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REVIEW AND ADOPTION of NON-CONTESTED POSITIONS

The Working Group may individually discuss the following items, or may consider adoption in a single motion: 

1. Ref #2023-18: ASU 2016-19, Technical Corrections and Improvements
2. Ref #2023-19: ASU 2018-09, Codification Improvements
3. Ref #2023-20: ASU 2020-10, Codification Improvements
4. Ref #2023-21: Removal of Transition Guidance from SSAP No. 92 and SSAP No. 102

	
Ref #
	
Title
	
Attachment #
	Agreement with Exposed Document? 
	Comment Letter Page Number

	2023-18
(Wil)
	ASU 2016-19, Technical Corrections and Improvements
	1 – Agenda Item
	No Comments 
	IP – 23



Summary:
In December 2016, FASB issued ASU 2016-19, Technical Corrections and Improvements, as part of a standing project on its agenda to address suggestions received from stakeholders on FASB Codifications and to make other incremental improvements to U.S. GAAP. This perpetual project facilitates FASB Codification updates for technical corrections, clarifications, and other minor improvements. The changes made by ASU 2016-19 included minor clarifications, corrections, addition of codification references, guidance relocations, and removal of redundant, outdated, or superseded guidance.

Interested Parties’ Comments:
Interested parties have no comments on this item.

Recommendation:
NAIC staff recommends that the Working Group adopt the exposed revisions to adopt with modification ASU 2016-19, Technical Corrections and Improvements in SSAP No. 5R—Liabilities, Contingencies and Impairments of Assets, SSAP No. 92—Postretirement Benefits Other Than Pensions, and SSAP No. 102—Pensions and SSAP No. 103R—Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.


	
Ref #
	
Title
	
Attachment #
	Agreement with Exposed Document? 
	Comment Letter Page Number

	2023-19
(Wil)
	ASU 2018-09, Codification Improvements
	2 – Agenda Item
	Yes
	IP – 24



Summary:
In July 2018, FASB issued ASU 2018-09, Codification Improvements, as part of a standing project on its agenda to address suggestions received from stakeholders on FASB Codifications and to make other incremental improvements to U.S. GAAP. This perpetual project facilitates FASB Codification updates for technical corrections, clarifications, and other minor improvements. The changes made by ASU 2018-09 included minor clarifications, corrections, addition of codification references, guidance relocations, and removal of redundant, outdated, or superseded guidance.

Interested Parties’ Comments:
Interested parties agree with the recommendation in this agenda item.

Recommendation:
NAIC staff recommends that the Working Group adopt the exposed revisions to reject ASU 2018-09 Codification Improvements for statutory accounting in Appendix D as not applicable to statutory accounting.

	
Ref #
	
Title
	
Attachment #
	Agreement with Exposed Document? 
	Comment Letter Page Number

	2023-20
(Wil)
	ASU 2020-10, Codification Improvements
	3 – Agenda Item
	Yes
	IP – 24



Summary:
In October 2020, FASB issued ASU 2020-10 Codification Improvements, that improve the consistency of the Codification by ensuring that all guidance that requires or provides an option for an entity to provide information in the notes to financial statements is codified in the Disclosure Section of the Codification. The changes made by the ASU either move disclosure guidance to the Disclosure Section of the codification or add codification references to direct readers to the disclosure section, and this ASU does not provide any relevant new guidance.

Interested Parties’ Comments:
Interested parties agree with the recommendation in this agenda item.

Recommendation:
NAIC staff recommends that the Working Group adopt the exposed revisions to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 2020-10, Codification Improvements as not applicable to statutory accounting.



	
Ref #
	
Title
	
Attachment #
	Agreement with Exposed Document? 
	Comment Letter Page Number

	2023-21
(Jake)
	Removal of Transition Guidance from SSAP No. 92 and SSAP No. 102
	4 – Agenda Item
	No Comments Received
	IP – 24



Summary:
On December 18, 2012, the Statutory Accounting Principles (E) Working Group adopted SSAP No. 92—Postretirement Benefits Other Than Pensions and SSAP No. 102—Pensions, which replaced SSAP No. 14—Postretirement Benefits Other Than Pensions and SSAP No. 89—Pensions. The adopted SSAPs included transition guidance that expired after 10 years. This agenda item intends to remove the unneeded transition guidance from SSAP No. 92 and SSAP No. 102. 

