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6. FBEKBAR

T RN SATAME B RBHE B ERREZ WA -
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d.Part D BZEMAHNRERHRABIERY -
Section 1 £4% (#£&) AF#£ (open) 24
Section 2 &A% (F&) & & (written) Z 4 o
Section 3 £A&F (F&) & R34 -
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(Predominate Risk) &#& /183X (Stress Test) it i 47
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INS § 1401, Definitions and rules of general application

*93399 McKinney's Insurance Law § 1401

MCKINNEY'S
CONSOLIDATED LAWS OF
NEW YORK ANNOTATED
INSURANCE LAW
CHAPTER 28 OF THE
CONSOLIDATED LAWS
ARTICLE 14-INVESTMENTS

Current through L2003, chs. 410 9.

§ 1401. Definitions and rules of general
application

(a) In this article: (1) "Invested assets" means
the admitted assets of an insurer that conform to
the requirements of paragraphs one and two of
subsection (a) of section one thousand three
hundred ome of this chapter, but excluding the
income due or accrued thereon.

(2) "Mortgage-related security" means 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 more
promissory notes or certificates of interest or
participation in such notes (including any rights
designed to assure servicing of, or the receipt or
timeliness of receipt by the holders of such notes,
certificates, or participation of amounts payable
under, such notes, certificates, or participation),
which notes:

(i) are directly secured by a first lien on a
single parcel of real estate, including stock
allocated to a dwelling unit in a residential
cooperative housing corporation, upon which is
located a dwelling or mixed residential and
commercial strucfure, or on a residential
manufactured home as defined in section
5402(6) of Title 42 of the U.S.C.A., whether
such manufactured home is considered real or
personal property under the laws of the state-in
which it is to be located; and
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(i) were originated by a savings and loan
association, savings bank, commercial bank,
credit union, insurance company, or similar
institution which is supervised and examined by
a federal or state authority, or by a mortgage
approved by the secretary of housing and urban
development 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 manufactured
home, by any such institution or by any financial
institution approved for insurance by the
secretary of housing and urban development
pursuant to section 1703 of Title 12 of the
US.CA,; or

(B) is secured by one or more promissory
notes or certificates of interest or participations

'[FN1] in such notes (with or without recourse to

the issuer thereof) and, by its terms, provides for
payments of principal in relation to payments, or
reasonable projections of payments, or notes
meeting the requirements of items (i) and (ii) of
subparagraph (A) of this paragraph or certificates
of interest or participation in promissory notes
meeting such requirements. ' )

*93400 For the purpose of this paragraph the
term "promissory note", when used in connection
with a2 manufactured home, shall also include a
loan, advance or credit sale as evidence [FN2]
by a retail installment sales contract or other
instrument.

(3) "Partnership interests" when used in
connection with the permissible types of
investments made by any domestic insurer, other
than a domestic life insurer, means, an interest as
a limited partner in a limited partnership. A
"limited partnership" means a partnersbip formed
by two or more persons pursuant to the
provisions of the applicable law, having as
members one or more general partners and one
or more limited partners. The limited partners as

such shall not be bound by the obligations of the

partnership.

(4) "United States" means, when used to
signify place, only the states of the United States,
the Commonwealth of Puerto Rico, the District
of Columbia and includes lands and waters
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INS § 1401, Definitions and rules of general application

adjacent to the foregoing and wunder the
jurisdiction of the United States.

(5) [Repealed eff. June 30, 2003, pursuant to
L.1998, c. 650, § 11.] "Cap" means an agreement
obligating the seller to make payments to the
buyer with each payment based on the amount by
which a reference price or level or the
performance or value of one or more underlying
interests exceeds a predetermined number,
sometimes called the strike rate or strike price.

(6) [Repealed eff. June 30, 2003, pursuant to
L.1998, c. 6:§11.] "Collar" means an
agreement to receive payments as the buyer of an
option, cap or floor and to make payments as the
seller of a different option, cap or floor.

(7) [Repealed eff. June 30, 2003, pursuant to
L.1998, c. 65(§ 11.] "Derivative instrument"
means an agreement, option, instrument or a
series or combination thereof:

(A) to make or take delivery of, or assume or
relinquish, a specified amount of one or more
underlying interests, or to make a cash settlement
in lieu thereof; or

(B) that has a price, performance, value or
cash flow based primarily upon the actual or
expected price, level, performance, value or cash
flow of one or more underlying interests.

The term "derivative instrument" includes
options, wvarrants, caps, floors, collars, swaps,
swaptions, forwards, and futures.

(8) [Repealed eff. June 30, 2003, pursuant to
L.1998, c. 65C§ 11.] "Derivative transaction"
means a transaction involving the use of one or
more derivative instruments.

(9) [Repealed eff. June 30, 2003, pursuant to
L.1998, c. 6:§11.] "Floor" means an
agreement obligating the seller to make payments
to the buyer in which each payment is based on
the amount by which a predetermined number,
sometimes called the floor rate or price, exceeds
a reference price, level, performance or value of
one or more underlying interests.
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*93401 (10) [Repealed eff. June 30, 2003,
pursuant to 1.1998, c. 6:§ 11.] "Forward"
means an agreement (other than a future) to
make or take delivery in the future of one or
more underlying interests, or effect a cash
settlement, based on the actual or expected price,
level, performance or value of such underlying
interests, but shall not mean or include spot
transactions effected within customary settlement
periods, when-issued purchases, or other similar
cash market transactions.

(11) [Repealed eff. June 30, 2003, pursuant to
1.1998, c. 650, § 11.] "Future" means agreement
traded on a futures exchange, to make or take
delivery of, or effect a cash settlement based on
the actual or expected price, level, performance
or value of, one or more underlying interests.

