8§ 1401. Definitions and rules of general application. (a) In this
article: (1) "Invested assets"” nmeans the admtted assets of an insurer
that conformto the requirenments of paragraphs one and two of subsection
(a) of section one thousand three hundred one of this chapter, but
excluding the income due or accrued thereon.

(2) "Mortgage-rel ated security" neans an obligation that is rated AA
or higher (or the equivalent thereto) by a nationally recognized
securities rating agency and either:

(A) represents ownership of one or nore prom ssory notes or
certificates of interest or participation in such notes (including any
rights designed to assure servicing of, or the receipt or tineliness of
recei pt by the holders of such notes, certificates, or participation of
anount s payabl e under, such notes, certificates, or participation),
whi ch not es:

(i) are directly secured by a first lien on a single parcel of real
estate, including stock allocated to a dwelling unit in a residenti al
cooperati ve housing corporation, upon which is |ocated a dwelling or
m xed residential and commercial structure, or on a residential
manuf act ured hone as defined in section 5402(6) of Title 42 of the
U S.C A, whether such manufactured hone is considered real or persona
property under the laws of the state in which it is to be |ocated; and

(ii) were originated by a savings and | oan associ ation, savi ngs bank,
comerci al bank, credit union, insurance conpany, or simlar institution
whi ch is supervised and exam ned by a federal or state authority, or by
a nortgage approved by the secretary of housi ng and urban devel opnent
pursuant to sections 1709 and 1715-b of Title 12 of the U S.C A, or,
where such notes involve a lien on the nmanufactured home, by any such
institution or by any financial institution approved for insurance by
the secretary of housing and urban devel opnent pursuant to section 1703
of Title 12 of the U S.C. A ; or

(B) is secured by one or nore prom ssory notes or certificates of
interest or participations in such notes (wth or without recourse to
the issuer thereof) and, by its terns, provides for paynents of
principal in relation to paynents, or reasonable projections of
paynments, or notes neeting the requirenents of itens (i) and (ii) of
subpar agraph (A) of this paragraph or certificates of interest or
participation in prom ssory notes neeting such requirenents.



For the purpose of this paragraph the term "prom ssory note", when
used in connection with a manufactured hone, shall also include a | oan,
advance or credit sale as evidence by a retail installnent sales
contract or other instrunent.

(3) "Partnership interests"” when used in connection with the
perm ssi bl e types of investnents nade by any donestic insurer, other
than a donestic life insurer, neans, an interest as a limted partner in
alimted partnership. A"limted partnership”" neans a partnership
formed by two or nore persons pursuant to the provisions of the
applicabl e I aw, having as nmenbers one or nore general partners and one
or nore limted partners. The limted partners as such shall not be
bound by the obligations of the partnership.

(4) "United States" neans, when used to signify place, only the states
of the United States, the Commonweal th of Puerto Rico, the District of
Col unmbi a and i ncludes | ands and waters adjacent to the foregoing and
under the jurisdiction of the United States.

(5) "Cap" nmeans an agreenent obligating the seller to make paynents to
the buyer with each paynent based on the anount by which a reference
price or |evel or the performance or val ue of one or nore underlying
i nterests exceeds a predeterm ned nunber, sonetines called the strike
rate or strike price.

(6) "Collar™ means an agreenent to receive paynments as the buyer of an
option, cap or floor and to make paynents as the seller of a different
option, cap or floor.

(7) "Derivative instrunment” means an agreenent, option, instrunent or
a series or comnbination thereof:

(A) to nake or take delivery of, or assune or relinquish, a specified
anount of one or nore underlying interests, or to make a cash settl enment
in lieu thereof; or

(B) that has a price, performance, value or cash flow based primrily
upon the actual or expected price, |evel, performance, value or cash
fl ow of one or nore underlying interests.

The term "derivative instrunment” includes options, warrants, caps,
floors, collars, swaps, swaptions, forwards, and futures.
(8) "Derivative transaction” neans a transaction involving the use of



one or nore derivative instrunents.

(9) "Floor" neans an agreenent obligating the seller to make paynents
to the buyer in which each paynent is based on the anount by which a
predet erm ned nunber, sonetines called the floor rate or price, exceeds
a reference price, level, performance or value of one or nore underlying
i nterests.

(10) "Forward" means an agreenent (other than a future) to make or
take delivery in the future of one or nore underlying interests, or
effect a cash settlenment, based on the actual or expected price, |evel,
performance or val ue of such underlying interests, but shall not mean or
i ncl ude spot transactions effected within customary settl enent peri ods,
when-i ssued purchases, or other simlar cash market transactions.

(11) "Future" neans agreenent traded on a futures exchange, to make or
take delivery of, or effect a cash settlenent based on the actual or
expected price, level, performance or value of, one or nore underlying
i nterests.

(12) "Hedging transaction"” neans a derivative transaction which is
entered into and at all tinmes maintained to reduce:

(A) the risk of economic |oss due to a change in the value, vyield,
price, cash flow or quantity of assets or liabilities which the insurer
has acquired or incurred or anticipates acquiring or incurring; or

(B) the risk of econom c |oss due to changes in the currency exchange
rate or the degree of exposure as to assets or liabilities denom nated
in a foreign currency which an insurer has acquired or incurred or
antici pates acquiring or incurring.

(13) "Option" neans an agreenent giving the buyer the right to buy or
receive (a "call option"), sell or deliver (a "put option"), enter into,
extend or term nate or effect a cash settlenent based on the actual or
expected price, spread, |level, performance or value of one or nore
underlying interests.

(14) "Swap" neans an agreenment to exchange or to net paynents at one
or nore tines based on the actual or expected price, yield, |evel,
performance or val ue of one or nore underlying interests.

(15) "Swaption" neans an option to purchase or sell a swap at a given
price and tinme or at a series of prices and tines. A swaption does not
mean a swap with an enbedded opti on.

(16) "Underlying interest” neans the assets, liabilities, other



interests, or a conbination thereof, underlying a derivative instrunent,
such as any one or nore securities, currencies, rates, indices,
commodi ties or derivative instrunents.

(17) "warrant” means an instrunment that gives the holder the right to
purchase or sell the underlying interest at a given price and tine or at
a series of prices and tines outlined in the warrant agreenent.

(18) "Replication transaction"” neans a derivative transaction or
conbi nati on of derivative transactions effected either separately or in
conjunction with cash market investnents included in the insurer's
i nvestment portfolio in order to replicate the investnent characteristic
of another authorized transaction, investnent or instrunent and/or
operate as a substitute for cash market transactions. A derivative
transaction entered into by the insurer as a hedgi ng transaction or
i nconme generation transaction authorized pursuant to this section shal
not be considered a replication transaction.

(b) Al financial tests and other requirenents for the naking of any
i nvestnment are satisfied if conplied with on the date of acquisition by
the insurer, except as otherwi se permtted by this chapter or by
regul ati on.

(c) None of the financial tests or other requirenments for the naking
of any investnment under this article, or as otherwise required by this
chapter or by regul ation pronul gated pursuant thereto, are preenpted by
the provisions of section 106 of Title I of the Secondary Mortgage
Mar ket Enhancenent Act of 1984 (15 U.S.C. 8 77r-1)("SMVEA"). The
provi sions of this chapter and any regul ati on pronul gated pursuant
thereto that pertain to investnents in the categories of securities
speci fied in paragraphs one and two of subsection (a) of section 106 of
such act shall remain in full force and effect notw thstanding the
enact nent of SMVEA.



