
 

  

 

 

 

 

 

 

 

April 16, 2026 

 

Risk-Based Capital Investment Risk and Evaluation (E) Working Group 

National Association of Insurance Commissioners 

1100 Walnut Street, Suite 1500 

Kansas City, MO 64106 

Via Email 

Re: Comments on the American Academy of Actuaries’ March 2, 2026, Presentation – C‑1 

Subcommittee Update on CLO C‑1 Factors Modeling 

Dear Members of the Working Group: 

LSTA, Inc. (“LSTA”)1 and the Alternative Credit Council (“ACC”)2 appreciate the opportunity 

to submit comments on the proposed updates to the risk-based capital (“RBC”) charges for U.S. 

broadly syndicated loan (“BSL”) collateralized loan obligations (“CLOs”) being considered by 

the Risk-Based Capital Investment Risk and Evaluation (“RBC IRE”) Working Group (the 

“Working Group”). 

Our comments address four topics: (I) our support for the American Academy of Actuaries C-1 

Subcommittee's comparable attributes model (the "Academy Model"), including tranche 

thickness, relative to the Structured Securities Group ("SSG") model; (II) our recommendation to 

implement the Academy Model for U.S. BSL CLOs at year-end 2026, while deferring middle-

 
1 LSTA, Inc. is a not-for-profit trade association that has been the leading advocate for the U.S. corporate lending market since 
1995. LSTA’s mission is to promote a fair, orderly, efficient and growing corporate loan market while advancing and balancing 
the interests of all market participants. Our 600+ member institutions include commercial banks (ranging in size from GSIBs to 

community banks), investment banks, broker-dealers, asset managers, and institutional lenders, as well as law firms and market 
service providers. LSTA undertakes a wide variety of activities in pursuit of its mission, including advocacy, thought leadership, 
data analytics, education, and standardization of documents, practices and operations. LSTA’s offerings are designed for the 
voluntary use by our members and benefit from LSTA’s ability to build a consensus of diverse stakeholders. For more 
information, visit www.lsta.org. 
2 The Alternative Credit Council (ACC) is a global body that represents asset management firms in the private credit and direct 

lending space. It currently represents 250 members that manage over US$2 trillion of private credit assets. The ACC is an 
affiliate of AIMA and is governed by its own board, which ultimately reports to the AIMA Council. ACC members provide an 
important source of funding to the economy. They provide finance to mid-market corporates, SMEs, commercial and residential 
real estate developments, infrastructure, and the trade and receivables business. The ACC’s core objectives are to provide 

guidance on policy and regulatory matters, support wider advocacy and educational efforts and generate industry research to 
strengthen the sector's sustainability and wider economic and financial benefits. Alternative credit, private debt or direct lending 
funds have grown substantially in recent years and are becoming a key segment of the asset management industry. The ACC 
seeks to explain the value of private credit by highlighting the sector's wider economic and financial stability benefits. 

http://www.lsta.org/
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market (“MM”) CLO treatment to year-end 2027 pending a separately calibrated model; and (III) 

our view that S&P's rating methodology and data are fit for purpose to support the MM CLO 

modeling workstream. 

I. The Academy Model Is the Sounder Approach to Updating CLO RBC Charges 

We have closely followed and support NAIC’s multi-year effort to transition from a ratings-

based approach to a model-based approach for CLO RBC charges. We support the Academy 

Model for two key reasons. First, it appropriately reflects that CLO tranches exhibit materially 

different risk characteristics from their underlying loans. Through overcollateralization, coverage 

tests, waterfall structures, and credit enhancement, senior CLO tranches have demonstrated near-

zero historical loss rates even through periods of significant collateral defaults. Notably, 

Moody’s Investors Service has reported zero defaults on AAA and AA CLO tranches across all 

vintages from 1993 through 2023.3 Enforcing RBC parity with the collateral – the SSG approach 

– would misrepresent this structural protection and systematically overstate required capital. 

Second, the comparable-attributes approach is more practical and operationally sound than 

tranche-by-tranche modeling: by grouping tranches according to rating, thickness, and 

reinvestment horizon, the Academy Model produces rigorous, empirically grounded C-1 factors 

and stochastic modeling. 

