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Funding Agreement Backed Notes (FABNs) Discussion

Agenda

The purpose of this ppt is to understand types of Funding Agreement Backed strucutures
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Funding Agreement Backed Notes (FABNs) Flow Chart

(Simplified-most of the payments go thru the Trustee)

Trustee
. Funding Agreement - F)Igll\:élﬁl\ll\lN:t? issuancel FABN Note
L|fe Insu rer | (payPrinc&Inton note) ) SP ) ote Issuance HOIders
j G | ) ba | h i(}j;sj};:cr:ceeds from Note ° M M FIS
Cash proceeds from Note Fu N d | N g LLC

issuance, repos

Repo collateral FABR Repos

Cash proceeds from Repo

Cash proceeds from Note
issuance to buy securiti

Asset Liability
Investments Funding ‘
FX Hedge/ Agreement No insurance company statutory reporting
Derivative FX Fund Agree requirements or reporting to the right of red line
Repo collateral

\ NATIONAL ASSOCIATION OF
v/ INSURANCE COMMISSIONERS



Funding Agreement Backed Notes (FABNs) Discussion

Understanding of FXFABNs and FABR

FXFABNs-Foreign currency funding agreement backed notes. Purple text in flow chart

The SPV issues foreign denominated FABNs and the insurer legal entity issues corresponding
foreign currency denominated funding agreements.

Approximately $48.4 billion or 24% of outstanding issuance is denominated in foreign currencies as of YE
2024.

Some insurers use currency or interest rate swaps to hedge the FX exposure. Recorded in Schedule DB.
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NATIONAL MEETING SPRING/PHOENIX

Secured Funding Agreement Structure (FABR)

* Similar to FHLB Funding
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Funding Agreement Backed Notes (FABNs) Discussion

FABRs

FABRs-Funding agreement backed repurchase agreements. red text in flow chart
The SPV enters into a repurchase agreement directly with bank counterparties.

The insurer issues a funding agreement to the SPV to support the repurchase agreement. The insurer also
pledges collateral for the Repos to an SPV controlled Collateral account.

According to the Fed, $18.5 billion of FABRs were outstanding as of 3/31/25.

According to industry/ACLI FABRs receive less of a capital charge for the bank counterparties, therefore
opening up additional repo market opportunities for insurers.
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Funding Agreement Backed Notes (FABNs)

Funding Agreement-Backed Loan Structure Overview
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Funding Agreement Backed Notes (FABNs) Discussion

Funding Agreement Backed Loans
FABLs

Funding Agreement Backed Loans (FABLs) are structured similar to FABNs, except that the SPVis not a
legal entity under the ultimate parent of the Insurer. The SPV is typically a Delaware Trust formed by a

bank.
Another key difference here is that the insurer pledges collateral to the SPV into a Securities collateral

account.
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Funding Agreement Backed Notes (FABNs)

Funding Agreement Backed Municipal Pre-pay/Energy Bonds
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Funding Agreement Backed Notes (FABNs)

Funding Agreement Backed Municipal Pre-pay/Energy Bonds

Structure

Description

Commodity
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Muni Bond Issuance: Municipal Issuer, an SPV-
like entity, issues tax-exempt bonds. Bonds will be

secured by Municipal Issuer’s rights under the
Prepaid Agreement and Gas Supply Contracts

Prepayment: Municipal Issuer will prepay the
Prepay LLC for 30 years of commodity deliveries

— Prepay LLC will be a single purpose entity

setup for the sole purpose of executing the
prepayment. It will be structured to be an
orphaned entity. Commaodity Supplier will be
the owner for tax purposes

Funding Arrangement: Corporation (Funding
Recipient) will enter into an amortizing unsecured
loan/GIC with Prepay LLC, agreeing to make
monthly payments

CommoditySupply: Prepaid LLC will procure
commodities from J. Aron

Commodity Supply Contracts: Municipal Issuer
will sell the commodities purchase under the
Prepaid Agreement to Municipal Utilities on a
floating price basis

Commodity Swaps: Municipal Issuer will enter
into a floating-to-fixed swap with a Commodity
Swap Counterparty for the term of the prepayment
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Funding Agreement Backed Notes (FABNs) Discussion

Funding Agreement Backed Loans
FABLs

Municipal gas and electric prepayment bonds are a specialized segment of the municipal bond market
that allow municipal utilities to secure a long-term, discounted supply of natural gas, typically over 20 to
30 years, by making a large lump-sum advance payment. The proceeds for this prepayment are
generated by issuing tax-exempt bonds to investors.
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Funding Agreement Backed Notes (FABNs) Discussion

APPENDIX
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Funding Agreement Backed Notes (FABNs)

FABN Exposure
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Source: https://www.federalreserve.gov/releases/efa/efa-project-funding-agreement-backed-securities.htm
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Funding Agreement Backed Notes (FABNs)

FABNs and FHLB Combined
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Leverage-Macro View

Aggregate Industry Exposures:

> FHLB + FABNs = $458 Billion as of 12/31/25
* 8% of Invested Assets (Life Co's w FHLB & FABN)
« 85% of Capital & Surplus (Life Co's w FHLB & FABN)
« 212% or 2.1x Cash (Life Cash & Cash Equivalents-$216B)

Other categories of leverage:

> Debt Issuance-$80B

> Surplus Notes-$51B

> Repurchase Agreements-$45B
> Securities Lending-$44B

> Revolvers/LOC-?
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