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The Statutory Accounting Principles (E) Working Group of the Accounting Practices and Procedures (E) Task Force met May 16, 2023. The following Working Group members participated: Dale Bruggeman, Chair (OH); Kevin Clark, Vice Chair (IA); Sheila Travis (AL); Kim Hudson (CA); William Arfanis and Michael Estabrook (CT); Rylynn Brown (DE); Stewart Guerin and Melissa Gibson (LA); Judy Weaver (MI); Doug Bartlett (NH); Bob Kasinow (NY); Diana Sherman and Matt Milford (PA); Jamie Walker (TX); and Doug Stolte and David Smith (VA).
[bookmark: _Hlk40449663]
1. Reviewed Comments on Exposed Items

a. INT 22-02

Bruggeman directed the Working Group to Interpretation (INT) 22-02: Extension of INT 22-02 Through Second Quarter 2023. Robin Marcotte (NAIC) stated that on April 12, the Working Group conducted an e-vote to expose INT 22-02: Third Quarter 2022 through Second Quarter 2023 Reporting of the Inflation Reduction Act - Corporate Alternative Minimum Tax. The exposure proposed to extend INT 22-02 from June 15 to July 1 to allow it to be applied to the second quarter of 2023 financial statements. Disclosures continue to be required. Marcotte stated that interested parties support the extension of INT 22-02, but they recommend that it be extended to Aug. 16, the day after the quarterly statements are due to be filed. She stated that NAIC staff recommend that the Working Group adopt the exposed INT 22-02 with a minor modification to incorporate the Aug. 16 extension date suggested by interested parties.

[bookmark: _Hlk135140945]Hudson made a motion, seconded by Walker, to adopt INT 22-02 (Attachment 1) and its proposed extension from June 15 to Aug. 16. The motion passed unanimously.
[bookmark: _Hlk121307495]
b. Agenda Item 2023-03

Bruggeman directed the Working Group to agenda item 2023-03: C-2 Mortality Risk Note. Marcotte stated that the exposure proposes the addition of new financial statement notes that calculate the net amount at risk, which is used in the C-2 mortality risk charge calculation. She stated that the Blanks (E) Working Group proposal 2023-09BWG is being simultaneously exposed, and the Life Risk-Based Capital (E) Working Group is working on a project to modify its C-2 mortality risk charges. She stated that the purpose of the note was to provide the development of the net amount at risk and have financial statement links to the elements used in the risk-based capital (RBC) charge. She stated that comments from Connie Jasper Woodroof (CJW Associates) focused on possible redundancy issues in the proposed note because some items in the disclosure could currently be directly referenced from Exhibit 5 – Aggregate Reserve for Life Contracts or the similar Exhibit 3 – Aggregate Reserve of Life, Annuity and Accident and Health Contracts in the separate account statement. She stated that Woodroof recommended removing these elements from the proposal and noted that some of the elements in the exposure were not needed for the C-2 mortality risk charge. She stated that the interested parties’ comments were focused on moving the proposed information out of the footnotes and to another location. She stated that NAIC staff reached out to the Life Risk-Based Capital (E) Working Group chair and its NAIC support staff, who confirmed that the annual statement notes for the 2023 year-end would be helpful, but they were not strictly necessary for the planned update to the C-2 mortality risk charges. She stated that NAIC staff recommend that the Statutory Accounting Principles (E) Working Group defer action on this agenda item and refer the comments received to the Life Risk-Based Capital (E) Working Group.

Rose Albrizio (Equitable) stated that interested parties believe this is something that should not be in Statements of Statutory Accounting Principles (SSAPs) or the annual statement footnotes because it is a data capture for the net amount of risk needed for the C-2 mortality risk. She stated that maybe it should be in the interrogatories if it is not currently available. She stated that interested parties reached the same conclusion that this would not impede their ability to do the C-2 mortality this year because the current format can be used to deliver the data.

Bruggeman stated that he does not have an issue with deferring this agenda item. In response to his inquiry, no other Statutory Accounting Principles (E) Working Group members noted a concern with deferral.

c. [bookmark: _Hlk121307577]Agenda Item 2023-11EP

Bruggeman directed the Working Group to agenda item 2023-11-EP: AP&P Manual Editorial Updates. Julie Gann (NAIC) stated that at its March 23 meeting, the Working Group voted to expose various maintenance updates providing revisions to the Accounting Practices and Procedures Manual (AP&P Manual), such as editorial corrections, reference changes, and formatting. She stated that the primary revision to note was to SSAP No. 86—Derivatives. She stated that the change in the disclosure category from intrinsic value to volatility value was done because of a corresponding comment made to the Blanks (E) Working Group to improve that disclosure category. She stated that other editorial changes are to streamline references to the Purposes and Procedures Manual of the NAIC Investment Analysis Office (P&P Manual), as well as to address inconsistencies with how percentages are referenced—using a symbol (%) versus spelling out “percent.” She stated that interested parties support the changes. She stated that NAIC staff recommend that the Statutory Accounting Principles (E) Working Group adopt the exposed maintenance updates providing revisions to the AP&P Manual.

