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Description of Issue: This agenda item has been prepared to review the overall guidance as well as the process in which equity changes are reported for investments in scope of SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies. Questions have been raised as to the timing of the requirement for the audited financial statements, and inquiries on the specific guidance in the standard for determining the amount reported (book/adjusted carrying value) for a SSAP No. 48 investment. In reviewing reported information on Schedule BA, questions have also been identified on the reporting provisions and if they are clear / consistently applied. 

Under existing guidance in SSAP No. 48, investments shall be reported using the equity method. If a reporting entity holds a minor ownership interest (less than 10%) or lacks control, the equity calculation is limited to the guidance in SSAP No. 48. If there is a more-than-minor ownership interest, then the equity method is calculated pursuant to the guidance in SSAP No. 97—Investments in Subsidiaries, Controlled and Affiliated Entities, paragraphs 8.b.i-8.b.iv, which determines the equity method based on the investee (e.g., insurance company, non-insurance company, foreign insurance company). The general concept of the equity calculation is the same in both SSAP No. 48 and SSAP No. 97. The equity method adjusts a reporting entity’s cost basis in an investment to reflect the audited undistributed gains/losses of the investee. Under both SSAP No. 48 and SSAP No. 97, audited financial statements are required to support the equity method calculation and for the investment to be admitted. Calculations also include amortization of a “basis difference” or goodwill – both concepts discussed within.

This agenda item is very detailed with many concepts from SSAP No. 48 identified for potential discussion. Ultimately, as shown within the recommendation, this agenda item proposes a review of several concepts to ensure intended guidance is clear and consistently applied. It’s also noted that this review would be in line with historical agenda item 2013-36: Investment Classification Project. Although SSAP No. 48 was identified for review within that project, a review of SSAP No. 48 has yet to be completed. 

1) Review of 2024 Year-End Information for 2024 Acquired SSAP No. 48 Investments: 
NAIC staff ran a year-end 2024 data report to review investment information for all items acquired in 2024 and reported in scope of SSAP No. 48. For year-end 2024, this included the Schedule BA reporting lines for “Non-Registered Private Funds” and “Joint Ventures, Partnerships or Limited Liability Companies.” (As of Jan. 1, 2025, the non-registered private fund reporting line has been eliminated, with all SSAP No. 48 items captured on the remaining line.) NAIC staff only focused on 2024 acquired items to eliminate the potential for prior year impacts to the book adjusted carrying value (BACV). 

From this data pull, there were 2,286 investments reported with a 2024 acquisition date. Of these investments: 
· 622 reported an unrealized gain from the date of acquisition
· 961 reported no unrealized gains lor loss from the date of acquisition
· 703 reported an unrealized loss from the date of acquisition

NAIC staff noted that some investments (80) were acquired in December 2024, including some acquired on December 31, 2024, and were reported with a year-end BACV that differed from the acquisition cost resulting in an immediate unrealized gain or loss. This identification further raised questions as to how companies would have updated information to support a change in the acquisition cost for year-end reporting, or if they had acquired the investments at a discount and were increasing the BACV to match the investment company’s stated equity value. 

NAIC staff also noted that for many 2024 acquired securities the calculation to arrive at the reported unrealized valuation increase/decrease did not seem to properly compute. Meaning, the difference between the reported acquisition cost and BACV did not agree to what was reported as an valuation increase/decrease. In some situations, the company even reported an unrealized decrease when the change between the BACV and amortized cost seem to reflect an unrealized increase (or vice versa). Although other impacts to BACV (e.g., recognized OTTIs, capitalized deferred interest or foreign exchange changes) or investment income received (reducing unrealized gains) detailed on Schedule BA could explain the difference, this was not the situation for most of the noted items.

After investigating a limited number of these items, it was noted that some investments were not originally acquired in 2024 but had additional contributions in 2024 and the “date originally acquired” on Schedule BA – Part 1 had been incorrectly updated, likely to the date when additional contributions were made. For items acquired before 2024, prior year impacts could influence the unrealized gain/loss calculation, potentially explaining why the calculation did not properly compute. (NAIC staff notes that this may not be the widespread explanation for discrepancies, and staff have not investigated the history of these items to verify the calculations.) 

Regardless, after corresponding with a few interested party representatives, it was agreed that the intent, consistent with the annual statement instructions, is to have the “owned” schedules (Part 1) reflect the investment’s original acquisition date even if there were subsequent funding / additional interests acquired. The date of the subsequent funding should be detailed on the “acquired” schedules (e.g., Schedule BA – Part 2), but that date should not be used to override the original acquisition date on Part 1. To ensure consistency in reporting, this agenda item proposes minor blanks reporting revisions to clarify the “date originally acquired” on Part 1 to identify that it should not be updated to reflect additional interests / funding towards an existing investment. For Part 2, minor revisions are proposed to include guidance for subsequent additions. 

