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The Statutory Accounting Principles (E) Working Group of the Accounting Practices and Procedures (E) Task Force met via conference call July 30, 2020. The following Working Group members participated: Dale Bruggeman, Chair (OH); Carrie Mears, Vice Chair, and Kevin Clark (IA); Sheila Travis (AL); Kim Hudson (CA); Kathy Belfi and William Arfanis (CT); Rylynn Brown (DE); Eric Moser (IL); Stewart Guerin (LA); Judy Weaver (MI); Doug Bartlett (NH); Tom Dudek (NY); Joe DiMemmo (PA); Shawn Frederick (TX); Doug Stolte and David Smith (VA); and Amy Malm (WI). Also participating was: Eli Snowbarger (OK). 

1. Adopted its July 15, June 15, May 20, May 5, April 17, April 15, March 26 and March 18 Minutes 

[bookmark: _Hlk36016071]Ms. Malm made a motion, seconded by Mr. Moser, to adopt the Working Group’s July 15 (Attachment One-A), June 15 (Attachment One-B), May 20 (Attachment One-C), May 5 (Attachment One-D), April 17 (Attachment One-E), April 15 (Attachment One-F), March 26 (Attachment One-G) and March 18 (Attachment One-H) minutes. The motion passed unanimously.

2. Adopted Non-Contested Statutory Accounting Revisions During its Public Hearing

[bookmark: _Hlk48046394]The Working Group held a public hearing to review comments (Attachments One-I and One-J) on previously exposed items. 

Mr. Hudson made a motion, seconded by Ms. Mears, to adopt the statutory accounting revisions detailed below as non-contested statutory accounting revisions. This motion also included the rejection, without statutory revisions, of agenda item 2020-13. The motion passed unanimously.

a. Agenda Item 2019-38

Mr. Bruggeman directed the Working Group to agenda item 2019-38: Financing Derivatives (Attachment One-K). Julie Gann (NAIC) stated that this nonsubstantive agenda item requires the gross reporting of derivatives, without the impact of financing premiums. The agenda item also requires that premiums payable or premiums receivable be separately reported. The revisions to Statement of Statutory Accounting Principles (SSAP) No. 86—Derivatives have corresponding annual statement revisions to capture derivative financing components in the calculation of net derivative exposure. Ms. Gann stated that this inclusion will affect the risk-based capital (RBC) for life entities. The revisions have a Jan. 1, 2021, effective date to correspond with the annual statement revisions.

b. Agenda Item 2020-01

Mr. Bruggeman directed the Working Group to agenda item 2020-01: Update/Remove References to SVO Listings (Attachment One-L). Jim Pinegar (NAIC) stated that this nonsubstantive agenda item reflects a Valuation of Securities (E) Task Force notice regarding two adopted revisions to the Purposes and Procedures Manual of the NAIC Investment Analysis Office (P&P Manual). He stated that the Task Force renamed the “U.S. Direct Obligations/Full Faith and Credit Exempt List” to the “NAIC U.S. Government Money Market Fund List.” He noted that no revisions to the statutory accounting principles (SAPs) would be required for this revision, as this list is not specifically identified in the Accounting Practices and Procedures Manual (AP&P Manual). He stated that the second revision was to discontinue the “NAIC Bond Fund List.” He noted that items on this list would be eligible for consideration in the “NAIC Fixed Income-Like SEC Registered Funds List.” The discontinuance of the “NAIC Bond Fund List” required updates to eliminate references to it in SSAP No. 26R—Bonds while adding reference to the “NAIC Fixed Income-Like SEC Registered Funds List” in SSAP No. 30R—Unaffiliated Common Stock.

c. Agenda Item 2020-04

Mr. Bruggeman directed the Working Group to agenda item 2020-04: Commissioner Discretion in the Valuation Manual (Attachment One–M). Robin Marcotte (NAIC) stated that this agenda item incorporates a disclosure on the use of commissioner discretion when choosing between acceptable methods permitted in the Valuation Manual. She stated that the nonsubstantive disclosure revisions are reflected in SSAP No. 51R—Life Contracts, SSAP No. 52—Deposit-Type Contracts, and SSAP No. 54R—Individual and Group Accident and Health Contracts. Pursuant to commissioner approval, a reporting entity has the ability to choose one allowable reserving methodology over another; accordingly, the revisions require that any modifications be disclosed as a change in valuation basis. 

d. Agenda Item 2020-05

Mr. Bruggeman directed the Working Group to agenda item 2020-05: Repeal of the Affordable Care Act Section 9010 Assessment (Attachment One–N). Ms. Marcotte stated that the federal Affordable Care Act (ACA) Section 9010 assessment has had more than one deferral or moratorium, as addressed in Interpretation (INT) 18-02: ACA Section 9010 Assessment Moratorium. She stated that in December 2019, the U.S. House of Representatives (House) and U.S. Senate (Senate) passed bills repealing Section 9010 assessments for calendar years beginning Jan. 1, 2021. She stated that the agenda item addresses the substantive impacts of the Section 9010 assessment repeal for calendar years beginning on Jan. 1, 2021, by superseding SSAP No. 106—Affordable Care Act Section 9010 Assessment and nullifying INT 18-02. With these actions, both SSAP No. 106 and INT 18-02 would be moved to Appendix H - Superseded Statements of Statutory Accounting Principles and Nullified Interpretations for the 2021 publication of the AP&P Manual. Ms. Marcotte stated that in response to interested parties’ comments, it is too late in the year to change the Section 9010 disclosures in the 2020 financial statements; however, instructional guidance for completing the disclosure will be developed and posted on the Blanks (E) Working Group webpage. The SSAP No. 106 disclosures will be eliminated from the 2021 financial statements.

