Ref #2023-16

Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form

Form A
Issue: Schedule BA Reporting Categories
Check (applicable entity):
P/C Life Health
Modification of Existing SSAP = = =
New Issue or SSAP [] [] []
Interpretation [] [] []

Description of Issue: This agenda item has been developed to incorporate more detailed definitions for the annual
statement reporting categories of SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies
(SSAP No. 48) and residual interests on Schedule BA: Other Long-Term Invested Assets. These investments are
reported on designated lines divided by the reporting entity’s classification as to the underlying asset characteristics:

Bonds/Fixed-Income Instruments*
Common Stocks

Real Estate

Mortgage Loans

Other

* Bond /fixed-income instruments reported in scope of SSAP No. 48 as non-registered private funds, joint ventures,
partnerships, or limited liability companies is divided between investments that have an NAIC designation assigned
by the SVO and those that do not have an NAIC designation assigned by the SVO.

The recent residual discussions have further identified that variations exist across industry on the types of
investments that should be captured within each category. It has also been noted that the Annual Statement
Instructions are limited with guidance and examples for determining reporting classification.

This agenda item has been drafted to propose revisions to the reporting category descriptions in the Annual
Statement Instructions to improve consistency in reporting for both ease of industry classifications and for regulator
assessment of the type and volume of investment types. The proposed revisions from the Statutory Accounting
Principles (E) Working Group will be used to sponsor a blanks annual statement instruction change. The revisions
within this agenda item will not result in statutory accounting revisions.

Existing Authoritative Literature:
A/S Instructions — Life, Accident and Health/Fraternal Companies

Reporting Categories on Schedule BA:

Non-Registered Private Funds with Underlying Assets Having Characteristics of:

Bonds
NAIC Designation Assigned by the Securities Valuation Office (SVO)
LT3 7111 (= SR 0799999
311 = L= SRS 0899999
NAIC Designation Not Assigned by the Securities Valuation Office (SVO)
UN@ffilIated. .. .. .o 0999999
F N 11 TE=1 (=T SRS 1099999
Mortgage Loans
UNAffil@ted. ....coeeeeeeee e 1199999
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F N 1111 <o TR 1299999
Other Fixed Income Instruments

L0 o=y 1 TE=T (=T R T 1399999

ATFIHAIEA ...ttt 1499999

Joint Venture, Partnership or Limited Liability Company Interests with Underlying Assets Having the
Characteristics of:

Fixed Income Instruments
NAIC Designation Assigned by the Securities Valuation Office (SVO)

UNAffili@ted. ....oo e e 1599999
F N 11 E= L= [ PRSP 1699999
NAIC Designation Not Assigned by the Securities Valuation Office (SVO)
L0 =1 TE= (=T SRR 1799999
AFFIIAEEA ... s 1899999
Common Stocks
LT3 7111 (= SR 1999999
311 = L (=T OSSPSR 2099999
Real Estate
LT3 7111 (= S 2199999
311 L= OSSPSR 2299999
Mortgage Loans
UNAFflIATEA. ..o et n 2399999
F 11 L (= [ PSSR UP PRI 2499999
Other
L8 F= i 1 TE= 1 (=T ST SRRR 2599999
AFFIIAEEA ... et 2699999

Residual Tranches or Interests with Underlying Assets Having Characteristics of:
Fixed Income Instruments

UNAfIated. ... 4699999

F N T1E= 1 (=T I 4799999
Common Stock

UNATIAtEA. ..ottt 4899999

ATTIHAIEA . ..ot 4999999
Preferred Stock

UNAffIated. ... 5099999

AFIHALEA . ... e 5199999
Real Estate

L0 Lo =Y 1 1=Y (=Y R 5299999

ATFIIBTEA ... e e e e e e e e e e e e e e e ae s 5399999
Mortgage Loans

L0 o=y 1 TE=T (=T 1R 5499999

F N T1TE= Y 2= I 5599999
Other

UNATIAtEA. ..o ettt 5699999

AFFIHAIEA . ...t 5799999
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Ref #2023-16
Schedule BA Classification Instructions/Guidance:

Non-Registered Private Funds with Underlying Assets Having Characteristics of a Bond, Mortgage Loan
or Other Fixed Income Instrument

Include: Fixed income instruments that are not corporate or governmental unit
obligations (Schedule D) or secured by real property (Schedule B).

