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The Statutory Accounting Principles (E) Working Group of the Accounting Practices and Procedures (E) Task Force met in Louisville, KY, March 22, 2023. The following Working Group members participated: Dale Bruggeman, Chair (OH); Kevin Clark, Vice Chair (IA); Sheila Travis (AL); Kim Hudson (CA); William Arfanis (CT); Rylynn Brown (DE); Cindy Andersen (IL); Stewart Guerin (LA); Judy Weaver (MI); Doug Bartlett (NH); Bob Kasinow (NY); Diana Sherman and Matt Milford (PA); Jamie Walker (TX); Doug Stolte and David Smith (VA); and Amy Malm (WI). Also participating were: Blase Abreo and Todrick Burks (AL); Michael Shanahan (CT); Bill Carmello (NY); Tom Botsko (OH); Doug Hartz (OR); and Rachel Hemphill (TX).
[bookmark: _Hlk40449663]	
1. [bookmark: _Hlk36016071]Adopted its 2022 Fall National Meeting Minutes

The Working Group met March 16, Feb. 22, Jan. 20, and Jan. 17 in regulator-to-regulator session, pursuant to paragraph 3 (specific companies, entities or individuals) and paragraph 6 (consultations with NAIC staff related to NAIC technical guidance) of the NAIC Policy Statement on Open Meetings. No actions were taken during these meetings, as the discussion previewed the Spring National Meeting agendas and discussed other items with NAIC staff pursuant to the NAIC Policy Statement on Open Meetings.

Malm made a motion, seconded by Sherman, to adopt the Working Group’s Dec. 13, 2022, minutes (see NAIC Proceedings – Fall 2022, Accounting Practices and Procedures (E) Task Force, Attachment One). The motion passed unanimously.

2. Adopted Non-Contested Positions

The Working Group held a public hearing to review comments (Attachment One-A) on previously exposed items.

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

a. Agenda Item 2017-33

Bruggeman directed the Working Group to agenda item 2017-33: ASU 2022-01, Issue Paper No. 167—Derivatives and Hedging (Attachment One-B). Julie Gann (NAIC) stated that this agenda item is for an issue paper that provides historical documentation of the revisions adopted to Statement of Statutory Accounting Principles (SSAP) No. 86—Derivatives from the review of Accounting Standards Update (ASU) 2017-22, Derivatives and Hedging and ASU 2022-01, Fair Value Hedging – Portfolio Layer Method. Interested parties had no comments on the exposure.

b. Agenda Item 2022-15

[bookmark: _Hlk129863995]Bruggeman directed the Working Group to agenda item 2022-15: Affiliate Reporting Clarification (Attachment One-C). Jake Stultz (NAIC) stated that during the 2022 Fall National Meeting, the Working Group exposed statutory accounting principle (SAP) clarifications to SSAP No. 25—Affiliates and Other Related Parties to clarify that any invested asset held by a reporting entity, which is issued by an affiliated entity, or which includes the obligations of an affiliated entity is an affiliated investment. Interested parties had no comments on the exposure.

c. Agenda Item 2022-16

Bruggeman directed the Working Group to agenda item 2022-16: ASU 2022-03, Fair Value Measurement of Restricted Securities (Attachment One-D). Stultz stated that revisions to SSAP No. 100R—Fair Value were exposed for adoption with modifications to ASU 2022-03 to be consistent with existing statutory accounting guidance, but the revisions do not incorporate the new ASU disclosures on sales restrictions. He noted that the items restricted as to sale would be captured as restricted assets per SSAP No. 1—Accounting Policies, Risks & Uncertainties and Other Disclosures. He noted that ASU 2022-03 provides updated guidance for two specific scenarios: 1) the restriction is based on the entity holding the equity security; and 2) the restriction is a characteristic of equity security. Interested parties had no comments on the exposure.

d. Agenda Item 2022-18

Bruggeman directed the Working Group to agenda item 2022-18: ASU 2022-04, Disclosure of Supplier Finance Program Obligations (Attachment One-E). Robin Marcotte (NAIC) stated that this agenda item is a clarification to SSAP No. 105R—Working Capital Finance Investments to reject ASU 2022-04 for statutory accounting, as these disclosures are for borrowers in these programs and, as such, are not relevant for insurance reporting entities that may invest in these programs. Interested parties had no comments on the exposure.

3. Reviewed Comments on Exposed Items

a. Agenda Item 2019-21

Bruggeman directed the Working Group to agenda item 2019-21: Principles-Based Bond Definition. Gann stated that in November 2022 and at the 2022 Fall National Meeting, the Working Group exposed revisions to SSAP No. 26R—Bonds, SSAP No. 43R—Loan-Backed and Structured Securities, and other SSAPs, as necessary, to update statutory accounting guidance for the principles-based bond project. These revisions also included edits to SSAP No. 2R—Cash, Cash Equivalents, Drafts and Short-Term Investments to restrict asset-backed securities (ABS) from being captured in scope and SSAP No. 21R—Other Admitted Assets to include new guidance for the debt securities that do not qualify within the bond definition. In addition to the revisions, an updated issue paper detailing the discussions and revisions, as well as proposed reporting changes, were also exposed.

Gann stated that interested parties provided detailed comment letters included in the meeting materials. She stated that NAIC staff reviewed the comments and made several changes to the proposed guidance. She stated that one change pertains to nominal interest rate adjustments in the prior guidance. Under the prior exposure, if the principal or interest can fluctuate based on non-bond related variables, it would preclude the security from being a bond. Gann stated that NAIC staff included guidance to have a very limited exception for nominal interest rated related adjustments, mostly pertaining to sustainability type bonds, but not limited in scope to that specific instance. Also included was guidance in SSAP No. 21R for residual tranche securities. Gann stated that interested parties highlighted that the guidance for residual tranche securities was still in SSAP No. 26R and SSAP No. 43R, but residual tranche securities do not technically qualify as bonds. Gann stated that SSAP No. 21R also reflects additional revisions to the guidance proposed for non-bond debt securities. She stated that there are questions for interested parties regarding the method that is being used to amortize residual tranche securities, as well as for the assessments of other-than-temporary impairment (OTTI) and how that has occurred historically. She stated that NAIC staff recommend that the Working Group expose the revised SSAPS. She stated that SSAP No. 21R has been broken out so that it is its own stand-alone document, so the documents for exposure include SSAP No. 26R, SSAP No. 43R, SSAP No. 21R, and the other SSAP revisions. In addition to the SSAP guidance revisions, NAIC staff also proposed Schedule BA reporting line changes very similar to what was done in the past for the broader bond changes. Gann stated that NAIC staff recommended exposing the proposed reporting changes as a conceptual change at the Working Group, and after considering comments, a blanks proposal could then be submitted to the Blanks (E) Working Group.

Michael Reis (Northwestern Mutual), representing interested parties, expressed his appreciation of the dialogue with NAIC staff and state insurance regulators, as well as support for the nominal interest rate adjustment that Gann discussed. He stated that interested parties continue to look forward to working with the NAIC staff and state insurance regulators on this project.

Gann stated that there were two additional items to highlight: 1) the issue paper detailing discussions and decisions for the principles-based bond project will be updated after this meeting for subsequent exposure; and 2) the Blanks (E) Working Group exposed the broad bond reporting changes (2023-06BWG) with a public comment period ending June 30.