e. Agenda Item 2020-13

Mr. Bruggeman directed the Working Group to agenda item 2020-13: Health Industry Request on 2020 Health Insurance Assessment (Attachment One-O). Ms. Marcotte stated that the Working Group received a request from America’s Health Insurance Plans (AHIP) to consider altering the recognition of the “insurer provider fee” required in SSAP No. 106. She stated that an agenda item was exposed with a recommendation to reject the proposed AHIP revisions. She stated that subsequently, AHIP requested to withdraw this agenda item from further consideration. Mr. Bruggeman stated that in accordance with the Working Group’s procedural process, despite the withdrawal request, this agenda item will be moved to the rejected listing, without statutory revisions.

f. Agenda Item 2020-16EP

Mr. Bruggeman directed the Working Group to agenda item 2020-06EP: Editorial Maintenance Update (Attachment One-P). Mr. Pinegar stated that this item provides nonsubstantive editorial updates in accordance with the maintenance process, updates a reporting line reference for qualified cash pools, and corrects sentence structure for guidance in SSAP No. 2R—Cash, Cash Equivalents, Drafts and Short-Term Investments.

3. [bookmark: _Hlk48046722]Adopted Revisions to Statutory Accounting with Minimal Discussion

The Working Group held a public hearing to review comments (Attachments One-I and One-J) on previously exposed items. 

Mr. Smith made a motion, seconded by Mr. Bartlett, to adopt the issue paper and substantially revised SSAP No. 32R—Preferred Stock to include the proposed edits from interested parties, with an effective date of Jan. 1, 2021. This motion also included adopting nonsubstantive revisions to SSAP No. 26R, with the effective date language as proposed by NAIC staff. The motion passed unanimously.

a. Agenda Item 2019-04

Mr. Bruggeman directed the Working Group to agenda item 2019-04: SSAP No. 32 – Investment Classification Project (Attachments One-Q and One-R). Mr. Pinegar stated that the intent of the agenda item was to substantively revise SSAP No. 32—Preferred Stock pursuant to the investment classification project. The revisions include updated definitions, measurement and impairment guidance for preferred stock held as an investment. Mr. Pinegar stated that comments received during a prior exposure regarding the proposed definitions (e.g., whether redemption is within control of the holder) have been fully resolved, and the comments received during this most recent exposure are very minor. He stated that NAIC staff recommend adoption of Issue Paper No. 164—Preferred Stock and the substantively revised SSAP No. 32R, with the proposed edits from interested parties with an effective date of Jan. 1, 2021.
b. Agenda Item 2020-02

Mr. Bruggeman directed the Working Group to agenda item 2020-02: Accounting for Bond Tender Offers (Attachment One-S). Mr. Pinegar stated that a bond tender offer is like a called bond, except a tender offer is contingent on acceptance of the offer by the holder. He stated that specific guidance for the reporting and allocation of investment income and/or capital gain/loss associated with callable bonds is noted in SSAP No. 26R; however, guidance is not reflected when a bond is retired early through a tender offer. He stated that the nonsubstantive revisions clarify that the accounting and reporting of investment income and capital gain/loss due to the early liquidation, either through a call or a tender offer, shall be similarly applied. He stated that comments received indicated support for the accounting treatment however, requested a Jan. 1, 2021, effective date. He stated that NAIC staff are supportive of adding effective date guidance, noting that while the accounting guidance is effective immediately, reporting entities may wait until Jan. 1, 2021, if: 1) the reporting entity has not historically followed the accounting and reporting of investment income and capital gain/loss from a tender bond as proposed in this agenda item; and 2) the reporting entity requires internal financial accounting system updates.

4. Reviewed Previously Adopted Interpretations for Possible Extension

Mr. Bruggeman directed the Working Group to receive an update and consider possible extensions on several accounting interpretations. Ms. Gann stated that the interpretations have been grouped to facilitate discussion based on periods in which they are effective. 

Interpretations that are effective through the second quarter 2020 reporting include:
 
· INT 20-02: Extension of Ninety-Day Rule for the Impact of COVID-19: This interpretation provides an optional extension of the 90-day rule before nonadmitting premium receivables and receivables from non-government uninsured plans in response to COVID-19. (INT 20-02)

· INT 20-04: Mortgage Loan Impairment Assessment Due to COVID-19: This interpretation provides limited-time exceptions to defer the assessment of impairment for certain bank loans, mortgage loans and investments that predominantly hold underlying mortgage loans, which are affected by forbearance or modifications in response to COVID-19. (INT 20-04)

· INT 20-05: Investment Income Due and Accrued: This interpretation provides limited-time collectibility assessments and admittance exceptions for SSAP No. 34—Investment Income Due and Accrued. This interpretation allows an exception to the collectibility assessment for investments that have had a forbearance or modifications in response to COVID-19 that were both current as of Dec. 31, 2019, and not experiencing financial difficulties at the time of the modification. For these items, further evaluation of collectibility would not be required for the first and second quarter financial statements unless other indicators of interest would not be collected were known. (INT 20-05)

Ms. Gann stated that as these interpretations are only effective through the second quarter, NAIC staff recommend a short exposure, seeking industry and state insurance regulator feedback on whether the interpretations should be extended to include third quarter reporting. If no objections are noted, the Working Group may consider adoption via an e-vote. If extended, INT 20-02, INT 20-04 and INT 20-05 would expire on Dec. 30, which would preclude their usage for year-end financial reporting. Ms. Gann stated that informal inquiries have been received on possible year-end application for these interpretations. However, she stated that there are potential concerns with another extension, particularly for INT 20-04, that provides exceptions for certain impairment assessments if impairment is not shown in the year-end financial statements. She stated that the current consideration is only for the third-quarter financial statements, but she wanted to bring these inquiries and comments to the attention of the Working Group. Mr. Bruggeman stated that subsequent consideration could occur for year-end reporting, but INT 20-04 would likely need to be modified, as an extension could further delay recognition of impairment.