(12) [Repealed eff. June 30, 2003, pursuant to
1..1998, c. 651§ 11.] "Hedging transaction"
means a derivative transaction which is entered
into and at all times maintained to reduce:

(A) the risk of economic loss due to a change
in the value, yield, 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 economic loss due to changes in
the currency exchange rate or the degree of
exposure as to assets or liabilities denominated in
a foreign currency which an insurer has acquired
or incurred or anticipates acquiring or incurring.

(13) [Repealed eff. June 30, 2003, pursuant to
L.1998, c. 65§ 11.] "Option" means an
agreement giving the buyer the right to buy or
receive (a "call option"), sell or deliver (a "put
option"), enter into, extend or terminate or effect
a cash settlement based on the actual or expected
price, spread, level, performance or value of one
or more underlying interests.

(14) [Repealed eff. June 30, 2003, pursuant to
L.1998, c. 6:§11.] "Swap" means an
agreement to exchange or to net payments at one
or more times based on the actual or expected
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price, yield, level, performance or value of one or
more underlying interests.

(15) [Repealed eff. June 30, 2003, pursuant to
L.1998, c. 65§ 11.] "Swaption" means an
option to purchase or sell a swap at a given price
and time or at a series of prices and times. A
swaption does not mean a swap with an
embedded option.

(16) [Repealed eff. June 30, 2003, pursuant to
L.1998, c. 65§ 11.] "Underlying interest"
means the assets, liabilities, other interests, or a
combination thereof, underlying a derivative
instrument, such as any one or more securities,
currencies, rates, indices, commodities or
derivative instruments.

(17) [Repealed eff. June 30, 2003, pursuant to
L.1998, c. 65§ 11.] "Warrant" means an
instrument that gives the holder the right to
purchase or sell the underlying interest at a given
price and time or at a series of prices and times
outlined in the warrant agreement.

*93402 (18) "Replication transaction"” means a
derivative transaction or combination of
derivative transactions effected either separately
or in conjunction with cash market investments
included in the insurer’s investment portfolio in
order to replicate the investment characteristic of
another authorized transaction, investment or
instrument and/or operate as a substitute for cash
market transactions. A derivative transaction
entered into by the insurer as a hedging
transaction or income generation transaction
authorized pursuant to this section shall not be
considered-a replication transaction.

(b) All financial tests and other requirements
for the making of any investment are satisfied if
complied with on the date of acquisition by the
insurer, except as otherwise permitted by this
chapter or by regulation.

(c) None of the financial tests or other
requirements for the making of any investment
under this article, or as otherwise required by this
chapter or by regulation promulgated pursuant
thereto, are preempted by the provisions of
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section 106 of Title I of the Secondary Mortgage
Market Enhancement Act of 1984 (15 U.S.(§
77r-1) ("SMMEA"). The provisions of this
chapter and any regulation promulgated pursuant
thereto that pertain to investments in the
categories of securities specified in paragraphs
one and two of subsection (a) of section 106 of
such act shall remain in full force and effect
notwithstanding the enactment of SMMEA.

CREDIT(S)
2000 Main Volume

(L1984, c. 36 §1; amended L1989, c. <§1;
L1991, c. 500, §§ 1, 2; L1992, c. 324, § 7-a; L.1998, c.
650, § 1, eff July 1, 1999.)

2003 Electronic Update

(As amended L.2000, c. 507, § 1, eff. Jan. 2, 2001.)
[FN1] So in original. Probably should be singular.

[FN2] So in original.  Probably should read
"evidenced".

<General Materials (GM) - References,
Annotations, or Tables>

HISTORICAL NOTES

HISTORICAL AND STATUTORY
NOTES

2003 Electronic Update

L.2000, c. 507 legislation
Subsec. (a), par. (18). L.2000, c..507, § 1, added par. 18.

1.1998, c. 650 legislation

L.1998, c. 650, § 11, as amended by L.1998, c. 651.§ 4,
eff. Dec. 23, 1998; L.2000, c. 50" § S, eff. Jan. 2, 2001,
provides:

"This act shall take effect July 1, 1999, and shall expire
and be deemed repealed June 30, 2003, and upon such
repeal the provisions of the insurance law amended or
repealed by the provisions of this act shall revert to the
manner such provisions read prior to the effective date of
this act; provided, however, that any rules or regulations
pecessary for the timely implementation of the provisions
of this act shall be promulgated on or before such effective
date; provided, further, that, a domestic life insurer, a
domestic property/casualty insurer, a domestic reciprocal
insurer, a domestic mortgage guaranty insurer, a domestic
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co-operative property/casualty insurance corporation, a
domestic financial guaranty insurer or a foreign insurer
may continue to enter into derivative instruments and
engage in derivative transactions and replication
transactions that are both authorized under the provisions
of section 1403 of the insurance law that are repealed by
section four of this act and are entered into or engaged in
accordance with the regulations promulgated under such
repealed provisions until the earlier of (A) a period of six
months from the effective date of this act, or (B) the date a
derivative use plan is approved by the superintendent of
insurance in accordance with subparagraph (c) of paragraph
3 of subsection (b) of section 1410 of the insurance law as
added by section nine of this act; provided, further, that
any derivative transaction or replication transaction entered
into pursuant to the provisions of this act and held as an
admitted asset prior to the repeal of the provisions of this
act, together with all derivative instruments, derivative
transactions or replication transactions entered into with all
income, payments, proceeds and distributions on each such
instrument or transaction and all amendments, extensions,
renewals and refundings thereof shall remain in effect and
be valid after such repeal; provided, further, that any
derivative transaction or replication transaction entered into
prior to the effective date of this act, together with all
derivative  instruments, derivative transactions or
replication transactions entered into with all income,
payments, proceeds and distributions on each such
instrument or transaction and all amendments, extensions,
renewals and refundings thereof shall remain in effect and
be valid after the effective date of this act.”