Clark made a motion, seconded by Walker, to expose the above agenda items. The motion passed unanimously. After the Spring National Meeting, the chair agreed to extend the exposure deadline for the Schedule BA reporting changes to June 30 to mirror the exposure deadline for the blanks reporting changes. The SSAP exposures were not extended and have a public comment period ending June 9.
[bookmark: _Hlk121307495]
b. Agenda Item 2022-01

Bruggeman directed the Working Group to agenda item 2022-01: Conceptual Framework – Updates. Marcotte stated that during the 2022 Fall National Meeting, the Working Group re-exposed revisions to SSAP No. 5R—Liabilities, Contingencies and Impairments of Assets and Issue Paper No. 16X—Updates to the Definition of a Liability. The revisions incorporate the definition of a liability from Financial Accounting Standards Boards (FASB) Concepts Statement No. 8, Conceptual Framework for Financial Reporting—Chapter 7, Presentation and Concepts Statement No. 8, Conceptual Framework for Financial Reporting—Chapter 4, Elements of Financial Statements, which updates the definition of an asset and  definition of a liability.

[bookmark: _Hlk130455976]Marcotte stated that NAIC staff recommend exposure of additional clarifications, deferring to SSAP guidance, which provides topic-specific variations from the definition of a liability and SSAP No. 5R, and the related issue paper, as illustrated in the proposed revisions in the meeting materials. These clarifications are recommended because of the authoritative treatment that statutory accounting provides to the definition of an asset and liability in SSAP No. 4—Assets and Nonadmitted Assets and SSAP No. 5R. Marcotte stated that for U.S. generally accepted accounting principles (GAAP), the FASB conceptual framework definitions are not authoritative, but they are concepts to consider when developing and applying guidance. Particularly for liabilities, this is needed because of the existing variations in SSAPs, such as asset valuation reserve (AVR) and interest maintenance reserve (IMR) and the provision for reinsurance and other post-retirement benefits. Marcotte stated that the proposed footnote defers to other topic-specific guidance in other SSAPs when appropriate. She stated that due to prior interested parties’ comments, NAIC staff have also prepared a new agenda item 2023-01: Review Annual Statement Instructions for Accounting Guidance—which proposes a project to ensure that accounting guidance from the annual statement instructions are incorporated in the SSAPs, as needed.

Walker made a motion, seconded by Malm, to expose the additional clarifications deferring to SSAP guidance. The motion passed unanimously.

c. [bookmark: _Hlk121307577]Agenda Item 2022-11

Bruggeman directed the Working Group to agenda item 2022-11: Collateral for Loans. Marcotte stated that during the 2022 Fall National Meeting, the Working Group re-exposed revisions to SSAP No. 21R to clarify that assets pledged as collateral for admitted collateral loans must qualify as admitted invested assets. She stated that interested parties proposed a footnote on audit requirements allowing a third-party-determined fair value to be used in the place of an audited valuation.

NAIC staff recommended revisions to SSAP No. 21R, illustrated in the agenda item, proposing the clarification of guidance, along with the addition of a new footnote. This footnote, originating from state insurance regulators, noted that it was imperative to uphold and maintain audit requirements of joint ventures, limited liability companies (LLCs), or investments that would qualify as a subsidiary controlled entity if they were pledged as collateral for a loan. State insurance regulators had concerns that allowing these investments to qualify as acceptable collateral without an audit would lower the collateral requirement standard and allow for potential arbitrage within risk-based capital (RBC) and the admissibility of assets.

Marcotte stated that NAIC staff’s recommendation is to continue to require audits for joint ventures, limited LLCs, and partnerships, as well as investments that would qualify as subsidiary, controlled, and affiliated (SCA) entities if these items are pledged as collateral to support the admittance of a collateral loan. Furthermore, the recommendation proposes to revise the standard to note that a fair value comparison is required unless the collateral is an SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies or SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities investment, in which case the comparison to the loan is to the audited net equity value of the pledged collateral. Marcotte stated that this is closer to what the day two value would be in the event that the loan defaulted and the collateral was assumed by the insurance reporting entity. In addition, NAIC staff are recommending that the words “admitted” and “investment” be inserted into paragraph 4.b. of SSAP No. 20—Nonadmitted Assets for consistency. Marcotte recommended exposing the proposed edits to SSAP No. 21R and SSAP No. 20.

Bruggeman stated that the concept that nonadmitted assets cannot find their way into an admitted asset balance sheet came up several years ago. He stated there are some fair value considerations, but with SSAP No. 48 and SSAP No. 97 entities that almost always require an audit, and if that audit is the support to admit the loan receivable, the Working Group must ensure that if there are nonadmitted assets being pledged as collateral, they are not being moved up to the regulated entity balance sheet in a different way.

Andrew Morse (Global Atlantic Financial Group), representing interested parties, stated his appreciation of the collaborative and clear process on this topic. He stated that interested parties made a comment at the 2022 Fall National Meeting on this topic and have read the proposed exposure, and they believe it is significantly clearer in terms of what is needed. He added that interested parties’ ability to comment and engage in dialogue with state insurance regulators is appreciated.

Clark made a motion, seconded by Weaver, to expose the revisions to SSAP No. 21R proposing the addition of a new footnote and minor consistency edits to SSAP No. 20. The motion passed unanimously.


d. Agenda Item 2022-12

Bruggeman directed the Working Group to agenda item 2022-12: Review of INT 03-02: Modifications to an Existing Intercompany Pooling Arrangement. Marcotte stated that during the 2022 Fall National Meeting, the Working Group re-exposed the intent to nullify Interpretation (INT) 03-02: Modification to an Existing Intercompany Pooling Arrangement. With this re-exposure, the Working Group requested industry provide comments on specific instances in which the interpretation was being applied and specific staff-identified items were noted in the agenda.

[bookmark: _Hlk130540453]Marcotte stated that interested parties provided comments that were included in the meeting materials. She stated that NAIC staff continue to recommend nullification of INT 03-02, as it is inconsistent with SSAP No. 25 guidance regarding economic and non-economic transactions between related parties. She stated that after speaking with interested parties, NAIC staff do not believe there is a compelling need to be different when valuing these types of intercompany transactions. She stated that the recommendation is exposure with an effective nullification date of Dec. 31, 2023. She stated that interested parties requested another exposure to allow for further discussion.

Bruggeman stated that there may be a need to review the guidance in SSAP No. 62R—Property and Casualty Reinsurance transactions, particularly with pooling and netting arrangements as part of this exposure and discussion to ensure SSAP No. 62R is not in conflict, and requested comments from state insurance regulators and industry on this dynamic during the exposure period.

[bookmark: _Hlk130474245]Keith Bell (Travelers), representing interested parties, commented that while INT 03-02 is in conflict with SSAP No. 25, there is consistency and comparability of accounting because of the interpretation. He stated that there is concern that the nullification of INT 03-02 is going to cause a high risk of inconsistency of interpretation by companies, state insurance regulators, and auditors on the issue of economic versus non-economic transactions. He also stated that the nullification will end up with different reinsurance accounting depending on whether interest rates are going up or going down and for bonds with an unrealized gain versus unrealized loss position. He stated that there is also going to be inconsistency within an intercompany pooling arrangement depending on whether investments are in an unrealized gain or loss position. For example, the same company group could trigger both gains and losses, meaning some companies would end up with prospective reinsurance because of the change, and other companies within the same group would end up with retroactive reinsurance. Bell noted that there is going to be some inconsistency within a group based on the ownership chain of companies. If there is a single insurer at the top of the ownership chain, there will be a different set of rules on the economic distinction, versus having multiple companies at the top of the ownership chain. Bell stated that interested parties will look at the re-exposure, and they may present language that could narrow this down even further to be included in SSAP No. 62R as permanent guidance rather than be part of an INT.