Interpretations that are effective for 60 days after the termination of the national emergency, or Dec. 31, whichever occurs first, include:

· INT 20-03: Troubled Debt Restructuring Due to COVID-19: This interpretation clarifies that a modification of mortgage loan or bank loan terms, in response to COVID-19, shall follow the provisions detailed in the April 7 “Interagency Statement on Loan Modifications and Reporting for Financial Institutions Working with Customers Affected by the Coronavirus,” and the provisions of the Coronavirus Aid, Relief, and Economic Security Act (CARES Act) in determining whether the modification shall be reported as a troubled debt restructuring. (INT 20-03)

· INT 20-07: Troubled Debt Restructuring of Certain Debt Instruments Due to COVID-19. This interpretation proposes limited-time practical expedients in determining whether a restructuring reflects a “concession” under paragraph 10 of SSAP No. 36—Troubled Debt Restructuring. Under existing statutory accounting guidance, a restructuring that is insignificant is not a concession; therefore, it is not a troubled debt restructuring. The interpretation provides practical expedients in determining what is an insignificant debt modification. (INT 20-07)

Ms. Gann stated that the effective dates for INT 20-03 and INT 20-07 are tied to the CARES Act, and unless the national emergency is declared over by Aug. 1, the interpretations will be in effect for third-quarter financial reporting; thus, an exposure to consider possible extension is not necessary at this time. Mr. Bruggeman agreed that with the current effective dates, INT 20-03 and INT 20-07 would not need to be considered for extension at this time. 

John Waldeck (Pacific Life Insurance) requested clarification regarding the discussion on an e-vote for adoption. Ms. Gann stated that while the Working Group has not previously held an e-vote to adopt statutory accounting revisions, this option would only occur if there were not any comments that were contrary to supporting extension. However, if the comments received indicate the need for a public meeting, a conference call will occur to facilitate the review and discussion. 

Mr. Hudson made a motion, seconded by Ms. Malm, to expose INT 20-02, INT 20-04 and INT 20-05 for public comment regarding possible extension for third-quarter reporting. The motion passed unanimously.

5. [bookmark: _Hlk48046757]Reviewed Comments and Considered Action on Exposed Items

The Working Group held a public hearing to review comments (Attachments One-I and One-J) on previously exposed items. 

a. Agenda Item 2019-34

Mr. Bruggeman directed the Working Group to agenda item 2019-34: Related Parties, Disclaimer of Affiliation and Variable Interest Entities. Jake Stultz (NAIC) stated that the intent of this nonsubstantive agenda item is to clarify identification of related parties and affiliates in SSAP No. 25—Affiliates and Other Related Parties to incorporate new disclosures to ensure that state insurance regulators have a full picture of complicated business structures. He stated that this agenda item has been drafted to clarify the identification of related parties and ensure that any related party identified under U.S. generally accepted accounting principles (GAAP) or within U.S. Securities and Exchange Commission (SEC) reporting requirements would be considered a related party for statutory accounting. Additionally, any non-controlling ownership over 10% would result in related party classification, regardless of any disclaimer of control or affiliation. Mr. Stultz stated that this agenda item also proposes the rejection of several U.S. GAAP standards addressing variable interest entities. He stated that interested parties’ comment letters expressed concern regarding the reference to U.S. GAAP or SEC guidance as mutual filers do not prepare U.S. GAAP financials and do not file with the SEC. As such, inclusion by reference would result in overly complicated guidance. Mr. Stultz stated that as a result of these comments, direct references have been removed while certain descriptive language has been retained. Additionally, he stated that this agenda item does not change the reporting of related party transactions that currently occur in the financial statements. 

Mr. Stultz stated that comments were received from the Group Solvency Issues (E) Working Group, requesting an additional disclosure that would provide information on minority ownership as well as other significant relationships between minority owners and other U.S. domestic insurers. He stated that NAIC staff recommend exposure of this agenda item, seeking industry and state insurance regulator feedback on the proposed modifications and inclusion of an additional related party disclosure.

Mr. Hudson made a motion, seconded by Ms. Travis, to expose agenda item 2019-34, which proposes nonsubstantive changes to SSAP No. 25, for a public comment period. The motion passed unanimously.

b. Agenda Item 2020-03

Mr. Bruggeman directed the Working Group to agenda item 2020-03: Enhanced Goodwill Disclosures. Fatima Sediqzad (NAIC) stated that this agenda item proposes to capture additional goodwill information and clarify reporting on Schedule D, Part 6, Section 1—Valuation of Shares of Subsidiary, Controlled and Affiliated Companies. She stated that this agenda item adds the original amounts of goodwill to existing disclosure requirements, thus assisting in the review and validation of a subsidiary, controlled and affiliated entity’s (SCA’s) admitted goodwill. Mr. Pinegar stated that this agenda item also updates this schedule to identify goodwill, instead of intangible assets, to reflect current reporting practices. He stated that the main focus of this agenda item is to add a new footnote disclosure, detailing the intangible subcomponents that are used to derive the admitted goodwill calculation. Additionally, goodwill as a percentage of capital/surplus will be disclosed, giving state insurance regulators a granular view of intangible assets. However, due to the required structural changes as a result of the new disclosure, the earliest that the new disclosures can take effect is year-end 2021. 

Mr. Pinegar stated that interested parties requested the exclusion of “push down” goodwill from the disclosure requirements. He stated that NAIC staff recommend adoption of this agenda item in its current form, as the additional disclosures to not provide guidance on the determination, calculation or admissibility of goodwill; rather, they only enhance disclosure of existing goodwill. Additionally, omitting certain goodwill from the disclosures would greatly reduce the usefulness of the financial information.

Mr. Bruggeman clarified that due to the structural changes of the additional disclosure, capturing the intangible subcomponents of goodwill will not take effect until year-end 2021. 