*93403 2000 Main Volume
Subsec. (a), par. (5). L.1998, c. 650, § 1, added par. (5).
Subsec. (), par. (6). L.1998, c. 650, § 1, added par. (6).
Subsec. (a), par. (7). L.1998, c. 650, § 1, added par. (7).
Subsec.‘ (a), par. (8). L.1998, c. 650, § 1, added par. (8).
Subsec. (a), par. (9). L.1998, c. 650, § 1, added par. (9).

Subsec. (a), par. (10). L.1998, c. 65§ 1, added par.
(10).

Subsec. (a), par. (11). L.1998, c. 65§ 1, added par.
(11).

Subsec. (a), par. (12). L.1998, c. 65§ 1, added par.
(12).

Subsec. (a), par. (13). L.1998, c. 65§ 1, added par.
(13).

Subsec. (a), par. (14). L.1998, c. 65§ 1, added par.
14).

Subsec. (a), par. (15). L.1998, c. 65§ 1, added par.
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a5).

Subsec. (a), par. (16). L.1998, c. 65§ 1, added par.
(16). ’

Subsec. (a), par. (17). L.1998, c. 65§ 1, added par.
an.

L.1992, c. 324 legislation
Subsec. (a), par. (3). L.1992, c. 32:§ 7-a, eff. Jan. 1,
1993, redesignated former par. (3) as par. (4) and added

par. (3).

Subsec. (a), par. (4). L.1992, c. 32 § 7-a, eff. Jan. 1,
1993, redesignated former par. (3) as par. (4).

L.1991, c. 500 legislation
Subsec. (a), pars. 2, 3. L.1991, ¢. 500, § 2, eff. July 19,
1991, added par. 2 and redesignated former par. 2 as pat. 3.

Subsec. (c). L.1991, c. 5(§ 1, eff. July 19, 1991,
added subsec. (c).

Derivation
Subsec. (a). L.1939, c. 884 § 4(35); amended L.1960,
c.17,§1; L.1983, ¢c. 567, § 2.

Said section 4 was from L.1909, c. 33, §§ 26-a, 150.

Said section 26-a of L.1909, c. 33, added L.1920, c. 563,
§4.

Said section 150 of L.1909, c. 33, amended L.1909, c.
240, § 50; L.1910, c. 168; L.1911, c. 126; L.1917, c. 294,
§1; L.1919, c. 392; L.1920, c. 415§ 2; L.1921, c. 236;
L.1923,c. 437.§ 1; L.1925,¢.203§1; L.1932, c. 139;
L.1934, c. 618 §§ 1 to 3, revised from L.1892, c. 69§
150 amended 1.1907, c. 206; originally revised from
L.1849, c. 308 §§ 1 to 3, 10, amended L.1867, c. 574;
L.1849, c. 308, §§ 15, 18; L.1867,c. 442, § 1.

*93404 Subsec. (b). L.1939, c. ¢ § 81, amended
L.1940, c. 345; L.1945, c. 29:§§ 1, 2; 1.1945, c. 399;
L.1946, c. 509; L.1946, c. 557§§ 2, 3; L.1947, cc. 526,
798, 799; L.1948, c. 437; L.1948,c. 744§ 7; L.1949, c.
645,§ 1; L.1949, c. 673; L.1951, c. §§1 to 5;
L.1952, c. 114§2; L.1952, c. 482; L.1953, c. 371;
L.1954, c. 491; L.1955, c. 707; L.1956, cc. 84, 387, 519;
1.1956, c. 530,§§ 1 to 3; L.1957, c. 518§ 1; L.1957, c.
646, §§ 1, 2; L.1958, cc. 307, 491; L.1959, cc. 44, 273;
L.1960, c. 311,§ 4; L.1960, c. 672; L.1961, c. 804 § 20;
L.1961, c. 890.§ 1; L.1962, c. 140; L.1962, c. 62°§ 3;
L.1963, c. 825; L.1964, c. 799 §§ 1, 2; L.1965, c. 46.§§
1,2; L.1965,c. 255§ 1; L.1965, c. 615.§ 1; L.1965, c.
850, §§ 1,2; L.1966, c. 329; L.1966, c. 384,§ 2; 1.1966,
c. 537, 8§ 1,3; L.1967, c. 743; L.1967, c. 802; L.1967, c.
803,85 1to3; L.1968, c. 113,§5; L.1968, c. 174, §§ 17,
18; L.1968, c. 760; L.1969, c. 190 § 10; L.1969, c. 836,
§§2,3; L.1970, c. 774; L.1970, c. 945§§ 1, 2; L.1971,
c. 1030, § 17; L.1971, c. 1049,§§ 1, 2; L.1972, c. 398 §
2; L.1972,c.504,§ 1; L.1972,c. 743,§§ 2t0 6; L.1973,
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¢. 774,§ 1; L.1973, c. 92:§15; L.1973, c. 92:§ 4;
L.1973, c. 1020, §§ 1 to 3; L.1974, c. 147,§ 2; L.1974,c.
47,§1; L.1974, c. 8:§1; L.1974, c. 8:§1;
L1975, c. 239, § 1; L.1975, c. 562 §§ 2 to 4; L.1976, c.
385,851, 2; L.1978, c. 56¢§ 1; L.1978, c. 78§ 15;
L1979, c. 664,§ 1; L.1980, c. 781, § 1; L.1980, c. 789, §
1; L.1981, c. 251,§ 1; L.1981, c. 793,§§ 2 to 4; L.1982,
¢.132,§1; L.1982, c. 697 § 1I; L.1983, c. 567 §§ 11 to
21

Said section 81 of L.1939 was from L.1909, c. 33, §§ 16,
17, 20, 20-a, 100, and 233.