Bruggeman requested that interested parties include specific wording or economic versus non-economic situations, as well as the unrealized gain/loss scenario he discussed for bonds. He stated that specificity or examples that could be provided, rather than a theoretical discussion, would help the Working Group understand how to incorporate necessary guidance within SSAP No. 62R. Bell stated that the response will include these details.

[bookmark: _Hlk130545528]Malm made a motion, seconded by Walker, to re-expose INT 03-02 with an effective nullification date of Dec. 31, 2023. The motion passed unanimously.

e. Agenda Item 2022-14

[bookmark: _Hlk80942606]Bruggeman directed the Working Group to agenda item 2022-14: New Market Tax Credits. Gann stated that this agenda item addresses new market tax credits, but more broadly, overall tax credit accounting. She stated that at the 2022 Fall National Meeting, the Working Group exposed both the agenda item and a discussion document that walked through proposed SSAP changes, and it requested feedback from state insurance regulators and interested parties. The Working Group received a very detailed comment letter from interested parties that addressed all the discussion document questions. Interested parties also provided two general key theme comments. One comment asked for a reconsideration of the existing guidance to have both the amortization of the investments and the use of the tax credits go through the same income statement line, consistent with U.S. GAAP. Gann stated that statutory accounting intentionally took a different approach when the guidance was originally adopted. NAIC staff will research this to understand why the divergence from U.S. GAAP was undertaken and determine if there is a reason to change to be consistent with U.S. GAAP. The second comment pertained to the classification of tax credit investments that are in the form of debt on Schedule D and not Schedule BA. Gann stated that NAIC staff have received comments from state insurance regulators that they are more appropriate to be on Schedule BA and should not be reported as bonds. She stated that NAIC staff are requesting feedback from state insurance regulators if that is an incorrect assessment. She stated that NAIC staff are recommending that the Working Group direct NAIC staff to continue moving forward with drafting SSAP guidance, noting that the FASB has a pending issuance regarding the proportional amortization method. NAIC staff will also review comments received from interested parties, as well as the new U.S. GAAP ASU once it has been issued, and move forward with proposing SSAP revisions for exposure at a later date. She stated that NAIC staff also recommend direction to work with interested parties directly during the interim.

Bruggeman stated that there are currently only line items for low-income housing tax credits in Schedule BA of the financial statements and RBC calculations. He stated that there may come a time that if there are differentiations, the Working Group will inform interested state insurance regulators and interested parties of those and will pass that information along to the Capital Adequacy (E) Task Force.

Gann stated that it is anticipated that this project will continue to sponsor blanks and RBC reporting changes since current reporting is specific to low-income housing tax credits, and the project is expanding to encompass more types of tax credits.

Bruggeman stated that the Working Group does not need to make a motion for this agenda item, and NAIC staff have been directed based on these recommendations.

f. Agenda Item 2022-17

[bookmark: _Hlk121817220]Bruggeman directed the Working Group to agenda item 2022-17: Interest Income Disclosure Update. Stultz stated that this agenda item came from the larger principles-based bond project. He stated that during one of the earlier exposures, interested parties suggested revisions to further enhance reporting for interest income. He stated that there are two distinct items that came from the original interested parties’ comments addressed in this agenda item. First, interested parties suggest data-capturing the gross nonadmitted and admitted amounts of interest income due and accrued. Second, interested parties suggested that a data element for paid-in-kind (PIK) interest mirror the definition included in the bond proposal project and reflect the cumulative amount of PIK interest included in the current principal balance. Stultz stated that from the original exposure of this agenda item, interested parties provided some revisions that are shown in the agenda. Interested parties also asked to have an effective date that is consistent with the bond project. He stated that because this disclosure is unrelated to that project overall, NAIC staff recommend that this be adopted for 2023 year-end reporting. He stated that NAIC staff’s recommendation is to adopt the agenda item with the interested parties’ suggested revisions but keep the 2023 year-end date. He stated that there is a corresponding Blanks (E) Working Group proposal that will be exposed, and NAIC staff will work closely with the interested parties to ensure that the language in the proposal is consistent with their suggested revisions.

Tip Tipton (Thrivent), representing interested parties, stated that they are appreciative of the changes made. He stated that these are just aggregate total amounts of deferred interest and PIK interest. He noted that beginning in 2025 with the bond project, the expectation is these will be identified separately for each investment, but for now, at least for 2023 and 2024, this will be just a total aggregate amount. He stated that is interested parties’ understanding, and they support this effort. He stated interested parties look forward to the opportunity to comment on the Blanks (E) Working Group proposal.

Clark made a motion, seconded by Walker, to adopt the agenda item with the interested parties’ suggested revisions but keep the 2023 year-end effective date (Attachment One-F). The motion passed unanimously.

g. Agenda Item 2022-19

[bookmark: _Hlk122334744]Bruggeman directed the Working Group to agenda item 2022-19: Negative IMR. Gann stated during the 2022 Fall National Meeting, the Working Group exposed the agenda item as a new SAP concept. She stated that it detailed the current guidance and the history of negative IMR, but there were no actual recommendations included. She stated that the Working Group also had regulator-only discussions in January and February to hear company presentations regarding negative IMR. She stated that the Working Group also received a comment letter from the American Council of Life Insurers (ACLI) during the exposure period, which was included in the meeting materials. She stated that NAIC staff are requesting the Working Group to provide feedback and direction.

Brown stated that it is important to help state insurance regulators understand the impact of negative IMR and to have special reporting so it can be easily identified. She expressed support for a referral to the Capital Adequacy (E) Task Force in regard to RBC. She suggested an admittance limitation of 1% of capital and surplus. She stated that there are a variety of things for the Working Group to consider and discuss.

Hudson stated that the Working Group has a number of items that should be directed to NAIC staff. First, he suggested a referral to the Life Actuarial (A) Task Force on the asset adequacy implications of negative IMR, and he directed NAIC staff to help with the template for reporting asset adequacy. Secondly, he reiterated Brown’s comments for a referral to the Capital Adequacy (E) Task Force to consider the elimination of any net negative IMR from total adjusted capital (TAC) and consideration of sensitivity testing with and without negative IMR. Thirdly, he said he supports separate surplus reporting for the admitted negative IMR. Fourth, he recommended a cap on admitted negative IMR as a percentage of surplus, such as what exists for goodwill, and consideration of a downward adjustment when RBC reaches below 300%. Fifth, he suggested the consideration of an update to the instructions for excess withdrawal and related capital gains and loss to ensure that it is clear on the division between AVR and IMR. Sixth, he said there should be additional footnote disclosure.

Walker agreed with Hudson and emphasized that the Working Group is trying to find a solution quickly on this topic. She stated that the prior discussion of negative IMR was a multi-year long discussion that got nowhere. So, the Working Group may have to do an interim solution until feedback is received in response to the referrals to the task forces and other groups involved in this issue get a permanent solution. She stated that the Working Group should try to address the current issue while also establishing a robust and well-thought-out overall policy related to negative IMR.

Malm agreed with Walker, and she stated that the Working Group should not close the issue until a solution is reached to prevent this dynamic from reoccurring after another 10 years. She stated that the issues should be well documented, with full understanding of the pros and cons, and a conclusion reached.

Clark stated support for the comments that Walker and Malm made and the direction that Hudson laid out. He stated that he would add one element, which is one of the things that interested parties recommended in their comment letter, to include an opt-in approach that would come with documentation around asset-liability matching (ALM) policies. He stated that having an approach where there might be differences between companies may not be desirable, but he noted that there are elements of the opt-in idea that could be applied across the board. He stated that he is not sure that the current guidance specifies that sales of assets for other than reinvestment purposes cannot be deferred; therefore, that could be the presumption for why negative IMR should be admitted. He stated that explicitly spelling out what is permitted for IMR might be needed, as well as potentially some form of attestation from the company that any deferred losses were in fact for reinvestment purposes and not for non-reinvestment purposes.