2) Timing of Recognition of Equity Value Increases (Gains) and Declines (Losses): 
Per the explicit guidance in SSAP No. 48 and SSAP No. 97, reporting entities are to adjust the reported value based on the applicable audited financial statements of the investee. However, this is not how these equity adjustments occur in practice. Pursuant to discussion with interested party representatives, reporting entities often adjust the reported equity value based on the unaudited statements received from the investee. These statements could be received monthly, quarterly, annually, or not at all. Then, when the investee is audited, a “true-up” statement is provided to the reporting entity, and the reporting entity then adjusts the reported BACV based on the audited financial statements. As such, reporting entities are often not waiting for confirmed, audited, financial statements before regularly adjusting their reported equity value in the investee. 

To illustrate, assume on Jan. 30, 2024, a reporting entity acquired ownership of a SSAP No. 48 entity. Then, each quarter, the reporting entity received a statement indicating a 10% increase in equity value. Under industry practice, reporting entities recognize this increased value with an unrealized gain each quarter, with the cumulative effect reflected in the year-end financial statements. Then, the investee would have an audit of their equity value as of year-end 2024. However, this audit would likely not be completed until after first quarter 2025. As such, the reporting entity would receive another unaudited quarterly statement indicating a 10% increase in March 2025 and the reporting entity would recognize an additional unrealized gain. Once the audit was complete, the reporting entity would receive the audited result and then make a corresponding adjustment to the equity value based on what was reported as of year-end 2024. Even if a reduction was necessary, the adjustment is made to the current period financials (whichever quarter the audited info is received), but the unaudited 10% unrealized gain reported for the Q1 2025 would remain until a subsequent audit found that the adjustment was incorrect. 

Although the requirement for audited financial support is pointed to as a safeguard for the reported value of these investments, with the industry practice, there can be a significant timing difference in the reported equity value and when the audited financial statements are obtained to verify that amount. This practice is not consistent with the explicit guidance in SSAP No. 48 that indicates the carrying amount shall be adjusted to recognize the reporting entity’s share of the audited U.S. GAAP basis earnings or losses of the investee after the date of acquisition. The guidance in SSAP No. 48 does allow use of unaudited information if the annual audited information is not complete as of the annual financial statement deadline, however, clarification is requested on how far in advance the use of unaudited information should be permitted. Is the guidance intended to allow equity adjustments at any time the investee provides information, or was that intended to only apply at year-end? When there is an audit lag, SSAP No. 48 indicates use of the more “recent available financial statements” and that the lag should be consistent from period to period. SSAP No. 97 has the SCA reporting process that verifies audited information, the reported valuation method and adjustments required.

With knowledge of industry practice, NAIC staff request comments on whether additional information is needed for regulators to assess the reported value of SSAP No. 48 investments. For example, whether it would be beneficial to receive information (perhaps via new electronic columns) that identifies the date of the last audited financial statement supporting the equity position, when that audited information was received by the reporting entity, and what the reporting entity’s audited equity value was at that time. This could assist in identifying significant equity changes since the last audit was received. 

Conversely, if preferred by regulators, the language in SSAP No. 48 could be revised to restrict recognition of unrealized gains (valuation increases) until those increases are supported by audited financial statements. If supported, consideration would need to be given to the recognition of unrealized declines (losses), as presumably, those should be recognized when known. 

3) Acquisition of SSAP No. 48 Investments at a Discount with Negative Goodwill
The origination of this agenda item was from the inquiry on whether reporting entities could acquire SSAP No. 48 investments at a discount, and then immediately recognize a gain to represent the non-discounted equity value. From what NAIC staff have ascertained, acquisitions at a discount could occur in two general situations: 

1. The issuing entity offers the insurance reporting entity the ability to purchase the investment at a lower amount than the proportionate share of the equity value. This could occur, but is not expected to be a common occurrence, at least not between unrelated third parties. 

2. The insurance reporting entity acquires the SSAP No. 48 investment from another investor that is looking to reduce or  eliminate their equity interest. This is expected to be the more common of the two scenarios, where the original investor takes a loss to unwind from the investment. Although the original investor may have reported the investment at the audited equity value, the equity value may not reflect fair value. Pursuant to SSAP No. 100, fair value is defined as the price that would be received to sell an asset in an orderly transaction between market participants at the measurement date (exit price). As SSAP No. 48 investments are often not liquid, investors may be required to take a loss (less than the equity value) to reduce or eliminate their investment interest. 

