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[bookmark: Check1]Modification of Existing SSAP		|X|		|X|		|X|	
New Issue or SSAP			|_|		|_|		|_|
Interpretation				|_|		|_|		|_|

Description of Issue: This agenda item has been prepared to consider improved financial statement reporting for reinsurer affiliated assets in response to the January 7, 2025, referral from the Financial Analysis (E) Working Group (FAWG). The following reflects the key components from the referral: 

In recent years, there has been an increase in the number and significance of coinsurance with funds withheld and modified coinsurance reinsurance arrangements ceding blocks of life and annuity liabilities to offshore, third-party reinsurers that are unauthorized. These arrangements, and other similar structures, often involve the transfer of investment advisory responsibilities for the assets supporting the business to the reinsurer or one of its affiliates, although the assets remain on the books of the ceding insurer to collateralize the transaction and/or support of the liabilities. 
In a recent troubled company situation, the third-party investment advisor/reinsurer reallocated a significant portion of the assets into securities that were later discovered to be affiliated with and/or related to the investment advisor/reinsurer. However, this concentration was not readily apparent to the domestic regulator, as the securities were issued by various legal entities and the related party relationships were not identifiable in the ceding insurer’s Supplemental Investment Risk Interrogatories. After the discovery of this concentration through an examination, the domestic regulators also identified significant concerns regarding the valuation of the securities. 
The accurate and complete reporting of potential investment concentrations, particularly of affiliated or related parties of an appointed investment advisor/reinsurer, is of critical importance to regulators in ongoing solvency monitoring. As coinsurance with funds withheld and modified coinsurance arrangements where investment advisory services are transferred to the reinsurer are becoming increasingly common and more complex, there is the potential for investment concentrations in assets affiliated with or related to the reinsurer to go unidentified through the existing statutory reporting framework. As such, FAWG recommends that the Statutory Accounting Principles (E) Working Group (SAPWG) consider whether enhanced reporting or disclosures could be developed in this area to identify such concentrations.

With this referral, the Statutory Accounting Principles (E) Working Group is requested to consider enhanced reporting or disclosures to identify whether investments held under modified coinsurance (modco) or funds withheld (FWH) arrangements are related or affiliated to the reinsurer. 

Although there has been discussion on getting full investment detail on held modco/FWH assets, at this time, the proposal resulting from agenda item 2024-07 is to only capture aggregate detail that corresponds to the AVR reporting (so that it can be traceable to the RBC formula). There is a second proposal under agenda item 2024-20 to explicitly identify held modco/FWH assets as restricted. The proposal resulting from agenda item 2024-20 is to capture information on these assets by broad investment category (e.g., investment schedule). 

In order to proceed timely with the January 7 FAWG request, this agenda item recommends expanding the restricted asset disclosure to identify the amount of modco/FWH assets for which the asset is a related party or affiliated investment to the reinsurer. It is proposed that the existing related party investment codes be utilized to ensure consistent application in identifying whether the investment is a related party investment. 
Further, in response to informal comments received that the restricted asset disclosure is not updated for notable swings in the interim financials, this agenda item also proposes to capture the full restricted asset disclosure in all quarterly and annual financial statements.

Existing Authoritative Literature: 

There is no current reporting or identification requirement for modco/FWH assets affiliated to the reinsurer. 

This agenda item proposes to leverage the related party investment codes required for most of the investment schedules to identify the extent modco/FWH assets are affiliated to the reinsurer. 

The following electronic column is required in all held investment schedules except for Schedule A – Real Estate. 

Column 18	–	Investments Involving Related Parties

Required for all investments involving related parties including, but not limited to, those captured as affiliate investments. This disclosure intends to capture information on investments held that reflect interactions involving related parties, regardless of whether the related party meets the affiliate definition, or the reporting entity has received domiciliary state approval to disclaim control/affiliation.

Enter one of the following codes to identify the role of the related party in the investment.

1.	Direct loan or direct investment (excluding securitizations) in a related party, for which the related party represents a direct credit exposure.

2.	Securitization or similar investment vehicles such as mutual funds, limited partnerships and limited liability companies involving a relationship with a related party as sponsor, originator, manager, servicer, or other similar influential role and for which 50% or more of the underlying collateral represents investments in or direct credit exposure to related parties.

3.	Securitization or similar investment vehicles such as mutual funds, limited partnerships and limited liability companies involving a relationship with a related party as sponsor, originator, manager, servicer or other similar influential role and for which less than 50% (including 0%) of the underlying collateral represents investments in or direct credit exposure to related parties.

4.	Securitization or similar investment vehicles such as mutual funds, limited partnerships and limited liability companies in which the structure reflects an in-substance related party transaction but does not involve a relationship with a related party as sponsor, originator, manager, servicer or other similar influential role.

5.	The investment is identified as related party, but the role of the related party represents a different arrangement than the options provided in choices 1-4. 

6.	The investment does not involve a related party.

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): N/A

Staff Recommendation: 
NAIC staff recommend that the Working Group receive the referral and expose this agenda item for comment, for a shortened comment deadline ending May 2, while concurrently sponsoring a blanks proposal to expand the restricted asset reporting to capture information, by investment schedule, of modco and FWH assets that are related to the reinsurer and to require the restricted asset disclosure in all quarterly and annual financial statements.