Bruggeman stated the need to ensure the discussion and conclusions, with the final accounting guidance fully documented. He stated that this is one topic where there are instructions in the NAIC Annual Statement Instructions and generic instructions in SSAP No. 7—Asset Valuation Reserve and Interest Maintenance Reserve. He stated the Working Group needs to ensure that those are consistent with the hierarchy, so statutory accounting comes first. He stated that blanks instructions cannot change the accounting guidance. He stated that the Working Group needs to ensure that the language between the instructions, SSAP No. 7, and SSAP No. 86 are lined up as best as possible when discussing types of assets, such as bonds and interest rate-related impacts, especially with derivatives that have yet to be discussed. He stated that the whole idea with bonds is they are being carried at amortized cost. With amortized cost measurement, there is no recording of an unrealized gain or loss fluctuation during the life of the asset, and that is why IMR was established. He stated that where there are already assets, whether they are bonds or derivatives that are recorded at fair value, those items should probably not end up in IMR. He stated that there are instructional elements that are not laid out exactly right that should be addressed as part of this project.

Reis stated that the ACLI would like to thank the NAIC for picking up this issue with urgency. He stated that the ACLI would like to acknowledge that there was a prior Working Group discussion, a regulator-to-regulator session with the Life Actuarial (A) Task Force, a discussion at the Financial Condition (E) Committee, a discussion here today, and many state insurance regulator discussions with individual ACLI companies, and all of those efforts are very much appreciated. He stated that he wants to start with maybe the main thrust of the ACLI letter and try to address a few key points. He stated that the ACLI brought forth the opt-in approach in its letter because it believed  it was something that would best address state insurance regulator concerns. He stated that it would be intended to be a very structured process that had many potential appropriate safeguards, such as proving reinvestments, ALM objectives being met, a recommendation of asset adequacy testing (AAT) tightening attestation, potentially tethering to RBC, and significant transparency. He stated that throughout state insurance regulator and individual member company discussions, the ACLI has been hearing a lot of different thoughts. Some participants really like the opt-in approach; some, perhaps Delaware, may want segregating surplus through a special surplus account, and they appreciate the detailed consideration that has been going into this. He stated that he believes the ACLI would support, maybe along the lines of what Clark suggested, either of those approaches or some combination of these approaches, certainly with the requisite safeguards mentioned. He stated that one common theme that the ACLI has heard from state insurance regulators is that they do not want to disincentivize prudent behavior transactions. At the same time, the ACLI has heard that state insurance regulators do not want to incentivize imprudent behavior or transactions. He stated that the ACLI certainly shares those objectives and welcomes any specific concerns that state insurance regulators have so they can help to address those. He stated that higher interest rates are generally positive for life insurance companies, and for all the reasons that IMR was developed, ACLI companies believe that it is important that financial strength be accurately reflected. Current interest rates, or even higher rates, will only exacerbate the negative IMR issue as companies look to make decisions throughout 2023 and beyond and likely many years down the road. Therefore, ACLI companies are hopeful that they can work with state insurance regulators and NAIC staff toward a year-end resolution if possible, and they are here to support that effort in any way they can. He stated that the ACLI is thankful for all the consideration, and it is certainly willing to discuss or take questions as well.

Bruggeman asked if there were any questions for Reis, and he stated that the options hint at incorporating governance within accounting, but there are, as Clark described, ways to do that. Bruggeman stated that he agrees with Clark that an opt-in is probably not the best way to get consistency; therefore, if something like that is supported by the Working Group, it would have to be across the board. He stated that asset adequacy testing is done through the Life Actuarial (A) Task Force, and with the actuarial assumptions, there are certain things that perhaps do not have as many guardrails. There are a lot of cash flow assessments to consider, and there is a bigger picture for the whole industry and the Financial Stability (E) Task Force on liquidity stress testing (LST). He stated that he does not know if that is part of AAT testing, and that it is kind of indirect. However, because these are deferred losses, if there is a liquidity stress within one company, which may not be in the whole industry, those create different kinds of issues, going to the heart of reinvestment.

Bruggeman stated that there is already a requirement for excess withdrawals, and if there are excess withdrawals and a company is forced to sell bonds, the loss that happens in that situation does not currently go through IMR. If the Working Group needs to tighten up that language, it may help ensure that reinvestment occurs. Bruggeman stated that in situations where losses go to IMR and reinvestment does not occur, then the Working Group and state insurance regulators need to understand to verify that it was because of the excess withdrawal. He stated that the state insurance regulators want to prevent any gamesmanship going on with that scenario.

Bruggeman stated that he is trying to ensure that the Working Group is addressing all components of this topic, and at the end of the discussion, the intent is to give directions to NAIC staff to move forward. He stated that he heard a percentage of surplus admittance limitation from Brown at 1%. He stated that NAIC staff have done an overall analysis by company, which was shared with state insurance regulators, on the percentage of net negative IMR that is currently nonadmitted compared to capital and surplus. He also noted that state insurance regulators received a five-year history of net negative IMR by reporting entity. He stated that there are individual circumstances where companies go from positive to negative, but there are several reporting entities that have been in a net negative IMR position for all five years. He stated there could be a lot of reasons why those companies have been in a net negative position, but recognizing this dynamic goes back to the key components of the original ACLI letter and what guardrails should exist before permitting an admitted asset for net negative IMR.

Reis stated that the ACLI letter does not oppose looking at the excess withdrawal guidance. He identified that certain liabilities with market value adjustments are believed to be excluded from the excess withdrawal guidance, and there are questions on why those were excluded. Regarding the data that details ongoing years of negative IMR by some reporting entities, he stated that the economy has been in a 30-year period of declining interest rates; therefore, the five-year historical data may not be the most useful assessment. He stated the results for net negative IMR could go back for an extended period.

Reis stated that an admittance limit of 1% of surplus is a small number compared to what companies are anticipating. He stated that the ACLI’s position is that an arbitrary safeguard of 1% is too low. He also stated concern with the view that IMR creates an intangible asset of prior realized losses that cannot be used to pay claims. He stated it is very important to understand the presence of the intangible asset with the current reporting of bonds at amortized cost, and he provided an example, noting that it is an oversimplification of the theory behind IMR. He stated that if a reporting entity has a bond that was bought for $100 on the balance sheet and because of rising interest rates, the fair value of the bond is $80, a reporting entity effectively has $80 of claims paying ability or liquidity, on the balance sheet has an intangible asset on the balance sheet of $20. This is because the bond is reporting at amortized cost (100), so there is an intangible asset reported with the bond, which is the difference between the fair value and the amortized cost. Reis stated that if a reporting entity was to sell the bond at fair value, predicated on reinvestment, the reporting entity would acquire a new bond for $80. As such, the reporting entity still has the same $80 liquid asset, and with the allocation to IMR for the $20 loss from the sale—$100 to $80—the reporting entity still has the same $20 in intangible assets they had when the bond was reported at $100. As such, in terms of financial position and a reporting entity’s claims paying ability from liquidity, a reporting entity would be in the same position pre- and post-bond sale with reinvestment. Reis stated that he has been asked why reporting entities do these transactions, and he noted that there are many reasons. He stated that a reporting entity could be doing it to shorten or lengthen portfolios to either affect disintermediation risk or ensure that guarantees do not get hit in the long term. He stated that the duration of the sold bond and reinvested bond could be different, but that change does not affect claims paying ability or liquidity, and it could put reporting entities in a better spot in the long term. He stated that it has also been inquired as to whether the reporting entities reinvest with different credit-rated bonds, and he advised that entities do not necessarily think linearly, and if they are going to sell a AAA bond, then they are going to reinvest in another AAA bond. He noted that if the credit rating were different, higher or lower, that would be picked up in RBC. In conclusion, he stated that he wanted to be sure to make the point that liquidity and claims paying ability is not affected, as that is an important point.

