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Description of Issue: In November 2021, the Financial Accounting Standards Board (FASB) issued Accounting
Standard Update (ASU) 2021-09, Leases (Topic 842), Discount Rate for Lessees That Are Not Public Business
Entities. This ASU was issued as part of FASB’s post-implementation review to address issues that have been found
during the implementation of the new lease guidance from ASU 2016-02, Leases (Topic 842). Topic 842 generally
requires the capitalization of leases, which is calculated by discounting the lease payments utilizing the implicit rate
in the lease, or if not determinable, the lessee’s incremental borrowing rate. However, the standard also provides
nonpublic entities with a practical expedient, permitting the use of a risk-free rate (e.g., U.S. Treasury Rate) for the
capitalization calculation. As the risk-free rate is generally lower than anyone’s incremental borrowing rate,
stakeholders expressed concerns that the calculation of present value (utilizing the practical expedient) often results
in recognition of lease liabilities and right-of-use assets that are greater than those recognized by their public
counterparts. To alleviate this concern, the guidance in ASU 2021-09 broadens the practical expedient so nonpublic
lessees may make the risk-free rate election by class of underlying asset, rather than at the entity-wide level – thus
the entity more able to apply the practical expedient when beneficial. An entity that makes the risk-free rate election
is required to disclose which asset classes it has elected to apply a risk-free rate. The guidance provided in this ASU
is specific to the financing lease treatment under U.S. GAAP, and since SSAP No. 22R—Leases requires nearly all
leases to be treated as operating leases for statutory accounting, adoption of this guidance would be unnecessary.
Existing Authoritative Literature:
The ASUs related to Topic 842 have previously been rejected in SSAP No. 22R—Leases.
Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups): None
Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None
Convergence with International Financial Reporting Standards (IFRS): ASC Topic 842 was the result of a
joint project between FASB and the International Accounting Standards Board.
Recommendation: NAIC staff recommends the Working Group move this agenda item to the active listing,
categorized as a SAP clarification and expose revisions to reject ASU 2021-05 in SSAP No. 22R—Leases.
Under statutory accounting almost all leases are classified as operating leases, thus this U.S. GAAP guidance is not
necessary. Proposed Revision to SSAP No. 22R (Relevant Literature section – paragraph 52):
i.

ASU 2021-09, Leases (Topic 842), Discount Rate for Lessees That Are Not Public Business Entities
(Rejected in its entirety.)
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Status:
On April 4, 2022, the Statutory Accounting Principles (E) Working Group moved this item to the active listing,
categorized as a SAP clarification, and exposed revisions, as illustrated above, to reject ASU 2021-05 in SSAP No.
22R—Leases.
https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2022/4- Spring NM/Exposures/22-05 ASU 2021-09 Lease Discount Rates.docx
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