROVI DED THAT,

(1) WTH RESPECT TO MORTGAGE- BACKED SECURI TI ES SECURED BY FI RST MORT-
GAGES ON REAL PROPERTY WH CH ARE | NSURABLE BY A MORTGAGE GUARANTY | NSUR-
ER AUTHORI ZED UNDER PARAGRAPH TWENTY-THREE OF SUBDIVISION (A) OF
SECTI ON ONE THOUSAND ONE HUNDRED THI RTEEN OF TH S CHAPTER:

1. SUCH MORTGAGES W TH LOAN-TO-VALUE RATIOS IN EXCESS OF EIGATY
PERCENT ARE

(1) IN THE CASE OF MORTGAGES ON PROPERTY LOCATED I N THE STATE OF NEW
YORK; | NSURED BY MORTGAGE GUARANTY | NSURERS AUTHORI ZED UNDER PARAGRAPH
TVENTY-THREE OF SUBDIVISION (A) OF SECTION ONE THOUSAND ONE HUNDRED
TH RTEEN OF THI S CHAPTER;

(I'l') I'N THE CASE OF MORTGAGES ON PROPERTY LOCATED IN A STATE OTHER
THAN THE STATE OF NEW YORK | NSURED BY MORTGAGE GUARANTY | NSURERS AUTHOR-
| ZED TO DO BUSI NESS | N SUCH OTHER STATE; OR

(Il 1IN AN AGGREGATE PRINCIPAL AMOUNT LESS THAN THE SI NGLE RI SK
LI M TS PRESCRI BED | N PARAGRAPH FI VE OF SUBSECTION (D) OF THI'S SECTION,
OR

2. ADDI TI ONAL MORTGAGES W TH PRI NCI PAL BALANCES, OTHER COLLATERAL W TH
A MARKET VALUE, OR (PROVIDED THE |INSURED RI SK IS | NVESTMENT GRADE)
EXCESS SPREAD | N AN AMOUNT, I N EACH |INSTANCE AT LEAST EQUAL TO THE
COVERACE THAT WOULD OTHERW SE BE PROVI DED BY SUCH MORTGAGE GUARANTY
| NSURERS | N ACCORDANCE W TH SUBCLAUSE (1) OF THI S CLAUSE ARE PLEDGED AS
ADDI TI ONAL SECURI TY FOR THE ASSET- BACKED SECURI TI ES; OR

(1) WTH RESPECT TO ANY ASSET- BACKED SECURI TI ES BACKED BY ANOTHER
POOL OF ASSET- BACKED SECURI TI ES:

1. THE POOL OF ASSET-BACKED SECURITIES SHALL BE COWRISED OF
ASSET- BACKED SECURI TIES HAVING A RI GAT TO PAYMENT AND RI GHTS I N | NSCL-
VENCY THAT ARE NOT SUBORDI NATED TO ANY OTHER SECURI TY OF THE | SSUER, [N
THE EVENT OF A PAYMENT DEFAULT BY, OR REHABI LI TATI ON OR | NSOLVENCY OF,
THE | SSUER;

2. THE CREDI T DEFAULT | NSURER SHALL POSSESS CONTROL AND REMEDI ATI ON
RI GATS SUBSTANTI ALLY SIM LAR TO THOSE HELD BY THE MOST SENI OR CLASS OF
SECURI TI ES OF THE | SSUER OF THE | NSURED OBLI| GATI ONS BACKED BY THE SAME
POOL OF ASSETS;

3. THE POOL CONSISTS OF ASSET-BACKED SECURI TI ES THAT ARE | SSUED OR
GUARANTEED BY A GOVERNMENTAL UNIT, FEDERAL NATI ONAL MORTGAGE ASSCOCI -
ATION, FEDERAL HOVE LOAN MORTGAGE CORPORATI ON, FEDERAL HOVE LOAN BANK,
THE FEDERAL AGRI CULTURAL MORTGAGE CORPORATI ON, OR THE FEDERAL FARM CRED-
I T SYSTEM BANKS AS A CONSCL| DATED DEBT OBLI GATI ON OR A SYSTEM W DE DEBT
OBLIGATION TO THE EXTENT THAT THE OBLI GATI ONS ARE COVERED BY THE FARM
CREDI T | NSURANCE FUND;
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4. THE POCL CONSI STS ENTI RELY OF ASSET- BACKED SECURI TIES | NSURED BY
THE CREDI T DEFAULT | NSURER; OR

5. THE SUPERI NTENDENT HAS DETERM NED THAT | NSURI NG THE ASSET- BACKED
SECURI TI ES DOES NOT' PRESENT UNDUE RI SK TO THE CREDI T DEFAULT | NSURER.

(H) I NSTALLMENT PURCHASE AGREEMENTS EXECUTED AS A CONDI TI ON OF SALE;

(1) CONSUMER DEBT OBLI GATI ONS;

(J) UTILITY FI RST MORTGAGE OBLI GATI ONS; AND

(K) ANY OTHER DEBT | NSTRUMENT OR FI NANCI AL OBLI GATI ON THAT THE SUPER-
| NTENDENT DETERM NES TO BE SUBSTANTI ALLY SIM LAR TO ANY OF THE FOREGO NG
OR SHALL OTHERW SE BE APPROVED BY THE SUPERI NTENDENT.