Richard Poniatowski (Travelers), representing interested parties, stated support for modifying the effective date of the disclosures to sync with the related annual statement blanks data captured proposal. 

[bookmark: _Hlk47534401]Mr. Hudson made a motion, seconded by Ms. Mears, to adopt agenda item 2020-03, incorporating additional goodwill disclosures in SSAP No. 68—Business Combinations and Goodwill, with an effective date of Dec. 31, 2021 (Attachment One-T). The motion passed unanimously.

c. Agenda Item 2019-24
 
[bookmark: _Hlk13255901]Mr. Bruggeman directed the Working Group to agenda item 2019-24: Levelized and Persistency Commission. Ms. Marcotte stated that this agenda item was originally exposed in August 2019 and exposed with revisions at the 2019 Fall National Meeting. She stated that the item was deferred on the March conference call. She stated that this agenda item proposes revisions to SSAP No. 71—Policy Acquisition Costs and Commissions, providing clarifications to the long standing levelized commissions guidance and providing guidance regarding commission that is based on policy persistency. She stated that the revisions clarify that a levelized commission arrangement, whether linked to traditional or nontraditional elements, requires the establishment of a liability for unpaid principal and accrued interest payable, regardless of the timing of payments made to a third party. Additionally, persistency commission shall be accrued proportionately over the policy period in which the commission relates, and it is not deferred until fully earned. Ms. Marcotte stated that the exposed recommendations are intended to be consistent with the original intent of SSAP No. 71, which requires acquisition costs to be expensed as incurred. She noted that it is also intended to be consistent with the Statutory Statement of Concepts focusing on Recognition (noted in the Preamble, paragraphs 37 and 38), which states that liabilities require recognition as they are incurred, and accounting treatments, which tend to defer expense recognition, do not generally represent acceptable statutory accounting treatment. For instance, if a third party pays agent commission expense upfront, repayments to a third party need to be recognized as a liability for the funding agreement, even if repayment to the third party is not guaranteed. Even with the risk of non-repayment, SSAP No. 71 requires full recognition of the liability. 

Ms. Marcotte stated that interested parties’ comments propose to delete most of the proposed revisions and propose new revisions redefining a funding agreement to only include instances in which repayment is guaranteed. She stated that this would conflict with the long-standing principles of SSAP No. 71, which require accrual of a liability even if repayment to the funding agent is not guaranteed. 

Ms. Marcotte stated that comments received from Arcadia Capital Solutions focused on the potential negative impact of adopting the clarifying language, asserting that the proposed clarifying language is a substantive change to existing principles. She stated that in response to the comments concerning a substantive change, the proposed edits only clarify existing conceptual principles that have been in effect since before the 1998 codification of SAPs. She stated that it is believed that some reporting entities have intentionally ignored long standing statutory principles that require acquisition costs to be expensed when incurred, not deferred as is permitted under U.S. GAAP. 

Ms. Marcotte stated that a third comment letter was received from Greenberg Traurig on behalf of DRB Insurance Solutions proposing guidance that upfront commissions that are prepaid by a third party should not be recognized as a liability when prepaid by a third party that was not under common control of the insurance reporting entity. This would presume that if an independent party paid commissions on behalf of the reporting entity, acquisition costs would be deferred. However due to the fact pattern being nearly identical, similar accounting treatment—i.e., expensing per SSAP No. 71—remains appropriate. Additionally, the third comment letter suggests that insurance brokers who fund the upfront commission expenses have assumed lapse risk; however, Ms. Marcotte noted that NAIC staff and state insurance regulators question the ability to transfer insurance risk to a noninsurance entity. She noted that insurance risks can only be transferred through a reinsurance agreement to another insurance entity. 

Ms. Marcotte stated that because the revisions proposed by the commenters were inconsistent with the existing principles in SSAP No. 71, they are not viewed by NAIC staff as viable solutions. Accordingly, she stated that NAIC staff recommend adopting the exposed agenda item, which clarifies existing guidance that would not allow the use of a third-party agent agreement to delay recognition of a liability and expense from an in-force insurance contract. Additionally, a liability and expense are both incurred when the insurance contract is written, not when the payment is due. Ms. Marcotte stated that the accounting treatment necessary to reconcile current practice with the guidance as directed in SSAP No. 71 should be reflected as a correction of an error in accordance with SSAP No. 3—Accounting Changes and Corrections of Errors. She recommended that the Working Group provide direction on an effective date and review the additional proposed language regarding the correction of an error.  

Mr. Bruggeman stated that the language proposed by NAIC staff only clarifies existing principles in SSAP No. 71, and he inquired of the Working Group if it had a similar understanding. He stated that the additional language regarding referencing SSAP No. 3 will likely warrant an additional exposure; however, it would be effective for year-end 2020. Mr. Hudson stated that California agrees that the language as proposed by NAIC staff represents a clarification to existing authoritative guidance. Ms. Mears indicated support for a year-end 2020 application. 

Mr. Snowbarger stated that Oklahoma notes that the revisions will potentially affect some entities. He stated that Oklahoma is supportive of an additional exposure and supports the Working Group’s consideration of such. 

Lynn Kelley (Delaware Life), representing interested parties, stated that companies would need adequate time to evaluate existing contracts and communicate with external regulators and auditors regarding the potential impact of such a clarification. Due to the extent of the measures required, she stated that interested parties request an effective date of Jan. 1, 2021, rather than year-end 2020, and they maintain that this clarification will be a significant change compared to how many reporting entities are applying the guidance. 

Mr. Bruggeman stated that in terms of a Jan 1. 2021, effective date, additional considerations would likely be required, including disclosures, accruals, etc. However, with a Dec. 31, 2020, effective date, reporting entities should have adequate time to address concerns with their domestic regulators.

