Hearing Agenda 

Statutory Accounting Principles (E) Working Group
Hearing Agenda
November 10, 2021
10:00 – 11:00 a.m. CT

ROLL CALL

	Dale Bruggeman, Chair
	Ohio
	Judy Weaver
	Michigan 

	Carrie Mears/Kevin Clark, Co-Vice Chairs
	Iowa
	Doug Bartlett
	New Hampshire

	Sheila Travis
	Alabama
	Bob Kasinow
	New York

	Kim Hudson
	California
	Kimberly Rankin/Melissa Greiner
	Pennsylvania

	Kathy Belfi/William Arfanis
	Connecticut
	Jamie Walker
	Texas

	Rylynn Brown
	Delaware
	Doug Stolte/David Smith
	Virginia 

	Eric Moser
	Illinois
	Amy Malm
	Wisconsin 

	Stewart Guerin/Melissa Gibson
	Louisiana
	
	

	
	
	
	

	NAIC Support Staff: Julie Gann, Robin Marcotte, Jim Pinegar, Jake Stultz, Jason Farr



REVIEW AND DISCUSSION - AGENDA ITEMS WITH DISCUSSION
	[bookmark: _Hlk52187937]



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

	2021-15
SSAP No. 43R
(Julie)
	SSAP No. 43R – Residual Tranches
	1 – Agenda Item
	Comments Received
	IP – 1



Summary:
On September 9, 2021, the Working Group exposed revisions to SSAP No. 43R—Loan-Backed and Structured Securities to clarify that non-rated residual tranches shall be reported on Schedule BA-Other Long-Term Invested Assets and valued at the lower of cost or fair value. 

This agenda item was drafted due to identified inconsistencies for reporting residual tranches. From information received, some entities already report residual tranches on Schedule BA and other entities report these tranches on Schedule D-1: Long-Term Bonds with either a self-assigned 5GI or a self-assigned NAIC 6 designation. It has been noted that use of the NAIC 5GI process for these residual tranches is an incorrect application of the guidance as 1) there are no contractual interest and principal payments to certify as current, and 2) the insurer cannot have an actual expectation of receiving all contractual principal and interest of the underlying collateral as these tranches absorb the losses first for the securitization structure. Although cash flows may pass through to these holders at periodic intervals in a waterfall payment structure (a system in which the senior lenders/tranches receive principal and interest payments while other, subordinate lenders/tranches only receive principal and interest payments after the senior lenders/tranches have been paid), ultimate returns depend on continued performance, therefore, there can be no actual expectation that future payments will be received.

[bookmark: _Hlk63249340]Interested Parties’ Comments: 
IPs have the following comments related to the proposal:
1) IPs agree that residual tranches or interests in scope of SSAP No. 43R, which meet the definition in the proposed footnote, should be reported on Schedule BA at lower of cost or market (“LOCOM”). 

Some companies already report such investments on Schedule BA and others report them on Schedule D measured at either LOCOM or amortized cost. We believe the proposed change in reporting would be cost justified as it would not be overly burdensome to insurers and would provide consistent reporting by insurers. It also would provide additional information for regulators to continue to evaluate such investments.

2) IPs believe an effective date of 12/31/2021 is achievable with regard to rating all residual tranches in the scope of SSAP No. 43R as NAIC 6. However, for various reasons noted below, IPs do not believe it would be feasible to transfer those residual tranches currently reported on Schedule D to Schedule BA for year-end 2021 reporting. 

In conversations with NAIC staff and regulators, while working on the Working Group’s Bond Project (formerly known as the 43R Project), IPs have been asked if adopting the proposal effective 12/31/2021 is feasible and also if reporting such interests on Schedule BA separately depending on the underlying collateral (e.g., fixed income, equity, real estate, etc.; same categories that currently exist on Schedule BA) would be feasible beginning at year-end 2022. 

IPs believe that the 12/31/2021 reporting is not feasible as it would be operationally difficult to change processes in a timely manner prior to year-end reporting, including any vendor modifications that would be required, as well as address downstream implications such as impacts on cash flow statements and investment schedule rollforwards, etc., to ensure there are no unintended consequences related to the various statutory blanks and related processes. IPs support making such a change beginning at year-end 2022 and support the more granular reporting requested (i.e., based on underlying collateral) as it will allow the requisite amount of time to address those operational items discussed above. IPs also support allowing those companies that can address their processes prior to year-end 2021, the opportunity to transfer the residual tranches in scope from Schedule D to BA in 2021. It is important that the Working Group make companies aware that (1) the transfer of residual tranches to Schedule BA is optional for year-end 2021/quarterly 2022 and (2) if they choose to transfer the residual tranches to Schedule BA at year-end 2021, they would also be required to transfer them at year-end 2022 into the more granular categories discussed above based on underlying collateral (e.g., equities, fixed income, real estate, etc.). For those companies that decide to transfer the residual tranches in 2021, Blanks instructions would be needed well in advance of year-end to provide clarity related to the following:  
· The specific section and subsection of Schedule BA where the residual tranches and interests in scope of this proposal would be reported. 