Interested Parties’ Comments:
Interested parties have no comments on this item.

Recommendation:
NAIC staff recommends that the Working Group adopt the exposed revisions to SSAP No. 92—Postretirement Benefits Other Than Pensions and SSAP No. 102—Pensions to remove the transition guidance that was included in the initial adoption of SSAP No. 92 and SSAP No. 102, as it is past the ten-year effective period for that transition.

REVIEW of COMMENTS on EXPOSED ITEMS

The following items received comments during the exposure period that are open for discussion. 
1. Ref #2022-11: Collateral for Loans

	
Ref #
	
Title
	
Attachment #
	Agreement with Exposed Document? 
	Comment Letter Page Number

	2022-11
(Robin)
	Collateral for Loans
	5 – Agenda Item
	Comments Received
	IP – 1




Summary: 
During the Summer National Meeting, the Working Group re-exposed the March 2023 revisions to SSAP No. 20—Nonadmitted Assets and SSAP No. 21R—Other Admitted Assets to allow industry more time to submit additional comments. This agenda item was drafted in July 2022 to address inconsistencies raised by state regulators regarding the guidance for collateral loans between SSAP No. 20 and SSAP No. 21R. Commenters at the Summer National Meeting advocated for the use of fair value to measure the value of the SSAP No. 48 and SSAP No 97 collateral, which is consistent with what is used for the measurement of the adequacy of most collateral. 
Earlier exposure. s are summarized below:

· August 10, 2022 - exposed revisions to SSAP No. 21R that the invested assets pledged on collateral loans must qualify as admitted invested assets. The previously existing guidance in SSAP No. 21 detailed that collateral adequacy was measured using fair value and that inadequately collateralized loans are nonadmitted.

· December 13, 2022 - re-exposed revisions to SSAP No. 21R to clarify that invested assets pledged as collateral for admitted collateral loans must qualify as admitted invested assets.

· March 22, 2023 - exposed revisions to SSAP No. 21R which clarify that the invested assets pledged as collateral for admitted collateral loans must qualify as admitted invested assets. Industry comments noted concerns with having to obtain both an audit and verification of fair value for collateral from equity method investments. Additional revisions were exposed noting that for collateral from the equity of SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies and SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities, the comparison for admittance is between the net equity audited value of the pledged collateral to the collateral loan balance. In addition, a consistency revision to SSAP No. 20—Nonadmitted Assets, paragraph 4.b. was exposed.

Interested Parties’ Comments:
The Working Group re-exposed this agenda item to allow additional time to submit additional comments regarding the measurement of collateral pledged from SSAP No. 48 and SSAP No. 97 entities, as requested by industry.

Interested parties extend our appreciation to the Working Group for the additional 30 days to consider exposure Reference No. 2022-11—Collateral for Loans (the “exposure”) and for the opportunity to submit a new comment letter. After further consideration of the exposure, in light of the discussion at the August 13, 2023 Working Group meeting, interested parties continue to support the clarification that collateral pledged to secure a collateral loan must qualify as an admitted asset for the collateral loan itself to qualify as an admitted asset. Therefore, we continue to support the specific clarification that when the collateral pledged to secure a collateral loan would be in the scope of SSAP No. 48 or SSAP No. 97 if held directly by the reporting entity, audited financial statements are required for the collateral (and thus the collateral loan) to qualify as an admitted asset. 

Interested parties also agree there should not be optionality in the guidance; however, we believe that fair value, not audited equity value, is the most appropriate measure of the sufficiency of collateral. Fair value is the most representative measure of the value of assets that would be available to support policyholder liabilities in the event a reporting entity forecloses on the pledged collateral. Fair value also reflects the basis that a reporting entity would use to recognize the collateral in its financial statements in the event of foreclosure and the basis used to test collateral loans for impairment. As a result, interested parties propose the following revision to the exposure, which would eliminate the exposed change to the valuation basis used for the collateral test for these types of collateral loans (the underlined red text is the Working Group’s currently exposed changes).

