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To: 	Rachel Hemphill, Chair of the Life Actuarial (A) Task Force
	Craig Chupp, Vice Chair of the Life Actuarial (A) Task Force
From: 	Kevin Clark, Chair of the Statutory Accounting Principles (E) Working Group 
	Dale Bruggeman, Vice Chair of the Statutory Accounting Principles (E) Working Group
Re: 	Asset Liability Management Derivatives (SAPWG Ref #2024-15)
Date:	August 17, 2026
This referral intends to inform the Life Actuarial (A) Task Force of the Statutory Accounting Principles (E) Working Group’s project to establish new statutory accounting provisions for “asset liability management (ALM) derivatives” with a request for assistance in reviewing and assessing the guidance prior to its adoption. Specifically, the Working Group requests that the Task Force consider facilitating a pilot project in early 2027 (or sooner if preferred) to ensure regulatory life actuaries understand and are comfortable with the specific hedge effectiveness tests proposed to be used by industry, with consideration of additional specifications that should be included in the statutory guidance around how effectiveness testing should be performed. 

As background, the proposed guidance intends to address interest-rate hedging derivatives that do not qualify as accounting-effective hedges under SSAP No. 86—Derivatives, but that are used for asset liability management. The discussion originated from the interest maintenance reserve (IMR) project, as it was identified that certain members of the life industry were allocating the gain or loss on these derivatives, which they considered economically effective, to IMR at termination. As the derivatives did not qualify as accounting-effective, they were held at fair value throughout the life of the derivative, with fair value changes reflected in surplus. At termination, the resulting gain or loss (already reflected in surplus), was reversed and allocated to IMR for deferral and recognition into income over a period of time.  With the IMR revisions, clarifications have been included that these derivative structures will not be permitted allocation to the IMR. Rather, the development of new guidance to prescribe specific accounting treatment for these derivatives is being considered. 

The proposed guidance in the draft new SSAP No. 109—Asset Liability Management Derivatives (SSAP No. 109) would allow qualifying derivative structures to be held at amortized cost. A derivative structure that qualified as highly effective at the time of termination or removal from the derivative program with a realized gain or loss would result with allocation of the realized gain or loss to a deferred derivative account with amortization into income over the average life of the hedged liability portfolio, not to exceed 10 years. 

A key aspect of the guidance is the assessment of whether the derivative is highly effective. The draft guidance currently permits one of three methods to be designated for this assessment: 

13. The term “highly effective” describes a reduction of the duration difference between the asset and liability portfolios that is accomplished by the hedging derivatives with between an 80%-125% effective rate. One of the following methods shall be designated as the approach for each hedging program to determine whether the program is highly effective: 
a. “Modified Duration” is the effect that a 100-basis-point (1%) change in interest rates will have on the price of an instrument (e.g., if an instrument has a modified duration of 5, a 1% change in interest rates would be expected to cause a 5% change in the instrument's price in the opposite direction); so if an asset portfolio has a modified duration of 9 and a liability portfolio has a modified duration of 10, a highly effective derivative portfolio hedging this difference would place the modified duration of the assets with derivatives at between 9.8 and 10.25 (80%-125% of the modified duration difference). Alternatively, if asset portfolio duration is 9 and a liability duration is 11, an entity can elect to hedge only half the difference (between 9 and 11,  i.e., 10). In which case, a duration of the assets with derivatives of between 9.8 and 10.25 would be highly effective.
b. “Macaulay Duration” is the weighted average time until cash flows are received and is measured in years; so if an asset portfolio has a Macaulay duration of 9 years and a liability portfolio has a Macauley Duration of 10 years, a highly effective derivative portfolio hedging this difference would place the Macauley Duration of the assets with derivatives at between 9.8 years and 10.25 years (80%-125% of the Macauley duration difference).
c. “Dollar Value One (DV01)” measures the dollar change in an instrument's price for a one basis point (0.01%) change in rates; so if an asset portfolio has a DV01 of $9M and a liability portfolio has a DV01 of $10M, a highly effective derivative portfolio hedging this difference would place the DV01 of the assets with derivatives at between $9.8M and $10.25M (80%-125% of the DV01 difference).
In addition to the direction of this Task Force referral, during the 2026 Summer National Meeting the Working Group exposed a revised SSAP and issue paper with an effective date of January 1, 2028. Although the ACLI communicated support for adoption, comments received from regulators requested additional modifications, which are reflected in the exposure draft. These modifications include: 

· Requirement to eliminate derivative deferred assets and liabilities upon derecognition of the hedged liability portfolio due to a reinsurance agreement. 

· Requirement to include derivative deferred gains and losses in actuarial projections, with a reconciliation of admitted deferred derivative losses to the reported deferred amounts reflected for principles-based reserving and cash flow testing. 

· Elimination of the elective accelerated amortization provisions. 

The Statutory Accounting Principles (E) Working Group appreciates your attention to this referral and welcomes comments on the SSAP No. 109 proposed hedge-effectiveness tests, as well as on any aspects of the draft guidance. This new standard is expected to have a meaningful impact on life insurance companies’ financial statements and operations, so therefore full consideration by regulators and actuaries is desired prior to adoption and implementation. 
Please contact NAIC staff Julie Gann (jgann@naic.org) if you have any questions. 
Cc: Julie Gann, Robin Marcotte, Jake Stultz, Wil Oden, Jason Farr, Scott O’Neal, Amy Fitzpatrick 
Attachments: 
· SAPWG Ref# 2024-15
· SSAP No. 109—Asset Liability Management Derivatives (Summer NM Exposure Draft)
· Issue Paper – Asset Liability Management Derivatives (Summer NM Exposure Draft) 
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