· How the various existing columns of Schedule BA would be used for such investments. For example, Schedule BA “cost” would be used to report “amortized cost” for such investments. 

· Communicating that LOCOM would be applied to such investments and clarifying where both amortized cost and fair value would be reported on the existing Schedule BA.

3) IPs recommend certain modifications to the proposed footnote and changes to SSAP No. 43R as follows:

· Eliminate the reference to “non-rated” in paragraphs 26a, b, and c and the proposed footnote. IPs recommend eliminating the reference to non-rated as its definition may be interpreted inconsistently by various insurers (e.g., rated by the NAIC, rated by an NRSRO, insurer-rated such as NAIC 5 or 6?). We believe the intent is to exclude from Schedule D reporting, those investments that are typically not rated in the investment markets because their characteristics are not debt-like (e.g., no contractual payments of principal and/or interest) and thus we believe the inclusion of only the criteria “no contractual payments of principal and/or interest” will capture all investments intended to be captured. 
· IPs recommend removing the term “structured finance investments” from the footnote as it is an undefined term and is not clear to IPs at to what it is intended to capture. We believe retaining the references to “securitization tranches and beneficial interests” is adequate and would be understood to include all those investments intended by the regulators to be in the scope of the proposal.

· IPs recommend modifying the footnote to include those investments “…that reflect loss layers without contractual interest or principal payments” to those investments “…that reflect loss layers without any contractual payments, whether principal, interest, or both.”  This proposed change would be more complete and “all-encompassing.”  

· Ensure LOCOM is clarified to be “lower of amortized cost or market.”  The use of the term “amortized cost” versus “cost” more accurately reflects the type of investment and is more aligned with the use of the term in existing SSAP No. 43R. 

The following proposal reflects IPs comments discussed above as related to the footnote:
“Reference to “residual tranches or interests” intends to capture securitization tranches and beneficial interests as well as other structures captured in scope of this statement, that reflect loss layers without any contractual payments, whether principal, interest, or both. Payments to holders of these investments occur after contractual interest and principal payments have been made to other tranches or interests and are based on the remaining available funds. Although payments to holders can occur throughout an investment’s duration (and not just at maturity), such instances still reflect the residual amount permitted to be distributed after other holders have received contractual interest and principal payments.”

Recommended Action:
NAIC staff recommends that the Working Group adopt the exposed revisions to SSAP No. 43R, modified to reflect the interested parties’ comments, as detailed below. Additionally, the revisions are proposed to have a December 31, 2022, effective date, with early application permitted. (This means that reporting entities can continue reporting on D-1 for 2021 but could reclassify to Schedule BA either to “Other” or another Schedule BA reporting line that is appropriate for the investment for year-end 2021.) The year-end 2022 effective date to require reporting on Schedule BA corresponds with blanks proposal 2021-21BWG. This blanks proposal expands the Schedule BA reporting lines to capture residual tranches based on underlying characteristics of fixed-income, common stock, real estate, mortgage loans and other. (These are the same categories used for items reported on Schedule BA in scope of SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies.) (In addition to the IP edits, slight changes on the reference to AVR have been incorporated to mirror other instances in the SSAP.)

For residual tranches or interests retained on Schedule D-1 as of December 31, 2021, it is recommended that a joint memo from the Working Group and Valuation of Securities (E) Task Force be provided to the Blanks (E) Working Group to clarify that a self-assigned NAIC 5GI is not permitted for residual tranches, and such items reported on Schedule D-1 are required to be reported with an NAIC 6 designation. A referral to the Valuation of Securities (E) Task Force is recommended to support edits to the Purposes and Procedures Manual of the NAIC Investment Analysis Office to mitigate future misapplication of the NAIC 5GI process. 

Proposed edits to the exposure reflect this recommendation along with the proposed interested parties’ edits are shown below: 

Proposed edits to SSAP No. 43R: 
(Revisions from the exposure shaded in gray.) 