Any investments deemed by the reporting entity to possess the underlying characteristics of a bond
or other fixed income instrument that has been assigned an NAIC designation by the Securities
Valuation Office (SVO) pursuant to the policies in the Purposes and Procedures Manual of the
NAIC Investment Analysis Office for this category. Report these investments on Lines 0799999
and 0899999.

Any investments deemed by the reporting entity to possess the underlying characteristics of a bond
or other fixed income investment that has not been assigned an NAIC designation by the Securities
Valuation Office (SVO) pursuant to the policies in the Purposes and Procedures Manual of the
NAIC Investment Analysis Office for this category. Report these investments on Lines 0999999,
1099999, 1199999, 1299999, 1399999 and 1499999.

Joint Ventures, Partnership or Limited Liability Company Interests with Underlying Assets Having the
Characteristics:

Fixed Income Instruments

Include: Leveraged Buy-out Fund.
A fund investing in the “Z” strip of Collateralized Mortgage Obligations.

Any investments deemed by the reporting entity to possess the underlying characteristics of fixed
income instruments that has been assigned an NAIC designation by the Securities Valuation Office
(SVO) pursuant to the policies in the Purposes and Procedures Manual of the NAIC Investment
Analysis Office for this category. Report these investments on Lines 1599999 and 1699999.

Any investments deemed by the reporting entity to possess the underlying characteristics of fixed
income instruments that has not been assigned an NAIC designation by the Securities Valuation Office
(SVO) pursuant to the policies in the Purposes and Procedures Manual of the NAIC Investment
Analysis Office for this category. Report these investments on Lines 1799999 and 1899999.

Common Stocks

Include: Venture Capital Funds.
Real Estate
Include: Real estate development interest. Reporting should be consistent with the detailed

property analysis appropriate for the corresponding risk-based capital factor for
this investment category. If the requisite details are not available for reporting,
report under “Other” subcategory.

Mortgage Loans

Include: Mortgage obligations. Reporting should be consistent with the detailed property
analysis appropriate for the corresponding risk-based capital factor for this
investment category. If the requisite details are not available for reporting, report
under “Other” subcategory.
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Other

Include:

Ref #2023-16

Limited partnership interests in oil and gas production.

Forest product partnerships.

Investments within the Joint Venture and Partnership Interests category that
do not qualify for inclusion in the “Fixed Income Instruments,” “Common

Stocks,” “Real Estate” or “Mortgage Loans” subcategories.

Reporting should be consistent with the corresponding risk-based capital
factor for this investment category (i.e., Other Long-Term Assets).

Residual Tranches or Interests with Underlying Assets Having Characteristics of:

Investment in Residual Tranches or Interests should be assigned to the subcategory with the highest
underlying asset concentration. There shouldn’t be any bifurcation of the underlying assets among the

subcategories.

Include:

Residual tranches or interests captures securitization tranches and beneficial
interests as well as other structures captured in scope of SSAP No. 43R — Loan-
Backed and Structured Securities, that reflect loss layers without any contractual
payments, whether interest or principal, or both. Payments to holders of these
investments occur after contractual interest and principal payments have been
made to other tranches or interests and are based on the remaining available
funds. See SSAP No. 43R for accounting guidance.

Fixed Income Instruments

Include:

Common Stocks

Include:

Preferred Stocks

Include:
Real Estate
Include:

Mortgage Loans

Include:
Other

Include:

Investments with underlying collateral which, if held individually, would be
reported on Schedule D — Part 1 — Long-Term Bonds

Investments with underlying collateral which, if held individually, would be
reported on Schedule D — Part 2 — Section 2 — Common Stocks

Investments with underlying collateral which, if held individually, would be
reported on Schedule D — Part 2 — Section 1 — Preferred Stocks

Investments with underlying collateral which, if held individually, would be
reported on Schedule A — Real Estate Owned

Investments with underlying collateral which, if held individually, would be
reported on Schedule B — Mortgage Loans

Items that do not qualify for inclusion in the above subcategories.