Said section 16 of L.1909, c. 33, amended L.1909, cc.
240, 302; L.1910,c. 634; L.1911, c. 150; L.1912, c. 233;
L.1913, ¢. 304; L.1917, c. 301; L.1920, c. 422; L.192],c.
255; L.1923, c. 606; L.1925, c. 20:§§ 1, 2; L.1930, c.
717,881, 2; L1.1933, c. 305; L.1935,c. <§§1, 2;
L.1937, c. 338, revised from L.1892, c. 690, § 16, amended
L.1893,c. 112; L.1895,¢.917; L.1897,c. 218; L.1906, c.
326, 1.1907, c. 239; originally revised from L.1840, c.
287, §§ 1,2; 1..1849, c. 308, § 8, amended L.1857, c. 469;
L.1853, c. 463, § 6, amended L.1881, c. 560, § 8, amended
L.1868, c. 318; L.1853, c. 46:§ 8, amended L.1871, c.
608; L.1868, c. 482§ 1; L.1875, c. 427 § 2, amended
L.1886, c. 394; L.1885,c. 538, § 14; L.1886,c.611,§ 7.

Said section 17 of L.1909, c. 33, amended L.1934, c.
609, revised from L.1892, c. 690§ 17; originally revised
fromL.1886, c. 207, § 2.

Said section 20 of L.1909, c. 33, amended L.1935, c.
428, revised from 1.1892, c. 690, § 20, amended L.1906, c.
326; originally revised from L.1849, c. 308,§ 9; L.1853, c.
463,§ 9, amended L.1876, c. 357; L.1853,c. 4§9;
L.1881, c. 484, 1.1885,c.538§2; L.1886,c. 611§ 8;
1.1887,c.481,§ 1.

Said section 20-a of L.1909, c. 33, added L.1922, ¢. 658,
and amended 1..1924, c. 284.

Said section 100 of L.1909, c. 33, amended L.1911, c.
767; L.1913, c. 596; L.1916, c. 121; L.1919, c. 396;
L.1921, c. 488; 1..1926,c. 582; 1.1928,¢.539; L.1933,c.
791; L.1934, c. 896; L.1935, c. 412; L.1937, c. 350,
revised from L.1892 § 100, added L.1906, c. 32¢§ 36;
amended L.1908, c. 9.

Said section 233 of L.1909, c. 33, added L.1911, c. 198,
amended L.1935, c. 914, § 2, derived from L.1909, c. 33, §
§ 230, 236.

Said section 230 of L.1909, c. 33, was repealed by
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L.1911, c. 198, revised from L.1892, c § 230,
amended L.1903, c. 450; originally revised from L.1889,
¢. 520, 8§ 2,3.

Said section 236 of L.1909, c. 33, was repealed by
L.1911, c. 198, revised from L.1892, c § 236;
originally revised from L.1859, c. 520, §9.
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NEW YORK LIFE INSURANCE COMPANY

DERIVATIVE USE PLAN

DERIVATIVE INVESTMENT POLICY, GUIDELINES,
PROCEDURE AND MANAGEMENT OVERSIGHT

Revised, Effective July 15, 2003



Section l. Overview, Definitions & Authorizations

A. Authorization

This Derivative Use Plan (the “Plan”) has been adopted by the Investment Committee (the
“Investment Committee”) of the Board of Directors (the “Board”) of New York Life Insurance
Company (“New York Life") to establish the investment policy, guidelines, procedures and
management oversight standards for the use of derivative instruments by New York Life as
part of its overall investment strategy. The Investment Committee, which exercises general
oversight and supervision of New York Life's financial assets, currently consists of seven
members, six of which (including the current chairperson) are independent directors. The
Investment Committee has designated a Senior Investment Manager of Derivative
Transactions (the “Derivatives Manager”) who is responsible for management of all derivative
transactions made on behalf of New York Life, as set forth herein.

B. Types of Derivative Instruments and Transactions

Subject to the requirements of this Plan and the New York State Insurance Law and
regulations (the “Law”), New York Life may use derivative instruments for hedging, replication
and certain limited income generation purposes. Derivative instruments include: options,
warrants, caps, floors, collars, swaps, swaptions, forwards, futures, and combinations thereof.
Derivative transactions entered into by New York Life generally fall into one of the following
four categories: -

1. Eair Value Hedge — Use of derivatives to offset the change in the market value of
assets and/or liabilities. The change in the derivative market value should closely
offset that of the hedged item(s) attributable to certain risk factor such as interest rate.

2. Cash Flow Hedge — Use of derivatives to mitigate the uncertainty in the cash flow of
the hedged assets or liabilities. For example, a receive-fixed/pay-flow swap can
effectively convert a variable rate bond into a fixed coupon bond.

3. Replication — Use of credit derivatives that replicate permitted cash fixed income
investments that are consistent with each portfolio’s stated investment objectives and
risk constraints (e.g., duration, asset class allocation, and credit quality).

4. Income Generation — Use of written covered call options, subject to strict risk control
procedures, to generate income.

C. Use of Affiliated Investment Advisers

Pursuant to investment advisory agreements that incorporate by reference the requirements of
this Plan, New York Life has engaged New York Life Investment Management LLC (“NYLIM")
and MacKay Shields LLC, (“MacKay”), both wholly-owned subsidiaries of New York Life
Investment Management Holdings LLC, a wholly-owned subsidiary of New York Life, and each
having officers who are also dually appointed officers of New York Life, to manage and
process its derivative activity. Ultimate accountability for all derivative transactions entered
;rr:to é)y NYLIM and MacKay on behalf of New York Life rests with the Investment Committee of
e Board.



Section ll. Derivative Guidelines

A. Authorized Derivative Transactions

New York Life is authorized to engage in the following types of derivative transactions and
applications, and such other transactions and applications as authorized by Law.

Interest Rate Caps

........... [T R, S ——

Interest Rate Floors

Interest Rate
Swaptions

Bond Futures and
Forwards

.............................

