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Description of Issue: This agenda item has been prepared to review and potentially consider revisions to the accounting and reporting of Replication Synthetic Asset Transactions (RSATs) in SSAP No. 86—Derivatives. This agenda item originated from information received from the SVO on a noted increase in RSAT filings, questions on whether there are parameters for when an RSAT is permitted or should be restricted, and from the review of SSAP No. 86 that occurred with the IMR project. The IMR project resulted in proposed revisions to SSAP No. 86 to clarify when realized gains and losses can be allocated to IMR from the RSAT derivative and the cash component, but the review resulted in questions on RSAT arrangements that would results in a fair value measurement method (resulting in AVR reporting) and whether the SSAP No. 86 RSAT guidance is clear to ensure consistent application. 

The guidance in SSAP No. 86 for RSATs is limited to a broad definition and then guidance for reporting in the financial statements, with provisions for determining whether the derivative shall be reported at amortized cost or fair value. The guidance in the Purposes and Procedures Manual of the NAIC Investment Analysis Office (P&P Manual) provides more detail describing RSATs that are within “safe harbor” parameters (which always involve a bond) and the documentation required for RSATs that are not structured as a “safe harbor.” The P&P Manual includes requirements to be “effective” and a basic definition on the cash component, with further details when the cash component is satisfied through a basket (grouping of instruments). All RSATs, including those considered to be safe harbored and those that are not, are required to be filed with the SVO for an NAIC designation. 

In terms of reporting, detail of open RSATs is required in Schedule DB, Part C – Section 1, in the annual and quarterly statutory filings. Additionally, in the annual filing, there is also a roll-forward that shows the number of positions and statement value for RSATS in each quarter, with a year-to-date accumulation.

For RBC reporting, the replicated asset value is included in the formula with an RBC factor calculated based on the corresponding NAIC designation to increase the RBC impact. Then, for situations in which the transaction reduces the risk exposure to the associated cash component, the determined RBC from the cash components are reflected as a decrease to the RBC. In reviewing specific company filings, instances have been noted in which a singular RSAT may result in a reduction of RBC for that particular transaction (negative impact for a particular RSAT, but positive increase to RBC for all RSAT transactions), as well as instances in which the overall net RBC impact from all RSAT transactions results in a reduction to RBC. 

Pursuant to the SVO and the P&P Manual, the RBC impact depends on the type of RSAT. For certain RSATs, such as those involving interest rate swaps or currency swaps, the NAIC designation assigned to the RSAT is based on the designation assigned to the cash component. In contrast, for RSATs involving credit default swaps, the RSAT designation is based on the designation attributed to the referenced entity or referenced credit risk. In other words, if a company is entering an RSAT to replicate a 30-year Ford Bond, the assigned designation would be the credit rating attributed to Ford. NAIC has noted that a specific entity may not be named in such designs, and the designation instead reflects what would occur for a long-term bond with a specific investment / credit profile (e.g., replicating an investment that has an NAIC designation of 1.f). If the reference entity was an index or a basket of entities, then the SVO would assign a designation based on a weighted-average rating factor (WARF) methodology of the constituent entities or credit risks. As a result, an RSAT involving a credit default swap for a referenced entity that has a higher NAIC designation than its cash component could currently result with an RBC benefit. (The derivative is still included in the formula with a separate RBC impact.)  It’s important to highlight that there are no current provisions that limit the “cash component” that can be used for RSAT transactions. Although discussions most often refer to the use of treasuries as an example cash component, the guidance currently allows for any investment, or portfolio of investments, to be identified as the cash component. 

References in SSAP No. 86, the P&P Manual and historical minutes identify that RSATs are only permitted to replicate “permissible investments.” This term is not well-defined in existing guidance, but the historical minutes indicate that the replicated investment would be one that would qualify as an admitted invested asset according to the state of domicile. NAIC staff presumes this to mean that the replicated asset would qualify within an investment SSAP as an admitted asset, and be within the state’s investment limits, if it was held directly. 

In accordance with NAIC staff’s review of RSAT transactions, NAIC staff proposes revisions as well as the incorporation of key guidance into SSAP No. 86—Derivatives as summarized below. A key theme in the proposed edits is that the dedicated cash component shall reflect a high-quality, liquid asset as support towards a replicated asset that has investment-grade characteristics.   

1. Inclusion in SSAP No. 86 of key definitions and the requirements for an RSAT to be effective. These edits propose to clarify the effectiveness test involving the RSAT assessment of maximum potential loss to detail that this is satisfied through a comparison of the derivative notional to the BACV of the cash components. The effectiveness test would be met if the derivative notional (as an indicator of the risk of loss) does not exceed the BACV of the cash components. 

