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Statutory Accounting Principles (E) Working Group
Meeting Agenda

November 12, 2020
A. Consideration of Maintenance Agenda – Pending List 
1. Ref #2020-32: SSAP No. 26R - Disclosure Update

2. Ref #2020-33: SSAP No. 32R – Publicly Traded Preferred Stock Warrants

3. Ref #2020-34: SSAP No. 43R - GSE CRT Program

4. Ref #2020-35: SSAP No. 97 - Audit Opinions

5. Ref #2020-36: Derivatives Hedging Fixed Indexed Products
6. Ref #2020-37: Separate Account Product Mix

7. Ref #2020-38: Pension Risk Transfer Disclosure
8. Ref #2020-39: Interpretation Policy Statement

9. Ref #2020-40: Prescribed Practices

10. Ref #2020-41: ASU 2020-06, Convertible Instruments
11. Ref #2020-42: ASU 2020-07, Presentation and Disclosures by Not-for-Profit Entities
	 Ref #
	Title
	Attachment #

	2020-32
SSAP No. 26R
(Jim)
	SSAP No. 26R – Disclosure Update
	A



Summary: 
During the Summer National Meeting, through agenda item #2020-02: Accounting for Bond Tender Offers, the Working Group clarified that the accounting and reporting of bond investment income and capital gains/losses, due to early liquidation either through a call or a tender offer shall be similarly applied. Accordingly, this agenda item proposes to expand the existing called bond disclosures to include bonds which were early terminated through a tender offer.
Recommendation:

NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive and expose revisions to the disclosures in SSAP No. 26R—Bonds. The revisions expand the called bond disclosures to also include bonds which are terminated early through a tender offer. 
	Ref #
	Title
	Attachment #

	2020-33
SSAP No. 32R
(Jim)
	SSAP No. 32R – Publicly Traded Preferred Stock Warrants
	B



Summary: 
Stock warrants generally fall into scope of SSAP No. 86—Derivatives, although publicly traded common stock warrants are scoped into SSAP No. 30R—Unaffiliated Common Stock. Due to the only difference between publicly traded common and preferred stock warrants is the type of stock an entity would receive (i.e. common or preferred stock), this agenda item proposes a similar carveout and accounting/reporting treatment for publicly traded preferred stock warrants. This agenda item proposes 1) to expand the scope of SSAP No. 32R—Preferred Stock to include publicly traded preferred stock warrants and 2) require publicly traded preferred stock warrants to be reported at fair value. Revisions are also proposed to SSAP No. 86—Derivatives to identify this treatment.
Recommendation:
NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive and expose revisions to SSAP No. 32R—Preferred Stock and SSAP No. 86—Derivatives, to scope publicly traded preferred stock warrants into SSAP No. 32R. The proposed revisions would require the publicly traded preferred stock warrants to be reported at fair value.

	Ref #
	Title
	Attachment #

	Ref #2020-34
SSAP No. 43R
(Jim)
	SSAP No. 43R – GSE CRT Program
	C


Summary: 
During the 2019 Spring National Meeting, the Working Group adopted agenda item 2018-18: Structured Notes, which expanded the scope of SSAP No. 43R—Loan-Backed and Structures Securities to include certain Government-Sponsored Enterprises (GSE) – Credit Risk Transfer (CRT) Transactions. 
This agenda item has been drafted to reflect recent changes to the Freddie Mac Structured Agency Credit Risk (STACR) and Fannie Mae Connecticut Avenue Securities (CAS) programs as it is anticipated that future Freddie Mac STACR and Fannie Mae CAS issuances will be solely conducted through a Real Estate Mortgage Investment Conduit (REMIC) trust. The REMIC trust remains functionally equivalent and retains the same material risk structure as the original STACR and CAS programs. Additionally, investment in securities issued by a GSE REMIC trust remains within the review scope of the Purposes and Procedures Manual of the NAIC Investment Analysis Office (P&P Manual). Per part 4 of the P&P Manual, Mortgage Referenced Securities are not eligible for filing exemption and are subject to assessment by the Structures Securities Group.
This agenda item proposes to 1) include STACR and CAS REMIC’s into the scope of SSAP No. 43R and, 2) align SSAP No. 43R guidance regarding the financial modeling of mortgage referenced securities to the requirements as directed in the P&P Manual. 
Recommendation:

NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive and expose revisions to SSAP No. 43R—Loan-Backed and Structures Securities, incorporating minor scope modifications to reflect recent changes to the STACR and CAS programs. The proposed edits would allow credit risk transfer securities from Freddie Mac and Fannie Mae to remain in scope when a REMIC structure is used in the STACR program or CAS program.

	Ref #
	Title
	Attachment #

	Ref #2020-35
SSAP No. 97
(Jim)
	SSAP No. 97 – Audit Opinions
	D




Summary: 
SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities provides guidance for admissibility in certain circumstances where an SCA investment does not receive an unqualified audit opinion. In short, if the U.S. GAAP audit opinion is qualified or adverse the investment can only be admitted if the departure is quantified (then the departure is nonadmitted), or if the departure is as the result of utilizing a statutory accounting principle in lieu of following U.S. GAAP (in such cases, a quantification of the departure is not required). 
The allowance of qualified or adverse audit opinions for admission of SCA investments without quantification are only permitted for U.S. insurance entities (commonly referred to as an 8.b.i entity). This agenda item proposes to expand the quantification exception guidance to 8.b.iii entities (referred to as U.S. GAAP SCA entities) in limited situations. Particularly, the proposed exception would allow U.S. GAAP SCA entities that depart from a U.S. GAAP provision that has been rejected for statutory accounting to be admitted SCAs without quantification if the departure from U.S. GAAP results in a more conservative position (i.e. fewer assets or greater liabilities), as a result of the departure. 
Although specific quantification is not needed, this would require auditor certification that the departure from U.S. GAAP results in a more conservative position. From a situation shared in which an 8.b.iii SCA (U.S. GAAP entity) was following provisions similar to the insurer with regards to revenue recognition, the auditor noted that the U.S. GAAP revenue recognition provisions (which requires consideration of future, expected activity) warranted a qualified opinion. Under the existing guidance, this qualified opinion results in nonadmittance of the SCA because it could not be quantified, which was material to the reporting entity. This nonadmittance treatment was noted to be punitive as the SCA was following processes that were consistent with SAP accounting that resulted in a more conservative financial statement representation of the SCA. 

Recommendation:
NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive and request comments on the extent to which situations exist that hinder admittance of 8.b.iii entities due to the departure of U.S. GAAP as a result of the inability to quantify the departure.
	Ref #
	Title
	Attachment #

	Ref #2020-36
SSAP No. 86
SSAP No. 108

(Julie)
	Derivatives for Hedging Fixed Indexed Products
	E




Summary: 
This agenda item proposes the development of new guidance for the accounting and reporting of derivatives that effectively hedge the growth in interest credited for fixed indexed products - for example, fixed indexed annuity (FIA) and indexed universal life (IUL), reported in the general account. (NAIC staff is also investigating the classification of structured / registered indexed linked annuities (RILA) in the separate account, and the use of derivatives in the separate account to hedge risk related to these products. This assessment will be completed within a separate agenda item.) This agenda item is proposed to be substantive, with potential development of a new SSAP. 
Accounting / Reporting Issue

It has been identified that there is a mismatch of accounting provisions when derivatives are used to hedge the growth in interest credited to reserves (liability). Although the derivative may be an effective hedge to the interest credited for the performance of a referenced index, under the provisions of SSAP No. 86, the derivative does not qualify for hedge accounting. As such, the derivative is reported at fair value, with fair value changes recognized as unrealized gains or losses through surplus. With this reporting, the results of the effective hedge do not directly offset the change in reserve recognized in the summary of operations during the hedging period. The ultimate impact is the effective hedge is not illustrated in the company’s performance results within the financial statements, and the current reporting creates a presentation of additional surplus volatility from the use of derivatives, although they are effectively hedging the growth in interest that will be credited to the policy as a direct result of related indices.