(2) AN I NSURER MAY | NSURE OBLI GATI ONS ENUMERATED | N SUBPARAGRAPHS ( A),
(B) AND (C) OF PARAGRAPH ONE OF THI' S SUBSECTI ON THAT ARE NOT | NVESTMENT
GRADE SO LONG AS AT LEAST NI NETY-FI VE PERCENT OF THE | NSURER S AGGREGATE
NET LI ABILITY ON THE KINDS OF OBLI GATI ONS ENUVERATED | N SUBPARAGRAPHS
(A), (B) AND (C) OF PARAGRAPH ONE OF THI' S SUBSECTI ON SHALL BE | NVESTMENT
GRADE

(3) A CORPORATION MAY |INSURE THE TIMELY PAYMENT OF MONETARY OBLI -
GATI ONS | N ANY CATEGORY DESI GNATED IN TH' S SUBSECTI ON NOTW THSTANDI NG
THAT SUCH OBLI GATION MAY BE I NSURED BY AN | NSURANCE POLI CY | SSUED BY
ANOTHER I NSURER. I N THE EVENT THAT ANY OBLIGATION |S [INSURED BY MORE
THAN ONE CREDI T DEFAULT | NSURANCE POLI CY, THEN EACH SUCH | NSURANCE POQOLI -
Cy MAY BY |ITS TERMS SPECIFY ITS PRIORITY OF PAYMENT I N THE EVENT OF A
DEFAULT UNDER THE OBLI GATI ON | NSURED OR ANY OTHER | NSURANCE PQLI CY;
PROVI DED THAT AN | NSURER SHALL BE ENTI TLED TO TAKE | NTO ACCOUNT PAYMENT
UNDER ANOTHER POLI CY | NSURI NG SUCH OBLI GATI ON FOR PURPOSES OF ESTABLI SH-
I NG AND MAI NTAI NI NG LOSS RESERVES ONLY TO THE EXTENT THAT THE PCLICY
| SSUED BY SUCH | NSURER PROVI DES FOR PAYMENT ONLY | N THE EVENT OF PAYMENT
DEFAULT UNDER BOTH SUCH OBLI GATI ON AND THE OTHER POLI CY.

(4) A CORPORATI ON MAY ALSO WRI TE CREDI T DEFAULT | NSURANCE AS DEFI NED
IN TH'S ARTI CLE TO I NSURE THE TI MELY PAYMENT OF NON-UNI TED STATES DOLLAR
DEBT | NSTRUVENTS OR OTHER MONETARY OBLI| GATI ONS DENOM NATED OR PAYABLE IN
FOREI GN CURRENCY, ONLY FOR THE CATEGORIES LI STED |IN SUBPARAGRAPHS (A)
THROUGH (K) OF PARAGRAPH ONE OF THI' S SUBSECTI ON, PROVI DED THAT:

(A) SUCH CURRENCY | S THAT OF AN ORGANI ZATI ON FOR ECONOM C CO- OPERATI ON
AND DEVELOPMENT COUNTRY OR SUCH OTHER COUNTRY

(1) WHOSE SOVEREI GN RATI NG | S | NVESTMENT GRADE OR

(1'l') AS SHALL NOT OTHERW SE BE DI SAPPROVED BY THE SUPERI NTENDENT W TH-
IN TH RTY DAYS FOLLON NG RECEIPT OF WRI TTEN NOTI FI CATI ON. THE SUPER-
| NTENDENT SHALL NOT DI SAPPROVE SUCH NOTI FI CATI ON UPON DEMONSTRATI ON THAT
THERE |'S NO UNDUE RI SK ASSOCI ATED W TH | NSURI NG THE TI MELY PAYMENT OF
SUCH | NSTRUMENTS OR OBLIGATIONS. I N MAKING SUCH A DETERM NATI ON THE
SUPERI NTENDENT SHALL TAKE | NTO CONSI DERATI ON THE CORPORATI ON' S OUTSTAND-
I NG LI ABI LI TIES ON NON- I NVESTMENT GRADE | NSTRUVENTS AND OBLI GATIONS I N
RELATION TO | TS OUTSTANDI NG LIABILITIES ON ALL | NSTRUVENTS AND OBLI -
GATI ONS AND IN RELATI ON TO THE AMOUNT OF | TS SURPLUS TO PCLI CYHOLDERS.

(B) RESERVES REQUI RED PURSUANT TO SECTION SI X THOUSAND NI NE HUNDRED
THREE OF THI S ARTI CLE | N REGARD TO SUCH OBLI GATI ONS SHALL BE ESTABLI SHED
AND ADJUSTED QUARTERLY BASED UPON THE THEN CURRENT FORElI GN EXCHANGE
RATES,;

(©) SUCH OBLI GATI ONS SHALL NOT EXCEED TVEENTY- FI VE PERCENT OF AN | NSUR-
ER S AGGREGATE NET LI ABILITY; AND

(D) THE AGGREGATE AND SINGLE RISK LIMTATIONS PRESCRIBED BY
SUBSECTIONS (C) AND (D) OF THI'S SECTI ON SHALL BE DETERM NED BY APPLYI NG
THE THEN CURRENT FORElI GN EXCHANGE RATES.
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(© AGCREGATE RISK LIMTS. THE CORPORATI ON MUST AT ALL TIMES NAI NTAIN
SURPLUS TO POLI CYHOLDERS AND CONTI NGENCY RESERVES | N THE AGGREGATE NO
LESS THAN THE SUM OF:

(1) (A) 0.3333 PERCENT OR 1/300TH OF THE AGGREGATE NET LI ABI LI TY UNDER
CREDI T DEFAULT | NSURANCE IN VWHI CH THE UNDERLYI NG OBLI GATI ONS ARE MUNI CI -
PAL BONDS | NCLUDI NG OBLI GATI ONS DEMONSTRATED TO THE SATI SFACTI ON OF THE
SUPERI NTENDENT TO BE THE FUNCTI ONAL EQUI VALENT THEREOF AND | NVESTMENT
GRADE UTI LI TY FI RST MORTGAGE OBLI GATI ONS; PLUS

(B) 0.666 PERCENT OR 1/150TH OF THE AGGREGATE NET LI ABI LI TY UNDER
CREDI T DEFAULT | NSURANCE I N VWHI CH THE UNDERLYI NG OBL| GATI ONS ARE | NVEST-
MENT GRADE ASSET- BACKED SECURI TI ES; PLUS

(© 1.0 PERCENT OR 1/100TH OF THE AGGREGATE NET LI ABI LI TY UNDER CREDI T
DEFAULT | NSURANCE | N VWHI CH THE UNDERLYI NG OBLI GATI ONS ARE SECURED BY
COLLATERAL OR HAVI NG A TERMS OF SEVEN YEARS OR LESS, OF:

(1) I NVESTMENT GRADE | NDUSTRI AL DEVELOPMENT BONDS,

(1'l) OTHER | NVESTMENT GRADE OBLI GATI ONS; PLUS

(D) 1.5 PERCENT OR 1/66.67TH OF THE AGGREGATE NET LI ABI LI TY UNDER
CREDI T DEFAULT | NSURANCE IN VWHI CH THE UNDERLYI NG OBL| GATI ONS ARE | NVEST-
VENT GRADE OBLI GATI ONS; PLUS

(E) 2.0 PERCENT OR 1/50TH OF THE AGGREGATE NET LI ABILITY UNDER CRED T
DEFAULT | NSURANCE | N VHI CH THE UNDERLYI NG OBLI GATI ONS ARE:

(1) NON-I NVESTMENT GRADE CONSUMER DEBT OBLI GATI ONS, AND

(1'1) NON-I NVESTMENT GRADE ASSET- BACKED SECURI TI ES; PLUS

(F) 2.5 PERCENT OR 1/40TH OF THE AGGREGATE NET LI ABI LI TY UNDER CREDI T
DEFAULT | NSURANCE | N VHI CH THE UNDERLYI NG OBLI GATI ONS ARE NON- | NVESTMENT
GRADE OBLI GATI ONS SECURED BY FI RST MORTGAGES ON COMVERCI AL  REAL ESTATE
AND HAVI NG LOAN- TO- VALUE RATI OS OF EI GHTY PERCENT OR LESS; PLUS

(G 4.0 PERCENT OR 1/25TH OF THE AGGREGATE NET LI ABI LI TY UNDER CREDI T
DEFAULT | NSURANCE | N VHI CH THE UNDERLYI NG OBLI GATI ONS ARE OTHER NON- | N-
VESTMENT GRADE OBLI GATI ONS; AND

| F THE AMOUNT OF COLLATERAL REQUI RED BY SUBPARAGRAPH (I11) OF TH S
PARAGRAPH |S NO LONGER MNAI NTAI NED, THAT PROPORTI ON OF THE OBLI GATI ON
I NSURED WHI CH | S NOT SO COLLATERALI ZED SHALL BE SUBJECT TO THE AGGREGATE
LIM TS SPECI FI ED | N SUBPARAGRAPH (1V) OF THI S PARAGRAPH; AND

(2) SURPLUS TO POLI CYHOLDERS DETERM NED BY THE SUPERI NTENDENT TO BE
ADEQUATE TO SUPPORT THE WRITING OF RESIDUAL VALUE | NSURANCE, SURETY
I NSURANCE AND CREDI T | NSURANCE, | F THE CORPORATI ON HAS ELECTED TO TRANS-
ACT SUCH KI NDS OF | NSURANCE PURSUANT TO SUBSECTION (A) OF SECTION SIX
THOUSAND NI NE HUNDRED TWO OF THI' S ARTI CLE.

(D) SINGLE RISK LIMTS. A CREDI T DEFAULT | NSURANCE CORPORATI ON SHALL
LIMT ITS EXPOSURE TO LOSS ON ANY ONE RI SK | NSURED BY PQOLI CI ES PROVI DI NG
CREDI T DEFAULT | NSURANCE, NET OF COLLATERAL AND RElI NSURANCE, AS FOLLOWE:

(1) FOR MUNI Cl PAL OBLI GATI ON BONDS, SPECI AL REVENUE BONDS, AND OBLI -
GATI ONS DEMONSTRATED TO THE SATI SFACTI ON OF THE SUPERI NTENDENT TO BE THE
FUNCTI ONAL EQUI VALENT THERECF:

(A) THE | NSURED AVERAGE ANNUAL DEBT SERVI CE W TH RESPECT TO A SI NGLE
ENTI TY AND BACKED BY A SINGLE REVENUE SOURCE SHALL NOI' EXCEED TEN
PERCENT OF THE AGGREGATE OF THE | NSURER S SURPLUS TO POLI CYHOLDERS AND
CONTI NGENCY RESERVE;

(B) THE | NSURED UNPAI D PRI NCI PAL | SSUED BY A SI NGLE ENTI TY AND BACKED
BY A SI NGLE REVENUE SOURCE SHALL NOT EXCEED SEVENTY-FI VE PERCENT OF THE
AGGREGATE OF THE INSURER S SURPLUS TO POLI CYHOLDERS AND CONTI NGENCY
RESERVE;

(2) FOR EACH | SSUE OF ASSET- BACKED SECURI TI ES | SSUED BY A SI NGLE ENTI -
TY AND FOR EACH POOL OF CONSUMER DEBT OBLI GATI ONS, THE LESSER OF:

(A) I NSURED AVERAGE ANNUAL DEBT SERVI CE; OR



Co~NOoOUIT~hWNE

A 3791 15

(B) |INSURED UNPAID PRINCIPAL (REDUCED BY THE EXTENT TO WHI CH THE
UNPAI D PRI NCI PAL OF THE SUPPORTI NG ASSETS AND, PROVI DED THE | NSURED RI SK
'S | N\VESTMENT GRADE, EXCESS SPREAD EXCEED THE | NSURED UNPAI D PRI NCI PAL)
DIVIDED BY N NE,  SHALL NOT EXCEED TEN PERCENT OF THE AGGREGATE OF THE
INSURER S SURPLUS TO PCLI CYHOLDERS AND CONTI NGENCY RESERVE, PROVI DED
THAT NO ASSET I N THE POOL SUPPORTI NG THE ASSET- BACKED SECURI TI ES EXCEEDS
THE SINGLE RI SK LIM TS PRESCRI BED I N PARAGRAPH FI VE OF TH 'S SUBSECTI ON,
IF INSURED;, AND PROVIDED FURTHER THAT, |IF THE | SSUER OF SUCH | NSURED
ASSET- BACKED SECURI TIES | S A SPECI AL PURPOSE CORPCRATI ON, TRUST OR OTHER
ENTI TY AND SUCH | SSUER SHALL HAVE | NDEBTEDNESS OUTSTANDI NG W TH RESPECT
TO ANY OIHER POOL OF ASSETS, EI THER SUCH OTHER | NDEBTEDNESS SHALL BE
ENTI TLED TO THE BENEFI TS OF A CREDI T DEFAULT | NSURANCE PCLICY OF THE
SAME | NSURER, OR SUCH OTHER | NDEBTEDNESS SHALL:

(1) BE FULLY SUBORDI NATED TO THE | NSURED OBLI GATI ON, W TH RESPECT TO
OR BE NON- RECOURSE W TH RESPECT TO, THE POOL OF ASSETS THAT SUPPORTS THE
I NSURED OBLI GATI ON,

(1'l) BE NON- RECOURSE TO THE | SSUER OTHER THAN WTH RESPECT TO THE
ASSET POOL SECURI NG SUCH OTHER | NDEBTEDNESS AND PROCEEDS | N EXCESS OF
THE PROCEEDS NECESSARY TO PAY THE | NSURED OBLI GATI ON (" EXCESS PROCEEDS")
AND

(1'1'l) NOT CONSTI TUTE A CLAI M AGAI NST THE | SSUER TO THE EXTENT THAT THE
ASSET POOL SECURI NG SUCH OTHER | NDEBTEDNESS COR EXCESS PROCEEDS ARE
I NSUFFI CI ENT  TO PAY SUCH OTHER | NDEBTEDNESS AND PROVI DED FURTHER THAT,
IN THE CASE OF ASSET- BACKED SECURI TI ES THAT ARE SUBORDI NATE, I N RI GHT OF
PAYMENT | N THE EVENT OF AN | SSUER | NSOLVENCY, TO ANY OTHER SECURI TI ES OF
THE | SSUER BACKED BY THE SAME POOL OF ASSETS, FOR PURPOSES OF THI S PARA-
GRAPH ONLY, THE | NSURED AVERAGE ANNUAL DEBT SERVI CE AND | NSURED UNPAI D
PRI NCI PAL SHALL BE DEEMED TO BE THE LESSER OF:

1. THREE HUNDRED PERCENT OF THE | NSURED AVERAGE ANNUAL DEBT SERVI CE
AND | NSURED UNPAI D PRI NCI PAL RESPECTI VELY OR

2. THE I NSURED AVERAGE ANNUAL DEBT SERVI CE AND | NSURED UNPAI D PRI NCI -
PAL RESPECTI VELY | F THE SCHEDULED PRI NCIPAL OF AND | NTEREST ON ALL
SENI OR SECURI TI ES OF THE | SSUER WERE | NCLUDED | N THE AMOUNT | NSURED BY
THE |INSURER FOR PURPOSES OF CALCULATI NG | NSURED AVERAGE ANNUAL DEBT
SERVI CE AND | NSURED UNPAI D PRI NCI PAL.

(3) FOR OBLI GATI ONS | SSUED BY A SI NGLE ENTI TY AND SECURED BY COMMVER-
Cl AL REAL ESTATE, AND NOT MEETI NG THE DEFI NI TI ON OF ASSET- BACKED SECURI -
TIES, THE | NSURED UNPAI D PRI NCI PAL LESS FI FTY PERCENT OF THE APPRAI SED
VALUE OF THE UNDERLYI NG REAL ESTATE SHALL NOT EXCEED TEN PERCENT OF THE
AGGREGATE OF THE |INSURER S SURPLUS TO POLI CYHOLDERS AND CONTI NGENCY
RESERVE;

(4) FOR UTILITY FI RST MORTGAGE OBLI GATI ONS, THE | NSURED AVERAGE ANNUAL
DEBT SERVI CE SHALL NOT EXCEED TEN PERCENT OF THE AGGREGATE OF THE | NSUR-
ER S SURPLUS TO POLI CYHOLDERS AND CONTI NGENCY RESERVE; AND

(5) FOR ALL OTHER POLICIES PROVIDING CREDI T DEFAULT | NSURANCE W TH
RESPECT TO OBLI GATI ONS | SSUED BY A SI NGLE ENTI TY AND BACKED BY A SI NGLE
REVENUE SOURCE, THE | NSURED UNPAID PRINC PAL SHALL NOI' EXCEED TEN
PERCENT OF THE AGGREGATE OF THE | NSURER S SURPLUS TO POLI CYHOLDERS AND
CONTI NGENCY RESERVE.

(E) 1'F AN I NSURER AT ANY Tl ME EXCEEDS ANY LIM TATION PRESCRIBED BY
SUBSECTION (C) OR (D) OF THI'S SECTION, THE | NSURER SHALL W THI N THI RTY
DAYS AFTER THE LI M TATI ONS ARE BREACHED, SUBM T A WRITTEN PLAN TO THE
SUPERI NTENDENT DETAILING THE STEPS THAT IT WLL TAKE OR HAS TAKEN TO
REDUCE | TS EXPOSURE TO LOSS TO NO MORE THAN THE PERM TTED AMOUNTS, AND
| F AFTER NOTI CE AND HEARI NG THE SUPERI NTENDENT DETERM NES THAT AN | NSUR-
ER HAS EXCEEDED ANY LI M TATI ON PRESCRI BED BY TH S SECTI ON, HE OR SHE NAY
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ORDER SUCH | NSURER TO CEASE TRANSACTI NG ANY NEW CREDI T DEFAULT | NSURANCE
BUSI NESS UNTIL I TS EXPOSURE TO LOSS NO LONGER EXCEEDS SAI D LI M TATI ONS.

(F) NO INSURER AUTHCRI ZED TO TRANSACT THE BUSI NESS OF CREDI T DEFAULT
I NSURANCE SHALL PAY ANY COWM SSI ON OR MAKE ANY G FT OF MONEY, PROPERTY
OR OTHER VALUABLE TH NG TO ANY EMPLOYEE, AGENT OR REPRESENTATI VE OF ANY
POTENTI AL PURCHASER OF A CREDI T DEFAULT | NSURANCE POLI CY, AS AN | NDUCE-
MENT TO THE PURCHASE OF SUCH A POLI CY, AND NO SUCH EMPLOYEE, AGENT OR
REPRESENTATI VE OF SUCH POTENTI AL PURCHASER SHALL RECEIVE ANY SUCH
PAYMENT OR G FT. VIOLATION OF THE PROVI SIONS OF TH S SECTI ON SHALL NOT,
HOANEVER, HAVE THE EFFECT OF RENDERI NG VO D THE | NSURANCE POLI CY | SSUED
BY THE | NSURER

S 6905. PCOLICY FORMS AND RATES. (A) POLICY FORMS AND ANY AMENDMENTS
THERETO SHALL BE FI LED WTH THE SUPERI NTENDENT W TH N THI RTY DAYS OF
THEIR USE BY THE INSURER | F NOT OTHERW SE FI LED PRI OR TO THE EFFECTI VE
DATE OF THI S SECTI ON.

