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The Statutory Accounting Principles (E) Working Group of the Accounting Practices and Procedures (E) Task Force met Oct. 23, 2023. The following Working Group members participated: Dale Bruggeman, Chair (OH); Kevin Clark, Vice Chair (IA); Blase Abreo (AL); Kim Hudson (CA); William Arfanis (CT); Tom Hudson (DE); Cindy Andersen (IL); Melissa Gibson and Stewart Guerin (LA); Judy Weaver (MI); Doug Bartlett (NH); Bob Kasinow (NY); Diana Sherman (PA); Amy Garcia and Jamie Walker (TX); Doug Stolte and David Smith (VA); and Amy Malm (WI). Also participating was Tish Becker (KS).
[bookmark: _Hlk40449663]
1. Adopted Non-Contested Positions

The Working Group met to review comments (Attachment XX) on the following exposed items. 

Walker made a motion, seconded by Sherman, to adopt revisions detailed below as non-contested statutory accounting revisions. The motion passed unanimously.

a. Agenda Item 2023-18

[bookmark: _Hlk135140945][bookmark: _Hlk131082324]Bruggeman directed the Working Group to agenda item 2023-18: Accounting Standards Update (ASU) 2016-19, Technical Corrections and Improvements. Wil Oden (NAIC) stated that in Dec. 2016, the Financial Accounting Standards Board (FASB) issued ASU 2016-19, Technical Corrections and Improvements, as part of a standing project on its agenda to address suggestions received from stakeholders on FASB codifications and to make other incremental improvements to U.S. generally accepted accounting principles (GAAP). Oden stated that interested parties had no comments on the exposed revisions. Oden recommended adoption of the exposed revisions, which adopt ASU 2016-19 with modification in Statement of Statutory Accounting Principles (SSAP) No. 5R—Liabilities, Contingencies and Impairments of Assets, SSAP No. 92—Postretirement Benefits Other Than Pensions, SSAP No. 102—Pensions, and SSAP No. 103R—Transfers and Servicing of Financial Assets and Extinguishments of Liabilities (Attachment XX).

b. [bookmark: _Hlk121307495]Agenda Item 2023-19

Bruggeman directed the Working Group to agenda item 2023-19: ASU 2018-09, Codification Improvements. Oden stated that in July 2018, FASB issued ASU 2018-09, Codification Improvements as part of a standing project on its agenda to address suggestions received from stakeholders on FASB codifications and to make other incremental improvements to U.S. GAAP. Oden stated that interested parties agreed with the exposed revisions. Oden recommended the adoption of the exposed revisions to reject ASU 2018-09 in Appendix D—Nonapplicable GAAP Pronouncements (Attachment XX). 

c. [bookmark: _Hlk121307577]Agenda Item 2023-20

Bruggeman directed the Working Group to agenda item 2023-20: ASU 2020-10, Codification Improvements. Oden stated that in Oct. 2020, the FASB issued ASU 2020-10 Codification Improvements, which improves the consistency of the codification by ensuring that all guidance that requires or provides an option for an entity to provide information in the notes to financial statements is codified in the disclosure section of the codification. Oden stated that interested parties agreed with the exposed revisions. Oden recommended the adoption of the exposed revisions to reject ASU 2020-10 in Appendix D—Nonapplicable GAAP Pronouncements (Attachment XX).

d. Agenda Item 2023-21

Bruggeman directed the Working Group to agenda item 2023-21: Removal of Transition Guidance from SSAP No. 92 and SSAP No. 102. Jake Stultz (NAIC) stated that on Dec. 18, 2012, the Statutory Accounting Principles (E) Working Group adopted SSAP No. 92 and SSAP No. 102, which superseded SSAP No. 14—Postretirement Benefits Other Than Pensions and SSAP No. 89—Pensions. The adopted SSAP No. 92 and SSAP No. 102 included transition guidance that expired after 10 years. This agenda item exposed revisions to remove the unneeded transition guidance from SSAP No. 92 and SSAP No. 102. Stultz stated that interested parties had no comments and that NAIC staff recommended the adoption of the exposed revisions in SSAP No. 92 and SSAP No. 102 (Attachment XX).