Fixed Income Total
Return Swaps

Commodity Options

Convert Floating Rate Asset/Liability
Cash Flows into Fixed and vice versa

Hedge Cash Flow Uncertainty
Associated with Commaodity Price
Changes

Hedge Credit Risk or Replicate
Investments in Permitted Instruments

Hedge Cash Flow Risk from

Commodity Price Fluctuations

Asset/Liability Duration Management,
Disintermediation Risk

Portfolio Credit Exposure
Management o ]

..................................................




B. Credit Risk and Counterparty Exposure

For over-the-counter (“OTC") contracts, there is a risk of non-payment/fulfillment of obligation
by the counterparty. The oversight and policy on this credit risk is part of, and consistent with,
New York Life's overall credit risk management and policy, which is reviewed annually by the
Investment Committee. Establishment of a counterparty requires approval from the
Derivatives Manager.

This credit risk management process emphasizes establishing exposure limits. Broad
exposure limit guidelines are initially set by the Investment Committee, as set forth in General
Authorization #8 (or its successor) of the General Authorizations of the Investment Committee.
Credit exposures to individual counterparties are limited based upon the Moody’s or Standard
& Poor’s credit rating of the issuer (or an equivalent rating as determined by an Authorized
Officer). :

Typically, the credit review of financial institutions follows traditional credit evaluation
procedures and criteria. An issuer's business risk profile and the overall competitive landscape
are evaluated. Management effectiveness and priorities are also assessed. Financial strength
is analyzed with primary emphasis on asset quality, profitability, liquidity and funding, capital
adequacy, and cash flow and capital structure issues. To be an OTC derivative counterparty,
the counterparty or its parent company credit rating should generally be at least a strong BBB,
and preferably an A or better rated credit.

Limits for OTC derivatives counterparties are part of a given counterparty’s overall exposure
limit (including exposure of New York Life to bonds, commercial paper and other credit
exposure to such counterparty and its affiliates, as issuer). One exception, is in the case of
triple-A subsidiaries of broker-dealers who are OTC derivatives counterparties, where there is
separate exposure limit that does not include exposure to the affiliated broker-dealer. This is
because of the subsidiary’s bankruptcy remote structure. A broker-dealer derivative subsidiary
generally will have a separate, but smaller, exposure limit to reflect the likelihood that the
subsidiary is bankruptcy remote from the parent. While ascribing some credit for structure,
triple-A subsidiary limits also take into consideration the reality that these structures have not
been widely tested under actual default conditions.

New York Life manages credit risk on an individual issuer, counterparty level, and portfolio
basis. Credit limits for individual issuers and counterparties are established by the Investment
Grade Corporate Bond Group (the “Bond Group”) in NYLIM's Securities Investment Group
(“Securities Investment”) and must comply with the limits set forth by the Investment
Committee. The credit limits are set based on the issuer's credit rating and potential default
loss impact on New York Life’s surplus. Each issuer has an internal New York Life credit
rating, which is analogous to that of public rating agencies. The ratings are maintained and
monitored by the Bond Group. Factors involved in determining credit rating include financial
and operating ratios, industry outlook and priority of claim. Credit limits at a portfolio level,
such as country and industry exposures, are also established and reviewed by Securities
Investment, including the head of Securities Investment, periodically, in consultation with
senior officers of New York Life responsible for the investment portfolios.



Established credit limits and actual levels of exposures are also managed on a consolidated,
fim-wide basis. All exposures, including short-term and long-term instruments across different
asset types, to any single issuer or counterparty are combined to consider the total credit
exposure level. Regarding derivative instruments, counterparty exposures reflect New York
Life’s credit counterparty exposures in a scenario analysis. To do this analysis relevant market
factors are shifted up and down by a certain magnitude. Exposures for a given counterparty
are then aggregated using the current market value and the up or down scenario that creates
the greater exposure for New York Life. As indicated above, New York Life does diversify
derivatives exposure by counterparty. It does not diversify according to type of derivative used
to hedge particular risks; if a particular derivative is most efficient for a particular purpose, it is
not appropriate to diversify by derivative type.

To limit potential counterparty credit exposures resulting from derivative transactions, New
York Life negotiates bilateral Credit Support Annexes (“CSA's”) to the ISDA Master
Agreements with some of the counterparties. The terms of the CSA'’s require either party to
post collateral if the mark-to-market loss on their net positions exceeds a pre-specified
threshold. The thresholds are ratings dependent. If the credit rating of a counterparty is
upgraded/downgraded, its threshold will be automatically increased/decreased. The
Derivatives Manager reviews counterparty exposures at least quarterly and makes a
determination if CSA’s are necessary. Factors influencing the determination of whether a CSA
wotld be required include, exposure to the counterparty, change in exposure from prior
periods, rating of the counterparty and anticipated future transactions with that counterparty. It
is our general intention to prioritize the negatiation of additional CSA’s based on counterparty
potential risk.

To reduce individual counterparty credit risk relating to OTC derivatives, New York Life will
utilize netting agreements (subject to an exception being made on a case by case basis by the
Derivatives Manager) and these agreements generally have termination provisions for
counterparty downgrades.

Counterparty exposures will not exceed the statutory limits of (a) 1% of admitted assets for any
single counterparty other than a “qualified counterparty” (as defined in Section 1410 of the
Law) and (b) 3% of admitted assets for such counterparties in the aggregate that are not
“qualified counterparties.”

C. Limitations on Use of Derivatives

1. Hedging Transactions: Derivatives for hedging purposes may be entered into and, at
all imes, maintained to reduce the risk of economic loss due to: (a) a change in the
value, yield, price, cash flow or quantity of assets or liabilities; or (b) changes in
currency exchange rates or degree of exposure, so long as:

a. The Aggregate Statement Value of options, swaptions, caps, floors and warrants
purchased shall not exceed 7.5% of admitted assets;

b. The Aggregate Statement Value of options, swaptions, caps and floors written
shall not exceed 3% of admitted assets;



c. The Aggregate Potential Exposure of collars, swaps, forwards and futures entered
into and options, swaptions, caps, and floors written shall not exceed 6.5% of
admitted assets; and ’

d. The derivative position is maintained only for as long as it continues to be an
“effective” hedging transaction.