(B) EVERY CREDI T DEFAULT | NSURANCE POLI CY SHALL PROVI DE THAT, IN THE
EVENT OF A PAYMENT DEFAULT BY OR | NSOLVENCY OF THE OBLI GOR, THERE SHALL
BE NO ACCELERATI ON OF THE PAYMENT REQUI RED TO BE MADE UNDER SUCH PCLI CY
UNLESS THE ACCELERATION |S PERM TTED BY THE CREDI T DEFAULT | NSURER AT
I TS SOLE OPTI ON, EXERCI SED AT THE TI ME OF THE PAYMENT.

(© A CREDI T DEFAULT | NSURANCE POLI CY SHALL NOT PROVI DE THAT COMVENCE-
MENT OF REHABI LI TATI ON, LI QUI DATI ON OR CONSERVATORSHI P PROCEEDI NGS UNDER
ARTI CLE SEVENTY- FOUR OF TH S CHAPTER, BANKRUPTCY OR ANY OIHER SIM LAR
PROCEEDI NGS WHETHER UNDER THE LAWS OF THI S STATE OR ANOTHER STATE, WTH
RESPECT TO A CREDI T DEFAULT |INSURER OR THE | NSURED ACCELERATES ANY
PAYMENT REQUI RED TO BE MADE UNDER THE POLI CY, ABSENT A PAYMENT DEFAULT
BY THE OBLI GOR OR THE | NSURER.

(D) A CREDI T DEFAULT | NSURANCE POLICY MAY PROVIDE THAT EITHER THE
CREDI T DEFAULT |INSURER OR THE | NSURED MAY TERM NATE THE POLI CY AS A
CONSEQUENCE OF THE COMVENCEMENT OF REHABI LI TATION, LIQUI DATION OR
CONSERVATORSHI P PROCEEDI NGS UNDER ARTI CLE SEVENTY- FOUR OF TH S CHAPTER,
BANKRUPTCY OR ANY OTHER SI M LAR PRCCEEDI NGS, WHETHER UNDER THE LAWS OF
TH' S STATE OR ANOTHER STATE, W TH RESPECT TO A CREDI T DEFAULT | NSURER OR
THE | NSURED, PROVI DED THAT THE TERM NATI ON:

(1) DOES NOT ACCELERATE OR OTHERW SE | NCREASE THE OBLI GATI ON OF THE
CREDI T DEFAULT | NSURER TO MAKE SCHEDULED PAYMENTS WHEN DUE UNDER THE
PCLI CY; AND

(2) DCES NOT REQUI RE THE | NSURER TO MAKE ANY ADDI TI ONAL PAYMENT TO THE
I NSURED BY THE REASON OF THE TERM NATI ON.

(E) THE SUPERI NTENDENT BY REGULATION MAY PRESCRI BE M NI MUM PCLI CY
PROVI SI ONS DETERM NED BY THE SUPERI NTENDENT TO BE NECESSARY OR APPRCPRI -
ATE TO PROTECT CREDI T DEFAULT | NSURERS, POLI CYHOLDERS, CLAI MANTS, OBLI -
GEES OR | NDEMNI TI ES OR THE PEOPLE OF TH S STATE.

(F) RATES SHALL NOT BE EXCESSI VE, | NADEQUATE, UNFAIRLY DI SCRI M NATCRY,
DESTRUCTI VE OF COWPETI TI ON, DETRI MENTAL TO THE SOLVENCY OF THE | NSURER,
OR OTHERW SE UNREASONABLE. | N DETERM NI NG WHETHER RATES COWPLY WTH THE
FOREGO NG STANDARDS, THE SUPERI NTENDENT SHALL | NCLUDE ALL | NCOVE EARNED
BY SUCH | NSURER. CRI TERI A AND GUI DELI NES UTI LI ZED BY | NSURERS | N ESTAB-
LI SHI NG RATING CATEGORIES AND RANGES OF RATES TO BE UTI LI ZED SHALL BE
FI LED WTH THE SUPERI NTENDENT FOR | NFORMATI ON PRI OR TO THEIR USE BY THE
I NSURER | F NOT OTHERW SE FI LED PRI OR TO THE EFFECTI VE DATE OF TH S ARTI -
CLE.

(G ALL SUCH FILINGS SHALL BE AVAI LABLE FOR PUBLI C | NSPECTI ON AT THE
I NSURANCE DEPARTMENT.

S 6906. REINSURANCE. (A) FOR CREDI T DEFAULT | NSURANCE THAT TAKES
EFFECT ON OR AFTER THE EFFECTIVE DATE OF TH S SECTI ON, AN | NSURER
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AUTHORI ZED TO TRANSACT CREDI T DEFAULT | NSURANCE SHALL RECEI VE CREDI T FOR
REI NSURANCE, | N ACCORDANCE W TH THE PROVI SIONS OF THI S CHAPTER APPLI CA-
BLE TO PROPERTY/ CASUALTY | NSURERS, AS AN ASSET OR AS A REDUCTI ON FROM
LIABI LI TIES PROVIDED THAT SUCH RElI NSURANCE IS SUBJECT TO AN AGREEMENT
THAT, FOR I TS STATED TERM AND W TH RESPECT TO ANY SUCH REI NSURED CREDI T
DEFAULT | NSURANCE |IN FORCE, THE RElI NSURANCE AGREEMENT ( FACULTATI VE OR
TREATY) MAY ONLY BE TERM NATED OR AMENDED

(1) AT THE OPTI ON OF THE RElI NSURER OR THE CEDI NG | NSURER, | F THE REI N-
SURANCE AGREEMENT PROVI DES THAT THE LIABILITY OF THE REINSURER WTH
RESPECT TO POLICIES | N EFFECT AT THE DATE OF TERM NATI ON SHALL CONTI NUE
UNTI L THE EXPI RATI ON OR CANCELLATI ON OF EACH SUCH POLI CY, OR