Weaver made a motion, seconded by Hudson, to adopt agenda item 2023-11EP (Attachment 3). The motion passed unanimously.

2. Exposed its Maintenance Agenda

Clark made a motion, seconded by Arfanis, to expose the following agenda items for a public comment period ending June 30. The motion passed unanimously.

a. Agenda Item 2023-12

Bruggeman directed the Working Group to agenda item 2023-12: Residuals in SSAP No. 48 Investments. Gann stated that this agenda item proposes revisions to clarify the scope and reporting for investments that represent residual interests that are not captured in the scope of SSAP No. 43R—Loan-Backed and Structured Securities. She stated that at the Spring National Meeting, there was a lot of discussion on how residual interests can exist in other investment structures and that previously adopted guidance only captured those that were in the scope of SSAP No. 43R, which requires those to be reported on Schedule BA – Other Long-Term Invested Assets on a dedicated reporting line for year-end 2022. She stated that the Working Group received a referral from the Valuation of Securities (E) Task Force. She stated that this agenda item is in response to that referral, as well as other discussions on this topic at the Spring National Meeting. She stated that the current population of residuals on the dedicated reporting line on Schedule BA may not reflect the entire population of residuals that are captured in other investment structures. She stated that this agenda item proposes to capture guidance in SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies, so those investment structures would be separately reported on the residual line. The agenda item also has conforming edits to SSAP No. 43R and the Annual Statement Instructions. She stated that for those items that are not reported as residuals now because they are in the scope of SSAP No. 48, it is strictly a Schedule BA reporting line change because those items would currently be under the joint venture, limited liability, or partnership line. Therefore, those investments that represent residuals will move to the Schedule BA residual line.

b. Agenda Item 2023-13

Bruggeman directed the Working Group to agenda item 2023-13: PIK Interest Disclosure Clarification. Gann stated that this agenda item was developed to further clarify and incorporate a practical expedient to the paid-in-kind (PIK) interest aggregate disclosure adopted in SSAP No. 34—Investment Income Due and Accrued for year-end 2023 that identifies the amount of PIK interest as a cumulative balance on an aggregate basis. She stated that since adoption, NAIC staff have received questions on how that should be calculated, whether it be on a first in, first out (FIFO) basis or a weighted average basis. She stated that this agenda item proposes clarifying revisions to ensure consistency in identifying the amount of PIK interest included in the cumulative principal par balance. She stated that it does not change accounting or any ultimate amounts reported as assets on the balance sheet or income statement. She stated that this identifies the amount of PIK interest that is still being reported as an asset. She stated that the recommendation is to identify that any paydowns that occur would first be applied to reported PIK interest. She stated that there is also a practical expedient that says one can identify the PIK interest from the original par through to the current par, not to go less than zero. She stated that this is to provide clarification to the investment software vendors who are asking if they had to do a retroactive analysis to identify all the PIK interest received and the paydowns. She responded that the answer is no, and the resulting calculation should be the same. She stated that NAIC staff proposed revisions in a footnote to SSAP No. 34; however, most of the edits are proposed for inclusion in the Annual Statement Instructions, are editorial only, and can be provided by the Working Group in a memorandum to the Blanks (E) Working Group if they are adopted after the deadline to include them in the Annual Statement Instructions for year-end 2023.

c. Agenda Item 2022-14

[bookmark: _Hlk135211718]Bruggeman directed the Statutory Accounting Principles (E) Working Group to agenda item 2022-14: New Market Tax Credit Projects. Wil Oden (NAIC) stated that this agenda item was drafted in response to the federal Inflation Reduction Act and the subsequent issuance of Accounting Standards Update (ASU) 2023-02—Investments—Equity Method and Joint Ventures (Topic 323): Accounting for Investments in Tax Credit Structures Using the Proportional Amortization Method (A Consensus of the Emerging Issues Task Force), which amends U.S. generally accepted accounting principles (GAAP) guidance on the application of the proportional amortization method (PAM) for income tax equity investments. He stated that based on direction from the Working Group and feedback received from interested parties, this agenda item now includes SSAP No. 94R—Transferable and Non-Transferable State Tax Credits, and it has expanded the scope of SSAP No. 93—Low-Income Housing Tax Credit Property Investments.