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):

e Bond Project: Under the principle-based bond definition project, revisions are proposed to combine the
non-registered provide funds within the reporting category for joint ventures, partnerships and limited
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liability companies as those items would also be in scope of SSAP No. 48. With that change the category
of “fixed income instruments” would be retained.

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): NA

Recommendation:

NAIC staff recommend that the Working Group include this item on their maintenance agenda as a SAP
clarification/potential blanks reporting change and expose this agenda item with a request for industry and
regulator feedback to further define and provide examples for the investments captured as non-registered
private funds, joint ventures, partnerships or limited liability companies, or residual interests and reported
based on the underlying characteristics of assets. Specifically, comments are requested on what should be
captured as investments with underlying asset characteristics of:

Fixed-Income Instruments
Common Stocks

Real Estate

Mortgage Loans

Other

As detailed in the current A/S instructions, descriptions are included for non-registered private funds, joint ventures,
partnerships, and limited liability companies, whereas references to the SSAP the underlying assets would be
captured in are included for residual interests.

This agenda item is only intended to improve the annual statement instructions and examples for the allocation of
investments based on the above underlying characteristics of assets. If needed, and preferred by the Working Group,
this agenda item could be expanded to propose new reporting lines (structural changes) to Schedule BA. As noted
within ‘Activity to Date,” revisions are currently being considered to combine and rearrange broad reporting lines
under the bond project. Those revisions currently do not expand on the instructions for reporting based on
underlying characteristics of assets. The proposed revisions from the Statutory Accounting Principles (E) Working
Group will be used to sponsor a blanks annual statement instruction change. The revisions within this agenda item
will not result in actual statutory accounting revisions.

Staff Review Completed by: Julie Gann - NAIC Staff, May 2023

Status:

On August 13, 2023, the Statutory Accounting Principles (E) Working Group moved this agenda item to the active
listing, categorized as a SAP clarification and exposed this agenda item to further define for consistency purposes
the investments captured as non-registered private funds, joint ventures, partnerships or limited liability companies,
or residual interests and reported based on the underlying characteristics of assets.

On December 1, 2023, the Statutory Accounting Principles (E) Working Group exposed additional revisions, as
detailed below, to further define the investments captured on Schedule BA along with the continued proposed to
combine non-registered private funds within the proposed reporting lines for joint ventures, partnerships, or limited
liability companies. The Working Group also requested additional regulator and industry feedback on whether more
specificity is needed since the existing Schedule BA descriptions are fairly broad.
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Proposed Interested Parties’ Edits to the Schedule BA Instructions from Separate Attachment:

Non-Registered Private Funds with Underlying Assets Having Characteristics of a Bond, Mortgage Loan
or Other Fixed Income Instrument

Include: Fixed income instruments that are not corporate or governmental unit
obligations (Schedule D) or secured by real property (Schedule B).

Any investments deemed by the reporting entity to possess the underlying characteristics of a
bond or other fixed income instrument that has been assigned an NAIC designation by the
Securities Valuation Office (SVO) pursuant to the policies in the Purposes and Procedures
Manual of the NAIC Investment Analysis Office for this category. Report these investments on
Lines 0799999 and 0899999.

Any investments deemed by the reporting entity to possess the underlying characteristics of a
bond or other fixed income investment that has not been assigned an NAIC designation by the
Securities Valuation Office (SVO) pursuant to the policies in the Purposes and Procedures
Manual of the NAIC Investment Analysis Office for this category. Report these investments on
Lines 0999999, 1099999, 1199999, 1299999, 1399999 and 1499999.

Joint Ventures, Partnership or Limited Liability Company Interests with Underlying Assets Having the
Characteristics:

Fixed Income Instruments

Include: Investments with underlying collateral which include contractual principal
and/or interest payments, excluding mortgage loansteveraged-Buy-out

Any investments deemed by the reporting entity to possess the underlying characteristics of
fixed income instruments that has been assigned an NAIC designation by the Securities
Valuation Office (SVO) pursuant to the policies in the Purposes and Procedures Manual of the
NAIC Investment Analysis Office for this category. Report these investments on Lines 1599999
and 1699999.