II. A Sequenced Approach: Immediate Implementation for U.S. BSL CLOs, Separate 

Modeling for MM CLOs 

We urge the Working Group to adopt a sequenced implementation structure that distinguishes 

between BSL CLOs – for which the Academy’s model has been calibrated using robust 

empirical data – and MM CLOs, for which the Academy’s model has not yet been calibrated. 

The Academy confirmed in a public RBC IRE meeting that any MM CLO data was excluded 

from its analysis in providing the exposed CLO C-1 factors.  Specifically, we recommend that 

the Working Group (i) implement the Academy’s BSL CLO C-1 factors for U.S. BSL CLOs 

effective year-end 2026; (ii) continue to apply current corporate bond C-1 factors to MM CLOs 

effective year-end 2026, pending a calibrated model for those assets; and (iii) direct the 

Academy to develop a dedicated C-1 model for MM CLOs, targeting year-end 2027 

implementation, with the BSL CLO rating-only factors applied staring year-end 2027 if the 

modeling workstream is not completed within the proposed timeline. 

We recognize the NAIC’s interest in finalizing CLO RBC treatment in 2026. However, we do 

not believe it would be prudent to include MM CLOs in the year-end 2026 implementation. As 

the following considerations demonstrate, the material differences in collateral and structural 

characteristics between BSL and MM CLOs, the absence of a calibrated MM CLO model, and 

the need for proper empirical calibration mean that extending the BSL CLO model to MM CLOs 

at this stage would risk producing RBC charges that do not accurately reflect the risk of those 

assets. Applying the BSL CLO factors to MM CLOs without confirming they are appropriate for 

MM CLOs would also be contrary several of the Risk-Based Capital Model Governance (EX) 

 
3 Moody’s Investors Service, “Impairment and Loss Rates of Structured Finance Securities: 1993–2022,” published June 26, 
2023. See also S&P Global Ratings, “CLO Spotlight: Thirty Years Strong: U.S. CLO Tranche Defaults From 1994 Through 
First-Quarter 2024,” published June 27, 2024. 
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Task Force RBC principles set forth below. While ratings may turn out to be the only 

comparable attribute for MM CLOs, we won’t know that until the analysis has been performed. 

This sequenced approach is grounded in the following considerations: 

Collateral and structural differences. The collateral and structural characteristics of MM 

CLOs differ materially from those of BSL CLOs. The underlying loans are typically illiquid, 

lack broadly available market pricing, carry different default and recovery dynamics, and exhibit 

distinct tranche thickness distributions. 

Data foundation. On a dollar basis, S&P rates about two-thirds of the MM CLO market,4 

making it a necessary source for the Academy’s modeling workstream.  

A credible and achievable timeline. Based on the scope of work required – which mirrors the 

BSL CLO modeling process – and discussions with the Academy, we understand that a 

dedicated MM CLO model can realistically be completed within approximately nine months of 

commencement, supporting the feasibility of year-end 2027 implementation. 

Regulatory momentum. Adopting the sequenced approach allows the Working Group to 

prioritize analytical accuracy for MM CLOs while still implementing RBC treatment for the 

supermajority of insurer CLO holdings by year-end 2026. Currently, BSL and MM CLOs 

account for approximately 83% and 17% of insurers' CLO holdings, respectively, meaning the 

2026 implementation will capture most of insurer exposures while allowing additional time to 

develop robust RBC treatment for the MM CLO segment.  

Table 1: U.S. BSL CLO – Life Insurer Holdings vs. Market Outstanding (YE25, in $B) 

Rating Insurer Holdings Market Outstanding 
% of 

Market 

AAA $51.50  $617.00  8.40% 

AA $42.80  $116.00  36.90% 

A $29.40  $62.90  46.80% 

BBB $25.40  $66.60  38.10% 

BB and below $5.10  $40.70  12.50% 

Total Debt $154.20  $903.10  17.10% 

Excludes equity tranches. Source: S&P Capital IQ, Kanerai, Intex, Barclays Research. 