Although there are provisions in certain SSAPs that restrict the measurement value of investments to not exceed fair value, that concept does not currently exist in SSAP No. 48. As such, under the provisions within SSAP No. 48, insurance reporting entities utilize equity value, regardless of whether the equity value is reflective of fair value (exit price). Although the audited equity value may reflect the fair value of the assets/liabilities in the structure, that value may not reflect what the insurance reporting entity could receive (fair value) if they needed to sell their investment. 

Under existing statutory accounting guidance, all SSAP No. 48 acquisitions are subject to SSAP No. 68—Business Combination and Goodwill and the guidance for goodwill. This means that if the entity was to acquire a SSAP No. 48 investment for an amount greater than book value, positive goodwill would exist. If an entity was to acquire a SSAP No. 48 investment for an amount less than book value (discount), negative goodwill would exist. Goodwill is reported combined with the related investment; therefore, goodwill impacts the reported BACV on Schedule BA. (Positive goodwill increases the BACV and negative goodwill decreases the BACV.) 

If acquiring a SSAP No. 48 investment at a discount, with negative goodwill, the entry to record the investment would be as follows: (Equity/book value is $100 and purchase price is $80.)

SSAP No. 48 Investment 	100
	Goodwill			(20)
	Cash				(80)

Since goodwill is reported combined with the investment, Schedule BA would report the investment at $80. Over a timeframe not to exceed 10 years, the negative goodwill would be amortized as an unrealized gain, systematically eliminating the goodwill and increasing the investment position. After the amortization timeframe (assuming no other changes), the investment balances would be reported at $100 (as it is no longer net with the negative goodwill), and there would be unrealized gain reported at $20 on Schedule BA. 
		
This reporting could cause questions, as it would appear there is $20 in accumulated undistributed earnings after acquisition, but that would not be the case, as the investment was just acquired at a discount and the unrealized gain just reflects the amortization of the negative goodwill to get to the equity value at the date of acquisition. Regardless, since the entity only paid $80 for the investment, if the investment was sold for the equity value, the entity would recognize a $20 gain. 

It should be highlighted that the goodwill amortization timeframe is “the period in which the acquiring entity benefits economically, not to exceed 10 years” with goodwill evaluated separately for each transaction. There is no difference in this guidance between negative and positive goodwill, therefore a company could conclude that the “economic benefit” timeframe is much shorter than 10 years, allowing for the goodwill to be amortized faster, resulting in an increase in the reported investment amount. Presumably, with no existing restrictions that require an amortization timeframe for negative goodwill, a company could determine that there is no future economic benefit timeframe and immediate eliminate the negative goodwill. Although this may not be desirable by an entity for positive goodwill, it would allow a day-one gain for negative goodwill (investments acquired at a discount).

In addition to the amortization of goodwill, the insurance company shall also be reporting the equity method pick-ups/declines, resulting in additional changes to the investment value and the recognition of unrealized gains/losses. From NAIC staff’s understanding of the intent of the guidance, it is not appropriate to use subsequent equity changes to eliminate goodwill or accelerate its amortization into unrealized gain/loss. 

Ultimately, the question is whether the guidance, and the net reporting with goodwill (positive or negative) on Schedule BA, is reflected as intended, if it is properly being followed and if there is adequate documentation and reporting of the goodwill for each investment. From the review of year-end 2024 data, it is not possible to identify the goodwill reported within each investment or the extent to which the unrealized gain/loss reflects the amortization of goodwill. 

Based solely on the extent of unrealized valuation increases/decreases shown for investments originally acquired towards the end of 2024, NAIC staff suspect that some entities may not be capturing the concept of negative goodwill for investments acquired at a discount and instead are recognizing a day-one immediate unrealized gain. From the data review for 2024 acquisitions, NAIC staff identified that only 14 companies reported a current year amortization/accretion on Schedule BA, although many more companies reported an unrealized valuation increase/decrease shortly after the acquisition date. The following chart highlights the differences between following the SAP guidance with negative goodwill and if a company recognized a day-one gain:
	
Correct Accounting under SAP: 
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	The $100 investment and goodwill of $20 is reported net, therefore on Schedule BA, the investment is shown at $80. 
	If companies do not recognize the negative goodwill, they will recognize an immediate unrealized gain, resulting in $100 on Schedule BA for the investment. 



4) Application of Goodwill and Goodwill Disclosures 
Although the guidance in SSAP No. 68, paragraph 4 is explicit that all SSAP No. 48 entities are subject to goodwill (those with both a more-than-minor interest valued pursuant to SSAP No. 97, paragraphs 8.b.i, 8.b.ii, 8.b.iii and 8.b.iv, and those with a minor interest pursuant to SSAP No. 48, paragraph 9), there is a question whether  acquisitions of SSAP No. 48 investments are following the guidance and are captured in the goodwill disclosures. NAIC staff suspects that the application of the SSAP No. 68 goodwill guidance to SSAP No. 48 investment acquisition is inconsistently applied based on two key factors:

1. First, the SSAP No. 68 title and guidance refers to “business combinations” and it is likely that companies acquiring an interest in a SSAP No. 48 investment do not consider the investment acquisition as a business combination. 