Danny Saenz (NTG Consultants) representing Arcadia Capital Solutions, stated that the changes proposed would have a significant impact on a number of its reporting entity clients, some incurring as much as a 30% reduction in RBC. He stated that while the proposed language may be insignificant to the SAPs, the financial impact would be significant to many insurance reporting entities. Additionally, this change may affect agents, through modified commission plans, and the public through possibly reduced insurance offerings. Mr. Saenz stated that the Working Group should also consider the broader economic environment—i.e., COVID-19’s financial impact on insurers—when determining an effective date. He stated that this business practice has been in place for years, and he requested that state insurance regulators provide an exception in an effort not to disrupt current business or marketplace practices. Additionally, he stated that the current practice does not negatively affect policyholders. 

Mr. Bruggeman stated that he understands that this may have a significant impact on many reporting entities. Additionally, these nonsubstantive revisions may cease a current method utilized to ensure adequate capital to continue offering additional insurance products. Mr. Bruggeman stated that alternative methods, such as reinsurance, may need to be examined to preserve capital reserves or obtain capital relief. 

Mr. Stolte stated that the guidance in SSAP No. 71 existed before the codification. He stated that the use of these finance agreements is a method to generate illusory surplus and circumvent the SAP of expensing acquisition costs as incurred. He noted that he finds this as problematic. He stated that Virginia would support adoption by Dec. 31. Policyholders are potentially affected by artificial surplus, and appropriate accounting is required for solvency regulation.

Mr. Saenz indicated that as a former regulator, this is not the first time regulators have seen insurance entities reporting transactions based on changes in how the market has developed or companies deviating from guidance based on marketplace interpretations. He said there are other regulatory tools to address this topic without causing some entities to face hazardous financial consequences. He noted that the reserves for policyholders are intact and unaffected by the commission agreements. Mr. Stolte noted that policyholders are affected by potentially illusory surplus. 

Julie Mix McPeak (Greenberg Traurig), on behalf of DRB Insurance Solutions, stated that she understands the Working Group’s concern with deferring expense recognition; however, the proposed language captures all third-party financing arrangements, even those that are not affiliated. She stated that true independent, third-party financing should be excluded, as the reporting entity may not know the method or frequency in which the sub-agents are paid on behalf of the reporting entity. She stated that there are many, varying commission arrangements, all of which would be affected by the modification to SSAP No. 71. She stated that levelized commission arrangements have existed since about 10 years prior to the 1998 codification, and they have continued after codification. Additionally, she stated that the proposed modifications will have a significant impact and should be considered substantive. She noted support for an additional exposure. 

Mr. Bruggeman stated that his understanding is that the insurance reporting entity knows the individual agents who placed business on its behalf, as they are appointed by the insurance company. He requested clarification from Ms. McPeak on her comments regarding the insurer not knowing the agent’s compensation. She stated that it is the master agent/producer who is responsible for paying the sub-agents, and there are a number of ways the master agent has assumed the liability to compensate the sub-agents She stated that the direct insurer may be unaware of the compensation agreement details between the master agent and the sub-agent. She stated that the payment examples include a bonus arrangement, immediate payment or trailing commission. 

Mr. Bruggeman noted that there is a distinction between initial sales commission (acquisition cost) for a new policy and renewal commission, which is payable on the subsequent policy anniversary. He said requiring liability recognition of funding agreements, which attempt to delay the recognition of initial sales commission, is the intent of the clarifications. He noted that subsequent minor policy renewal commissions are not the focus of the agenda item. He stated that the naming conventions, which are being used in different ways, are clouding the issue. He noted that the principle is that the policy acquisition costs cannot be made the responsibility of a non-insurance entity. He noted that it is important that all parties are using terms consistently. Ms. McPeak stated that the language defining levelized commission in paragraph 4 is so broad that it encompasses all types of commission arrangements between a master producer and a sub-agent; i.e., sales commission, trailing commission, heaped commission, partially heaped and trailing. She indicated that the obligation to pay the sub-agent has been transferred. She indicated that the current language is broad enough that it captures if the agents are paid in cash or “ham sandwiches.” She indicated that if the master agent is affiliated with the insurer, DRB Insurance Solutions agrees that the risk has not been transferred. She stated that only the contract and repayment terms between the master agent and the insurance reporting entity should be considered when referring to acquisition costs. Mr. Bruggeman reiterated that the intent is that acquisition costs are expensed up front. He indicated that insurance companies should know and understand how their appointed agents are compensated in the marketplace. He stated that commenters should focus on specific paragraph and sentence references when relaying to the Working Group why certain practices are not within scope of the intent of SSAP No. 71, and those comments should be specific regarding the types of commission under discussion. Accordingly, first year commissions cannot be deferred or transferred, absent of a reinsurance contract. All first-year acquisition costs are to be expensed, not deferred or capitalized.

Brendan Bridgeland (Center for Insurance Research—CIR), NAIC consumer representative, stated that he shares the concerns expressed by a few state insurance regulators, including Mr. Stolte, with the deferral of certain acquisition costs thus creating illusory surplus. He stated his support for the clarifying language for SSAP No. 71.
Mr. Smith stated that per the AP&P Manual, substantive revisions introduce or modify accounting principles, while nonsubstantive revisions are characterized as language clarifications that do not modify the original intent of an SSAP. He stated that Virginia believes the clarifications proposed are nonsubstantive in nature, and the fact that this may have a material impact on a few insurers should not have bearing on being classified as nonsubstantive.
Martin Carus (Martin Carus Consulting) stated that as a consumer, he would be concerned if any accounting or solvency practice would have adverse policy pricing implications. He recommended that a cost benefit study be performed prior to implementing regulation or accounting action. 

Mr. Stolte stated that consistency among insurers, so that state insurance regulators can ensure solvency, is the focus of statutory accounting. Mr. Bruggeman stated that the benefit to the consumer is solvency and financial statement comparability. He noted that nonsubstantive changes are clarifying the original guidance, and this is not introducing new principles. 