However, there is no admitted assets limitation on transactions entered into to
effectively hedge the foreign currency risk of foreign investments entered into pursuant
to Section 1405(a)(7)(C) of the Law, or on the purchase or sale of derivative
instruments as an exact offset to “close-out” a derivative instrument previously
purchased or sold.

2. Income Generation: Derivatives used for generating income are only permitted
through the sale of call options on securities where New York Life holds, or can
immediately acquire through the exercise of options, warrants or conversion rights
already owned, the underlying securities throughout the option period.

3. Replication Transactions: Derivatives may be effected either separately or in
conjunction with cash market investments in order to replicate the investment
characteristic of another authorized transaction, investment or instrument and/or
operate as a substitute for cash market transactions, provided that:

a. An investment in the asset being replicated would otherwise be authorized by Law;

b. The asset being replicated is subject to all quantitative and qualitative limitations
required by Law, as if the transaction constituted a direct investment in the asset;

c. The Aggregate Statement of Value of all assets being replicated does not exceed
10% of admitted assets; and

d. The derivative position is only maintained for as long as the replication transaction
continues to be effective.

D. Asset/Liability Management Practices

New York Life develops investment objectives and risk constraints for each portfolio based on
a thorough analysis of the asset and liability positions of each line of business. Each line of
business, working together with investment professionals, develops the investment policies
and objectives, which are reviewed and approved annually by the Investment Policy
Committee of New York Life (the “Investment Policy Committee”). These policies and
objectives include duration, yield, credit quality, asset allocation, maturity and diversification
targets and constraints. Projected future obligations are modeled along with existing assets
supporting those liabilities under multiple scenarios (including the interest rate scenarios
required for reserve adequacy testing) to determine future cash flow needs. Investment
strategies are developed to meet these future obligations. Typically these investment
strategies are implemented using various cash markets. Derivatives may be used as an asset
liability management tool to alter the characteristics of the assets to meet the long-term
investment needs.
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New York Life does not have direct limits on the maturity of derivatives themselves. The
general policy is to match the maturity of a derivative instrument with the maturity of the cash
instrument being hedged. Certain risks posed by longer maturities are addressed by the
counterparty and credit exposure limits, the use of CSA's, and through adherence to the
statutory quantitative limits on potential exposure. New York Life requires that derivative
instruments and the underlying assets (or portfolio of assets) that are hedged, in combination,
have maturity and duration characteristics which fit within the duration and maturity limits of the
various investment policies. Generally, the maximum maturity of a derivative will not exceed
20 years. However, derivatives with longer maturities may be permitted, subject to approval by
_the Derivatives Manager and increased scrutiny with respect to the counterparty and credit risk
presented.

Asset-liability management analyses include calculation and analysis of the effective duration
and convexity of assets (incorporating the effects of derivatives), of liabilities and of surplus for
each major business segment, and is performed at least annually. In addition New York Life
calculates “key rate” interest rate durations, and combining that information with interest rate
volatility and correlation data, generates Value at Risk (VaR) analysis. The duration and
convexity is determined by taking differences between market values of assets and liabilities at
different interest rate levels. These market values are determined by stochastically generating
a number of economic scenarios, determining the resulting cash flows and then discounting
those cash flows back along the path of rates associated with each scenario.

E. Policy Objectives

Any derivative usage will be consistent with each portfolio’s stated investment objectives and
risk constraints. Derivatives may be used for hedging, certain limited income generation and
replication purposes. Derivatives for hedging purposes may be used to reduce: (1) the risk of
a change in value of assets or liabilities currently on the books or anticipated to be acquired,
(2) the currency exchange rate exposure of assets or liabilities currently on the books or
anticipated to be acquired, or (3) cash flow uncertainties of assets or liabilities currently on the
books or anticipated to be acquired. These risks may arise from options imbedded in
products, equity volatility, commaodity price volatility, currency exchange rate volatility, interest
rate movements and credit downgrades or bankruptcies. Derivatives reduce these risks by
managing portfolio duration, changing cash flow characteristics, and hedging equity,
commodity, currency or credit risks. Apart from these risk-hedging objectives, covered call
options may be used to generate income. Furthermore, credit derivatives in conjunction with
cash instruments may be used to replicate cash investment opportunities that are not readily
available in the public markets or to alter the credit exposure of a New York Life portfolio
consistent with the portfolio’s policies. Derivatives may not be used for speculative purposes.

F. Relationship to New York Life's Operations & Risk

New York Life's investment strategies rely on the cash markets for core holdings in each
portfolio. Derivatives markets may be used to hedge various risks embedded in the assets or
liabilities (to the extent that these risks cannot be efficiently addressed in the cash markets).
Examples of risk from New York Life’s insurance operations that are reduced through the use
of derivatives include minimum rate guarantees on various insurance products, and hedging
certain foreign currency exposures created through our foreign operations.
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G. Liguidity

New York Life measures its liquidity needs on a quarterly basis by aggregating its cash flow
requirements and the sensitivity of those requirements to market and business events. This
number is then compared to its cash and short-term position, near term portfolio cash flow and
market value of readily marketable government and agency securities. Cash flows from
derivatives are included in cash flow projections, but derivatives historically have not had a
material impact on New York Life liquidity risk management policy.

H. Capital & Surplus

If the agg regate market value loss of New York Life's derivative positions exceeds 20% of New
York Life’s surplus + AVR, no new transactions will be entered into. The aggregate market
value is the aggregate, over all derivatives on New York Life's books, of the change in market
value of each derivative instrument from its inception to the date of measurement.