2. Second, although SSAP No. 68, paragraph 1 and paragraph 5, apply to all SSAP No. 48 investments, including both more-than-minor (SCA) and minor (non-SCA) SSAP No. 48 investments, other sections of SSAP No. 68 refer to “SCA Investments.” Because an SCA (subsidiary, controlled or affiliated) investment is a specific term that refers to affiliation and control, these references/headings could cause companies to misapply the guidance, even with the specific SSAP No. 48 citations. 

Consistent with the issues noted previously, the question is whether proper documentation and reporting is occurring for goodwill that should be recognized for SSAP No. 48 investments. This is further expanded with a question on whether the guidance in SSAP No. 68 should be clarified to ensure consistent application, or if revised if the intent was not to capture all SSAP No. 48 acquisitions. If the guidance is retained, consideration may be given on expanding the disclosures and/or potentially incorporating electronic-only columns on Schedule BA for SSAP No. 48 investments to capture unamortized goodwill related to each specific investment. 


5) Discussion on Goodwill & Basis Difference
With the review of the goodwill guidance, it was noted that SSAP No. 48, paragraph 11, makes specific reference to the “amortization of the basis difference (difference between the cost and the underlying U.S. GAAP equity)” as the first step in determining the investment’s current equity value. In researching this guidance, the term “amortization of the basis difference” is incorrect under statutory accounting and instead should read as “amortization of goodwill.” As previously noted, SSAP No. 68 applies to the accounting for purchases of SSAP No. 48 investments in all situations. 

Under SSAP No. 68, goodwill is recognized as the difference between the purchase price (cost) and the acquired entity’s book value. This is different from U.S. GAAP in which goodwill is recognized as the difference between the purchase price and fair value. The concept of a “basis difference” is a U.S. GAAP situation that arises in an acquisition when book value is less than fair value. This concept is considered separately under U.S. GAAP, as the difference between the purchase price and the fair value is “goodwill.” Use of the term “basis difference” in SSAP No. 48 is a misnomer under statutory accounting concepts, as the comparison of fair value to purchase price as a component of the goodwill calculation does not exist under the prescribed statutory accounting goodwill calculation. The reference in SSAP No. 48, paragraph should be revised to reflect “goodwill” to reflect statutory concepts and prevent misapplication or confusion. To illustrate the differences: 

· SAP - If an insurer paid $200 to acquire an LLC with a book value of $150, the insurer recognizes $50 in goodwill under SSAP No. 68. The goodwill is then amortized over the useful life, not to exceed 10 years. 
· GAAP - If an insurer paid $200 to acquire the same LLC with a book value of $150, under U.S. GAAP the insurer would first have to determine if the book value equaled fair value. If the fair value was $180, the US GAAP filer would recognize a basis difference of $30 and goodwill of $20. Under U.S. GAAP, for public companies, the basis difference is amortized over the useful life of the asset it pertains to, not to exceed 10 years, but goodwill is an indefinite asset, only subject to annual impairment testing. 

6) SSAP No. 48 Negative Investment Income and Impairment Assessment
SSAP No. 48 investments do not provide scheduled interest or other investment income outside of distributions that reflect accumulated earnings or a return of equity. When a reporting entity receives income that reflects accumulated earnings, the reporting entity would reduce the BACV with a corresponding entry to reduce the previously recognized unrealized valuation increase (gain), reflecting undistributed accumulated earnings. The entity would then reflect the income received as investment income. When a reporting entity receives a distribution that reflects a return of equity, they would reduce the reported book/adjusted value of the investment, with no recognition of investment income or gain or loss. Of the 2,441 investments captured in the 2024 report, 365 reported positive investment income on Schedule BA. (This is not considered unusual as it is possible that the newly acquired SSAP No. 48 investments did not provide distributions.) However, what NAIC staff found interesting was that 153 entities reported a negative amount as “investment income” in Schedule BA. NAIC staff would find industry information beneficial to help explain how a negative investment income would be reported and what this reflects. The instructions are explicit that amounts that reflect a return of capital should not be captured within the investment income column. 

Reporting entities shall recognize an unrealized loss when the equity value of the investment declines to the point that all previous unrealized equity gains have been eliminated. Recognition of realized losses only occurs when a decline in value is other-than-temporary, or the entity sells the investment at a loss. Although it is common in most SSAPs to indicate that an OTTI shall be considered to have occurred when an entity has decided to sell an investment when the fair value is below the reported value, that is not specifically noted in SSAP No. 48. 