Although specialized guidance was developed in SSAP No. 108 to address derivatives hedging variable annuity guarantees, the guidance in SSAP No. 108 cannot be easily adapted to incorporate derivatives hedging the growth in interest credited to FIA/IUL reserves. This is primarily because the fundamental hedging provisions in SSAP No. 108 utilize a fair value hedging approach. Under that approach, the fair value change of the hedging instruments is compared to the fair value change of the variable annuity reserves to determine effectiveness. However, for derivatives hedging the growth in interest credited for FIA/IUL reserves, determination of effectiveness is driven by a cash flow hedge assessment. Meaning, that the hedging derivative will produce cash flows that will offset the indexed-based interest crediting rate in the hedged reserves. 

Although the programs may vary significantly by company, it is anticipated that the following elements may be present in these derivative arrangements: 

· Designation of many hedged items that reflect bundles of FIA/IUL contracts with similar terms/crediting dates hedged with a single derivative (or portfolio of derivatives) to exactly mirror the terms of the crediting rate, resulting with the intent of a perfect hedge. (It is anticipated that a reporting entity would have many outstanding derivative structures to cover various bundles of contracts.) 

· Continuous assessment of hedge, noting deviations between the intended perfect match due to changes in the portfolio of hedged items (e.g., policy lapses) or slight issues with execution (e.g., timing delay in derivative acquisition) or maturity dates (e.g., 360 instead of 365 days).

· Incorporation of additional derivatives (macro/dynamic) as needed to overlay the entire structure to address deviations in the intended match and ensure effective coverage of risk of the index crediting rate. 
Proposed Concepts to Address Reporting Mismatch: 
(Additional detail and concepts to consider for each approach are in the agenda item.)

This agenda item proposes to incorporate new statutory accounting guidance to establish accounting and reporting concepts that properly represent the use of effective hedges for indexed products in the general account. From an initial assessment, it appears that there are two potential approaches to consider: 

1. Approach 1: Establish guidance that permits effective hedge treatment that is in line with SSAP No. 86. With this approach, the derivative would be reported at amortized cost, with direction that the fair value changes in the hedging derivative (at settlement) would be recognized to net investment income (or realized gains and losses) to offset the recognized change in FIA/IUL reserve. With this approach, the derivatives would change the SAP measurement method (from fair value to amortized cost) and result with a disconnect from U.S. GAAP in the derivative reported value as all derivatives are required to be reported at fair value under U.S. GAAP. This approach would not reflect changes in the derivative position (e.g., if in a loss or gain position) in the financials, so the actual assets / liabilities from derivative activity would not be shown on the balance sheet. However, this approach would eliminate artificial volatility in derivative fair value changes through surplus while the derivative is open. 
2. Approach 2: Establish guidance that permits effective hedge treatment that is in line with SSAP No. 108. With this approach, the derivative would be reported at fair value, with direction that the change in fair value is bifurcated for reporting based on whether the change is an effective hedge to the interest crediting rate change in the hedged FIA/IUL reserve. This approach would be more in line with U.S. GAAP with the use of fair value for the reported value of derivatives and would be designed to recognize the derivative and reserve change at the same time through the income statement. This approach would require assessment as to any fair value fluctuation that does not offset the crediting rate and require separate reporting guidance for those changes. 
Recommendation: 
NAIC Staff recommends that the Working Group move this item to the active listing, initially categorized as substantive and expose the agenda item to solicit comment from state insurance regulators and industry on establishing accounting and reporting guidance for derivatives hedging the growth in interest for fixed indexed annuity products.  In addition to the two general options presented in the agenda item, NAIC staff is open for additional commentary and suggestions, and requests to work with industry throughout the process similar to the collaborative efforts that occurred when developing the guidance in SSAP No. 108.  With this exposure, NAIC staff recommends notification to the Life Actuarial (E) Task Force.
Pursuant to preliminary information received, NAIC staff has an initial impression that pursuing an approach similar to SSAP No. 108 (use of fair value with deferred assets/liabilities as a mechanism to timely match effective hedge changes through the summary of operations) may be more beneficial to both industry and regulators with improved reporting in the financial statements. This is because the focus of the SAP changes will be on derivative measurement and recognition and will not encompass changing reserve calculations (or the timing of reserve impacts). NAIC staff plans to proceed with starting an issue paper during the exposure period (as time allows). As such, initial informal comments and aspects to consider are requested throughout the exposure period. 