2. Reviewed Comments on Exposed Items

a. Collateral for Loans

Bruggeman directed the Working Group to agenda item 2022-11: Collateral for Loans. Robin Marcotte (NAIC) stated that during the 2023 Summer National Meeting, the Working Group re-exposed the March 2023 revisions to SSAP No. 20—Nonadmitted Assets and SSAP No. 21R—Other Admitted Assets to allow interested parties more time to submit additional comments. She stated that this agenda item was drafted in July 2022 to address inconsistencies raised by state insurance regulators regarding the guidance for collateral loans between SSAP No. 20 and SSAP No. 21R. 
Marcotte stated that commenters at the Summer National Meeting advocated for the use of fair value to measure the adequacy of pledged collateral from equity entities in the scope of SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies or SSAP No. 97—Investments to Subsidiary, Controlled and Affiliated Entities. She stated that fair value is consistent with what is used for the measurement of the adequacy of most collateral. 
Marcotte stated that at the 2023 Spring National Meeting, the Working Group exposed a carve-out allowing the use of audited book value instead of using fair value when comparing the adequacy of the collateral pledged, which represents equity ownership in SSAP No. 48 or SSAP No. 97 entities. She stated that the March 2023 exposed carve-out guidance was in response to interested parties’ comments that noted concerns with having to obtain both an audit and verification of fair value for collateral from equity method investments. 
Marcotte stated that the interested parties’ current position agrees that audits are required for this type of collateral to be a qualified invested asset. The most recent interested parties’ comments recommend that fair value be used to measure the adequacy of the collateral and recommend additional language stating that reporting entities need to maintain sufficient documentation to support the reasonableness of the fair value measurement of the underlying collateral. She stated that the interested parties have provided proposed revisions to SSAP No. 21R, paragraph 4b noting that documentation of fair value needs to be available to the domiciliary state insurance regulator or the independent audit firm upon request. 
Marcotte stated that NAIC staff recommend the Working Group re-expose the exposed revisions with the paragraph 4b updates proposed by interested parties and add additional transition guidance to SSAP No. 21R regarding the timing of obtaining audits. She noted the transition guidance is recommended because prior interested parties’ discussions have indicated that not all entities are currently obtaining audits of pledged collateral from SSAP No. 48 or SSAP No. 97 entities. 
Andrew Morse (Global Atlantic), on behalf of interested parties, stated that interested parties are in support of the proposed changes.
Becker stated that the Kansas Insurance Department supports the Sept. 12, 2023, interested parties’ comment letter and supports the proposed effective date of the transition related to the audit timing.
Hudson made a motion, seconded by Clark, to adopt 1) the minor consistency revisions previously exposed in SSAP No. 20 and 2) the previously exposed and additional proposed revisions to SSAP No. 21R as discussed (Attachment XX). The motion passed unanimously.

3. Discussed Other Matters

a. [bookmark: _Hlk149122031]INT 23-04T: Life Reinsurance Liquidation Questions

Marcotte stated that a recent liquidation order of a U.S. life reinsurer has raised questions from state insurance regulators and life industry ceding insurers, about the reporting of the unsettled reinsurance recoverable amounts. She stated that NAIC staff drafted Interpretation (INT) 23-04: Life Reinsurance Liquidation Questions for Working Group consideration and possible exposure. She provided a summary of the INT as well as details about to the specific situational questions that prompted the INT. She noted that most of the INT is based on existing guidance in SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance including the recapture and commutation guidance. She stated that NAIC staff request Working Group direction on Issue 4 in the INT, specifically paragraph 18, which asks for guidance regarding the admissibility of life reinsurance receivables from a life reinsurer in liquidation. 

Bruggeman stated that there is guidance regarding impairment value in Issue 3, but after the amount is evaluated for impairment, there is still the question of the admissible value on Issue 4, which is detailed in the interpretation. He stated there is currently no specific guidance on this topic. He stated that because reporting entities have been impairing the amounts expected to be recovered, interested parties requested that the admitted value remain the same. He said in paragraph 18, because of the liquidation and commutation, the Working Group would have to look at what the admissibility status of the reinsurer was in that state and whether they were authorized and or accredited in the state prior to the liquidation order. 

Malm inquired whether the priority in a liquidation makes a difference when funds are being distributed. Marcotte stated that most ceding entities would have a similar priority status in a liquidation. Bruggeman questioned if the ceding company is equivalent to a policyholder in direct policies. He stated that the liquidator will have to determine what priority class each ceding company is part of.

Marcotte stated that with this specific situation, many ceding insurers had already set up a valuation allowance in anticipation of not receiving 100% of what was due. She stated that the INT would most likely be effective for the fourth quarter of 2023. Marcotte also stated that reporting the receivables on the reinsurance schedule (after removing the reinsurance reserve credit) would allow for better tracking of industry exposure. She also noted that ultimately this is still a reinsurance balance, which is why the INT recommended specific reinsurance recoverable lines. 

Bruggeman asked for comments concerning paragraph 18 of INT 23-04. Weaver asked whether it was a conservative approach to allow a company to increase surplus on a ceding entity when there is no idea what the court is going to rule regarding future distributions from the liquidation estate. She stated that she has concerns with increasing statutory surplus when there is no idea what is going to be recovered. Weaver stated that it may be more conservative to say it is not an admitted asset, and if the ceding entity receives it, then the increase in surplus would be appropriate because the uncertainty of the recoverable has been removed. 

Bruggeman stated that the admittance is after impairment and that the INT includes draft language that would follow the admissibility guidelines on authorized and accredited reinsurance contracts. He stated that the Working Group may have to make an adjustment to use the liquidation date value.

Hudson and Sherman agreed with Weaver that they were more comfortable with a conservative approach of non-admitting the receivables from the reinsurer in liquidation.

Clark stated that a request from interested parties during the exposure period would be to provide what kind of information is available to determine impairment. He stated that Iowa has been requiring ceding companies that have the reinsurer in liquidation to file their impairment analysis. He stated that getting an update on what information is currently available for what might be recovered would be helpful to get a sense of whether a reasonable estimate of the amount that could be recovered is feasible. Clark also stated that the conservative approach would be to non-admit the receivables.

Weaver stated that she would like to expose language to non-admit receivables but is open to letting interested parties provide comments.

Hudson asked whether the Working Group could hold an e-vote and then expose the changes with a public comment period ending Nov. 15. 

Marcotte stated that NAIC staff will adjust the language in the INT, and the Working Group could conduct an e-vote for exposure. 

Charles Evers (Protective Life) representing the American Council of Life Insurers (ACLI) stated that the Nov. 15 exposure deadline works for interested parties.

Bruggeman stated that the Working Group will conduct an e-vote on the changes to Issue 4 in the INT and would expose the tentative consensuses of INT 23-04 with a public comment period ending Nov. 15.

Having no further business, the Statutory Accounting Principles (E) Working Group adjourned.
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