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Statutory Accounting Principles (E) Working Group
Meeting Agenda

March 15, 2021
A. Consideration of Maintenance Agenda – Pending List 
1. Ref #2021-01: ASU 2021-01, Reference Rate Reform
2. Ref #2021-02: ASU 2020-08 – Premium Amortization on Callable Debt Securities
3. Ref #2021-03: SSAP No. 103R – Disclosures

4. Ref #2021-04: SSAP No. 97 – Valuation of Foreign Insurance SCAs
5. Ref #2021-05: Cryptocurrencies
6. Ref #2021-06EP: Editorial Updates

7. Ref #2021-07: ASU 2020-11 – Financial Services

8. Ref #2021-08: ASU 2021-02 – Franchisors Revenue from Contracts

9. Ref #2021-09: State ACA Reinsurance Programs
	 Ref #
	Title
	Attachment #

	2021-01
SSAP No. 86
(Jim)
	ASU 2021-01, Reference Rate Reform
	A - Agenda

B – INT 20-01



Summary: 
In March 2020, the Financial Accounting Standards Board (FASB) issued ASU 2020-04, Reference Rate Reform (Topic 848) Facilitation of the Effects of Reference Rate Reform on Financial Reporting to ensure the financial reporting of hedging relationships would reflect a continuation of the original contract and hedging relationship during the period of the market-wide transition to alternative reference rates. ASU 2020-04, which was adopted by the Working Group through interpretation 20-01, provides temporary, optional, and expedient relief in that a qualifying modification (because of reference rate reform) should not be considered an event that requires contract remeasurement at the modification date or reassessment of a previous accounting determination.
However, since the issuance of ASU 2020-04, the derivatives market continues to undergo various other transitions due to reference rate reform initiatives, specifically changing the reference rates used for margining, discounting, or contract price alignment (this change is referred to as a “discounting transition”). While these changes are related to reference rate reform, they are not modifying an interest rate that is expected to be discontinued (e.g., LIBOR).
Accordingly, in January 2021, FASB issued ASU 2021-01, Reference Rate Reform to clarify that all derivative instruments affected by changes to the interest rates used for discounting, margining or contract price alignment (regardless of whether they reference LIBOR or another rate that is expected to be discontinued as a result of reference rate reform) are in afforded the contract modification relief provided in ASU 2020-04. In short summary, ASU 2021-01 expands the scope of ASU 2020-04 by allowing an entity to apply the optional expedients, by stating that a change to the interest rate used for margining, discounting or contract price alignment for a derivative is not considered to be a change to the critical terms of the hedging relationship that requires dedesignation. 
Recommendation:

NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive and expose temporary (optional) expedient and exception interpretative guidance, with an expiration date of December 31, 2022. These optional expedients would expand the current exception guidance provided by INT 20-01: ASU 2020-04 - Reference Rate Reform. With this guidance, derivative instruments affected by changes to the interest rates used for discounting, margining or contract price alignment (regardless of whether they reference LIBOR or another rate that is expected to be discontinued as a result of reference rate reform) would be in scope of INT 20-01. This exception would allow for continuation of the existing hedge relationship and thus not requiring hedge dedesignation.
	Ref #
	Title
	Attachment #

	2021-02
SSAP No. 26R
(Jim)
	ASU 2020-08 – Premium Amortization on Callable Debt Securities 