(2) WTH THE CONSENT COF THE CEDI NG COWPANY, |F THE REI NSURANCE AGREE-
MENT PROVIDES FOR A CUTOFF OF THE REI NSURANCE | N FORCE AT THE DATE OF
TERM NATI ON, OR

(3) AT THE DI SCRETI ON OF THE SUPERI NTENDENT ACTING AS REHABI LI TATOR,
LI QUI DATOR OR RECElI VER OF THE CEDI NG OR ASSUM NG | NSURER;, AND PROVI DED
THAT SUCH REI NSURANCE | S:

(A) PLACED WTH A CREDI T DEFAULT | NSURANCE CORPCRATI ON LI CENSED UNDER
SECTION SI X THOUSAND N NE HUNDRED TWO OF THI S ARTI CLE OR AN | NSURER
VRI TI NG ONLY CREDI T DEFAULT I NSURANCE AS IS OR WOULD BE PERM TTED BY
SUCH SECTI ON OF TH S ARTI CLE; OR

(B) PLACED W TH A PROPERTY/ CASUALTY | NSURER OR AN ACCREDI TED REI NSURER
LI CENSED OR ACCREDI TED TO REINSURE RI SKS OF EVERY KI ND OR DESCRI PTI ON
(1 NCLUDI NG MUNI CI PAL OBLI GATI ON BONDS), AS SET FORTH IN SUBSECTION (O
OF SECTION FOUR THOUSAND ONE HUNDRED TWO OF THI S CHAPTER, | F THE RElI N-
SURANCE AGREEMENT W TH SUCH | NSURER REQUI RES THAT SUCH | NSURER:

(1) HAVE AND MAI NTAI N SURPLUS TO PCLI CYHOLDERS OF AT LEAST THI RTY- FI VE
M LLI ON DOLLARS;

(1) ESTABLI SH AND MAI NTAIN THE RESERVES REQUI RED | N SECTI ON SI X THOU-
SAND NI NE HUNDRED THREE OF THI S ARTI CLE, EXCEPT THAT |IF THE RElI NSURANCE
AGREEMENT [|S NOTI' PRO RATA THE CONTRI BUTI ON TO THE CONTI NGENCY RESERVE
SHALL BE EQUAL TO FI FTY PERCENT OF THE QUARTERLY EARNED RElI NSURANCE
PREM UM  HOWNEVER, THE ASSUM NG | NSURER NEED NOT ESTABLI SH AND MAI NTAI' N
SUCH RESERVE TO THE EXTENT THAT THE CEDI NG | NSURER HAS ESTABLI SHED AND
CONTI NUES TO MAI NTAI' N SUCH RESERVE;

(Irr)y CoOwLY WTH THE PROVISIONS OF SUBSECTION (C) OF SECTION SI X
THOUSAND NI NE HUNDRED FOUR OF THI S ARTICLE, EXCEPT THAT THE NAXI MUM
TOTAL EXPOSURES REINSURED NET OF RETROCESSI ONS AND COLLATERAL SHALL BE
ONE- HALF OF THAT PERM TTED FOR A CREDI T DEFAULT | NSURANCE CORPORATI ON;

(1'V) IF A PARENT OF THE | NSURER, ANOTHER SUBSI DI ARY OF THE PARENT OF
THE | NSURER, OR A SUBSI DI ARY OF THE | NSURER, THEN THE AGGREGATE OF ALL
RI SKS ASSUMED BY SUCH REI NSURERS SHALL NOT EXCEED TEN PERCENT OF THE
I NSURER S EXPOSURES, NET OF RETROCESSIONS AND COLLATERAL. DI RECT OR
I NDI RECT OMNERSHI P | NTERESTS OF FI FTY PERCENT OR MORE SHALL BE DEEMED A
PARENT/ SUBSI DI ARY RELATI ONSHI P;

I F AN AFFI LI ATE OF THE | NSURER, SUCH AFFI LI ATE SHALL NOT ASSUME A
PERCENTAGE OF THE | NSURER S TOTAL EXPOSURES | NSURED NET OF RETROCESSI ONS
AND CCLLATERAL IN EXCESS OF I TS PERCENTAGE OF EQUITY [INTEREST IN THE
I NSURER;, AND

(M) ASSUMES FROM THE CREDI T DEFAULT | NSURANCE CORPORATI ON AND ANY
AFFI LI ATE, PARENT OF THE | NSURER, ANOCTHER SUBSI DI ARY OF THE PARENT OF
THE |INSURER, OR SUBSIDI ARY OF THE |INSURER THAT IS A CREDI T DEFAULT
I NSURANCE CORPORATI ON OR AN | NSURER VI TI NG ONLY CREDI T DEFAULT | NSUR-
ANCE AS IS OR WuULD BE PERM TTED BY TH S ARTI CLE, TOGETHER W TH ALL
OTHER REI NSURERS SUBJECT TO TH S PARAGRAPH, LESS THAN FI FTY PERCENT OF
THE TOTAL EXPOSURES | NSURED BY THE CREDI T DEFAULT | NSURANCE CORPORATI ON
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AND SUCH AFFI LI ATES, PARENTS OR SUBSI DI ARIES OF THE |INSURER NET OF
COLLATERAL, REMAI NI NG AFTER DEDUCTI NG ANY REI NSURANCE PLACED W TH ANOTH-
ER CREDIT DEFAULT |NSURANCE CORPORATI ON THAT IS NOT AN AFFI LI ATE, A
PARENT OF THE CREDI T DEFAULT | NSURANCE CORPORATI ON, ANOTHER SUBSI DI ARY
OF THE PARENT OF THE I NSURER, OR A SUBSI DI ARY OF THE | NSURER OR A CREDI T
DEFAULT | NSURANCE CORPORATI ON WRI TI NG ONLY CREDI T DEFAULT | NSURANCE AS
IS OR WOULD BE PERM TTED BY TH S SECTI ON THAT IS NOT AN AFFI LI ATE, A
PARENT OF THE CREDI T DEFAULT | NSURANCE CORPORATI ON, ANOTHER SUBSI DI ARY
OF THE PARENT OF THE | NSURER, OR A SUBSI DI ARY OF THE | NSURER. OR

