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The Statutory Accounting Principles (E) Working Group of the Accounting Practices and Procedures (E) Task Force met Dec. 18, 2020. The following Working Group members participated: Dale Bruggeman, Chair (OH); Carrie Mears and Kevin Clark, Co-Vice Chairs (IA); Richard Ford (AL); Kim Hudson (CA); William Arfanis (CT); Rylynn Brown (DE); Kevin Fry (IL); Caroline Fletcher (LA); Kristin Hynes (MI); Doug Bartlett (NH); Bob Kasinow (NY); Kimberly Rankin (PA); Jamie Walker (TX); Doug Stolte and David Smith (VA); and Amy Malm (WI).
 
1. [bookmark: _Hlk40449663]Reviewed Comments on Exposed Items 

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

a. INT 20-11

Mr. Bruggeman directed the Working Group to Interpretation (INT) 20-11: Extension of Ninety-Day Rule for the Impact of 2020 Hurricanes, California Wildfires and Iowa Windstorms. He stated that in response to a higher catastrophe year, this INT provides a 60-day extension from the 90-day rule for uncollected premium balances, bills receivable, and amounts due from agents and for policies directly impacted by the noted 2020 hurricanes, California wildfires and Iowa windstorms. He stated that the INT expires Feb. 28, 2021, to allow for year-end 2020 application. In response to an inquiry from Mr. Bruggeman, Robin Marcotte (NAIC) stated that there were no comments received on this exposed INT. As this INT provides a temporary exception to the 90-day rule, the NAIC Policy Statement on Maintenance of Statutory Accounting Principles requires a two-thirds supermajority vote for adoption by the Working Group. 

Ms. Malm made a motion, seconded by Mr. Hudson, to adopt INT 2020-11, providing limited time exceptions to the 90-day rule in Statement of Statutory Accounting Principles (SSAP) No. 6—Uncollected Premium Balances, Bills Receivable for Premiums, and Amounts Due From Agents and Brokers (Attachment One-B). The motion passed unanimously. Ms. Marcotte stated that INT 2020-11 will be publicly posted on the Working Group’s webpage. 

b. INT 20-10

Mr. Bruggeman directed the Working Group to INT 20-10: Reporting Nonconforming Credit Tenant Loans (CTLs). He stated that the Working Group met in public forum Nov. 12 and adopted guidance for the accounting and reporting of nonconforming CTLs for year-end 2020; however, due to inquiries received subsequent to that meeting, NAIC staff drafted the INT for clarity purposes. As the INT reflects the Working Group’s previous action, the adoption can occur with a single majority vote, whereas changes to the INT will require a two-thirds majority vote for adoption in accordance with the NAIC Policy Statement on Maintenance of Statutory Accounting Principles.

Julie Gann (NAIC) stated that the original agenda item, 2020-24 Accounting and Reporting of Credit Tenant Loans, was initially drafted in response to a Valuation of Securities (E) Task Force referral regarding the accounting and reporting of nonconforming CTLs, which had incorrectly been captured in Schedule D, Part 1, Long-Term Bonds Owned December 31 of Current Year. She stated that the original agenda item exposed two options for the reporting of nonconforming CTLs. The first option is to reaffirm that the reporting of conforming CTLs were in scope of SSAP No. 43R—Loan-Backed and Structured Securities to be reported on Schedule D, Part 1. However, this option clarified that the reporting of nonconforming CTLs should occur on either Schedule B as a mortgage loan or on Schedule BA as an other invested asset. The second option was to classify all CTLs on Schedule BA as an other invested asset. Ms. Gann stated that despite these two initial options, the Nov. 12 decision of the Working Group was to allow an exception for year-end reporting, permitting nonconforming CTLs to remain on Schedule D, Part 1 only if they receive an assigned designation from the NAIC Securities Valuation Office (SVO). She stated that this option is preferred by the Working Group so nonconforming CTLs would not receive better treatment than conforming CTLs, as conforming CTLs are required to be filed with the SVO and receive a designation. In this decision, nonconforming CTLs that do not receive an SVO designation for any reason are to be reported on Schedule BA subject to a 30% capital charge. Additionally, the Working Group decided that for entities reporting nonconforming CTLs on Schedules B or BA, continued reporting on these schedules should occur, and filing with the SVO would not be required. 