	C



Summary: 
In October 2020, the Financial Accounting Standards Board (FASB) issued ASU 2020-08, Codification Improvements to Subtopic 310-20, Receivables – Nonrefundable Fees and Other Costs to clarify the amortization of premium associated with callable debt securities. In summary, ASU 2020-08 requires that to the extent the amortized cost basis of a callable debt security exceeds the amount repayable by the issuer, any associated premium (above the call price) is to be amortized to the next effective call price/date. For example, if a reporting entity held a bond at $104 in which could be called at $102 in a year, the $2 excess premium would be amortized over that particular year. Once amortized to $102, the reporting entity would then reassess for any excess premium to the next effective call price/date. If there is no remaining premium or further call dates, the effective yield is reset using the payment terms of the debt security.
Recommendation:
NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive and expose revisions to SSAP No. 26R—Bonds to reject ASU 2020-08 for statutory accounting. While ASU 2020-08 closely mimics existing guidance in SSAP No. 26R (amortizing applicable debt premium to the next effective call price), it does preclude statutory accounting’s yield-to-worst concept, which requires amortizing premiums to the call or the maturity value/date in which produces the lowest asset value. There may be scenarios, for statutory accounting, in which premiums amortized to the maturity value/date will yield a lower asset value than simply amortizing applicable premium to the next effective call date (as is required in ASU 2020-08).

	Ref #
	Title
	Attachment #

	Ref #2021-03
SSAP No. 103R
(Jim)
	SSAP No. 103R – Disclosures 

	D


Summary: 
This agenda item has been drafted to propose additional disclosures and to data-capture certain existing disclosure elements in SSAP No. 103R—Transfers and Servicing of Financial Assets and Extinguishments of Liabilities. The additional disclosures proposed herein are in response to the Working Group’s continued deliberation of agenda item 2019-21: SSAP No. 43R – Equity Instruments. Agenda item 2019-21 is a substantive project to consider what investments fall within scope of SSAP No. 43R—Loan-Backed and Structured Securities and on Oct. 13, 2020, this project was expanded to include a review of the investments eligible for reporting on Schedule D-1: Long Term Bonds. During the continued work on this project, regulators expressed a desire to identify situations in which a reporting entity has entered into a securitization, asset-backed financing or similar transfer transaction where a significant economic interest in the transferred assets is retained by the reporting entity, its related parties or another member within the holding company group.

Recommendation:

NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive to 1) expose new disclosure elements and 2) propose data-capture templates for existing disclosures in SSAP No. 103R—Transfers and Servicing of Financial Assets and Extinguishments of Liabilities. A blanks proposal exposure is anticipated to occur concurrently with the Working Group’s exposure. With inclusion of the data templates, narrative (pdf) reporting shall still occur to provide additional information regarding transfers accounted for as a sale when the transferor maintains continuing involvement in the transferred financial assets. The purpose of the data-capture templates is so regulators can perform system inquiries to identify which reporting entities have such transactions, at which time further analysis of the narrative disclosures can be performed.
	Ref #
	Title
	Attachment #

	Ref #2021-04
SSAP No. 97
(Fatima)
	SSAP No. 97 – Valuation of Foreign Insurance SCAs
	E



Summary: 
In March 2020, agenda item 2018-26 – SCA Loss Tracking – Accounting Guidance adopted guidance in SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities to state that reported equity method losses of an investment in a subsidiary controlled or affiliated entity (SCA) would not create a negative value in a SCA investment, thus equity method losses would stop at zero. However, the agenda item also clarified that to the extent there was a financial guarantee or commitment, it would require appropriate recognition under SSAP No. 5R—Liabilities, Contingencies and Impairment of Assets. In November 2020, the Working Group adopted agenda item 2020-18 - SSAP No. 97 Update and removed a lingering, superseded reference regarding negative equity method loss valuations. 

However guidance in SSAP No. 97 also requires specific adjustments to 8.b.ii (insurance related SCA) and 8.b.iv (foreign insurance SCA) entities. These long-standing adjustments require the non-admission of certain assets to achieve a limited statutory basis of accounting. The adjustments have typically been viewed as necessary in order to prevent assets being held by SCA receiving more favorable treatment than had the assets been held directly by the insurer. (e.g., requiring the nonadmittance of certain assets per SSAP No. 20—Nonadmitted Assets). Per SSAP No. 97, an equity method of accounting for 8.b.ii and 8.b.iv entities would be a beginning point which would then be adjusted by the provisions of SSAP No. 97, paragraph 9 (see “authoritative literature section”). It is important to note the outcome of these adjustments can result in a negative equity valuation of the investment. Again, this is so assets held by an SCA aren’t reported at a higher value than had they been held directly by the insurer.