Returning to the data that was reviewed for 2024 acquisitions, over 700 (approx. 31%) were reported with an unrealized valuation decline as of year-end 2024. As previously noted, it is hard to tell the cause of the unrealized decline from the information reported. In many instances, the reported year-end BACV is greater than original cost (which would indicate an unrealized gain) or the reported BACV is unchanged from acquisition. Potentially, the amounts could reflect the amortization of positive goodwill, but NAIC staff does not believe that is likely in most instances given the size of the reported unrealized loss reported in the first year of acquisition. NAIC staff would find industry information beneficial to help explain the cause / calculation showing unrealized valuation declines (losses) on Schedule BA, particularly when the reported BACV is greater than the acquisition cost. For the data reviewed, six instances of a current year OTTI were reported on the schedule. 

7) SSAP No. 48 Ownership Percentage and Related Party Codes
In the review of the 2024 data, NAIC staff noted many instances in which the reporting entity identified a related party code of “6 – No Related Party Relationship” in situations in which the reporting entity’s percentage of ownership of the SSAP No. 48 investment was greater than 10%. Of these, there were 19 instances in which the ownership was 100%, 20 instances where the ownership percentage was between 80-100%, and 31 instances in which the ownership percentage was between 50%-80%. Under the provisions of SSAP No. 48 for determining “minor” (less than 10% or lacks control) as well as the SSAP No. 25 guidance in determining a related party relationship, these investments with more than 10% reporting entity ownership reflect a related party relationship. Although the criteria may not be met for “control” and affiliation, it seems that at a minimum, related party codes 2-5 (shown below) would be applicable based on what is held within the SSAP No. 48 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.

NAIC staff would welcome feedback from industry on dynamics or interpretations that were used to support a related party code of 6, particularly when the reporting entity owns the entire, or majority interest, of the investment structure. 

Existing Authoritative Literature: 

SSAP References: 

· SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies 
Although the entire SSAP may be subject to review, key noted references include: 

7. [bookmark: _Hlk532217353]Investments in these ventures, except for joint ventures, partnerships and limited liability companies with a minor ownership interest[footnoteRef:2], shall be reported using an equity method as defined in SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities, paragraphs 8.b.i. through 8.b.iv. (The equity method calculation may result with a negative valuation of the investment; therefore, the SSAP No. 97 equity method calculation shall occur regardless of whether the investment is supported by an audit and the reporting entity will nonadmit the investment.) A reporting entity whose shares of losses in a SSAP No. 48 entity exceeds its investment in the SSAP No. 48 entity shall disclose the information required by SSAP No. 97, paragraph 35.a. [2:  With the identification of whether the reporting entity has a minor ownership interest, reporting entities must also identify whether the investment is a related-party transaction. Pursuant to the concepts reflected in SSAP No. 25—Affiliates and Other Related Parties, consideration shall be given to the substance of the transaction and the parties whose action or performance materially impacts the insurance reporting entity holding the security. For example, if the underlying assets within a SSAP No. 48 entity represent assets issued by an affiliate, then the SSAP No. 48 entity shall be considered a related party (affiliate) investment, with the transaction subject to the accounting and reporting provisions of SSAP No. 25. As identified in SSAP No. 25, it is erroneous to conclude that the inclusion of a non-related intermediary, or the presence of non-related assets in a structure predominantly comprised of related party investments, eliminates the requirement to identify and assess the investment transaction as a related party arrangement.] 

(Paragraph 8 skipped – addresses a change in fiscal year for the SSAP No. 48 investment.) 
9. Joint ventures, partnerships and limited liability companies in which the entity has a minor ownership interest (i.e., less than 10%) or lacks control as stipulated in paragraphs 16 and 17, shall be recorded based on the underlying audited U.S. GAAP equity of the investee. The investment shall be nonadmitted if the audited financial statements include substantial doubt about the entity’s ability to continue as a going concern. Additionally, the investment shall be nonadmitted on the basis/contents of the audit opinion as detailed in paragraph 21 of SSAP No. 97.
(Paragraph 10 includes options for other audited sources of verification if US GAAP audit financials are not available, e.g., audited foreign GAAP, audited IFRS, Audited US tax basis. It is not duplicated for brevity.) 
11. The amount to be recorded shall be defined as the initial investment in an investee at cost (as defined in paragraph 3 of SSAP No. 68—Business Combinations and Goodwill) plus subsequent capital contributions to the investee. The carrying amount of the investment shall be adjusted for the amortization of the basis difference (difference between the cost and the underlying U.S. GAAP equity), as well as to recognize the reporting entity’s share of: (i) the audited U.S. GAAP basis earnings or losses of the investee after the date of acquisition, adjusted for any distributions received, or (ii) if audited U.S. GAAP basis financial statements of the investee are not available, the earnings or losses of the investee after the date of acquisition, adjusted for any distributions received, based on either one of the valuation methodologies allowed under paragraphs 10.a. or 10.b. A reporting entity’s share of adjustments, excluding changes in capital contributions to the investee, that are recorded directly to the investee’s stockholders’ equity shall also be recorded as adjustments to the carrying value of the investment with an offsetting amount recorded to unrealized capital gains and losses on investments.
12. Entities may recognize their investment in joint ventures, partnerships, and limited liability companies in which the entity has a minor ownership interest based on an unaudited basis for investment determination (i.e., foreign GAAP, IFRS, or tax basis as allowed under paragraph 10) if annual audited information is not complete as of the annual statement filing deadline. The recorded investment shall be adjusted for annual audit adjustments, if any, as soon as annual audited information is available. If financial statements of an investee are not sufficiently timely for the reporting entity to apply an equity method to the investee’s current results of operations, the reporting entity shall record its share of the earnings or losses of an investee from the most recent available financial statements. A lag in reporting shall be consistent from period to period.
· SSAP No. 68—Business Combinations and Goodwill