Bruggeman requested discussion on how to direct NAIC staff to prepare guidance for exposure, and he opened the floor to begin with the admittance limit as a percentage of surplus. He stated that Brown has proposed a 1% limit, and goodwill is limited to 10% of surplus, noting that could be perceived as a large range between limits. Brown stated that it is a compromise to allow the admittance of even a small amount, but the 1% proposal is open to negotiation. She stated some think it should be 10%, but she believes it should be 1%, so perhaps somewhere in the middle would be a good place to start.

Bruggeman stated that he had heard potential support closer to the 15% used for the deferred tax asset (DTA), but he noted that there is a secondary guardrail there with the three-year limit, so that is why he believes maybe closer to the goodwill 10% limit may be more appropriate.

Brown stated that some states use 5% of capital and surplus in determining materiality, and if the amount is considered material, it is a big deal. However, she said she is certainly willing to hear what everyone else has to say.

Bruggeman suggested starting at 5% of capital and surplus as an admittance limit with an elimination of admittance if RBC goes below 300%. He asked if anyone objects to the 5% limit as the initial direction to staff. Reis asked if it makes sense to focus on the broader conceptual direction that seemingly makes sense and is without controversy and leave open a specific percentage in the exposure as something to debate further. Bruggeman stated his preference to have a percentage limit in the exposure. He stated that he is not aware of the support for the 10% goodwill limit, and he requested NAIC staff research that historical discussion. He stated support for 10%, but he is sensitive to Brown’s comments that materiality assessments are at 5%, noting that there could be a secondary guardrail where asset adequacy testing is the primary guardrail.

Clark stated that he is not opposed to an admittance limit for exposure, as the point of the exposure is to get comments before having additional discussion, and getting industry feedback will be important. He stated that the desire for an admittance limit makes logical sense from a conservatism perspective. But given the size of insurers’ balance sheets in comparison to surplus and the size of their fixed income portfolios, even a 10% allowance is going to be very small in comparison to what interest rates have done to some reporting entity’s fixed income portfolios. He stated that is an issue the Working Group should explore, but he believes it is going to be kind of a difficult one to meaningfully address the IMR impact of the significant rise in interest rates and what that has done to asset values with a 5% limit.

Malm stated that the analysis needs to be done before a percentage is set. She stated that industry should do an analysis as well because they know their investment portfolios and their surplus, and it would be beneficial for them to provide the Working Group with what they are projecting. Bruggeman stated that individual company analysis is key to understanding the potential impact if sales are planned for investments held at amortized cost.

Hartz stated that getting input from industry and considering the type of transaction that is giving rise to the negative IMR might be more important than a target rate or target percentage of surplus.

Walker stated that if the Working Group takes too much time for analysis, they will not arrive at a solution by year-end. As such, there is a give and take from a short-term solution versus a long-term solution. If there is a desire to have the long-term solution conversation, then it will likely take more time than what is available to have a solution this year. She stated that although it is only the first quarter, the Working Group already has a limited amount of time for a year-end solution. Bruggeman agreed with these comments.

Hudson stated support for a numerical cap even if it ends up not being the perfect solution. The Working Group needs to get something in place, and the initial limit can always be changed. He stated the Working Group should start off with the cap, if it is 5% of surplus, to start the discussion process. Weaver agreed to put in a percentage limitation, also acknowledging that it is under negotiation. Walker and Weaver both stated support for a 5% admittance limit to capital and surplus. Hartz also noted that 5% is between the 1% and 10% options being considered, so it is a good place to begin as an initial direction to NAIC staff.

Brown stated that once other safeguards are in place, the Working Group could consider raising the admittance limit. Bruggeman and Walker agreed with these comments.

Reis stated that the admittance limit is important and supports the idea that it will be subject to additional discussion.

Bruggeman then discussed providing direction to NAIC staff to provide referrals to both the Life Actuarial (A) Task Force and the Capital Adequacy (E) Task Force. For the referral to the Life Actuarial (A) Task Force, he requested further consideration of asset adequacy implications of negative IMR. He directed NAIC staff to assist in developing a template for AAT disclosures, noting that he is aware of the current initiative for an Actuarial Guideline LIII— Application of the Valuation Manual for Testing the Adequacy of Life Insurer Reserves (AG 53) documentation enhancement. He stated that it is important to consider the actual amount of admitted negative IMR that is being used within the asset adequacy testing, because the higher the negative IMR, the more potential there is for an AAT liability. He requested the referral also address the considerations of cash flows within AAT with liquidity stress testing considerations to ensure that excessive withdrawal considerations are consistent with the actual data. He stated that it is important for the assumptions of cash flows and liquidity stress testing to be consistent, and he referred to the existing guidance for tax planning strategies, where it is noted that tax planning strategies cannot be inconsistent with other company assertions. He stated that the referral should request guardrails within AAT that are reasonable and consistent with other aspects.

Bruggeman stated that for the referral to the Capital Adequacy (E) Task Force, he requested consideration to remove any admitted net negative IMR from total adjusted capital (TAC) with inclusion of any other sensitivity testing that may be needed for IMR. He stated that RBC is supposed to be a weakness indicator and is a state insurance regulator tool, not a strength indicator for other uses. He stated that he knows it gets used for other things, but the state insurance regulator use and tool is the first priority. Brown and Walker agreed with this recommended referral.

In response to an inquiry from Reis asking whether the referral will remove admitted negative IMR from TAC for the RBC calculation, or just for sensitivity testing, Bruggeman confirmed that the referral is to remove admitted negative IMR from TAC in determining the RBC percentage. Bruggeman noted that the discussion on this aspect will occur at the Capital Adequacy (E) Task Force. He stated that this change may not be viable for year-end, so that is why other points and guardrails need to be considered.

Bruggeman directed NAIC staff to proceed with guidance to allocate the admitted negative IMR to special surplus. He stated that this allocation will make it easier to identify in the quarterly financials, as the IMR schedule is only completed for the annual reporting.

Bruggeman requested that NAIC staff review the annual statement instructions for excess withdrawals and for bonds and derivatives reported at fair value to ensure those gains and losses are not going through IMR. He also noted a need to review the AVR guidance, which is intended for credit losses, to ensure that the division between IMR and AVR is clear. He requested NAIC staff to also consider additional disclosure reporting that would help state insurance regulators identify or summarize aggregate activity, especially with quarterly reporting.

Bruggeman reiterated that the Working Group is trying to provide guidance quickly as an interim step, but it needs to have a long-term solution so that this is not a pending issue in another 10 years. Although it is unlikely to be fully done by year-end, he would like to work towards June 30 for the interim solution, as that allows the other affected groups to receive the interim guidance in a timely manner before it is applicable for year-end.

In response to an inquiry from Brown on a potential blanks referral, Bruggeman stated that the Working Group would consider a disclosure first as part of the interim discussion and then sponsor a blanks proposal.