b. Nonadmitted Asset – In Accordance with SSAP No. 20—Nonadmitted Assets, collateral loans secured by assets that do not qualify as investments which would otherwise be admitted shall be nonadmitted. Further, any amount of the loan outstanding which is in excess of the permitted relationship of fair value of the pledged investment to the collateral loan shall be treated as a nonadmitted asset. For qualifying investments which are pledged as collateral that would be in the scope of SSAP No. 48 or SSAP No. 97 if held directly by the reporting entity, such as joint ventures, partnerships and limited liability companies and investments that would qualify as SCAs if held directly, the proportionate audited equity valuation shall be used for the comparison for the adequacy of pledged collateral. If the collateral loan exceeds the audited equity valuation of these pledged investments, then the excess shall be nonadmitted. To support the admissibility of collateral loans, reporting entities shall maintain documentation sufficient to support the reasonableness of the fair value measurement of the underlying collateral, which shall be made available to the applicable domiciliary regulator and independent audit firm upon request.

Interested parties understand that some insurance regulators have expressed concerns about the uncertainty inherent in fair value measurements, particularly Level 2 and Level 3 measurements, due to the use of unobservable inputs and assumptions, and therefore, would like to see an additional level of third-party validation applied to the fair value measurement of the collateral securing these types of collateral loans. However, we note that these fair value measurements are subject to the same valuation standards per SSAP No. 100R – Fair Value Measurements, as all other investments carried at fair value, lower of cost or fair value, or for which the fair value is disclosed in the annual statements and audited financial statements, many of which are also Level 2 and Level 3 measurements. Therefore, interested parties believe it would be appropriate to continue to apply a consistent standard of valuation for all types of investments. Furthermore, interested parties note that the guidance in SSAP No. 21R, which requires the fair value of collateral to equal or exceed the carrying value of the collateral loan, represents an accounting assertion that is subject to audit by each reporting entity’s independent auditor. As a result, the fair value measurements underpinning the collateral test are already subject to third-party validation by independent audit firms that either employ qualified valuation experts or would seek the expertise of qualified valuation experts when auditing the admissibility of a reporting entity’s collateral loans. Interested parties believe this, along with the clarified requirement for reporting entities to obtain audited financial statements for underlying collateral that represents an interest in an entity within the scope of SSAP No. 48 or SSAP No. 97, provides an appropriate level of assurance and third-party validation that should sufficiently address regulators’ concerns without the need to impose a greater cost burden on reporting entities in the form of additional third-party validation requirements..

In summary, interested parties support the proposed clarifications to SSAP No. 21R; however, we believe that fair value remains the best and most appropriate measure of the sufficiency of collateral pledged to secure collateral loans, and we believe the independent audit process provides the necessary level of assurance around these fair value measurements. As a result, we respectfully request that the Working Group revise the exposure to allow reporting entities to continue to use fair value consistently for all types of collateral loans and to continue to apply valuation frameworks and methodologies consistent with current practices and the guidance in SSAP No. 100R.

Recommendation:
NAIC staff recommends that the Working Group either expose or adopt both 1) the minor consistency revisions previously exposed in SSAP No. 20, and 2) the previously exposed and additional proposed shaded revisions to SSAP No. 21R as summarized and illustrated below. The Working Group could choose to either expose for a comment period ending on Nov. 15 or adopt the revisions. 

· Fair Value - Incorporate the revisions suggested by interested parties to SSAP No. 21R, paragraph 4b, regarding the use of fair value to measure the value of collateral. Using fair value is the long-standing way to measure the adequacy of collateral. The March 2023 exposure considered allowing a carve out from the existing guidance which would have allowed the use of audited book value to measure the adequacy of collateral was in response to prior industry comments. 
 
· Audits – Consider adding a transition clarification to SSAP No. 21R, paragraph 22, regarding the timing of the audit requirement for qualifying assets pledged as collateral in the form of equity in SSAP No. 48 and SSAP No. 97 entities. NAIC staff has drafted language for consideration illustrated below. The proposed guidance addresses timing of 2023 audits and also that audits are required for the reporting years in which collateral is pledged. 