During the discussion of agenda item 2020-18, industry comments requested consideration of whether 8.b.iv entities should be subject to the provisions of SSAP No. 97, specifically that paragraph 9 adjustments may result in a negative equity valuation. While stating many positions, industry’s primary response that foreign insurance operations are subject to foreign jurisdiction and should be allowed to stand independently of a domestic insurer – thus in the absence of a guarantee or commitment, equity valuation should not go negative and thus stop at zero. Comments were received from industry noted that the circumstances that would cause a foreign insurance reporting entity to record negative equity is not prevalent, however indicated the potential to arise in the future.
At the direction of the Working Group, NAIC staff have drafted this agenda item to determine if further edits to SSAP No. 97 are required, specifically if the required statutory adjustments to 8.b.iv entities should no longer be able to result in a negative equity valuation. In response to this direction, NAIC staff reviewed all SCA filings for the last 3 years, noting that less than 7% of all SCA filings were 8.b.iv entities. It was further noted that there was not a single instance of an 8.b.iv in a negative equity situation. 

Recommendation:
Staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive and expose the intent to move this item to the disposal listing without statutory edits. Per staff’s review of SCA Sub 2 filings filed with an 8b(iv) valuation method, there were no noted instances of negative value SCAs, therefore we do not recommend revisions to the existing guidance. This exposure will allow industry to determine if they are aware of any prevalent examples of a negative equity valuation in a foreign insurance SCA (8.b.iv) and provide detailed information to NAIC staff for assessment. 

NAIC staff highlights that if such an event (negative equity due to nonadmitted assets) were to actually occur at some point, and the company was to question whether the negative equity in the SCA should be reported, that this should be addressed directly with the state of domicile. With this approach, the domiciliary state would be able to assess the limited statutory edits that were performed, the extent to which assets are held in the SCA that would be nonadmitted if held directly by the insurer, and how the SCA obtained those assets. 

	Ref #
	Title
	Attachment #

	Ref #2021-05
SSAP No. 2R
(Jake)
	Cryptocurrencies
	F - Agenda 

 G - INT 21-01



Summary: 
NAIC staff have received several inquiries related to the statutory accounting treatment for cryptocurrencies, which are defined as a digital currency in which transactions are verified and records maintained by a decentralized system using cryptography, rather than by a centralized authority, such as the Federal Reserve System. These questions generally inquiry whether Bitcoin is permitted to be admitted, but a recent inquiry asked whether Bitcoin is captured in the cash definition within SSAP No. 2R—Cash, Cash Equivalents, Drafts, and Short-Term Investments.
For statutory accounting, cash is defined in SSAP No. 2R as a “medium of exchange that a bank or other similar financial institution will accept for deposit and allow an immediate credit to the depositor’s account.” Cryptocurrencies do not meet this definition because these assets are not able to be deposited or exchanged with most U.S. banks and financial institutions. NAIC staff are aware that this treatment is evolving and that in the future banks may accept cryptocurrencies in the same manner as true government-backed currencies, which could then meet the statutory accounting definition of cash. However, at this time, NAIC staff note that cryptocurrencies currently do not meet the definitions of cash equivalents, drafts, or short-term investments as they are defined in SSAP No. 2R.

Recommendation: 
NAIC staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive and expose the interpretative guidance provided by INT 21-01T: Statutory Accounting Treatment for Cryptocurrencies. This guidance clarifies that cryptocurrencies do not meet the definition of cash in SSAP No. 2R—Cash, Cash Equivalents, Drafts, and Short-Term Investments and are nonadmitted assets for statutory accounting. 
With this exposure, the Working Group requests input from Interested Parties and the insurance company trade groups that follow the Working Group to gather information from their members on current ownership of cryptocurrencies. The Working Group requests information on:

1. Extent to which companies currently hold cryptocurrencies,

2. How the acquisition in cryptocurrency is held (held directly by the insurer or indirectly through an SCA), 

3. Which cryptocurrencies they are acquiring in (Bitcoin, Ethereum, Litecoin, etc.), and 

4. General level of interest for future acquisition by both companies that currently do and do not own cryptocurrencies.
	Ref #
	Title
	Attachment #

	Ref #2021-06EP
Multiple
(Jake)
	Editorial Updates
	H


Summary: 

Maintenance updates provide revisions to the NAIC Accounting Practices and Procedures Manual, such as editorial corrections, reference changes and formatting as summarized below: 
· SSAP No. 53—Property Casualty Contracts – Premiums retitle to SSAP No. 53—Property and Casualty Contracts – Premiums.
· SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities - corrects grammatical errors in paragraph 54.
· SSAP Glossary - Removes the footnote noted in title and replaces it as an opening paragraph with updated verbiage.
Recommendation:
NAIC staff recommends that the Working Group move this agenda item to the active listing, categorized as nonsubstantive, and expose the editorial revisions to SSAP No. 53, SSAP No. 97 and the SSAP Glossary.
	Ref #
	Title
	Attachment #

	Ref #2021-07
Appendix D
(Jake)
	ASU 2020-11, Financial Services—Insurance: Effective Date and Early Application
	I


Summary: 
FASB issued ASU 2020-11, Financial Services—Insurance: Effective Date and Early Application, which updates guidance on the effective date of the amendments in ASU 2019-09, Financial Services – Insurance and ASU 2018-12, Targeted Improvements to the Accounting for Long-Duration Contracts because of COVID-19. Both ASU 2019-09 and 2018-12 have previously been rejected for statutory accounting.
Recommendation:

NAIC staff recommends 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 2020-11, Financial Services—Insurance: Effective Date and Early Application as not applicable for statutory accounting. This ASU was issued to only address the effective dates of ASU 2019-09 and ASU 2018-12, which were both previously rejected by the Working Group.

	Ref #
	Title
	Attachment #

	Ref #2021-08
SSAP No. 47

(Jake)
	ASU 2021-02, Franchisors—Revenue from Contracts with Customers 
	J



Summary: 
In January 2021, the Financial Accounting Standards Board (FASB) issued ASU 2021-02, Franchisors—Revenue from Contracts with Customers (Subtopic 952-606), slightly amending the guidance which was issued in ASU 2014-09, Revenue from Contracts with Customers, as it relates to franchisors. 

In 2018, the Working Group rejected the guidance in ASU 2014-09 and several other ASUs related to Revenue Recognition in SSAP No. 47—Uninsured Plans. Since 2018, all additional ASUs related to revenue recognition have been reviewed by NAIC staff and have been rejected for statutory accounting.
Recommendation: 

NAIC staff recommends the Working Group move this agenda item to the active listing, categorized as nonsubstantive and expose revisions to reject ASU 2021-02 in SSAP No. 47—Uninsured Plans. This recommendation is consistent with how the prior ASUs related to Topic 606 have been treated.
	Ref #
	Title
	Attachment #

	Ref #2021-09

SSAP No. 107

(Robin)
	State ACA Reinsurance Programs 
	K




Summary: 

SSAP No. 107—Risk-Sharing Provisions of the Affordable Care Act provides guidance regarding the three Affordable Care Act (ACA) risk sharing programs known as risk adjustment, the transitional reinsurance program and risk corridors. All three programs were to assist with rate stabilization in the individual market. Risk adjustment was originally the only permanent program and the other two were temporary. Although the 2014-2016 transitional reinsurance program has ended, several states have received approval from the Department of Health and Human Services (HHS) to run similar state ACA reinsurance programs under what are known as Section 1332 waivers. 