Mr. Bruggeman stated a preference for a Dec. 31 effective date in the proposed revisions to expose the correction of an error in wording proposed by NAIC staff. He asked if any Working Group members preferred a different date, and no members indicated a preference for a different date. 
Mr. Hudson made a motion, seconded by Mr. Stolte, to expose agenda item 2019-24, noting an anticipated effective date of Dec. 31, and the additional language regarding the correction of an error. The motion passed unanimously.

d. Tentative INT 20-09T

Mr. Bruggeman directed the Working Group to INT 20-09: Basis Swaps as a Result of the LIBOR Transition. Mr. Pinegar stated that this interpretation is in response to a referral from the Financial Condition (E) Committee regarding an American Council of Life Insurers (ACLI) request relative to the accounting treatment of certain “basis swaps” issued as a result of the transition away from the London Interbank Offered Rate (LIBOR). INT 20-09T directs that basis swaps, received from central clearing parties (CCPs), shall be reflected as a “hedging other” transaction and shall be valued as a noneffective hedge (at fair value), unless the reporting entity can demonstrate and maintain appropriate documentation, evidencing that the basis swap derivative qualifies for effective hedge accounting per SSAP No. 86. 

Mr. Hudson made a motion, seconded by Ms. Weaver, to adopt INT 20-09 for statutory accounting (Attachment One-U). The motion passed unanimously. 

6. Considered Maintenance Agenda – Pending Listing – Exposures 

Mr. Hudson made a motion, seconded by Ms. Malm, to move agenda items 2020-17 through 2020-30 to the active listing and expose all items for public comment. The motion passed unanimously. 

a. Agenda Item 2020-17

[bookmark: _Hlk45721089]Mr. Bruggeman directed the Working Group to agenda item 2020-17: Updating the SCA Review Process. Ms. Sediqzad stated that this agenda proposes an update to the SCA filing review process required in SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities. This process change would require financial statement filers to retrieve finalized SCA review information from VISION, which will eliminate the need for NAIC staff to manually insert this information into a template to be emailed to the filer. Ms. Sediqzad stated that state insurance regulators would receive one monthly report with the details concerning all reviewed and approved SCA filings. As state insurance regulators currently receive a communication on every review, feedback is sought to ensure that going to a single, monthly email communication would not adversely affect operations. 

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

b. Agenda Item 2020-18

[bookmark: _Hlk45177313]Mr. Bruggeman directed the Working Group to agenda item 2020-18: SSAP No. 97 Update. Ms. Sediqzad stated that this agenda item provides a minor revision to corroborate previous revisions adopted in agenda item 2018-26, removing a remaining reference that guarantees or commitments can result in a negative equity value of an SCA. 
In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

c. Agenda Item 2020-19

Mr. Bruggeman directed the Working Group to agenda item 2020-19: Clarifying Edits – Participating in Mortgages. Mr. Pinegar stated that this agenda item proposes clarification edits to the statutory accounting guidance for participation in mortgage loans. He stated that the Working Group had previously adopted guidance detailing the requirements for a participating agreement and that the “financial rights” of the participant be on equal footing to that of the original lender. He stated that questions regarding the scope of the financial rights remain. He stated that NAIC staff believe the scope was not intended to require the participant to have the sole ability to initiate legal action; foreclosure; or under normal circumstances, require the ability to communicate directly with the borrower. He stated that through collaboration with NAIC Securities Valuation Office (SVO) staff, state insurance regulators, and industry, it is believed that should these actions be a requirement, most participant agreements in the marketplace would no longer be in scope of SSAP No. 37—Mortgage Loans. He stated that this agenda item clarifies that the “financial rights” are to reflect cash flows, not necessarily other operational aspects that, under normal business circumstances, are reserved for the lead lender. 

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

d. Agenda Item 2020-20

Mr. Bruggeman directed the Working Group to agenda item 2020-20: Cash Equivalent Disclosures. Mr. Pinegar stated that this agenda item adds an additional disclosure element that was intended in agenda item 2019-20: Rolling Short-Term Investments. He stated that agenda item 2019-20 adopted principle concepts restricting the classification of certain related party or affiliated investments as a cash equivalent or short-term investment. However, the agenda item only required disclosure of short-term investments, or substantially similar investments, that remain on the short-term schedule for more than one year. Mr. Pinegar stated that this agenda item would require disclosure of both cash equivalents and short-term investments, or substantially similar investments, that remain on the same reporting schedule for more than one consecutive reporting period. Additionally, the revisions clarify that the disclosure is satisfied through the use of a reporting code in the investment schedules. 

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

e. [bookmark: _Hlk47342814]Agenda Item 2020-21

Mr. Bruggeman directed the Working Group to agenda item 2020-21: SSAP No. 43R – Designation Categories for RMBS/CMBS Investments. Mr. Pinegar stated that this agenda item reflects revisions recently adopted by the Valuation of Securities (E) Task Force concerning the accounting and reporting of residential mortgage-backed securities (RMBS)/commercial mortgage-backed securities (CMBS) investments. He stated that the current financial modeling process remains unaffected; however, the NAIC designation produced by the financial model will now be mapped to an NAIC designation category. This final NAIC designation category will then be utilized for accounting and reporting purposes. This agenda item simply updates SSAP No. 43R—Loan-Backed and Structured Securities to reflect the updated practice of the NAIC Investment Analysis Office 

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

f. Agenda Item 2020-22

Mr. Bruggeman directed the Working Group to agenda item 2020-22: Accounting for Perpetual Bonds. Mr. Pinegar stated that this agenda item addresses the accounting treatment for perpetual bonds held as investments within the scope of SSAP No. 26R. A perpetual bond is a fixed income security, representing a creditor relationship, with a fixed schedule of future payments; however, it does not contain a maturity date. He stated that due to the numerous payment similarities between perpetual bonds and perpetual preferred stock, this agenda item proposes that similar accounting and reporting treatment be applied for these two instruments. He stated that if adopted at the Fall National Meeting, NAIC staff would be supportive of a Jan. 1, 2021, effective date, which would correspond with the effective date of the substantially revised SSAP No. 32R, and it would require that perpetual bonds be reported at fair value, not to exceed any current effective call price.