· For these entities, an annual audit is used to verify that the pledged collateral qualifies as an admitted invested asset to be qualifying collateral. Although some companies were already obtaining audits for collateral from SSAP No. 48 or SSAP No. 97 entities, comments from industry have noted that some reporting entities were not obtaining audits. Therefore, questions regarding year-end 2023 application of the admitted invested asset guidance have arisen. That is, even if audits are required for 2023, for entities that have not previously obtained them, the 2023 audits will not be available until 2024. Which means that the fair value will be estimated at year end 2023, but the audits documenting that the collateral is qualifying will not be available until 2024.

SSAP No. 21R Proposed Revisions for Collateral Loans - note that shaded text in paragraph 4b and 22 reflect new proposed language for discussion. Other tracking reflects the current exposure. 
4.	Collateral loans are unconditional obligations1 for the payment of money secured by the pledge of an qualifying investment2 and meet the definition of assets as defined in SSAP No. 4, and are admitted assets to the extent they conform to the requirements of this statement. The outstanding principal balance on the loan and any related accrued interest shall be recorded as an admitted asset subject to the following limitations:
a. Loan Impairment—Determination as to the impairment of a collateral loan shall be based on current information and events. When it is considered probable that any portion of amounts due under the contractual terms of the loan will not be collected the loan is considered impaired. The impairment shall be measured based on the fair value of the collateral less estimated costs to obtain and sell the collateral. The difference between the net value of the collateral and the recorded asset shall be written off in accordance with SSAP No. 5R—Liabilities, Contingencies and Impairments of Assets;

b. Nonadmitted Asset—In accordance with SSAP No. 20—Nonadmitted Assets, collateral loans secured by assets that do not qualify as investments which would otherwise be admitted shall be nonadmitted. Further, any amount of the loan outstanding which is in excess of the permitted relationship of fair value of the pledged investment to the collateral loan shall be treated as a nonadmitted asset. To support the admissibility of collateral loans, reporting entities shall maintain documentation sufficient to support the reasonableness of the fair value measurement of the underlying collateral, which shall be made available to the applicable domiciliary regulator and independent audit firm upon request.
Footnote 1: For purposes of determining a collateral loan in scope of this statement, a collateral loan does not include investments captured in scope of other statements. For example, SSAP No. 26R—Bonds includes securities (as defined in that statement) representing a creditor relationship whereby there is a fixed schedule for one or more future payments. Investments captured in SSAP No. 26R that are also secured with collateral shall continue to be captured within scope of SSAP No. 26R.
Footnote 2: A qualifying Iinvestment defined as those assets listed in Section 3 of Appendix A-001—Investments of Reporting Entities which would, if held by the insurer, qualify for admittance. For example, if the collateral would not qualify for admittance under SSAP No. 4 due to encumbrances or other third-party interests, then it does not meet the definition of "qualifying" and the collateral loan, or any portion thereof which is not adequately collateralized, is not permitted to be admitted. In the cases where the collateral is an equity/unit investment in a joint venture, partnership, limited liability company, and or SCA is pledged as collateral in a collateral loan, audited financial statements on a consistent annual basis are always required in accordance with SSAP No. 48 and or SSAP No. 97.

Effective Date and Transition 
[bookmark: _Hlk148432218]
22. 	This statement is effective for years beginning January 1, 2001. A change resulting from the adoption of this statement shall be accounted for as a change in accounting principle in accordance with SSAP No. 3—Accounting Changes and Corrections of Errors. The guidance for structured settlements when the reporting entity acquires the legal right to receive payments is effective December 31, 2018. The clarification regarding audits of qualifying collateral pledged for collateral loans in the footnote 2 to paragraph 4, requires applicable audits to be obtained for the 2023 reporting period in the subsequent year. In periods after year-end 2023, the audits of qualifying collateral pledged for collateral loans are required to be obtained for the reporting year in which it was pledged and annually thereafter. The annual audit lag shall be consistent from period to period. 

Attachment 6 - Comment letters (25 pages)

Any Other Matters 
  
· A recent liquidation order of a U.S. life insurer has raised questions about reporting of the unsettled reinsurance recoverable amounts. NAIC staff is drafting an Interpretation for Working Group consideration for exposure. If the exposure is ready for discussion prior to the October 23 call it will be presented. If it is not ready, it will be considered for a possible email vote to expose. 
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