In response to Weaver’s comments on the lengthy list of action items, items to consider, and the time that may be needed, Bruggeman stated he already had several of these identified, and he has given NAIC staff a preview, contingent on the discussion of the Working Group from this meeting. He stated that NAIC staff will move forward on this quickly as directed by the Working Group. He stated that the approach is trying to identify a good solution for industry but also ensure appropriate financial reporting and regulatory tools. Bruggeman stated that it would have been easier if a resolution to this topic had been established 20 years ago, but there were other urgent issues. He stated when interest rates increase more than 4% in a year, some weird circumstances happen.

Carmello asked for clarity on the referral to the Life Actuarial (A) Task Force, specifically on the topic of reasonable guardrails. He stated that there are no guardrails now on AAT other than in New York. He asked whether the Working Group will ask for guardrails to be established on a national basis. Bruggeman responded that the request to the Task Force is to look at the guardrails in place in New York, as well as other options, to see if there are any that can be incorporated. Carmello stated that Minnesota made a proposal for AG 53 guardrails last year, and it was voted down. As such, he does not believe the Working Group should be relying on AAT.

Hemphill stated that the question of whether there is a need for AAT guardrails dovetails with other work the Life Actuarial (A) Task Force and the Valuation Analysis (E) Working Group is going to be doing with AG 53. She stated that it might be a heavy change to make, but they may indeed find that there are guardrails needed, and if those changes are made, then that would provide actuaries more comfort with applying AAT to a greater extent. She stated that without guardrails, she would also be uncomfortable in relying on AAT, and it makes sense for the Life Actuarial (A) Task Force to review what could be established.

Walker stated that her message to industry is that there are going to be three groups that will be working on this negative IMR issue. While the Statutory Accounting Principles (E) Working Group is going to consider an interim solution, the longer-term resolution may be contingent on what the other groups decide. Walker stated that the solutions of those other groups may allow the state insurance regulators of the Working Group to decide whether to allow a higher admitted asset on the balance sheet. As such, it is going to be a balancing act, and there may be tough discussions on a long-term solution if there are no guardrails on AAT or changes to TAC, or other RBC calculation revisions. Without those revisions, the long-term solution may have a far less admitted amount than what industry might prefer.

[bookmark: _Hlk130820130]Smith stated that the Working Group keeps talking about a long-term solution, but he believes it is important to highlight that this will be a new long-term solution. He stated the long-term solution that has been in place for 31 years is that negative IMR is nonadmitted. He stated that the recent discussion has implied that the Working Group did not address this issue, and that is incorrect. He reiterated that since 1992, negative IMR has been required to be nonadmitted, and that long-term process should speak for itself.

Hartz stated that the long-term solution may be to leave the existing guidance as it is, as nonadmittance is more conservative. He stated not allowing negative IMR and leaving it nonadmitted is consistent with statutory accounting, but even in that circumstance, there may be special circumstances that state insurance regulators may need to consider.

Smith stated that he does not disagree with the discussion or the proposed actions, but he wants to be clear that the admittance of negative IMR will be a change to the long-time existing guidance. He noted that the existing guidance was an intentional decision.

Bruggeman expressed appreciation for the detailed discussion, and he requested that NAIC staff have the minutes explicitly detailed for historical purposes. He stated that the Working Group does not generally take a vote to direct NAIC staff, but for this topic, he would like to have a vote.

Malm made a motion, seconded by Walker, to direct NAIC staff to work on both a 2023 solution and a long-term solution as follows:

i. Recommend a referral to the Life Actuarial (A) Task Force on further consideration of the asset adequacy implications of negative IMR. Items to include: 1) developing a template for reporting within AAT; 2) considering the actual amount of negative IMR that is admitted to be used in the AAT; 3) better consideration of cash flows within AAT and documentation, as well as any LST considerations; 4) ensuring that excessive withdrawal considerations are consistent with actual data—sales of bonds because of excess withdrawals should not use the IMR process; and 5) ensuring that any guardrails for assumptions in the AAT are reasonable and consistent with other aspects.

ii. Recommend a referral to the Capital Adequacy (E) Task Force for the consideration of eliminating any admitted net negative IMR from TAC and the consideration of sensitivity testing with and without negative IMR.

iii. Develop guidance for future Working Group consideration that would allow for the admission of negative IMR up to 5% of surplus using the type of limitation calculation similar to that used for goodwill admittance. The guidance should also provide for a downward adjustment if the RBC ratio is less than 300%.

iv. Review and provide updates on any annual statement instructions for excess withdrawals, related bond gains/losses, and non-effective hedge gains/losses to clarify that those related gains/losses are through AVR, not IMR.

v. Develop accounting and reporting guidance to require the use of a special surplus—account or line—for net negative IMR.

vi. Develop governance-related documentation to ensure sales of bonds are reinvested in other bonds.

vii. Develop a footnote disclosure for quarterly and annual reporting.

The motion passed unanimously.

4. Considered Maintenance Agenda – Active Listing

Walker made a motion, seconded by Weaver, to expose the following agenda items for a public comment period ending June 9, except for agenda item 2023-03: New C-2 Mortality Risk Note and agenda item 2023-11-EP: AP&P Manual Editorial Updates, which will be exposed for a public comment period ending May 5. The motion passed unanimously.

a. Agenda Item 2023-01

Bruggeman directed the Working Group to agenda item 2023-01: Review Annual Statement Instructions for Accounting Guidance. Gann stated that this agenda item has been developed to establish a project to review the annual and quarterly statement instructions to ensure that primary accounting guidance is reflected within the SSAPs. Although the duplication or reference of accounting guidance may occur for ease in applying the reporting guidance, the focus of this project is to ensure that the annual or quarterly statement instructions are not the primary source of statutory accounting guidance. For the purposes of this agenda item, accounting guidance is intended to refer to measurement, valuation, admittance/nonadmittance, as well as when assets and liabilities should be recognized or derecognized within the statutory financial statements.

This agenda item and project is proposed to address limited situations in which the annual statement instructions have been identified to reflect more detailed accounting guidance than the SSAPs. Under the statutory hierarchy, the SSAPs are Level 1 and the authoritative source for accounting provisions. If guidance does not exist in the SSAPs, then other sources of guidance can be considered based on the statutory hierarchy, but it is not intended that guidance purposely be captured in the annual statement instructions (which are level 3,) in lieu of the inclusion of guidance in the SSAPs.

Although it is anticipated that only limited situations will be identified, this agenda item proposes a broad project to review the instructions and identify where accounting guidance may need to be captured in the SSAPs.

b. Agenda Item 2023-02

Bruggeman directed the Working Group to agenda item 2023-02: SSAP No. 43R – CLO Financial Modeling. Gann stated that this agenda item proposes revisions to SSAP No. 43R to incorporate edits to reflect changes adopted by the Valuation of Securities (E) Task Force on Feb. 21 to include collateralized loan obligations (CLOs) in the Securities Valuation Office (SVO) financial modeling process.

This agenda item has been drafted to ensure the financial modeling guidance summarized in SSAP No. 43R reflects the practices, as directed by the Purposes and Procedures Manual of the NAIC Investment Analysis Office (P&P Manual). The Accounting Practices and Procedures Manual (AP&P Manual) is higher in the statutory hierarchy than the P&P Manual, but the primary source of authoritative guidance for financial modeling is the P&P Manual. Only a general description of the modeling process is included in SSAP No. 43R. The methodology to model CLOs is still being developed, but guidance that permits the SVO to model CLOs has been adopted and should be followed once CLOs begin to be financially modeled.

c. Agenda Item 2023-03

Bruggeman directed the Working Group to agenda item 2023-03: New C-2 Mortality Risk Note. Marcotte stated that the Life Risk-Based Capital (E) Working Group is working on a project to modify its C-2 mortality risk charges. The Life Risk-Based Capital (E) Working Group, in cooperation with the C-2 Mortality Work Group of the American Academy of Actuaries (Academy), developed structural updates to the life RBC treatment of group permanent life and miscellaneous other instruction updates. The proposal assigns the same factors to group permanent life as individual permanent life for policies with and without pricing flexibility.