To timely meet the need of state insurance regulators, as requested from the FAWG referral, it is recommended that this item be planned for data-capturing with a year-end 2025 effective date. This effective date will require adoption of the agenda item, and the corresponding blanks changes, no later than May 2025. If it is not possible to adopt with that timeline, then the SAPWG could still adopt a disclosure for year-end 2025, but it will be narrative only until year-end 2026. 

Proposed revisions to SSAP No. 1, footnote 2 to require quarterly disclosure of restricted assets: 

23.	Reporting entities shall disclose2 the following information in the financial statements:

2 Disclosure of restricted assets shall be included in the all annual and quarterly financial statements and, pursuant to the Preamble, in the interim financial statements if significant changes have occurred since the annual statement. If significant changes have occurred, the entire disclosure shall be reported in the interim financial statements.

23.c	The amount and nature of any assets received as collateral or assets that are held under modified coinsurance or funds withheld reinsurance agreements, reflected as assets within the reporting entity’s financial statements, for which there is a recognized liability to return these collateral assets or for the dedicated use of those assets under the modco/funds withheld agreement, in the general and separate accounts in comparison to total assets and admitted assets. The disclosure shall identify whether the modco/FWH assets are related to the reinsurer. 
(Note: The above paragraph reflects revisions being considered under 2024-20: Restricted Asset Disclosure Clarification. Only new language from this agenda item is shown as tracked changes.) 

Proposed Expansion to the Restricted Asset Reporting: (This will be part of the Note 5L.)

The tracked changes shown illustrate the difference from the current direction for related party investments to the reporting entity (as reported in each investment schedule), to capture related party investments to the reinsurer in the modco/FWH arrangement. 

	Assets
	Book/Adjusted Carrying Value (BACV)
	Related Party Code

	
	FWH Including Modco
	1
	2
	3
	4
	5
	6

	a.	Cash, Cash Equivalents and Short-Term Investments

	$		
	$		
	$		
	$		
	$		
	$		
	

	b.	Schedule D, Part 1, Section 1
			
			
			
			
			
			
	

	c.	Schedule D, Part 1, Section 2
			
			
			
			
			
			
	

	d.	Schedule D, Part 2, Section 1
			
			
			
			
			
			
	

	e.	Schedule D, Part 2, Section 2
			
			
			
			
			
			
	

	f.	Schedule B
			
			
			
			
			
			
	

	g.	Schedule A
			
			
			
			
			
			
	

	h.	Schedule BA, Part 1
			
			
			
			
			
			
	

	i.	Schedule DL, Part 1
			
			
			
			
			
			
	

	j.	Other
	$		
	$		
	$		
	$		
	$		
	$		
	

	k.	Total Assets (a+b+c+d+e+f+g+h+i+j)
	$
	$
	$
	$
	$
	$
	

	[bookmark: _Hlk191033241]Percentage to Total FWH Assets
	
	
	
	
	
	
	



The sum of amounts reported in columns 1-6 shall equal the BACV total by investment category. 

Identify, by the following related party codes, the amount of assets held under funds withheld agreements (including modco) on the basis of whether the investment is related to the modco/FWH reinsurer: 

1.	Direct loan or direct investment (excluding securitizations) in a related partyin the reinsurer, for which the related partyreinsurer represents a direct credit exposure.

2.	Securitization or similar investment vehicles such as mutual funds, limited partnerships and limited liability companies involving a relationship with a related partythe reinsurer as sponsor, originator, manager, servicer, or other similar influential role and for which 50% or more of the underlying collateral represents investments in or direct credit exposure to related partiesthe reinsurer.

3.	Securitization or similar investment vehicles such as mutual funds, limited partnerships and limited liability companies involving a relationship with a related partythe reinsurer as sponsor, originator, manager, servicer or other similar influential role and for which less than 50% (including 0%) of the underlying collateral represents investments in or direct credit exposure to related partiesthe reinsurer.

4.	Securitization or similar investment vehicles such as mutual funds, limited partnerships and limited liability companies in which the structure reflects an in-substance related party transaction to the reinsurer but does not involve a relationship with a related partythe reinsurer as sponsor, originator, manager, servicer or other similar influential role.

5.	The investment is identified as related to the reinsurerparty, but the role of the related partyreinsurer represents a different arrangement than the options provided in choices 1-4. 

6.	The investment is not related / affiliated to the reinsurer. does not involve a related party.

Staff Review Completed by: Julie Gann, NAIC Staff—February 2025

Status:
On March 24, 2025, the Statutory Accounting Principles (E) Working Group received a referral from the Financial Analysis (E) Working Group related to funds withheld assets related to / affiliated with the reinsurer and exposed this agenda item proposing revisions to SSAP No. 1 while concurrently sponsoring a blanks proposal to expand the restricted asset note disclosure to capture information, by investment schedule, of funds withheld assets that are related to the reinsurer. Additionally, the proposed revisions will require the restricted asset disclosure in all quarterly and annual financial statements.
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