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

g. Agenda Item 2020-23

Mr. Bruggeman directed the Working Group to agenda item 2020-23: Leasehold Improvements. Mr. Stultz stated that in response to the Working Group having previously adopted substantive revisions to SSAP No. 22R—Leases, this agenda item updates the guidance for the depreciable lives of leasehold improvements in SSAP No. 19—Furniture, Fixtures, Equipment and Leasehold Improvements and SSAP No. 73—Health Care Delivery Assets and Leasehold Improvements in Health Care Facilities to reflect adopted guidance regarding the definition of lease terms in SSAP No. 22R. The updated guidance will allow leasehold improvements to have lives that match the associated lease term, including optional renewal periods, if these periods are anticipated to be exercised. Mr. Stultz stated that while this may increase the depreciable life of these nonadmitted assets, it is not expected to have an impact on a reporting entity’s capital and surplus.
In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

h. Agenda Item 2020-24

Mr. Bruggeman directed the Working Group to agenda item 2020-24: Accounting and Reporting of Credit Tenant Loans. Ms. Gann stated that credit tenant loans (CTLs) that met certain structural requirements, as stated in the P&P Manual, have historically been captured in SSAP No. 43R. However, it was recently identified that some CTLs that do not meet the required structural analysis were reported on Schedule D-1: Bonds as if they were in scope of SSAP No. 43R. One of the primary considerations for structural analysis is the concept of residual real-estate risk. Only CTLs that have little residual real-estate risk at the maturity of the loan are deemed to be “conforming.” Ms. Gann stated the focus of this agenda item is to inquire about whether conforming CTLs should continue to be captured in the scope of SSAP No. 43R or whether these investments should be captured in SSAP No. 21R—Other Admitted Assets. If the Working Group determines that CTLs should remain in scope of SSAP No. 43R, statutory accounting revisions will be drafted to explicitly include CTLs that are on an SVO-Identified listing in the scope section of SSAP No. 43R. Ms. Gann stated that if this is the direction of the Working Group, further advisement will be necessary for the reporting of nonqualifying CTLs, such as in the scope of SSAP No. 37 and reported on Schedule B, or as an “other invested asset” under SSAP No. 21R and reported on Schedule BA.

Ms. Gann stated that an additional option is to move both conforming and nonconforming CTLs to the scope of SSAP No. 21R and report all CTLs on Schedule BA. With this approach, all CTLs would be reported on the same schedule, and revisions will be proposed to allow CTLs that are reviewed and approved by the NAIC SVO to be reported with an NAIC designation. This process will be similar to the existing approach for other non-bond items reported on Schedule BA that have underlying characteristics of fixed income instruments. Ms. Gann stated that with this approach, there would not be a need for an SVO-Identified listing of qualifying CTLs. Pursuant to the P&P Manual, CTLs will not qualify as filing exempt (FE), and a CTL would need an SVO provided NAIC designation if there was a desire to obtain a more favorable RBC on Schedule BA. Ms. Gann noted that the ability for a more favorable RBC on Schedule BA, based on NAIC designation, is only permitted for life entities; however, from information obtained, these investments are predominantly held by life entities. She stated that this agenda item does not make a recommendation, but it seeks feedback from state insurance regulators on the two proposed reporting options. Additionally, she stated that NAIC staff recommends notifying the Valuation of Securities (E) Task Force of this agenda item in response to its referral. With this notification, NAIC staff will request further confirmation that an SVO listing could be developed to capture the CTLs that meet the SVO’s structural and legal analysis and possess bond characteristics.

John Garrison, representing an industry Lease-Backed Securities Working Group, stated that this agenda item overlaps with a referral received from the Valuation of Securities (E) Task Force. He noted that a third option is available, which would include reporting all conforming and nonconforming CTLs on schedule D-1, in the scope of SSAP No. 43R. Mr. Bruggeman stated that the third option that was noted in comment letters to the Valuation of Securities (E) Task Force will not be included in the exposure item at this time. However, when the Working Group considers comments, letters issued to the Valuation of Securities (E) Task Force will be reviewed in conjunction with letters received by the Working Group. Ms. Gann stated that the agenda item is in response to the referral received by the Task Force, and the reflection of the Task Force allowance to permit nonconforming CTLs to be reported on Schedule D-1 for a limited time is addressed in the agenda item. She stated that comment letters received by the Task Force regarding this topic were included in the posted materials as requested by industry. 

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

i. Agenda Item 2020-25EP

Mr. Bruggeman directed the Working Group to agenda item 2020-25EP: Editorial and Maintenance Update. Ms. Marcotte stated that this agenda item provides nonsubstantive editorial corrections in accordance with the maintenance process. She stated that the proposed revisions delete a redundant paragraph in SSAP No. 5R—Liabilities, Contingencies and Impairment of Assets and add a table of contents for questions addressed in Exhibit A in SSAP No. 62R—Property and Casualty Reinsurance.

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

j. Agenda Item 2020-26

Mr. Bruggeman directed the Working Group to agenda item 2020-26: ASU 2015-10, Technical Corrections & Improvements. Ms. Sediqzad stated that the Financial Accounting Standards Board (FASB) issued ASU 2015-10 to update various FASB Accounting Standards for minor corrections or clarifications. She noted that the nonsubstantive revisions to Appendix D—Nonapplicable GAAP Pronouncements are to reject ASU 2015-10 as not applicable to statutory accounting. 