	Ref #
	Title
	Attachment #

	Ref #2020-37
SSAP No. 56

(Jim)
	Separate Account Product Mix
	F


Summary: 

This agenda item proposes increased product identifier reporting granularity in question 1.01 (product mix) of the separate account general interrogatories (GI 1.01). At the request of regulators, primarily in response to the recent growth of pension risk transfer (PRT) transactions and registered indexed linked annuity (RILA) products that are generally held in insulated separate accounts, improved reporting was requested so regulators can more readily identify and review the products captured in the separate account. Additionally, it was found that most entities grouped their separate account products in 3-4 broad categories. Due to this aggregate grouping, regulators have expressed difficulty in assessing risk with each associated product. This agenda item does not anticipate modifications to SSAP No. 56—Separate Accounts, however if supported by the Working Group, would likely result in a proposal to the Blanks (E) Working Group for annual statement instruction modifications.
Recommendation:

NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive and expose the agenda item to solicit comments from state insurance regulators and industry regarding the degree of product identifying details needed to adequately assess the product features and reserve liabilities. Additionally, feedback is requested regarding if a threshold should be established for when aggregate reporting would be permitted.

	Ref #
	Title
	Attachment #

	Ref #2020-38
SSAP No. 56

(Jim)
	Pension Risk Transfer Disclosure
	G


Summary: 

This agenda item proposes increased product identification and disclosure of pension risk transfer (PRT) transactions in the separate account financial statements. At the request of regulators, in response to the recent growth of PRT, improved reporting is sought so regulators can more readily identify and analyze such transactions. Regulators requested several enhancements, including separated PRT reporting and improved PRT disclosure regarding reserves, associated assets, and general account exposure.

Currently, the most specific details concerning PRT transactions are generally captured/disclosed in question 1.01 (product mix) of the separate account general interrogatories (GI 1.01). While other details of the broadly categorized products are captured in various other general interrogatories this agenda item, at the request of regulators, proposes enhanced detailed reporting requirements for pension risk transfer products and transactions in the scope of SSAP No. 56—Separate Accounts. 

Recommendation:

NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive to solicit comments from state insurance regulators and industry regarding possible modifications to SSAP No. 56—Separate Accounts. Depending upon the feedback received, the Working Group would have several options available including, but not limited to, requiring the separate identification of pension risk transfer products (including transactions, guarantees, reserve assumptions, etc.) within existing disclosure requirements or the addition of a new general interrogatory (and perhaps new separate accounting reporting schedules / exhibits) to separate specific product detail that was previously reported in an aggregated format. NAIC staff is open for additional commentary and suggestions, and requests to work with industry and regulators throughout this and any subsequent exposure.
	Ref #
	Title
	Attachment #

	Ref #2020-39
Appendix F
(Jim)
	Interpretation Policy Statement

	H



Summary: 
To date, the Working Group has issued a total of nine accounting interpretations for 2020. Throughout this process, it was identified that the NAIC Policy Statement on Maintenance of Statutory Accounting Principles in Appendix F regarding the issuance and adoption of accounting interpretations would benefit from clarification edits. This agenda item proposes revisions regarding the voting requirements for when an interpretation issued by the Working Group can be overturned, amended, or deferred by the Accounting Practice and Procedures (E) Task Force. Additionally,  explanatory language has been added to clarify that in certain circumstances, the Working Group may elect to postpone the effective date until the item has been discussed by the Task Force and the Financial Condition (E) Committee and both have had an opportunity to review the interpretation 