Any investments deemed by the reporting entity to possess the underlying characteristics of
fixed income instruments that has not been assigned an NAIC designation by the Securities
Valuation Office (SVO) pursuant to the policies in the Purposes and Procedures Manual of the
NAIC Investment Analysis Office for this category. Report these investments on Lines 1799999
and 1899999.

Common Stocks

Include: Venture Capital Funds or other underlying equity investments.
Real Estate
Include: Real estate development interest. Reporting should be consistent with the

detailed property analysis appropriate for the corresponding risk-based
capital factor for this investment category. If the requisite details are not
available for reporting, report under “Other” subcategory.

Mortgage Loans

Include: Mortgage obligations. Reporting should be consistent with the detailed
property analysis appropriate for the corresponding risk-based capital
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Other

Include:
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factor for this investment category. If the requisite details are not available
for reporting, report under “Other” subcategory.

Limited partnership interests in oil and gas production.

Forest product partnerships.

Investments within the Joint Venture and Partnership Interests category
that do not qualify for inclusion in the “Fixed Income Instruments,”
Real Estate” or “Mortgage Loans” subcategories.

“Common Stocks,

Residual Tranches or Interests with Underlying Assets Having Characteristics of:

Investment in Residual Tranches or Interests should be assigned to the subcategory with the
highest underlying asset concentration. There shouldn’t be any bifurcation of the underlying
assets among the subcategories.

Include:

Residual tranches or interests from securitization tranches and beneficial
interests as well as other structures captured in scope of SSAP No. 43R —
Loan-Backed and Structured Securities Investments in joint ventures,
partnerships and limited liability companies captured in scope of SSAP
No. 48—dJoint Ventures, Partnerships and Limited Liability Companies that
represent residual interests or that predominantly hold residual interests.

This category shall also include residual interests or residual security
tranches within investment structures that are not captured in scope of
SSAP No. 43R or SSAP No. 48 but that reflect, in substance, residual
interests or residual security tranches.

Fixed Income Instruments

Include:

Common Stocks

Include:

Preferred Stocks

Include:

Real Estate

Include:

-Investments with underlying collateral which_include contractual principal and/or

interest payments, excluding mortgage loans-if-held-individually,-would-be
reported-on-Schedule D — Part 1 —Long-Term Bonds

Investments with underlying collateral which_are securities that represent a

subordinate equity ownership.; if-held-individually-weould-be-reported-on
Sehodulo D Dol 0 Ceclon 0 Colinon Dlocls

Investments with underlying collateral which_is a security that represents
ownership of a corporation and gives the holder a claim prior to the claim of
common stockholders on earnings and also generally on assets in the event of

liquidation.; y y
Section1—Preferred Stocks

Investments with underlying collateral which_is defined as directly-owned real
estate properties and single real estate property investments that are directly and
wholly-owned through a limited liability company;-. if-held-individuaty,weuld-be
reported-on-Schedule- A —Real Estate Owned
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Mortgage Loans

Include: Investments W|th underlylng collateral which_is secured bv a mortqaqe on real
Other
Include: Items that do not qualify for inclusion in the above subcategories.

On February 20, 2024, the Statutory Accounting Principles (E) Working Group reviewed the comments received
on this item as well as comments received on the exposed blanks proposal 2023-12BWG. After the discussion, the
Working Group exposed this agenda item and directed a modified SAPWG-sponsored blanks proposal (2023-
12BWG) to recommend for exposure during the February 21, 2024, Banks (E) Working Group conference call.
(This agenda item does not propose any SSAP revisions.)

The following key modifications are reflected in the modified Schedule BA blanks proposal and for documentation
within this agenda item:

1) Schedule BA has a clear statement that all investments shall be reported in the dedicated reporting line.
Investments that do not fit within any specific reporting line shall be captured as an “Any Other Class of Asset.”