. Risk Guidelines

All derivative activities require adherence to the following risk guidelines:

1. Operational Risk — Seek to minimize operational risk by: establishing explicit
procedures, ensuring systems are upgraded to accommodate new security types, and
ensuring all authorized individuals are adequately trained. Annual audits are conducted

by internal and independent auditors, and reviewed by the Investment Policy
Committee. In addition, as set forth in Appendix |, this Plan assigns and segregates
duties, and serves to inform all relevant areas of the duties that each department is
charged with.

2. Counterparty Credit Risk — Adhere to credit constraints described earlier in this Plan. .
Counterparties must be within limits. Adverse shocks in relevant market factors, such
as interest rates and equity prices, are used to construct and measure OTC
transactions counterparty risk, as described in the section on Credit Risk and
Counterparty Exposure.

3. Market Risk — For fair value hedges, the sensitivity of a derivative position’s price to
moves in all market factors (interest rate, volatility, equity, basis, curve, credit, currency
and liquidity) should closely offset movements on the underlying securities, or portfolio
of securities. : ’

4. Currency Risk — To hedge currency risk of underlying securities (debt and equity).
Proxy hedging is permitted on the actively managed non-US bond and equity portfolios.
The proxy hedging strategy is discontinued (with the proxy positions closed out) if the
hedge effectiveness becomes inadequate and resuilts in significant under-performance.
Current risk tolerance is 25 basis points of underperformance.

5. Cash flow Risk - For cash flow hedges, a derivative position should reduce or even
eliminate cash flow uncertainties of assets or liabilities currently on the books or
anticipated to be acquired due to movements of interest rate, currency exchange rate,
or other market factors.
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J. Risk Control System

New York Life uses a market value based risk monitoring system. The market pricing used is
supplied by broker-dealers and the valuation components of the Principia Analytic System and
Bloomberg. The risk control procedure is implemented based upon the type of hedge:

1. Security Hedges: The market value based risk monitoring system tracks the market
value based performance of the hedge and the security being hedged and compares it
to a benchmark instrument. The benchmark instrument needs to fall within the
investment guidelines of the portfolio in which the hedge and instrument being hedged
reside. The benchmark instrument will then count against any limits established for the
portfolio. As an example, when interest rate swaps are utilized to convert floating rate
instruments to fixed rate instruments a fixed rate bond would be utilized as the
benchmark, and the fixed rate bond (the benchmark) would be required to fit within the
investment guidelines of the portfolio. The benchmark, the hedge and the instrument
being hedged would all be marked to market quarterly; if the total return of the hedge
and the instrument being hedged deviate from the benchmark by 5% or more then the
position will be reviewed and either rebalanced or terminated.

2. Portfaolio Hedges: For portfolio hedges, a pre-determined benchmark is similarly
established. If the risk being hedged is inherent in the assets of the portfolio, a
benchmark is established which is within the investment guidelines of the portfolio. The
asset portfolio being hedged, the hedge and the benchmark are then monitored. If the
total return of the portfolio being hedged combined with the hedge deviate from the total
return of the benchmark by 10% or more then the position will be reviewed and
rebalanced or terminated. This analysis will be performed on a quarterly basis. If the
portfolio risk being hedged is inherent in the liabilities a benchmark is established which
has characteristics similar to the risk being hedged.

All benchmarks will be reviewed and approved by the Derivatives Manager.

The frequency of the measurement of hedge effectiveness of most derivatives is conducted at
least quarterly, except for certain currency forwards and curmrency options, which are done
more frequently, often daily. MacKay currently uses the Portia system (an investment portfolio
management and analytic system used by MacKay in connection with their asset management
activity in general) to monitor hedge effectiveness for currency forwards; and the Bloomberg
and the Deutsche Bank option pricing service to monitor hedge effectiveness for currency
options. .

There are cases where a quantitative hedge effectiveness assessment is not required. If the
specifications (e.g., maturity, notional, coupon payment dates, reference index, etc.) of a
derivative contract exactly or very closely match that of the hedged item, no hedge
effectiveness assessment should be necessary because any measurement would always
show a perfect hedge, unless there is a default by the counterparty, which would be
immediately known because of other monitoring, in particular monitoring of credit exposure.
Also there is monitoring process to assure that there has been no transaction made involving
the underlying asset or derivative, which assures that the perfect match and resulting inherent
effectiveness is maintained. This approach to determining hedge effectiveness is the “short-
cut’ or the qualitative approach used by the FASB in SFAS #133.

-8-



In addition to using derivatives to effectively remove targeted risks, New York Life may engage
in derivative transactions with the intention not to eliminate, but to limit a potential exposure
below a certain tolerance level. For example, an out-of-the-money interest rate floor can be
used to hedge against a severe shortfall in the cash flow of variable rate bonds should interest
rates drop sharply. Because the options to limit potential exposures are typically purchased
deep out-of-the-money, the changes in their market values and cash flows (if any) most likely
wvill not closely offset those of the hedged item. These types of positions will be quantitatively
tested for hedge effectiveness if the total amortized premium is greater than 5 basis points of
the portfolio value for each risk being hedged. For example, if several multi-year interest rate
caps are purchased to hedge a $5 billion portfolio against an increase in interest rates, hedge
effectiveness need not be tested as long as the amortized cost of the protection against an
increase in interest rates is less than $2.5 million. If the protection purchased for each
identifiable risk exceeds 5 basis points of the value of the portfolio on an amortized basis then
hedge effectiveness must be tested on a quarterly basis.

Section lll. Management Oversight

Itis the responsibility of the Investment Committee to authorize and oversee the use and
management of derivative instruments for all of New York Life’s general account assets. The
Investment Committee reviews quarterly reports of derivative transactions, positions (including
unrealized gains/losses) and counterparty exposures. The Investment Policy Committee is
charged with setting firm-wide investment policy. The Investment Policy Committee reviews
the risk limits using the systems and process described above in Risk Guidelines, in Section [V
and in Appendix I. The material recommendations and actions of the Investment Policy
Comnmiittee are reported to New York Life's Executive Management Committee, management’s
chief policy making and governing body.