This agenda item is to provide accounting and reporting guidance regarding State ACA reinsurance programs being run under Section 1332 waivers. Note that states can seek Section 1332 waivers to address a variety of issues such as: 

· Individual and employer mandates;

· Essential health benefits (EHBs);

· Limits on cost sharing for covered benefits;

· Metal tiers of coverage;

· Standards for health insurance marketplaces, including requirements to establish a website, a call center, and a navigator program; and

· Premium tax credits and cost-sharing reductions.

To date, most of the states that have sought 1332 waivers did so to implement state ACA reinsurance programs which have the goal of using the reinsurance programs to lower individual health insurance premium in the jurisdiction. As these programs seek to operate to cover higher individual health claims in a manner similar to the transitional reinsurance program, the initial recommendation is to provide guidance that such state programs should follow the guidance in SSAP No. 107 to the extent the state program has similar terms. 

The original transitional reinsurance program and the subsequent state ACA reinsurance programs are not reinsurance in the true sense. They typically rely on group products to help fund the program, but do not typically allow the group products to receive reinsurance distributions. Therefore the group products help fund the program but are not true participants. Because of this, a hybrid approach was incorporated into the SSAP No. 107 accounting guidance. A similar hybrid approach is recommended for state ACA reinsurance programs. At a high level this approach divides products into 3 broad categories. This includes: 

1. Subject individual products (typically individual plans) that may pay an insurance contribution and are eligible to receive reinsurance distributions. These programs report like an involuntary reinsurance pool as is described in SSAP No. 63—Underwriting Pools. 

2. Other insured health products (typically group plans) that are not eligible for reinsurance distributions under the terms of the state ACA reinsurance program. These products treat the amounts as assessments reported in taxes, licenses and fees similar to treatment under SSAP No. 35R—Guaranty Funds and Other Assessments. 

3. Self-insured plans where the reporting entity is acting as an administrator, and will exclude the payments made on behalf of the self-insured plan from the reporting entity’s operations, consistent with the guidance in SSAP No. 47—Uninsured Plans. 

Recommendation: 

NAIC Staff recommends that the Working Group move this item to the active listing, categorized as nonsubstantive and expose revisions to SSAP No. 107 as illustrated below. These revisions would include State ACA reinsurance programs which are using Section 1332 waivers in the scope of SSAP No. 107—Risk-Sharing Provisions of the Affordable Care Act. The intent of the proposed accounting revisions is to continue to follow the SSAP No. 107 hybrid accounting approach for the state ACA programs as they operate in a similar manner. 

In general, state ACA reinsurance programs provide funding to issuers in the individual market that incur high claims costs for enrollees. The programs often require assessments from issuers typically on behalf of group health plans. At a high level this hybrid accounting approach divides products into 3 broad categories. This includes: 

a. Subject individual products (typically individual plans) that may pay a reinsurance funding contribution and are eligible to receive reinsurance distributions shall report similar to an involuntary reinsurance pool as described in SSAP No. 63—Underwriting Pools. 

b. Other insured Health products (typically group plans) that are not eligible for reinsurance distributions under the terms of the state ACA reinsurance program shall treat the amounts as assessments reported in taxes, licenses and fees similar to treatment under SSAP No. 35R—Guaranty Funds and Other Assessments. 

c. Self-insured plans where the reporting entity is acting as an administrator, and will exclude the payments made on behalf of the self-insured plan from the reporting entity’s operations, shall report consistent with the guidance in SSAP No. 47—Uninsured Plans. 

ANY OTHER MATTERS
a. Ref #2019-21: SSAP No. 43R – (Julie and Carrie Mears / Kevin Clark (IA))
Since Dec. 1, 2020, a small group of industry reps, Iowa and NAIC staff have been working to develop a definition of what should be captured as a “bond” in Schedule D-1: Long-Term Bonds. This initiative was directed after considering the comments received on the IA proposed definition and the prior discussion of SSAP No. 43R project. (As detailed within the comments received, the investments that cause concern are not necessarily limited to SSAP No. 43R but can be captured in scope of SSAP No. 26R. As such, addressing this issue solely within SSAP No. 43R would not eliminate the potential for such investments to be reported as bonds.) The small group has made significant progress and is nearing the time in which the proposed Schedule D-1 definition will be exposed publicly to allow for broader comments and discussion. As a few items to highlight with regards to the current proposal and next steps: 
· The Schedule D-1 definitions focuses on investments that reflects issuer credit obligations and asset backed securities. The current approach is to first identify what should be captured in scope of Schedule D-1. Once that project is concluded, the concepts will then drive revisions to both SSAP No. 26R and SSAP No. 43R. 