(4 |F PLACED WTH AN UNAUTHORI ZED OR UNACCREDI TED REI NSURER WHI CH
OTHERW SE MEETS THE REQUI REMENTS OF EI THER THE OPENING PARAGRAPH AND
PARAGRAPH ONE OF THI' S SUBSECTI ON, OR THE OPENI NG PARAGRAPH OF PARAGRAPH
THREE AND I TEMS (1), (1V), (V) AND (VI) OF PARAGRAPH THREE OF THI'S
SUBSECTION, IN AN AMOUNT NOT EXCEEDI NG THE LI ABI LI TI ES CARRI ED BY THE
CEDI NG | NSURER FOR AMOUNTS W THHELD UNDER A REI NSURANCE TREATY W TH SUCH
REI NSURER OR AMOUNTS DEPCSI TED BY SUCH REI NSURER AS SECURITY FOR THE
PAYMENT OF OBLI GATIONS UNDER THE TREATY | F SUCH FUNDS OR DEPCSI T ARE
HELD SUBJECT TO W THDRAWAL BY, AND UNDER THE CONTROL OF, THE CEDING
| NSURER.

(B) | N DETERM NI NG WHETHER THE | NSURER MEET THE AGGREGATE RI SK LI M TA-
TIONS, | N ADDI TION TO CREDI T FOR OTHER TYPES OF QUALI FYI NG REI NSURANCE,
THE | NSURER S AGGREGATE RI SK MAY BE REDUCED TO THE EXTENT OF THE LIMT
FOR AGGREGATE EXCESS REI NSURANCE, BUT I N NO EVENT I N AN AMOUNT GREATER
THAN THE AMOUNT OF THE AGGREGATE RI SKS WHI CH W LL BECOME DUE DURI NG THE
UNEXPI RED TERM OF SUCH REI NSURANCE AGREEMENT | N EXCESS OF THE | NSURER S
RETENTI ON PURSUANT TO SUCH REI NSURANCE AGREEMENT.

S 6907. APPLI CABILITY OF OTHER LAWS. AN | NSURER [SSU NG POLICIES OF
CREDI T DEFAULT |NSURANCE SHALL BE SUBJECT TO ALL OF THE PROVI SI ONS OF
TH 'S CHAPTER APPLI CABLE TO PROPERTY/ CASUALTY | NSURERS TO THE EXTENT THAT
SUCH PROVI SI ONS ARE NOT | NCONSI STENT W TH THE PROVISIONS OF THI'S ARTI -
CLE.

S 6908. RELATIONSHIP TO SECURITY FUND. NO I NSURER OR AGENT OF AN
| NSURER MAY DELIVER A POLICY OF CREDIT DEFAULT | NSURANCE UNLESS SUCH
POLICY AND ANY PROSPECTUS DELI VERED ON OR AFTER THE EFFECTI VE DATE OF
TH'S ARTI CLE W TH RESPECT TO THE | NSURED OBL| GATI ONS CLEARLY DI SCLOSES
THAT THE POLICY |'S NOT COVERED BY THE PROPERTY/ CASUALTY | NSURANCE SECU-
RITY FUND SPECI FI ED I N ARTI CLE SEVENTY-SI X OF TH' S CHAPTER.

S 6909. PENALTIES. (A) IT IS A VIOLATION OF THI' S ARTI CLE FOR ANY CRED-
| T DEFAULT | NSURANCE CORPORATI ON, AFFI LI ATE, OR ANY OTHER PARTY RELATED
TO THE BUSINESS OF CREDIT DEFAULT |NSURANCE TO SELL CREDI T DEFAULT
| NSURANCE NOT PERM SSI BLE UNDER SECTI ON S| X THOUSAND NI NE HUNDRED FOUR
OF THI S ARTI CLE.

(B) FOR CRIM NAL LIABILITY PURPGSES, EVERY VI OLATI ON OF ANY PROVI SI ON
OF THI'S ARTI CLE SHALL, UNLESS THE SAME CONSTI TUTES A FELONY, BE A M SDE-
MEANOR.

(C) THE SUPERI NTENDENT SHALL BE EMPOMERED TO LEVY A CIVIL PENALTY NOT
EXCEEDING ONE MLLION DOLLARS AND THE AMOUNT OF THE CLAI M FOR EACH
VI OLATI ON UPON ANY PERSON WHO | S FOUND TO HAVE VI OLATED ANY PROVI S| ON OF
TH'S ARTI CLE.

(D) THE LI CENSE OF A PERSON LI CENSED UNDER THI'S ARTICLE THAT SELLS
CREDI T DEFAULT | NSURANCE NOT PERM SSI BLE UNDER SECTI ON SI X THOUSAND NI NE
HUNDRED FOUR OF TH'S ARTI CLE SHALL BE REVOKED FOR A PERI OD OF AT LEAST
TWO YEARS.

S 6910. TRANSI TION PROVISION.  (A)(1) A COWPANY ORGANIZED FOR THE
PURPCSE OF TRANSACTING FINANCI AL ~GUARANTY | NSURANCE I N | TS STATE OF
DOM Cl LE OR ANY OTHER STATE ON THE EFFECTIVE DATE OF TH'S SECTION AND
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LI CENSED AND OPERATING IN TH S STATE AS A PROVI DER OF SURETY | NSURANCE
ON THE EFFECTI VE DATE OF THI'S SECTI ON, UPON APPLI CATI ON BY SUCH COVPANY
W THI N ONE YEAR OF THE EFFECTI VE DATE OF THI'S SECTI ON, SHALL BE | SSUED A
LI CENSE PURSUANT TO SECTI ON SI X THOUSAND NI NE HUNDRED TWD OF THI' S ARTI -
CLE, BEFORE AND AFTER SUCH LI CENSE IS | SSUED, MAY ENGAGE | N THE BUSI NESS
OF CREDI T DEFAULT |NSURANCE, PROVIDED THAT SUCH COWPANY MEETS ALL
REQU REMENTS OF TH'S ARTICLE, EXCEPT THE REQU REMENTS DESCRI BED | N
SUBPARAGRAPH TWD OF THI' S PARAGRAPH, W THIN TWD YEARS OF THE EFFECTIVE
DATE OF TH' S SECTI ON TO TRANSACT BUSI NESS AS A CREDI T DEFAULT | NSURANCE
CORPORATI ON | N THI S STATE.