2) The Schedule BA reporting category for investments in “Joint Ventures, Partnerships and Limited Liability
Companies” has been clarified to identify that investments captured within this reporting category shall be in
scope of SSAP No. 48. With this clarification, the revisions proposed by industry to clarify the “underlying
characteristics of bonds” subcategory to include “collateral that has contractual principal and/or interest
payments, excluding mortgage loans,” as well as the other proposed industry descriptions for other
subcategories, has been retained. One exception to the SSAP No. 48 restriction has been included to reference
structured settlement payment rights in scope of SSAP No. 21R—Other Admitted Assets that have an SVO-
Assigned designation. This inclusion is consistent with the guidance in SSAP No. 21R. The Schedule BA blanks
proposal maintains the recommendation to eliminate the “non-registered private fund” reporting category as
those items shall be reported in the “joint ventures, partnerships and limited liabilities companies” reporting
category if in scope of SSAP No. 48.

3) The Schedule BA reporting category for residuals has been modified to refer to SSAP No. 21R for the residual
definition, pursuant to agenda item 2019-21. As such, the proposed revisions offered by industry in their January
22, 2024, comment letter have not been reflected. Beginning Jan. 1, 2025, all residuals shall be captured in
scope of SSAP No. 21R, regardless of the investment form.

On May 15, 2024, the Statutory Accounting Principles (E) Working Group reviewed the comments received on this
item as well as comments received on the exposed blanks proposal 2023-12BWG, which is proposed to be effective
on January 1, 2025. After the discussion, the Working Group adopted this agenda item, resulting in no SSAP
revisions, the adoption is to communicate support for the adoption of 2023-12BWG with the following three
additional modifications to the blanks proposal:

1) Rename “Fixed Income Instruments” to “Bonds™:

Residual Tranches or Interests with Underlying Assets Having Characteristics of:

Investment in Residual Tranches or Interests should be assigned to the subcategory with the highest
underlying asset concentration. There should not be any bifurcation of the underlying assets among the
subcategories.

Include: Residual tranches or interests captured in scope of SSAP No. 21R — Other Admitted
Assets. The scope of SSAP No. 21R includes all in-substance residuals regardless
of the investment form. Therefore, this category shall include investments that
reflect in-substance residuals in the form of 1) an investment in a securitization
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tranche or beneficial interest, 2) an investment in a joint venture, partnership or
limited liability company, 3) an investment in preferred stock 4) an investment in
common stock, or 5) any other investment structure.

Fixed IncomeInstrumentsBonds

Include: Investments with underlying collateral which, if held individually, would be
reported as issuer credit obligations on Schedule D — Part 1 — Lene—Ferm
BendsSection 1, or as asset-backed securities on Schedule D — Part 1 — Section 2.
Residual tranches from collateralized loan obligations (CLOs) shall be captured
within this reporting line.

Other
Include: Items that do not qualify for inclusion in the above subcategories. Examples
include, but are not limited to, residual tranches from investments with underlying
assets of student loans, auto loans, aircraft leases or train car leases.

2) Clarify Guidance for Schedule BA, Column 26 — Maturity Date
Column 26 — Maturity Date

The maturity date shall be reported for all investments on Schedule BA that have a stated maturity
date. This is anticipated to include, but not be limited to. all investments captured as non-bond
debt securities, surplus notes, capital notes, collateral loans, non-collateral loans, and investments
in tax credits. However, this list should not be considered all-inclusive for investments captured
on other reporting lines with stated maturity dates.

U o f ties included.in the Follow btotal lines.
Shbethedeie e e s Lo e

3) Correct Joint Venture, Partnerships and LLCs Reporting Line. (Change from exposure is shaded.)

As Exposed: Interests in Joint Ventures, Partnerships or Limited Liability Cempany-Companies (Including
Non-Registered Private Funds) Interests-with-Underlying Assets Having the-Characteristies-of:

With Correction: [nterests in Joint Ventures, Partnerships or Limited Liability Cempany—Companies
(Including Non-Registered Private Funds) Iaterests-with Underlying Assets Having the Characteristics of:

https://naiconline.sharepoint.com/teams/FRSStatutory Accounting/National Meetings/A. National Meeting Materials/2024/05-15-24/Adoptions/23-16 -
Schedule BA Categories 1.docx
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