Section IV. Internal Controls, Reporting and Documentation

New York Life has developed internal control, reporting and document procedures for each of
the three main categories of derivatives in which it engages, as more detailed in Appendix I.
Consistent with the requirements of Regulation 163 of the Law (or its successor), each
derivative transaction is documented to record the trade details, including: the trade rationale;
the assets or liabilities (or portfolios thereof) to which the transaction relates; the specific
derivative instrument used in the transaction; and, for OTC derivatives, the name of the
counterparty and counterparty exposure amount and, for exchange traded instruments, the
name of the exchange and the name of the firm handling the trade. For derivative hedges, the
documentation specifies the risk management objective and the strategy for undertaking the
hedge, including identification of the hedging instrument, the hedged item, the nature of the
risk being hedged, and how the hedging instrument’s effectiveness in offsetting the identified
exposure (market value, cash flow, etc.) attributable to the hedged risk factor will be assessed.
(See Appendix | for examples of the documentation).



The following is an overview of the procedures by category:

A. OTC Deals

New York Life executes OTC contracts to support a variety of security and portfolio level
applications. The Investment Committee authorizes specific individuals to execute derivative
transactions on behalf of New York Life who are dual officers of NYLIM. Counterparties are
subject to a pre-approval process (as described above in “Credit Risk and Counterparty
Exposure”) and the appropriate contracts are executed prior to trading. Trade analysis is
performed using the Principia Analytic System and/or Bloomberg. The Securities Operations
Group (“Securities Operations™) in NYLIM'’s Financial Management & Operations Department
(‘FM&0") provides support functions, including settlement, wire transfers, and maintenance of
official books and records. The Investment Accounting Group (“Investment Accounting”) in
New York Life's Corporate Financial Department is responsible for maintaining the official
accounting books and records as well as all reporting to the Board, the Investment Committee,
management and regulators.

B. Exchange Traded Futures and Options

New York Life may enter into exchange traded futures and options contracts to support a
variety of security and portfolio level hedging applications, as well as for income generation
purposes. The Investment Committee authorizes specific individuals to execute derivative
transactions on behalf of New York Life who are dual officers of NYLIM. The appropriate
contracts are executed prior to trading. Trade analysis is performed using an option
calculation program and Bloomberg. Securities Operations provides support functions,
including settlement, wire transfers, and maintenance of official books and records.
Investment Accounting is responsible for maintaining the official accounting books and records
as well as all reporting to the Board, the Investment Committee, management and regulators.

C. Currency Forwards and Options

MacKay, through dual officers authorized by the Investment Committee, enters into currency

forwards and currency options to hedge the currency risk in the International Equity and Fixed
Income portfolios that it manages for New York Life. All investment and hedging activity of
MacKay on behalf of New York Life is reported on at each meeting of the Investment
Committee. Counterparties are subject to a pre-approval process at MacKay and the
appropriate contracts are executed prior to trading. The pre-approval process at MacKay is
based on the following criteria: capital adequacy (at a minimum capital must exceed NASD
requirements); long term indebtedness should not exceed 50% of total equity; wholly owned
subsidiaries of financial institutions with net worth exceeding $100 million; no confirmed
substantial difficulties; analysis of annual audited and quarterly financials; research
capabilities; determination as to qualified, professional and diligent personnel; and two
institutional references from senior personnel. Trade analysis is performed using Bloomberg
and Reuters. The Operations Group at MacKay provides support functions, including
settlement and wire transfers. NYLIM Securities Operations reconciles cash activity related to
these transactions to trade documents provided by MacKay. New York Life's Investment
Accounting is responsible for maintaining the official accounting books and records as well as
all reporting to the Board, the Investment Committee, management and regulators.
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Securities Valuation Office
National Association of Insurance Commissioners
Replication (Synthetic Asset) Transaction Form

Please see Part 13 of the Purposes and Procedures Manual of the NAIC's Securities Valuation
Office (Manual) for instructions and definitions related to the filing of Replicated (Synthetic

Asset) Transactions (RSATs).

1. Name of Reporting Insurance Company:

2.RSATNumber: (must be a 9-digit number specific to this RSAT
that is generated by the CUSIP Service Bureau)

3. Is this an Approved RSAT as identified in Part 13, Section 1(a)(i) of the Manual? Yes __ - or
No __. Ifyes, specify transaction type name:

4. Description of RSAT:

5. Please complete the following table for all cash components involved in this RSAT :

Cash Component CUSIP/PPN/CINS NAIC Designation NRSRO (nanies and ratings)

6. Please complete the table below for all derivative instruments involved in this RSAT:

NAIC Counterparty
Derivative Instrument Counterparty Name Designation

7. Is the RSAT a permissible investment in the insurer’s state of domicile? Yes orNo| .

8. Does the insurer’s investment in the cash and derivative components have a market value that
is not materially different from the market value ascribed to the RSAT at the time the RSAT was

entered into? Yes or No .

MRR



9. Will the RSAT continue to be effective for the duration of the derivative component of the
RSAT? Yes or No

10. Does the derivative instrument involve a credit risk that is different (i.e., a different issuer, a
different position in the capital structure, or a basket of securities) from the cash component used
in the transaction? Yes ___ or No ___. If yes, complete and attach the RSAT- Credit Change

Annex form.

11. If this is a fixed income Index RSAT, is the Index listed on the SVO Index List? Yes ___or
No . If no, see Part 13, Section 7(c) of the Manual for instructions on how to submit an

index to the SVO for listing.

12. Name and Title of Submitter (please print):

13. Signature of Submitter: _ Date:

14. Name of Contact Person to Discuss the Transaction:

15. Contact Telephone Number:
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