Oden stated that SSAP No. 93 is proposed to include all qualifying tax credit investments, irrespective of the structure or tax credit program. He stated that this represents a departure from U.S. GAAP, as ASU 2023-02 only applies to income tax equity investments that elect to use PAM. He stated that as part of the proposed revisions, both SSAPs are intended to work together. SSAP No. 93 provides guidance on the tax investment itself, whereas SSAP No. 94R provides guidance on tax credits allocated from the investments and purchase tax credits.

Oden stated that the proposed scope of SSAP No. 94R has been expanded to include all state and federal tax credits, whether allocated or purchased. Additionally, the revised version proposes to amend the requirement to report tax credits at cost, which effectively results in an off-balance sheet asset for tax credits purchased at a discount. Oden stated that tax credits would now be recorded at face value upon receipt; acquisitions at a premium would immediately realize the loss; and acquisitions at a discount would defer the gain as an Other liability until the reporting entity has utilized tax credits in excess of those acquisition costs. He stated that NAIC staff recommend that the Working Group expose the draft revisions to SSAP No. 93 and SSAP No. 94R as new SSAP concepts with a public comment period ending June 30.

3. Discussed Other Matters

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

[bookmark: _Hlk131498689]Gann stated that the Working Group reviewed the Valuation of Securities (E) Task Force referral on the acquisition of commercially available data and deemed that a response was not necessary.

b. Update on the Referral to the Life Actuarial (A) Task Force on Negative IMR

Hemphill stated that there are a few action items that the Life Actuarial (A) Task Force would take in response to this referral.

First, the Task Force is working on a template that will have additional disclosures on the reflection of interest maintenance reserve (IMR) in principle-based reserving (PBR) and asset adequacy testing (AAT). Those disclosures would support the verification of the requirements that the Working Group is considering for admittance of negative IMR, including: 1) the admitted IMR is appropriately allocated for PBR and AAT; 2) negative IMR is reflected in starting assets and would not generate subsequent income; and 3) that would increase reserves in PBR or decrease reserve sufficiency for AAT. Hemphill noted that the template would include verifications for the company that any admitted negative IMR not reflecting bonds sold due to historical or anticipated future excess withdrawals and bonds generating admitted negative IMR would only be those sold and replaced with similar bonds. She stated that the Task Force was outlining a potential template that is consistent with the current Working Group exposure. She stated that if there were changes by the Working Group, the template would be modified accordingly. She stated that due to the Valuation Manual timing constraints, this template would be optional but could be recommended starting with year-end 2023 reporting. The earliest it could be required would be 2025; although, individual state insurance regulators could request or require the information earlier. She stated that the Task Force was working on a draft and had requested input from the American Academy of Actuaries (Academy) and the American Council of Life Insurers (ACLI) on the template.

Second, Hemphill stated that the Task Force was drafting guidance for companies for year-end 2023 and 2024, consistent with what was put out for 2022, to address the potential double-counting issue. She stated that the Task Force was continuing to affirm that a principle-based, reasonable, and appropriate allocation of IMR for PBR and AAT would be consistent with the handling of the IMR asset for statutory reporting. She stated that the Task Force does not believe any double counting is required because the language currently in the Valuation Manual endorses a principle-based, appropriate allocation and so would not imply a double hit. This guidance would be for 2023 and 2024, as any change in the Valuation Manual at this time would be applicable for 2025. Hemphill stated that the Task Force would work on an amendment proposal form to make clarifying changes directly to the Valuation Manual so the Task Force does not have to keep producing guidance each year-end, noting that a principle-based, appropriate allocation does not require such double counting.

Finally, Hemphill stated that the Task Force recommends to the Working Group that any decision to admit or not admit aggregate negative IMR would not rely on AAT as a guardrail at this time. The Task Force wants to clarify that national AAT is not formulaic and is heavily judgment-based, without prescriptive guardrails on that judgment, such as with the reinvestment guardrail or other guardrails that apply in PBR. She stated that in response to the specific concerns around the lack of consistency in AAT asset assumptions, Actuarial Guideline LIII—Application of the Valuation Manual for Testing the Adequacy of Life Insurer Reserves (AG 53) was developed. She stated that AG 53 has additional disclosures but no prescriptive guardrails. She stated that the actuaries and others are now working on reviewing initial AG 53 disclosures, but that it is not the only area where concerns could arise regarding the reliability of specific AAT assumptions or results. She stated that, in summary, the Task Force does not believe it would be appropriate to admit negative IMR if doing so depends on AAT as the sole or primary safeguard for any related solvency concerns. She stated that the Task Force has a few workstreams to work on over the upcoming months and would update the Working Group as it has additional work products.

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