(2) A COVPANY DESCRI BED | N PARAGRAPH ONE OF THI'S SUBSECTI ON MUST MEET
ALL OF THE REQUI REMENTS OF THI'S ARTI CLE, W TH THE FOLLOW NG EXCEPTI ONS:

(A) SUCH COWPANY SHALL NOT BE DEEMED TO BE IN VI OLATI ON OF ANY
PROVI SION OF TH'S ARTI CLE W TH RESPECT TO CREDI T DEFAULT | NSURANCE POLI -
Cl ES OUTSTANDI NG PRI OR TO THE EFFECTI VE DATE OF THIS SECTION, |F THE
INSURER WAS IN COWPLIANCE W TH THE APPLI CABLE PROVI S| ONS RELATI NG TO
FI NANCI AL GUARANTY | NSURANCE | N | TS STATE OF DOM CI LE AT THE TIME THAT
THE CREDIT DEFAULT |NSURANCE POLICY WAS |SSUED, PROVI DED THAT THI' S
SECTI ON SHALL APPLY TO SUCH POLI Cl ES THAT ARE AMVENDED OR REPLACED ON OR
AFTER THE EFFECTIVE DATE OF THI'S SECTION |F SUCH AVENDVENT OF THE
ORI G NAL POLI CY EXTENDS THE TERM OR THE REPLACEMENT POLICY PROVIDES A
NEW TERM THAT EXTENDS BEYOND THE TERM OF THE ORI G NAL POLI CY | N EFFECT
ON THE EFFECTI VE DATE OF THI' S SECTI ON, UNLESS SUCH AMVENDMVENT OR REPLACE-
MENT COVPLI ES W TH SUBPARAGRAPH (B) OF TH S PARAGRAPH;

(B) SUCH COVPANY SHALL NOT BE DEEMED TO BE IN VIOLATION OF ANY
PROVISION OF TH'S ARTI CLE W TH RESPECT TO ANY AMENDVENT OR REPLACEMENT
OF A CREDI T DEFAULT | NSURANCE POLICY | SSUED PRI OR TO THE EFFECTI VE DATE
OF THI'S SECTI ON, PROVI DED THAT:

(1) THE AMENDMENT OR REPLACEMENT OF THE ORI G NAL POLICY |'S EXECUTED IN
GOOD FAI TH TO M Tl GATE LOSSES OR REDUCE EXPOSURE TO FUTURE LOSSES UNDER
THE ORI G NAL POLICY; AND

(11) THE COVPANY PROVI DES NOTI CE TO THE SUPERI NTENDENT OF SUCH AMEND-
MENT ~OR REPLACEMENT WTH N TEN BUSINESS DAYS OF THE AMENDMENT OR
REPLACEMENT:

(O I'F TEN YEARS HAVE ELAPSED FROM THE EFFECTI VE DATE OF THIS SECTI ON
THE FOLLON NG REQUI REMENTS OF THI'S SHALL NOT APPLY TO SUCH COMPANY:

(1) SUBSECTION (B) OF SECTION SI X THOUSAND NI NE HUNDRED TWD OF THI S
ARTI CLE REGARDI NG PAI D- 1 N CAPI TAL AND SURPLUS REQUI REMENTS AND M NI MUM
SURPLUS TO POLI CYHOLDERS:

(11) SUBSECTIONS (C), (D) AND (E) OF SECTI ON SI X THOUSAND NI NE HUNDRED
FOUR OF TH' S ARTI CLE REGARDI NG AGGREGATE AND SINGLE RI SK LIM TS.

(3) THE SUPERI NTENDENT MAY:

(A) EXTEND THE TRANSI TI ON TI ME PERM TTED | N SUBPARAGRAPH (B) OF PARA-
GRAPH TWD OF SUBSECTI ON (A) OF THI'S SECTI ON AN ADDI TI ONAL SI X MONTHS | F
HE OR SHE DETERM NES THAT | T WOULD NOT POSE A HAZARD TO THE | NSURER, | TS
POLI CY HOLDERS OR TO THE PUBLI C AND THERE ARE UNUSUAL OR UNI QUE Cl RCUM
STANCES THAT JUSTI FY THE EXTENSI ON;

(B) DECREASE THE TRANSI TION TIME PERM TTED IN SUBPARAGRAPH (B) OF
PARAGRAPH TWD OF SUBSECTI ON (A) OF TH'S SECTION | F HE OR SHE DETERM NES,
AFTER NOTICE AND AN OPPORTUNI TY TO BE HEARD, THAT PERM TTI NG A COVPANY
TO CONTI NUE TRANSACTI NG CREDI T DEFAULT | NSURANCE POSES A HAZARD TO THE
I NSURER, | TS POLI CYHOLDERS, OR THE PUBLI C;

(4) A COVPANY THAT DOES NOT COVPLY W TH PARAGRAPHS ONE AND TWD OF THI S
SUBSECTI ON SHALL CEASE WRI TI NG ANY NEW CREDI T DEFAULT | NSURANCE.

(B) A COWPANY NOT LICENSED AS AN | NSURANCE COVPANY | N THI S STATE
PURSUANT TO PARAGRAPHS S| XTEEN, SEVENTEEN OR TWENTY-TWD OF SUBSECTI ON
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(A) OF SECTI ON ONE THOUSAND ONE HUNDRED THI RTEEN OF THI S CHAPTER, ON THE
EFFECTI VE DATE OF THI S SECTI ON MAY NOT ENGACE | N THE BUSI NESS OF CREDI T
DEFAULT | NSURANCE UNTI L SUCH DATE AS THE COVPANY SHALL HAVE RECEIVED A
LICENSE FROM TH S STATE PURSUANT TO SECTI ON SI X THOUSAND NI NE HUNDRED
TWO OF THI S ARTI CLE.

S 2. This act shall take effect imediately.