Ms. Gann stated that comments received from the industry “Lease-Backed Securities Working Group” proposed several requests: 1) consideration that if the Working Group ultimately decides that nonconforming CTLs are in scope of SSAP No. 43R, they will remain filing exempt (FE), meaning the nonconforming CTLs can be reported with a credit rating provider (CRP) rating rather than require analysis by the SVO; 2) an extension of the Dec. 31, 2020, filing deadline for these types of securities; and 3) specifying that if nonconforming CTLs are moved to Schedule BA, they will be permitted to retain their bond-equivalent capital charge based on their current CRP ratings. In response to these requests, she stated that consideration on whether a nonconforming CTL would be FE eligible is a decision of the Valuation of Securities (E) Task Force, and it will not be in the purview of the Working Group. Additionally, the referenced Dec. 31, 2020, filing deadline was not published by either the SVO or in the INT. The prior discussion indicated only that the SVO designation would need to be received before the statutory financial statements are filed. Finally, NAIC staff did not recommend that the Working Group allow for bond-equivalent risk-based capital (RBC) charges on Schedule BA, as that would allow for reporting optionality. An entity could, in effect, choose which nonconforming CTLs to file with the SVO for Schedule D, Part 1 reporting and elect to report others on Schedule BA with an equivalent capital charge based on CRP ratings. Ms. Gann stated that additional comments, while not reflected in the hearing agenda due to the timing of receipt, were received from the Private Placement Investors Association (PPIA). The PPIA comments in the meeting attachments recommend delaying the proposal until after year-end 2020. If delaying is not an option, the PPIA would then recommend optionality in reporting on either Schedule D, Part 1 or Schedule BA. Finally, if neither of these options are acceptable, the PPIA would request that the Working Group consider that all nonconforming CTLs be reported on Schedule BA, with an RBC charge commensurate to the securities’ CRP rating. Ms. Gann stated that reporting on Schedule BA with an RBC charge driven by a CRP rating was the original suggestion offered by NAIC staff on the Nov. 12 call; however, the motion that occurred for that action failed for lack of a second by the Working Group. 

John Garrison (Lease-Backed Securities Working Group) stated appreciation for several previous Working Group decisions regarding the accounting and reporting of CTLs, including: 1) reporting conforming CTLs on Schedule D, Part 1; and 2) requesting analysis on whether the 5% uninsured residual asset risk threshold should be examined. He stated that the 5% threshold was established nearly 20 years ago; it was arbitrary at the time; and as other investment types possess residual risk greater than 5%, CTLs should benefit from a reexamination so that they are on an even playing field with other similar investment types. Additionally, he stated appreciation for the Working Group delay of the accounting and reporting determination of nonconforming CTLs until a final decision can be made regarding the definition of a bond in conjunction with the ongoing SSAP No. 43R/Schedule D, Part 1 project. He stated that in response to the requirement to file these investments with the SVO, many logistical issues have been discovered that are causing difficulties with filing. Examples include contracts not being in electronic form and in off-site storage to the length of documents, causing difficulty with submission to the SVO. Mr. Garrison stated that in addition, many reporting entities close their books early in January, which makes the requirement to receive an SVO-designation before filing not feasible for year-end 2020 reporting. He stated that due to year-end timing, combined with the logistical issues, and with the SVO having to designate an unknown number of nonconforming CTLs, the decision to require filing for 2020 is not feasible. He stated that with the proposal to move nonconforming CTLs to Schedule BA and be subject to a 30% capital charge, a charge equivalent to equity investments or default debt does not accurately reflect the economics of the transaction, as no evidence has been presented that these items have caused a negative credit or a solvency issue for a reporting entity. Additionally, many of these securities have been reported on Schedule D, Part 1 for up to 15 years, all without previous scrutiny or concern. Mr. Garrison stated in response to NAIC staff’s comments regarding optionality in reporting, that he believes the SVO will determine Schedule D, Part 1 or Schedule BA reporting, not the reporting entity itself. He stated that the Lease-Backed Securities Working Group supports filing these items with the SVO; however, an interim 30% capital charge would be an unfair outcome. Mr. Fry, in response to an inquiry from Mr. Bruggeman, stated that if a deferral for year-end reporting is permitted, a deadline should be required for filing with the SVO, as all CTLs should require an NAIC SVO-assigned designation for 2021 reporting. Mr. Bruggeman stated that if deferred for year-end 2020, nonconforming CTLs should still be filed with the SVO by a filing deadline to be reported in the 2020 year-end financial statements on Schedule D, Part 1, even if the SVO has not provided the SVO-assigned designation. 