1. This statement establishes statutory accounting principles for business combinations. It addresses: (a) accounting for purchases of subsidiary, controlled and affiliated (SCA) investments (defined in SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities); (b) accounting for purchases of partnerships, joint ventures, and limited liability companies (defined in SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies); (c) accounting for goodwill; and (d) accounting for mergers. This statement does not include guidance for stock of an affiliated company received as a capital contribution, rather than through a purchase. Stock received as a capital contribution is addressed by SSAP No. 25—Affiliates and Other Related Parties, SSAP No. 95—Nonmonetary Transactions, or SSAP No. 97, based on the details of each transaction. The statutory purchase method within this statement is not applicable for stock received as a capital contribution.
[bookmark: _Toc187410526]Statutory Purchases of SCA Investments
3. The statutory purchase method of accounting is defined as accounting for a business combination as the acquisition of one entity by another. It shall be used for all purchases of SCA entities including partnerships, joint ventures, and limited liability companies. The acquiring reporting entity shall record its investment at cost. Cost is defined as the sum of: (a) any cash payment, (b) the fair value of other assets distributed, (c) the fair value of any liabilities assumed, and (d) any direct costs of the acquisition.(INT 00-28) Contingent consideration issued in a purchase business combination that is embedded in a security or that is in the form of a separate financial instrument shall be recorded by the issuer at fair value at the acquisition date.
4. For those acquired SCA entities accounted for in accordance with paragraphs 8.b.i., 8.b.ii., 8.b.iii. or 8.b. iv. of SSAP No. 97, and joint venture, partnership or limited liability company entities accounted for in accordance with paragraph 9 of SSAP No. 48, goodwill is defined as the difference between the cost of acquiring the entity and the reporting entity’s share of the book value of the acquired entity.  When the cost of the acquired entity is greater than the reporting entity’s share of the book value, positive goodwill exists. When the cost of the acquired entity is less than the reporting entity’s share of the book value, negative goodwill exists. Goodwill resulting from assumption reinsurance shall be recorded as a separate write-in for other-than-invested assets. All other goodwill shall be reported in the carrying value of the investment.
7. Positive goodwill recorded under the statutory purchase method of accounting shall be admitted subject to the following limitation: Positive goodwill from all sources, including life, accident and health, and deposit-type assumption reinsurance and goodwill resulting from the acquisition of an SCA by the insurance reporting entity that is reported on the SCA’s financial statements (resulting from the application of pushdown accounting), is limited in the aggregate to 10% of the acquiring[footnoteRef:3] entity’s capital and surplus as required to be shown on the statutory balance sheet of the reporting entity for its most recently filed statement with the domiciliary state commissioner adjusted to exclude any net positive goodwill, EDP equipment and operating system software, and net deferred tax assets. Additionally, all positive goodwill shall be nonadmitted when the underlying investment in the SCA or partnership, joint venture and limited liability company is nonadmitted[footnoteRef:4]. When negative goodwill exists, it shall be recorded as a contra-asset. [3:  The “acquiring” entity is intended to reflect the insurance reporting entity that reports the investment resulting in goodwill. The goodwill limitation test shall be completed at the individual reporting company level.]  [4:  This includes, but is not limited to, situations in which the investment is nonadmitted as the audited financial statements for the SCA, joint venture, partnership or limited liability company includes substantial doubt on the entity’s ability to continue as a going concern, or on the basis/contents of the audit opinion pursuant to paragraph 21 of SSAP No. 97.] 