 

 

 

 

 
4 J.P. Morgan.  

https://content.naic.org/sites/default/files/inline-files/Dec%202025%20Adopted%20Principles.pdf
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Table 2: U.S. MM CLO – Life Insurer Holdings vs. Market Outstanding (YE25, in $B) 

Rating Insurer Holdings  Market Outstanding  
% of 

Market 

AAA $14.20  $105.80  13.40% 

AA $8.00  $15.90  50.30% 

A $7.10  $14.70  48.30% 

BBB $2.80  $8.00  35.00% 

BB and below $0.70  $4.40  15.90% 

Total Debt $32.70  $148.80  22.00% 

Excludes equity tranches. Source: S&P Capital IQ, Kanerai, Intex, Barclays Research.  

We believe that this sequenced approach would be consistent with the recently approved 

Principles of RBC requirements, including Principle 4 (equal capital for equal risk), Principle 5 

(objectivity), Principle 6 (accuracy), Principle 9 (transparency), and Principle 10 (data-driven 

and evidence-based). 

III. S&P’s Rating Methodology and Data Are Well-Suited to Support the MM CLO Model 

We address below a concern that has been raised regarding whether S&P’s ratings model 

considers loss given default ("LGD"). S&P's CLO rating methodology incorporates two key 

aspects from the perspective of (i) the portfolio and (ii) the securitization structure itself. 

Regarding the portfolio, S&P utilizes a Monte Carlo simulation to assess portfolio risk, and to 

determine the default hurdle rate that a given tranche of the securitization transaction must be 

able to withstand in order to achieve a particular rating.  This is known as the Scenario Default 

Rate (“SDR”), and it incorporates critical aspects of the portfolio such as diversification (both 

single obligor as well as industry), credit risk of each asset (as determined by the rating assigned 

to each obligor by S&P), and portfolio tenor (i.e. the maturity of each asset in the portfolio). 

In terms of the securitization itself, S&P incorporates cashflow modeling to determine the 

resiliency and robustness of each tranche. Asset recovery rates are a key input into this analysis. 

The cashflow model generates break-even default rates (“BDR”) for each tranche across various 

interest rate and default pattern and timing stresses. The BDRs are generated assuming a certain 

LGD on the portfolio (with stress levels specific to each tranche). The BDR is the maximum 

default rate a given tranche can withstand before it loses its first dollar of either principal or 

interest in a timely and/or ultimate manner (depending upon the tranche rating and terms of the 

securitization). The BDR must exceed the SDR in order for a tranche to achieve a particular 

rating. 

The Academy’s comparable-attributes model derives C-1 factors from its own modeled loss 

outcomes – not from rating agency methodologies – and uses ratings only as a grouping attribute. 

Any rating agency-driven dispersion in risk within a given rating bucket is a calibration question 

for the Academy, not a flaw in the use of S&P data. We are therefore confident that the S&P data 

provides a sound foundation for a rigorous MM CLO model. 
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V. Conclusion 

LSTA and ACC are committed to working constructively with the Working Group and the 

Academy to ensure that the final CLO RBC framework is well-calibrated, analytically sound, 

and equitable across CLO asset classes. To that end, we urge the Working Group to adopt the 

sequenced implementation structure described in Section II – implementing the Academy’s BSL 

CLO C-1 factors at year-end 2026 while deferring MM CLO treatment pending a data-driven 

and evidence-based model. We emphasize that S&P’s data is fit for purpose to support the MM 

CLO modeling workstream. 

We welcome the opportunity to discuss any of these comments further with Working Group staff 

and members. 

Sincerely, 

LSTA, INC. 

 

   
Andrew Berlin  

Director of Policy Research 

366 Madison Avenue, 15th Floor  

New York, NY 10017 

aberlin@lsta.org   

     

 

ALTERNATIVE INVESTMENT  

MANAGEMENT ASSOCIATION 

 

         
 

Joe Engelhard 

Head of Private Credit and  

Asset Management Policy, Americas  

1100 15th Street NW  

Washington, DC 20005  

jengelhard@aima.org 

 

 

 