26. Loan-backed and structured securities shall be valued and reported in accordance with this statement, the Purposes and Procedures Manual of the NAIC Investment Analysis Office, and the designation assigned in the NAIC Valuations of Securities product prepared by the NAIC Securities Valuation Office or equivalent specified procedure. The carrying value method shall be determined as follows:
a.	For reporting entities that maintain an Asset Valuation Reserve (AVR), loan-backed and structured securities, excluding non-rated residual tranches or interests, shall be reported at amortized cost, except for those with an NAIC designation of 6, which shall be reported at the lower of amortized cost or fair value. 
b.	For reporting entities that do not maintain an AVR, loan-backed and structured securities designated highest-quality and high-quality (NAIC designations 1 and 2, respectively), excluding non-rated residual tranches or interests, shall be reported at amortized cost; loan-backed and structured securities that are designated medium quality, low quality, lowest quality and in or near default (NAIC designations 3 to 6, respectively) shall be reported at the lower of amortized cost or fair value.
c.	For non-rated residual tranches or interestsFN captured in scope of this statement, all reporting entities (regardless of AVR) shall report the item on Schedule BA: Other Long-Term Invested Assets at the lower of amortized cost or fair value. Changes in the reported value from the prior period shall be recorded as unrealized gains or losses. For reporting entities that maintain an AVR, the accounting for unrealized gains and losses shall be in accordance with SSAP No. 7—Asset Valuation Reserve and Interest Maintenance Reserve.
New Footnote: Reference to “non-rated residual tranches or interests” intends to capture securitization tranches and beneficial interests, interests of structured finance investments, as well as other structures captured in scope of this statement, that reflect loss layers without any contractual payments, whether principal or interest, or both. interest or principal payments. Payments to holders of these investments occur after contractual interest and principal payments have been made to other tranches or interests and are based on the remaining available funds. Although payments to holders can occur throughout an investment’s duration (and not just at maturity), such instances still reflect the residual amount permitted to be distributed after other holders have received contractual interest and principal payments. 

Effective Date Guidance:   (The proposed subparagraph 56.h. below is new) 

56. 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. Subsequent revisions to this statement include:
a. Substantive revisions pertaining to valuation and impairment based on expected cash flows, as detailed in Issue Paper No. 140—Substantive Revisions to SSAP No. 43—Loan-Backed and Structured Securities, were effective September 30, 2009. (Transition guidance previously included in SSAP No. 43R was removed from the SSAP in the As of March 2018 Accounting Practices and Procedures Manual but is retained for historical purposes in the issue paper.)
b. Substantive revisions to incorporate a new method to determine the final NAIC designation were effective, on a prospective basis, for reporting periods ending on or after December 31, 2009. In 2011, revisions were incorporated to this process to be consistent with the (P&P Manual). These revisions expanded the guidance to explicitly detail the process for “financial modeling” and “modified filing exempt” securities.
c. Nonsubstantive revisions to clarify the accounting for gains and losses between AVR and IMR securities were adopted in June 2010 with a January 1, 2011, effective date with early application allowed. Reporting entities that had previously bifurcated gains and losses between AVR and IMR for sale transactions were restricted from reversing prior bifurcations and were prohibited from reverting to a process that did not bifurcate gains and losses in the period between adoption and the effective date.
d. Nonsubstantive revisions, reflected in paragraph 50, to incorporate guidance from INT 00-11: EITF 98-15: Structured Notes Acquired for a Specified Investment Strategy were effective September 11, 2000.
e. Nonsubstantive revisions pertaining to the calculation of investment income for prepayment penalty and/or acceleration fees, reflected in paragraph 13, were effective January 1, 2017, on a prospective basis with early application permitted.
f. Nonsubstantive revisions to eliminate the modified filing exempt (MFE) method were effective March 31, 2019, with early adoption permitted for year-end 2018. Early adoption was considered an “all or nothing” approach. As such, reporting entities that did not elect to early adopt were required to apply the MFE process to all applicable SSAP No. 43R securities as of year-end 2018, whereas reporting entities that elected to early adopt were not permitted to use the MFE process for any SSAP No. 43R securities for year-end 2018.
g. Revisions adopted April 2019 to explicitly include mortgage-referenced securities in scope of this statement are effective December 31, 2019.
h. Nonsubstantive revisions adopted in November 2021 to clarify that residual tranches or interests (as defined in footnote ___) shall be reported at the lower of amortized cost or fair value on Schedule BA: Other Invested Assets are effective December 31, 2022. Reporting entities may elect to reclassify residual tranches or interests to Schedule BA in advance of the effective date. As of the effective date, residual tranches or interests previously reported on Schedule BA shall be reclassified to the appropriate residual tranche Schedule BA reporting line based on the underlying characteristics of the investment structure. 
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	2021-12EP
Multiple
(Robin)
	Editorial Updates
	2 – Agenda Item
	No Comments
	IP - 6



Summary:
On August 26, the Working Group exposed editorial revisions as summarized below: 

· Preamble – Incorporates a paragraph number for the existing statutory hierarchy section. 