8. Positive or negative goodwill resulting from the purchase of an SCA, joint venture, partnership or limited liability company shall be amortized to unrealized capital gains and losses on investments over the period in which the acquiring entity benefits economically, not to exceed 10 years. Positive or negative goodwill resulting from life, accident and health, and deposit-type assumption reinsurance shall be amortized to operations as a component of general insurance expenses over the period in which the assuming entity benefits economically, not to exceed 10 years. Goodwill shall be evaluated separately for each transaction.(INT 01-18)
· SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities

10. For investments in entities recorded on an equity method (paragraph 8.b.i. through 8.b.iv.), the amount to be recorded at acquisition shall be defined as the initial investment in an investee at cost as defined in SSAP No. 68, paragraph 3, adjusted to exclude any investments in an investee’s preferred stock and/or surplus notes[footnoteRef:5]. This guidance shall be followed for initial investments as well as subsequent investments in the investee. [5:  The guidance in paragraphs 28-32 shall be applied for the separate reporting of preferred stock and surplus notes.] 

11. For investments in entities recorded on an equity method (paragraph 8.b.i. through 8.b.iv.) after the date of acquisition, the investment amount shall be 1) adjusted for the amortization of statutory goodwill as defined in SSAP No. 68, and 2) adjusted, with a corresponding unrealized gain or loss, for the reporting entity’s share of undistributed earnings and losses of the investee (net of dividends declared[footnoteRef:6]). (This results in a reduction of the investment amount when dividends declared are in excess of the undistributed accumulated earnings attributable to the investee.) The following additional adjustment, based on the equity method applied for the investment, shall also be made: [6:  Dividends are recognized in investment income when declared.] 

a. For investments in scope of paragraph 8.b.i. (based on audited statutory equity) the investment amount shall be adjusted for the reporting entity’s share of the change in special surplus funds, other than special surplus funds and unassigned funds (surplus), as defined in SSAP No. 72—Surplus and Quasi-Reorganizations. Additionally, the investment amount shall be adjusted, with a corresponding unrealized gain or loss, for the reporting entity’s share of other changes in the investee's surplus (e.g., the change in the investee’s nonadmitted assets);
b. For investments in scope of paragraphs 8.b.ii., 8.b.iii. and 8.b.iv. (underlying audited GAAP equity), the investment amount shall be adjusted for the reporting entity’s share of adjustments recorded directly to the investee’s stockholder’s equity under GAAP, with a corresponding entry to unrealized gain or loss. For investments in scope of paragraphs 8.b.ii. and 8.b.iv. (underlying audited GAAP with limited statutory adjustments), the investment amount shall also be adjusted in accordance with paragraph 9.
· Schedule BA, Part 1 & Part 2– Date Originally Acquired 

Schedule BA – Part 1 
Column 8 – Date Originally Acquired State the date the investment was originally acquired.

Schedule – Part 2
Column 6 – Date Originally Acquired State the date the investment was originally acquired.

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): Historical agenda item 2013-36: Investment Classification Project identified a number of investment-related topics to be reviewed and considered. Although SSAP No. 48 was identified for review within that project, a review of SSAP No. 48 has yet to be completed.

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 Statutory Accounting Practices (E) Working Group move this item to the active listing initially categorized as a SAP Clarification, with an initial exposure and request for feedback on noted aspects and the extent of a SSAP No. 48 review. Consideration as to whether revisions reflect SAP Clarifications or new SAP Concepts can be reassessed once extent of review and potential revisions are further considered. 

Ultimately, this agenda item proposes a review of several SSAP No. 48 concepts, and how they are applied, to ensure intended guidance is clear and consistently applied. This review is in line with a historical agenda item, Ref #2013-36 - Investment Classification Project, which was undertaken to review the investment SSAPs, including SSAP No. 48. However, after completion of numerous revisions (pre-bond project), the agenda item was closed, with a note that future revisions under the project would be captured in new agenda items to allow for easier tracking. A review of SSAP No. 48, although originally identified, was not completed under that project. 

The agenda item includes a discussion and summary of several items noted within SSAP No. 48, originating from inquiries into the potential for day-one gains when acquiring investments at a discount. After exposure, and assessing the comments on how guidance is applied, the Working Group can decide to provide individual responses to the various items for limited revisions, or can direct NAIC staff to undertake a more comprehensive review of the accounting guidance and reporting requirements for SSAP No. 48 investments:

Specific Items for Exposure / Discussion: 

A. Timing of Recognition of Equity Value Increases and Decreases – Feedback is recommended on how equity changes are reflected per industry’s application (prior to audited support) and if changes are needed to the guidance to clarify application and improve reported information. 

i. Consideration could be given to clarify the intent for audited support prior to the recognition of any equity changes or clarification as to industry practice, in which equity changes are reflected when known (e.g., when the SSAP No. 48 entity provides updated reports), with a “true-up” to the audited financial statements once available. 

ii. This item also inquires whether additional Schedule BA information (perhaps via electronic columns) that identifies the date of the last audited financial statement, when that information was received, and the audited equity value at that time, would be beneficial. For example, it could assist in verifying that the BACV has audited support and identifying significant equity changes from the last audit. 