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

k. Agenda Item 2020-27

Mr. Bruggeman directed the Working Group to agenda item 2020-27: ASU 2019-09, Financial Services – Insurance; Effective Date. Ms. Sediqzad stated that ASU 2019-09 defers the effective date of the amendments in ASU 2018-12, Targeted Improvements to the Accounting for Long-Duration Contracts; however, ASU 2018-12 was previously rejected for statutory accounting. She noted that the nonsubstantive revisions to Appendix D reject ASU 2019-09 as not applicable to statutory accounting. 

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

l. Agenda Item 2020-28

Mr. Bruggeman directed the Working Group to agenda item 2020-28: ASU 2020-01, Investments—Equity Securities (Topic 321), Investments—Equity Method and Joint Ventures (Topic 323), and Derivatives and Hedging (Topic 815), Clarifying the Interactions between Topic 321, Topic 323, and Topic 815. Ms. Sediqzad stated that in January 2016, the FASB issued ASU 2016-01, Financial Instruments, Recognition and Measurement of Financial Assets and Financial Liabilities, which allows an entity to measure certain equity securities without a readily determinable fair value at cost, less any impairments. This alternative measurement method and ASU 2016-01 were previously rejected in their entirety for statutory accounting. Ms. Sediqzad noted that the nonsubstantive revisions reject ASU 2020-01, and they are proposed to SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies, SSAP No. 86, and SSAP No. 97.

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

m. Agenda Item 2020-29

Mr. Bruggeman directed the Working Group to agenda item 2020-29: ASU 2020-05—Effective Dates for Certain Entities. Mr. Stultz stated that ASU 2020-05 updates the effective dates for ASU 2014-19, Revenue from Contracts with Customers (Topic 606) and ASU 2016-02, Leases (Topic 842), both of which were previously rejected for statutory accounting. He noted that the nonsubstantive revisions to Appendix D reject ASU 2020-05 as not applicable to statutory accounting. 

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

n. Agenda Item 2020-30

Mr. Bruggeman directed the Working Group to agenda item 2020-30: Premium Refunds and Other Adjustments. Ms. Marcotte stated that this agenda item provides more explicit guidance on the return of premium and other premium adjustments. The need for enhanced guidance was noted during the discussions of INT 20-08: COVID-19 Premium Refunds, Limited-Time Exception, Rate Reductions and Policyholder Dividends. She stated that agenda item 2020-30 was to gather conceptual feedback on guidance to address premium refunds and other policy adjustments for both property and casualty and accident and health lines of business.

In response to an inquiry from Mr. Bruggeman, there was no objection to exposure.

7. Discussed Other Matters

a. Agenda Item 2019-21

Ms. Gann provided an update that the issue paper to review and consider substantive revisions to SSAP No. 43R has a comment deadline of July 31. A subsequent conference call will be scheduled to consider comments and continue discussion. 

b. Deferred Items

Mr. Bruggeman stated that due to time constraints, the Working Group did not discuss the following items; however, discussions will continue on a subsequent conference call or national meeting:

· Ref #2018-07: Surplus Note Accounting – Referral from the Reinsurance (E) Task Force
· Ref #2019-12: ASU 2014-17, Business Combinations, Pushdown Accounting
· Ref #2019-49: Retroactive Reinsurance Exception

c. Referrals

Mr. Bruggeman noted that the referral received from the Valuation of Securities (E) Task Force regarding the accounting and reporting of CTLs (Attachment One-V) is addressed in agenda item 2020-24. Additionally, the referral received from the Financial Condition (E) Committee (Attachment One-W) has been addressed with the adoption of INT 20-09.

d. Review of U.S. GAAP Exposures

Mr. Pinegar stated that the FASB has issued an exposure draft concerning possible modifications to the U.S. GAAP concepts framework for financial reporting. He stated that concepts statements are not authoritative, and they do not override authoritative standards. However, if accounting for a transaction or event is not specified in authoritative guidance, an entity will then consider accounting principles or concepts for similar transactions or events. Regarding statutory accounting, U.S. GAAP concepts are mentioned in the preamble as a level 4 in the statutory hierarchy, coming in just above other non-authoritative accounting literature. 

Mr. Pinegar stated that the exposure draft proposes modifications to the historical conceptual definitions of an asset and liability; however, the changes will only be used to further develop standards for financial accounting and reporting, and any changes in terms should not result in the movement of any financial item. 

Mr. Pinegar stated that the FASB is considering two changes to the conceptual definition of an asset: 1) removal of the terminology ‘past transaction or event,’ as the FASB believed the phraseology to be redundant; and 2) elimination of the term control while maintaining the notion of control. He stated that in terms of control, an asset must give the entity rights to the economic benefit, not necessarily control of the asset itself. 

Mr. Pinegar stated that the FASB is also considering two changes to the conceptual definition of a liability: 1) removal of the terminology ‘past transaction or event,’ as the FASB board believed the phraseology to be redundant; and 2) removal of the term ‘probable.’ He stated that the FASB has indicated that other concepts, such as “the notion of having little or no discretion to avoid future sacrifices” or “an obligation that requires the transfer of assets or providing services,” may be elevated in the replacement of the term ‘probable.’ 

Mr. Pinegar stated that SSAP No. 4—Assets and Nonadmitted Assets and SSAP No. 5R are the two SSAPs that may require consideration of definitional revisions, as these both directly reference FASB accounting concepts. He noted that any possible changes should not cause any financial statement impact, and a comment letter to the FASB is likely not required; however, NAIC staff are preparing a memorandum for the Working Group, detailing the exposure draft and any potential statutory accounting impact.

Mr. Bruggeman stated that with the exception of INT 20-02, INT 20-04 and INT 20-05, which have a comment deadline of Aug. 14, the comment deadline for all exposed agenda items is Sept. 18. 

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