A new financial statement note will provide the development of net amounts at risk in the categories needed for the Life C-2 mortality risk charges. These categories are designed to create a direct link to a financial statement source and accompanying life RBC C-2 mortality risk updates.

As the notes to the financial statements are maintained by the Statutory Accounting Principles (E) Working Group, this agenda item is to add the requirement for the new proposed note into the Accounting Practices and Procedures Manual. An annual statement blanks proposal is being simultaneously exposed at the Life Risk-Based Capital (E) Working Group, which has requested year-end 2023 as the effective date for the note.

d. Agenda Item 2023-04

Bruggeman directed the Working Group to agenda item 2023-04: Corporate Alternative Minimum Tax Guidance. Marcotte stated that the Inflation Reduction Act (IRA) was enacted on Aug. 16, 2022, and it included a new corporate alternative minimum tax (CAMT), which goes into effect for the 2023 tax year. In December 2022, the Working Group adopted temporary guidance to address the CAMT in INT 22-02: Third Quarter 2022 through First Quarter 2023 Reporting of the Inflation Reduction Act - Corporate Alternative Minimum Tax.

This agenda item is to begin the project of providing guidance regarding the CAMT for periods after the first quarter of 2023. Interested parties have submitted initial informal recommendations to assist with preparing the guidance. The CAMT is more complex than the prior alternative minimum tax, and it is assessed at the consolidated return level using book income. She noted that the Working Group will need to have interim small group discussions and may also need to consider extending INT 22-02.

e. Agenda Item 2023-05

Bruggeman directed the Working Group to agenda item 2023-05: ASU 2022-06, Reference Rate Reform (Topic 848), Deferral of the Sunset Date of Topic 848. Stultz stated that the FASB issued ASU 2022-06 to extend the sunset date of the reference rate reform guidance that was included in ASU 2020-04, Reference Rate Reform (Topic 848) Facilitation of the Effects of Reference Rate Reform on Financial Reporting and ASU 2021-01, Reference Rate Reform (Topic 848), Scope.

Stultz stated that reference rate reform refers to the transition away from referencing the London Interbank Offered Rate (LIBOR), and other interbank offered rates (IBORs), and moving toward alternative reference rates that are more observable or transaction based. In July 2017, the governing body responsible for regulating LIBOR announced it would no longer require banks to continue rate submissions after 2021, thus likely sunsetting both the use and publication of LIBOR. An important item to note is that while LIBOR is the primary IBOR, other similar rates are potentially affected by reference rate reform. For simplicity, LIBOR will be the sole IBOR referenced throughout this agenda item.

With a significant number of financial contracts referencing LIBOR, its discontinuance will require organizations to reevaluate and modify any contract that does not contain a substitute reference rate. A large volume of contracts and other arrangements, such as debt agreements, lease agreements, and derivative instruments, will likely need to be modified to replace all references of IBORs that are expected to be discontinued. While operational, logistical, and legal challenges exist due to the sheer volume of contracts that will require modification, accounting challenges were presented as contract modifications and typically require an evaluation to determine whether the modifications result in the establishment of a new contract or the continuation of an existing contract. As is often the case, a change to the critical terms, including reference rate modifications, typically requires the remeasurement of the contract, or in the case of a hedging relationship, a redesignation of the transaction.

To address ASU 2020-04, the Working Group issued INT 20-01: ASU 2020-04 – Reference Rate Reform, and this interpretation was then revised to incorporate guidance from ASU 2021-01. This agenda item recommends revisions to INT 20-01 to include the updated sunset date of Dec. 31, 2024.

f. Agenda Item 2023-06

Bruggeman directed the Working Group to agenda item 2023-06: Additional Updates on ASU 2021-10, Government Assistance. Marcotte stated that on Aug. 10, 2022, the Working Group adopted revisions to SSAP No. 24—Discontinued Operations and Unusual or Infrequent Items in agenda item 2022-04: ASU 2021-10, Government Assistance. The revisions incorporate certain disclosures, adopted with modification from ASU 2021-10, to supplement existing disclosures regarding unusual or infrequent items.

This agenda item is to provide additional clarifications to SSAP No. 24, regarding follow-up questions that NAIC staff received regarding the adoption of the disclosures about government assistance in ASU 2021-10. The primary questions were regarding whether the adoption with modification of the ASU disclosures intended to allow insurers to use the grant and contribution model. If the intent was not to allow for the use of the grant and contribution model, then the question becomes in what situation these disclosures would be required. Because NAIC staff understanding is that the grant and contribution model was not intended to be permitted for statutory accounting, additional modifications to clarify this point have been proposed that reject ASU 2021-10 but still incorporate when the government assistance disclosures from ASU 2021-10 were adopted.

g. [bookmark: _Hlk129937843]Agenda Item 2023-07

Bruggeman directed the Working Group to agenda item 2023-07: ASU 2019-08, Codification Improvements to Topic 718 and Topic 606. Stultz stated that in November 2019, the FASB issued ASU 2019-08 Compensation, Stock Compensation (Topic 718) and Revenue from Contracts with Customers (Topic 606): Codification Improvements—Share-Based Consideration Payable to a Customer, which includes amendments to Topics 718 and 606. The changes to Topic 718 include share-based payment transactions for acquiring goods and services from non-employees, and in doing so, superseded guidance in Subtopic 505-50, Equity—Equity-Based Payments to Non-Employees. The changes to Topic 606 expand the scope of the codification to include share-based payment awards granted to a customer in conjunction with selling goods or services.

The amendments in ASU 2019-08 require an entity measure and classify share-based payment awards granted to a customer by applying the guidance in Topic 718. The amount recorded as a reduction of the transaction price is required to be measured on the basis of the grant-date fair value of the share-based payment award in accordance with Topic 718. The grant date is the date at which a grantor (supplier) and a grantee (customer) reach a mutual understanding of the key terms and conditions of a share-based payment award. The classification and subsequent measurement of the award are subject to the guidance in Topic 718 unless the share-based payment award is subsequently modified, and the grantee is no longer a customer.

For statutory accounting assessments, prior U.S. GAAP guidance related to share-based payments has been predominantly adopted with modification in SSAP No. 104R—Share-Based Payments. Statutory accounting modifications to the U.S. GAAP guidance have mostly pertained to statutory terms and concepts.

h. Agenda Item 2023-08

Bruggeman directed the Working Group to agenda item 2023-08: ASU 2019-07, Codification Updates to SEC Sections. Stultz stated that the FASB issued ASU 2019-07, Codification Updates to SEC Sections: Amendments to SEC Paragraphs Pursuant to SEC Final Rule Releases No. 33-10532, Disclosure Update and Simplification, and Nos. 33-10231 and 33-10442, Investment Company Reporting Modernization, and Miscellaneous Updates, which amends and supersedes certain U.S. Securities and Exchange Commission (SEC) sections in Topic 942, 944, and 946 to align codification guidance with SEC Releases No. 33-10532, 33-10231, and 33-10442. These SEC Releases amend a wide range of disclosure requirements, which were determined to be redundant, duplicative, overlapping, outdated, or superseded by other relevant literature. Additionally, the SEC Releases include several miscellaneous updates and corrections intended to clarify SEC guidance. SEC guidance from ASUs have generally been rejected as not applicable for statutory accounting in Appendix D, but all ASUs are reviewed for statutory accounting purposes to determine if the guidance should be considered for statutory accounting.