· Appendix A-001 - Updates designation codes for preferred stock as noted in section 2 of Appendix A-001: Investments of Reporting Entities. 

· Appendix C - Updates reference to the former Emerging Actuarial Issues (E) Working Group as well as adding reference to the Valuation Analysis (E) Working Group’s use of included interpretations.

· Appendix C-2 - Updates reference to the former Emerging Actuarial Issues (E) Working Group as well as adding reference to the Valuation Analysis (E) Working Group’s use of included interpretations.

· SSAP No. 21R—Other Admitted Assets - Updates improve the readability of paragraph 9 regarding receivables for securities.

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

Recommended Action:
NAIC staff recommends that the Working Group adopt the editorial revisions to the Preamble, Appendix A-001, Appendix C, Appendix C-2 and SSAP No. 21R as final.

	Ref #
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	2021-13
SSAP No. 55
(Robin)
	Salvage – Legal Recoveries
	3 – Agenda Item
	Yes
	IP - 6



Summary:
On August 26, the Working Group exposed revisions to SSAP No. 55—Unpaid Claims, Losses and Loss Adjustment Expenses to clarify that subrogation recoveries should be reported as a reduction of losses and/or loss adjusting expense (LAE) reserves, depending on the nature of the costs being recovered. While this is believed to already be consistent with current practices of a majority of reporting entities, the revisions clarify that salvage and subrogation estimates and recoveries can include amounts related to both claims/losses and loss adjusting expenses (LAE). The corresponding estimates should be reported as a reduction of losses and/or LAE reserves, however once the amounts for salvage and subrogation and coordination of benefits (COB) are received, they shall be reported as a reduction of paid losses and LAE depending on the nature of the costs being recovered. 

Interested Parties’ Comments: 
Interested parties support this proposal.

Recommended Action:
NAIC staff recommend that the Working Group adopt the exposed nonsubstantive revisions to SSAP No. 55—Unpaid Claims, Losses and Loss Adjustment Expenses, which clarify that subrogation recoveries should be reported as a reduction of losses and/or loss adjusting expense reserves, depending on the nature of the costs being recovered. Included in this adoption is an updated to the related disclosures to reflect the reporting of estimated salvage and subrogation and their impact on unpaid claims, losses, or associated LAE.
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	INT 21-02T
SSAP No. 6
(Jake)
	Extension of Ninety-Day Rule for the Impact of Hurricane Ida
	3 – Agenda Item
	In Agreement
	IP - 7



Summary:
On September 9 the Working Group exposed, via e-vote, a tentative interpretation (INT) to provide an optional 60-day extension from the “ninety-day rule” in SSAP No. 6—Uncollected Premium Balances, Bills Receivable for Premiums, and Amounts Due from Agenda and Brokers for related items that were directly impacted by Hurricane Ida. This INT is consistent with previous temporary extensions granted for other nationally significant catastrophes and is proposed to automatically nullify on January 24, 2022.

Interested Parties’ Comments:
Interested parties support this proposal.

Recommended Action:
NAIC staff recommends adoption of the exposed INT. Due to the short-term nature of the applicability of this extension, which expires January 23, 2022, this interpretation will be publicly posted on the Statutory Accounting Principles (E) Working Group’s website. Once the INT is nullified (on January 24, 2022) it will be included in Appendix H – Superseded SSAPs and Nullified Interpretations in the As of March 2022 Accounting Practices and Procedures Manual. 

Note that the proposed extension temporarily overrides SSAP No. 6, paragraph 9, for affected policies; therefore, the policy statement in Appendix F (see authoritative literature) requires 2/3rd (two-thirds) of the Working Group members to be present and voting and a supermajority of the Working Group members present to vote in support of the interpretation before it can be finalized.

The comment letters are included as Attachment 5 (8 pages). 

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2021/12. November Call/00 - 8-26-21 - SAPWG Hearing - 32R and 97.docx
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