Mr. Smith inquired about whether nonconforming CTLs are incorrectly being reported on Schedule D, Part 1 and whether a deferral would simply allow these items to improperly remain on Schedule D, Part 1. Mr. Bruggeman stated that through recent developments, it was discovered that nonconforming CTLs have been reported on Schedule D, Part 1, primarily due to an interpretation that these items, in good faith, are believed to be FE securities. Additionally, the timing required to receive an SVO-assigned designation, required for Schedule D, Part 1 reporting, is no longer feasible for year-end 2020. Mr. Bruggeman stated that the final result of the nonconforming CTL issue should be considered in conjunction with the ongoing SSAP No. 43R/Schedule D, Part 1 project. Ms. Gann stated that due to the legal structure of these investments being classified as securities, they are not eligible for SSAP No. 37—Mortgage Loans; thus, this caused uncertainty with their applicable SSAP and reporting location, with some reporting entities concluding that they were Schedule D, Part 1 eligible. In a response to an inquiry from Mr. Smith, Charles Therriault (NAIC) stated that a small number of nonconforming CTLs have been filed with the SVO, and more are anticipated. Mr. Arfanis stated support for deferral of a final decision regarding the reporting of nonconforming CTLs, but he would support special identification of such items in the year-end financial statements. 

[bookmark: _Hlk59449503]Sasha Kamper (American Equity), representing the PPIA, stated that the PPIA consists of 55 members, most of whom are U.S. domiciled insurance companies that invest regularly in the private placement debt market, including CTLs. She stated that the PPIA appreciates that the Nov. 12 Working Group call was an attempt to accommodate various industry requests; however, further review of the guidance has identified additional concerns. She stated that the INT requires insurers who have previously been carrying nonconforming CTLs on Schedule D, Part 1 to file all of these securities with the SVO immediately so that the SVO can review and decide whether to assign an NAIC designation to such securities on or before March 1, 2021. She stated that many reporting entities close their books in early January and would not be able to file the necessary documentation and receive a definitive answer in time to close the financial statements. Additionally, many records are in off-site storage or are so large that expediated filing with the SVO has proved difficult. Ms. Kamper also stated that there is industry concern regarding the SVO’s ability to timely analyze and assign ratings for nonconforming CTLs. She stated that the SVO does not have an approved rating methodology, and when combined with the volume of details in each investment, difficulties in assigning a designation will occur. She stated that industry should be able to file all required documentation by the first quarter of 2021, and she would be supportive of a deferral until year-end 2021. She stated that the PPIA also has concerns regarding the proposed 30% capital charge if reported on Schedule BA, which would cause a major deterrent in the marketplace. She stated that these investments are not as volatile as equity investments, and they are akin to mortgage loans, which are only subject to a 5–7% capital charge. Requiring a 30% capital charge on a strong asset class would be punitive to investors. Ms. Kamper stated that in summary, the PPIA would support deferral or bifurcated reporting on Schedule D, Part 1 and Schedule BA with adjusted capital charge treatment, and if neither of these options were supported, she would request consideration for all nonconforming CTLs to be reported on Schedule BA with adjusted capital charge treatment. Mr. Bruggeman stated that he understands the PPIA’s request as: 1) deferral with special identification of nonconforming CTLs in the year-end investment schedules; 2) bifurcated reporting on Schedule D, Part 1 (with an SVO-assigned designation) or Schedule BA with bond capital charge treatment; or 3) all nonconforming CTLs moved to Schedule BA with bond capital charge treatment. Mr. Garrison inquired about whether a capital charge “haircut” on Schedule BA could be considered, so if a bifurcated reporting approach is not approved by the Working Group, a capital charge less than 30% could be considered. Mr. Bruggeman stated that capital charges are not in the purview of the Working Group, and bifurcated reporting is not preferred, as it does allow for optionality in reporting. He stated that the main issue is for nonconforming CTLs to be reviewed with designations received from the SVO.