Recommendation: 

NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive and expose clarifying revisions to NAIC Policy Statement on Maintenance of Statutory Accounting Principles in Appendix F regarding the issuance and adoption of accounting interpretations. These revisions document the adoption and review process of interpretations of statutory accounting principles. 
	Ref #
	Title
	Attachment #

	Ref #2020-40
Preamble
(Julie)
	Prescribed Practices

	I



Summary: 
This agenda item intends to clarify the definition and application of prescribed practices. This issue has been presented in response to questions received on existing references in the NAIC Accounting Practices & Procedures Manual (AP&P). 

In summary, each state insurance department has the authority to regulate any insurance company that is licensed in their state. Accordingly, the financial statements filed with the NAIC and subject to independent audit, pursuant to Model Law 205: Annual Financial Reporting Model Regulation shall be in accordance with practices prescribed or permitted by the domiciliary state. 

However, a non-domiciliary state in which the company is licensed may require or allow different accounting practices in the financial statements filed in that state. Ideally, to prevent reporting entities from having to file different financial statements or reports with differing states, the practices permitted or prescribed by a domiciliary state will be accepted in all states in which a company is licensed (however, each state in which a company is licensed could allow or require differing financial reports). If a non-domiciliary state in which the company is licensed requires or allows a practice by state statute / bulletin (or other state-wide provision) that is different from NAIC SAP, this provision would also be considered a prescribed practice. If the company files financial statements that reflect this practice, even if the financial statements are filed only in the non-domiciliary state, then the prescribed practice disclosure of Note 1 shall apply. 
Recommendation: 

NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive, and expose proposed revisions to the Preamble Implementation Questions and Answers to clarify prescribed practices. These revisions clarify that while any state in which a company is licensed can issue prescribed practices, the prescribed practices directed by the domiciliary state shall be reflected in the financial statements filed with the NAIC and are the financial statements subject to the independent auditor requirements.
	Ref #
	Title
	Attachment #

	Ref #2020-41
SSAP No. 43R
 (Jake)
	ASU 2020-06: Convertible Instruments

	J



Summary: 
ASU 2020-06, Debt—Debt with Conversion and Other Options (Subtopic 470-20) and Derivatives and Hedging—Contracts in Entity’s Own Equity (Subtopic 815-40), Accounting for Convertible Instruments and Contracts in an Entity’s Own Equity intends to address issues identified as a result of the complexity associated with applying U.S. generally accepted accounting principles (U.S. GAAP) for certain financial instruments with characteristics of liabilities and equity. 
Under U.S. GAAP, there are five accounting models for convertible debt instruments. Except for the traditional convertible debt model that recognizes a convertible debt instrument as a single debt instrument, the other four models, with their different measurement guidance, require that a convertible debt instrument be separated (using different separation approaches) into a debt component and an equity or a derivative component. The use of such models is not a practice recognized by statutory accounting. 

Additional amendments relate to the derivatives scope exception for contracts in an entity’s own equity change the population of contracts that are recognized as assets or liabilities. For a freestanding instrument, if the instrument qualifies for the derivatives scope exception under the amendment, an entity should record the instrument as equity. For an embedded feature, if the feature qualifies for the derivatives scope exception under the amendment, an entity should no longer bifurcate the feature and account for it separately. The Working Group has previously addressed liability vs. equity issues and the bifurcating of derivatives is not permitted under SSAP No. 86—Derivatives. 
Recommendation: 

NAIC staff recommends the Working Group move this item to the active listing, categorized as nonsubstantive, and expose revisions to SSAP No. 5R, SSAP No. 72 and SSAP No. 86 to reject ASU 2020-06, Debt—Debt with Conversion and Other Options (Subtopic 470-20) and Derivatives and Hedging—Contracts in Entity’s Own Equity (Subtopic 815-40), Accounting for Convertible Instruments and Contracts in an Entity’s Own Equity for statutory accounting as this update primarily addresses various convertible debt valuation models (a concept not employed by statutory accounting) as well as require bifurcating embedded derivative components (a concept not permitted under statutory accounting). 