B. Acquisition of SSAP No. 48 Investments at a Discount with Negative Goodwill – Feedback is recommended on the application of the goodwill guidance (positive and negative) for SSAP No. 48 items and if there are adequate reporting on Schedule BA to identify the goodwill impact. 

i. As detailed within, under the existing guidance, reporting entities shall not immediately recognize an increase in equity value if acquiring a SSAP No. 48 item at a discount. Rather, negative goodwill shall be recognized, and that goodwill should be amortized to unrealized gain over when the acquiring entity benefits economically, not to exceed 10 years. (Also noting that the guidance does not mandate a minimum amortization timeframe for negative goodwill.) Comments are requested on this guidance and whether modifications or clarifications are needed.

ii. Also as detailed within, it does not appear that there is a way to identify whether a SSAP No. 48 item was acquired at a premium or discount on Schedule BA and if there is unamortized goodwill. Feedback is required on whether this information would be beneficial for inclusion. Feedback is requested on modifying the Schedule BA information, so this information can be reported more transparently.

C. Application of Goodwill and Goodwill Disclosures – Feedback is requested regarding the lack of SSAP No. 68 disclosures involving goodwill for SSAP No. 48 investments and whether the goodwill from these acquisitions should be captured with the other goodwill disclosures. Without inclusion in the SSAP No. 48 disclosures, the goodwill from these acquisitions is likely not being subject to admittance limitations or being used to calculate the adjusted capital and surplus for other thresholds (e.g., IMR admittance). 

i. Although the guidance in SSAP No. 68, paragraph 4, is explicit that all SSAP No. 48 entities are subject to goodwill, there is a question whether  acquisitions of SSAP No. 48 investments are following the guidance and are captured in the goodwill disclosures. 

ii. Consideration can be given to expanding the SSAP No. 48 disclosures to ensure clarity on how the goodwill from these acquisitions should be reported. 

D. SSAP No. 48 – Reference to “Basis Difference” – To ensure consistency in interpretation and application, this agenda item proposes consideration of minor revisions to replace the term “basis difference” in SSAP No. 48, paragraph 11, with goodwill. 

i.  The term “basis difference” is not a statutory accounting concept, there is nothing in SAP that explains this term or establishes the amortization timeframe. As its reference intends to reflect goodwill, that term/guidance should be utilized to prevent confusion / inconsistent misapplication. 

E. SSAP No. 48 Negative Investment Income and Impairment Assessment – Feedback is requested on what generates negative investment income reported on Schedule BA as well as information on what causes an unrealized loss reporting dynamic, especially when BACV is greater than original cost. 

i. As discussed within, from a review of the 2024 data (limited to 2024 acquisitions), a number of SSAP No. 48 investments were reported with negative investment income (Schedule BA – Column 20. Comments are requested help explain how a negative investment income would be reported and what it reflects. The instructions are explicit that amounts that reflect a return of capital should not be captured within the investment income column. 

ii. Further, from a review of the data, there are questions as to the reporting of unrealized valuation decreases, as often the BACV is greater than original cost (which would indicate an unrealized increase/gain) or the reported BACV is unchanged from acquisition. Although this could reflect positive goodwill, it was noted to be unlikely given the size of the reported unrealized declines in the first year of acquisition. Comments are requested to help explain the cause and calculation of the reported unrealized declines (losses), particularly when the reported BACV is greater than acquisition cost. 

F. SSAP No. 48 Ownership Percentage and Related Party Codes – Feedback is requested on how related party codes are being used as many instances have been noted where the entity has a significant majority ownership (50% or higher) and the reported code is a “6 – No Related Party Relationship.” 

i. Under the provisions of SSAP No. 48 for determining “minor” (less than 10% or lacks control) as well as the SSAP No. 25 guidance in determining a related party relationship, these investments with more than 10% reporting entity ownership reflect a related party relationship. Although the criteria may not be met for “control” and affiliation, it seems that at a minimum, related party codes 2-5 would be applicable based on what is held within the SSAP No. 48 investment. 

G. Schedule BA Column – “Date Originally Acquired” - To ensure consistency in reporting, this agenda item proposes consideration of blanks reporting revisions to clarify the “date originally acquired” on Part 1 to identify that it should not be updated to reflect additional interests / funding towards an existing investment. For Schedule BA, Part 2, consideration will be given towards minor revisions to specifically address how to report subsequent additions.

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

Status:
On December 9, 2025, the Statutory Accounting Principles (E) Working Group exposed this agenda item with a request for feedback on the above noted aspects and the application of existing guidance.
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