Mr. Clark stated that based on the responses received, the timing of filing remains the primary issue. He stated that from a long-term perspective, receiving SVO-assigned NAIC designations is the primary goal. However, in an effort to not overly complicate a solution, he said he would support deferral of this topic with a filing deadline that can be practically achieved in the current environment. In response to an inquiry from Mr. Fry, Ms. Gann stated that if the Working Group were to support Schedule BA reporting, a specific reporting line would be utilized to allow bond-like capital treatment based on the CRP rating; i.e., not subject to a 30% capital charge. Mr. Bruggeman stated that based on regulator discussions, Schedule D, Part 1 reporting does not appear to be the primary concern. The primary concern is related to the timing of filing and receipt of SVO-assigned designations. Mr. Bruggeman stated that a deferral could be considered with special identification of nonconforming CTLs in Note 1 of the financial statements. As this is a one-time special consideration, this note could be utilized to identify the amount of nonconforming CTLs reported in Schedule D, Part 1. This provision would only be allowed if the securities are filed for review, even if designations are not received before the statutory financial statements are filed with the NAIC. In response to an inquiry from Mr. Smith, Mr. Bruggeman stated that Schedule D, Part 1 reporting could be allowed with the continued use of Note 1 until the SVO has assigned a designation. 

Mr. Bruggeman stated that due to the change in direction, he would recommend an exposure of a new INT documenting deferral of moving nonconforming CTLs from Schedule D, Part 1, subject to filing requirements. He stated that due to year-end, the timing of an exposure period would need to be minimal. Michael Monahan (American Council of Life Insurers—ACLI) stated that the ACLI would be supportive of an expedited exposure period of an INT supporting deferral of moving nonconforming CTLs from Schedule D, Part 1. 

Ms. Gann electronically displayed a draft INT supporting deferral of moving nonconforming CTLs from Schedule D, Part 1. Mr. Bruggeman stated that he proposed a filing deadline of Feb. 15, 2021. As such, to continue reporting on Schedule D, Part 1, a reporting entity would have to file the nonconforming CTL with the SVO by Feb. 15, 2021. The INT only requires that an entity file the security with the SVO by Feb. 15, 2021, not that the entity receive the SVO-assigned designation prior to submitting their 2020 annual statutory financial statements. If an entity does not file the security with the SVO by Feb. 15, 2021, the investment shall be reported on Schedule BA, and it would not be reported with a CRP-determined NAIC designation, thus the CTL would be subject to a 30% capital charge. In addition, for nonconforming CTLs that have been filed with the SVO and retained on Schedule D, Part 1, the reporting entity is required to disclose the total amount of nonconforming CTLs reported on Schedule D, Part 1 in Note 1 as if it were a permitted practice. The reporting entity shall complete the permitted practice disclosures required by SSAP No. 1—Accounting Policies, Risks & Uncertainties and Other Disclosures, with two separate entries that detail the nonconforming CTLs that were reported on Schedule D, Part 1 on one line and the nonconforming CTLs that were not reported on Schedule BA on a separate line within this disclosure. Two lines are required in the disclosure to reflect the detail, as it is expected that there would be a net zero impact to statutory surplus. Ms. Gann stated that the INT also includes provisions for reporting entities that previously reported nonconforming CTLs on Schedule D, Part 1 that do not want to file with the SVO or do not want to disclose in Note 1. With the provisions, these entities are permitted to reclassify these CTLs to Schedule B or Schedule BA without NAIC designations. Ms. Gann stated that the effective date of the INT would apply for year-end 2020 and expire after third-quarter 2021 reporting. 

Mr. Bruggeman stated that this INT would defer the final reporting schedule for nonconforming CTLs, but it would allow Schedule D, Part 1 reporting if the investments are filed with the SVO by the Feb. 15, 2021, deadline. Additionally, it would require Note 1 to be completed, detailing the amount of nonconforming CTLs reported in Schedule D, Part 1. He stated that to expedite potential adoption, if public comments are not contrary to adoption or do not propose significant edits, an email vote may occur. However, if substantial comments are received, a public call will be scheduled. Mr. Monahan stated that the INT will likely be conceptually supported, and it is not expected that industry would not provide substantial comments to the contrary. Mr. Clark made a motion, seconded by Mr. Hudson, to expose INT 2020-10 for a public comment period ending Dec. 22. The motion passed unanimously. 

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