i. Agenda Item 2023-09

[bookmark: _Hlk131405123]Bruggeman directed the Working Group to agenda item 2023-09: ASU 2020-09, Amendments to SEC Paragraphs. Stultz stated that the FASB issued ASU 2020-09, Amendments to SEC Paragraphs Pursuant to SEC Release No. 33-10762—Debt (Topic 470), which amends and supersedes certain SEC sections in Topic 470 to align codification guidance with SEC Release No. 33-10762, which amends the SEC financial disclosure requirements for guarantors and issuers of guaranteed securities registered or being registered, and issuers’ affiliates whose securities collateralize securities registered or being registered in Regulation S-X to improve those requirements for both investors and registrants. The changes are intended to provide investors with material information, given the specific facts and circumstances, make the disclosures easier to understand, and reduce the costs and burdens to registrants. SEC guidance from ASUs have generally been rejected as not applicable for statutory accounting in Appendix D, but all ASUs are reviewed for statutory accounting purposes to determine if the guidance should be considered for statutory accounting.

j. Agenda Item 2023-10

Bruggeman directed the Working Group to agenda item 2023-10: ASU 2022-05, Transition for Sold Contracts. Stultz stated that this agenda item has been drafted to consider ASU 2022-05, Transition for Sold Contracts for statutory accounting. He noted that the FASB issued the ASU in December 2022 to amend specific sections of ASU 2018-12, Targeted Improvements for Long-Durations Contracts. The amendments made by the ASU are intended to reduce the implementation costs and complexity associated with the adoption of long-duration contracts (LDTI) for contracts that have been derecognized in accordance with the ASU before the LDTI effective date. The revisions captured in the ASU are summarized as follows: The amendments in the ASU amend the LDTI transition guidance to allow an insurance entity to make an accounting policy election on a transaction-by-transaction basis. An insurance entity may elect to exclude contracts that meet certain criteria from applying the amendments in the LDTI.

k. Agenda Item 2023-11EP

Bruggeman directed the Working Group to agenda item 2023-11EP: AP&P Manual Editorial Updates. Gann stated that this agenda item details editorial updates for the Accounting Practices and Procedures Manual. These revisions are captured in three broad categories:

· SSAP No. 86: Change a disclosure category from “intrinsic value” to “volatility value.”
· Various – Streamline references to the P&P Manual.
· Various – Changes to consistently reference percent (with % sign and not “percent”) throughout SSAPs.

5. Discussed Other Matters

a. [bookmark: _Hlk129939939]Received and Discussed Valuation of Securities (E) Task Force Referral

[bookmark: _Hlk131498689]Gann stated that the Working Group was one of several groups that received a referral from the Valuation of Securities (E) Task Force (Attachment One-G) to inquire about the NAIC SVO obtaining the ability to calculate analytical information by utilizing commercially available data sources and investment models instead of requesting individual insurance companies to incur the costs to implement system changes. The referral identifies that if the SVO had the capabilities, it could calculate for state insurance regulators various measures, including key rate duration, sensitivity to interest rate volatility, principal and interest cash flow projections for any security or portfolio for any given interest rate projection, loss estimates, and many other measurements. The referral asks each group to respond to the following questions by May 15:

1. Indicate if your group is supportive of creating this capability within the SVO.
2.	List the investment analytical measures and projections that would be most helpful to support the work performed by your respective group.
3.	Describe how your group would utilize the data and why it would be of value.
4.	Are there other investment data or projection capabilities that would be useful to your group that could be provided by commercially available data sources or investment models? And if so, please list them.
5.	Any other thoughts you may have on this initiative.

Bruggeman requested that the Working Group provide comments to NAIC staff by April 15 so a referral response could be submitted to the Valuation of Securities (E) Task Force.

b. 2023 NAIC Accounting Practices and Procedures Manual

[bookmark: _Hlk131499571]Gann stated that on Jan. 9, interested parties provided comments to the NAIC Chief Executive Officer and the Chief Operating Officer/Chief Legal Officer on the Bookshelf product limitations and the need for industry to have a searchable and printable portable document format (PDF) of the AP&P Manual (Attachment One-H).

On Feb. 6, a response letter was provided (Attachment One-I) informing that for the 2023 AP&P Manual, the NAIC is proud to announce that a copyrighted PDF will be made available, at no additional charge, to those who purchase a subscription to the AP&P Manual. Similar to the current subscription process, access will be restricted to the individual level; however, the PDF will be searchable and printable like any other PDF document. This process is specific to the 2023 AP&P Manual only, and for the 2024 AP&P Manual, the NAIC is dedicated to finding an amicable, long-term solution that will result in ease of access for industry users.

The process to obtain the PDF is anticipated to be automatic upon purchase of the 2023 AP&P Bookshelf subscription through Account Manager. Acquiring it through Account Manager is key to obtaining the PDF download, and manual processing will not be available.

c. American Academy of Actuaries Request

Marcotte stated that on Feb. 23, the Financial Reporting and Solvency Committee of the Health Practice Council of the American Academy of Actuaries, submitted a request to the Long-Term Care Actuarial (B) Working Group and the Statutory Accounting Principles (E) Working Group that requests clarifications regarding some observed diversity in practice across issuers of long-term care insurance (LCTI) regarding how the new guidance in Actuarial Guideline LI—The Application of Asset Adequacy Testing to Long Term Care Insurance Reserves (AG 51), and specifically Section 4C, on determining when additional reserves may be necessary, interacts with existing guidance on accident and health (A&H) insurance reserve adequacy, as found in paragraph 24 of SSAP No. 54R—Individual and Group Accident and Health Contracts and paragraph 26 of Appendix A-010—Minimum Reserve Standards for Individual and Group Accident and Health Insurance Contracts (Attachment One-J). NAIC staff will work with the American Academy of Actuaries representatives and NAIC support staff of the Long-Term Care Actuarial (B) Working Group and the Valuation Analysis (E) Working Group to develop an agenda item for future Statutory Accounting Principles (E) Working Group discussion.

d. Update on International Activity – IAIS AAWG

Gann stated that she participates on behalf of the NAIC in the International Association of Insurance Supervisors (IAIS) Accounting and Auditing Working Group (AAWG). The AAWG focuses on developing, or providing input on, IAIS high-level principles-based supervisory and supporting material related to the accounting, auditing, valuation, reporting, and public disclosures of insurers. The AAWG monitors international developments and prepares comments letters and other papers in relation to the above focus, as deemed appropriate.

Recent discussions of the AAWG have focused on updates to Insurance Core Principle (ICP) 14: Valuation. Gann advised that public consultation of the draft revised ICP 14, as well as ICP 17: Capital Adequacy, is expected to occur in July 2023.

Other discussions of the AAWG have focused on the implementation of International Financial Reporting Standard (IFRS) 17: Insurance Contracts by other jurisdictions, and future discussions are expected to review the International Auditing and Assurance Standards Board (IAASB) proposed strategy and work plan for 2024–2027, as well as the proposed International Standard on Auditing (ISA) 500: Audit Evidence. NAIC staff are monitoring these discussions and requesting comments from state insurance regulators or industry if there are positions or concerns that should be communicated to the AAWG. NAIC staff anticipate including regular updates as any other matter within national meeting agendas.

e. Review of U.S. GAAP Exposures

Stultz identified two items with disclosure deadlines from January to February that will be reviewed by the Working Group in the normal maintenance process (Attachment One-K).

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