· If there are investments that no longer qualify for Schedule D-1, at this time, it is anticipated that these investments will likely be captured on Schedule BA. With this project, it is anticipated that NAIC staff and regulators will be working with the Capital Adequacy (E) Task Force to ensure that these investments are assessed for appropriate accounting, reporting and RBC. 
Industry is invited to provide additional comments on this project. 

b. INT 19-02: Freddie Mac Single Security Initiative – (Julie)
The SAPWG support staff periodically review INTs currently in effect for possible movement to Appendix H – Superseded SSAPs and Nullified Interpretations. For public information, the Freddie Mac Single Security Initiative remains an ongoing program and does not appear to be subject to termination in the foreseeable future. Accordingly, INT 19-02 remain in full effect. 
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 for 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 Summer National Meeting 
d. Paycheck Protection Program (PPP) – SAP Guidance - (Robin)
NAIC staff has received inquiries regarding the reporting and extinguishment of loans received from the PPP. While we are aware that the AICPA has issued some technical guidance regarding treatment of the PPP loans, NAIC staff note that for statutory accounting, the authoritative guidance is SSAP No.15—Debt and Holding Company Obligations. SSAP No. 15, paragraph 11 provides that debt is recognized until extinguished including formally being forgiven. NAIC staff notes that the SSAP No. 15 guidance is consistent with one of the two options provided in the AICPA issuance. As the other option cites guidance previously rejected for SAP, and as SSAP No. 15 is already adopted for statutory accounting, entities shall follow the guidance in SSAP No. 15. It is also noted that the AICPA guidance provides optionality, which is generally not supported under the SAP guidance pursuant to the Consistency Concept.

The PPP program requires applying for loan forgiveness after meeting certain criteria. Therefore, PPP loans should be reflected as debt until legally released. Once legally released, the debt forgiveness is reported as a capital gain pursuant to SSAP No 15, paragraph 25. 

11. A reporting entity shall derecognize a liability if, and only if, it has been extinguished. A liability has been extinguished if either of the following conditions is met:

a. The reporting entity pays the creditor and is relieved of its obligation for the liability. Paying the creditor includes delivery of cash, other financial assets, goods or services, or reacquisition by the debtor of its outstanding debt securities; or

b. The reporting entity is legally released from being the primary obligor under the liability, either judicially or by the creditor.

25. This statement adopts Accounting Principles Board Opinion No. 26, Early Extinguishment of Debt with modification to require that gains and losses from extinguishment of debt be reported as capital gains or losses and charged to operations unless the extinguishment reflects the forgiveness of a reporting entity’s obligation to its parent or other stockholders. Forgiveness of a reporting entity’s obligation to its parent or other stockholder shall be accounted for as contributed surplus under SSAP No. 72.
e. VOSTF Referral Regarding WCFI is Pending (Robin) 
The Valuation of Securities (E) Task Force is discussing revisions to the Purposes and Procedures Manual of the Investment Analysis Office (P&P Manual) as coordination regarding the revisions to SSAP No. 105R—Working Capital Finance Investment adopted by the Working Group in May 2020 (agenda item 2019-25). At the November 18, 2020 meeting, the Task Force directed a referral to the Working Group which is still pending. The NAIC staff anticipates addressing this referral when received in the interim. 
f. 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. 

Comment Deadline Exposure is Friday, April 30, 2021. This date has been selected so items can be reviewed and considered in advance of the Blanks (E) Working Group public call anticipated in May. 
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