	Ref #
	Title
	Attachment #

	Ref #2020-42
Appendix D
(Jake)
	ASU 2020-07: Presentation and Disclosures by Not-for-Profit Entities

	K



Summary: 

ASU 2020-07, Not-for-Profit Entities (Topic 958), Presentation and Disclosures by Not-for-Profit Entities for Contributed Nonfinancial Assets intends to improve U.S. generally accepted accounting principles (U.S. GAAP) by increasing the transparency of contributed nonfinancial assets for not-for-profit (NFP) entities through enhancements to financial statement presentation and disclosure. The amendments address stakeholder input concerning the lack of transparency about the measurement of contributed nonfinancial assets recognized by NFPs, as well as the amount of those contributions used in an NFP’s programs and other activities. These updates provide minor changes to U.S. GAAP disclosures for not-for-profit entities and require that contributed nonfinancial assets be reported on a separate line item in the statement of activities, apart from contributions of cash and other financial assets.
Recommendation: 
NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive, and expose revisions to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 2020-07, Not-for-Profit Entities (Topic 958), Presentation and Disclosures by Not-for-Profit Entities for Contributed Nonfinancial Assets as not applicable to statutory accounting. This item is proposed to be rejected as not applicable as ASU 2020-07 is specific to not-for-profit entities, which for statutory accounting purposes are not subject to different disclosure treatment than other entity types.
ANY OTHER MATTERS
a. Ref #2019-21: SSAP No. 43R – (Julie)
During the Oct. 12 Working Group call, the Working Group exposed the Iowa Insurance Proposal to define what should be captured in scope of Schedule D-1: Long-Term Bonds for a public comment period ending Dec. 4. Although the comment period has not ended, NAIC staff, industry and key regulators have been working to discuss the definition throughout the exposure period. It is anticipated that a series of focused calls will occur beginning in 2021.
b. Deferred Agenda Items – (Dale)
For the purposes of this meeting, the SAPWG has currently deferred the following topics. The Working Group will continue discussions on a subsequent conference call or national meeting: 

· Ref #2019-12: ASU 2014-17, Business Combinations, Pushdown Accounting
· Ref #2019-14: Allocation of Goodwill
Note: While these items remain deferred, NAIC staff has proposed a project to holistically review the business combination (and goodwill) guidance in SSAP No. 68—Business Combinations and Goodwill. If approved, the outstanding items in these agenda items will likely be addressed in the project.
c. Update on Ref #2019-49: Retroactive Reinsurance Exception – (Robin)

This issue is to address a referral from the Committee on Property and Liability Financial Reporting (COPLFR) of the American Academy of Actuaries which noted diversity in reporting regarding companies applying the retroactive reinsurance exception which allows certain contracts to be reported prospectively. 
NAIC staff has held some preliminary discussion with members of Casualty Actuarial and Statistical (C) Task Force on this topic. NAIC staff’s preliminary recommendation is that the premium and losses transferred under such transactions should be allocated to the prior Schedule P calendar year premiums and the losses allocated to the prior accident year incurred losses. NAIC staff anticipates having a few more discussions with industry and having proposed revisions for Working Group review for exposure either in the interim or at the Spring National Meeting 
d. Review of GAAP Exposures – Attachment L - (Fatima)
The attachment details the items currently exposed by FASB. NAIC staff recommends reviewing the issued ASUs under the standard SAP Maintenance process. 
Industry is invited to provide additional comments on FASB projects and developments. 

The comment deadline for all exposed items is Monday, January 11, 2021*. (60 days)
*Note – this comment deadline does not include the interpretations, should the Working Group elect to expose for public comment.
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