2. New guidance that restricts cash components used in RSATs to high-quality securities reported as U.S. Government investments, municipals, or corporate bonds on Schedule D-1-1: Issuer Credit Obligations with an overall NAIC 1 or NAIC 2 designation. (This provision will allow NAIC investments with an 1A through 1G or 2A through 2C designation to be used as cash components.) This change will require an RSAT to be backed by a high-quality ICO bond and eliminate the possibility to use lower-quality bonds, an asset-backed security (ABS) or other invested assets as cash components supporting the replication. The guidance will also specify that if the cash component is downgraded below an NAIC 2 or has experienced an other-than-temporary impairment, then the cash component is no longer permitted in the transaction. In such instances, companies shall designate a new, qualifying cash component. Whenever there is a change in a cash component, the reporting entity would need to file a material change with the SVO for assessment on whether the RSAT arrangement with the revised cash component still qualifies as effective, whether the maturity of the cash component exceeds the maturity of the derivative, and to confirm the prior NAIC designation or obtain a revised NAIC designation for the RSAT transaction. 

3. New guidance that requires RSATs to replicate investment grade (NAIC 1-2) long-term Schedule D-1-1: Issuer Credit Obligation bonds as the “permissible investment.” NAIC staff believe this is the most common use of RSATs but the explicit restriction would prevent the use of RSAT transactions that would replicate non-investment grade bonds, and non-bond structures that could be subject to state investment limits or other statutory accounting provisions that may hinder qualification as a “permissible investment”. As previously noted, all the safe-harbor provisions within the P&P Manual reference bond replications.  

4. Revisions to assess and potentially eliminate the accounting guidance from SSAP No. 86 for situations that result with the fair value measurement of the derivative. With the edits to restrict cash components and replicated assets, the prior fair value measurement guidance will not be applicable. Based on the provisions, the default accounting for the derivative based on accounting of an investment grade ICO bond as the cash component and an investment-grade replicated asset will be amortized cost, which is believed to be consistent with common operations. The option to report the derivative at fair value will be retained. 

5. Lastly, guidance is recommended to prescribe how the RSAT and RBC reporting schedule should be completed, particularly for situations in which the CUSIP for the RSAT has yet to be received and/or when a single derivative is used with a basket of cash components or that covers many RSAT credit profiles. Although it is common for transactions to be grouped together (e.g., cash component and RSAT) in reporting, instances have been noted where all RSATs increasing RBC have been reported, followed by all cash components decreasing RBC. This reporting eliminates the ability to match the cash component to the specific RSAT or to tie back the RBC reporting to Schedule DB-Part C. These edits are proposed to include a referral to the Capital Adequacy (E) Task Force requesting this guidance inclusion and to prohibit net reduction of RBC from RSAT transactions. (Meaning, the overall RBC impact from replicated assets and the cash component should be either a net increase to RBC or floored at zero.) The intent of RSAT transactions is to provide reporting entities exposure to other investments with specific characteristics. The intent is not to enable a reduction of RBC by allocating higher-risk held assets as the cash component to an RSAT transaction. Although NAIC staff has observed those dynamics within RBC reporting (net reduction with RSAT and cash components), such situations are not expected to be the common impact of RSAT transactions, therefore is not expecting significant revisions as a result of this change. 

Existing Authoritative Literature: 

SSAP No. 86—Derivatives
(The guidance shown below includes the tracked changes proposed to be adopted as part of the IMR project.) 
[bookmark: _Toc195095351]Derivatives Used in Replication (Synthetic Asset) Transactions
57. Replication (Synthetic Asset) (RSAT) transaction means a derivative transaction entered into in conjunction with other investments in order to reproduce the investment characteristics of otherwise permissible investments. A derivative transaction entered into by an insurer as a hedging or income generation transaction shall not be considered a RSAT replication (synthetic asset) transaction. 
58. Any premium paid or received shall be carried as an asset or liability on the balance sheet (Derivative line on the Assets (or) Liabilities pages). Premiums paid or received on the RSAT replication (synthetic asset) derivative should shall be amortized into investment income or expense until the exercise, termination or maturity date of the derivative.
59. If the RSATreplication (synthetic asset) transaction would be carried at amortized cost and the cash instrument used is carried at amortized cost, then the derivative used should shall be carried at amortized cost. The derivative may be valued at fair value when both the replication (synthetic asset) and the cash instrument are valued at amortized cost. This is consistent with the alternative valuation methods available for hedges. If the RSATreplication (synthetic asset) transaction would be carried at fair value and/or the cash instrument used is carried at fair value, then the derivative used should shall be carried at fair value.
	
	(a)
	(b)
	(c)
	(d)

	
	If the Replication (Synthetic Asset) is Valued at:
	And Cash Instrument(s) Used is (are) Valued at:
	The
Derivative is Valued at:
	Alternative Derivative Value
Basis:

	1.
	Amortized Cost
	Amortized Cost
	Amortized Cost
	Fair value

	2.
	Fair value
	Fair value
	Fair value
	N/A

	3.
	Amortized Cost
	Fair value
	Fair value
	N/A

	4.
	Fair value
	Amortized Cost
	Fair value
	N/A


60. When the derivative component is held at fair value, the change in fair value shall be recognized as an unrealized gain or loss throughout the life of the transaction and included in the AVR. 
61. In the case of No.example 3 in the chart above, the fair values for the cash instrument and derivative, when added together, shall not exceed the replication (synthetic asset) statement value. If this does occurs, the excess shall reduce the fair value of the derivative and shall be recorded as an unrealized loss gain.  separate from the Asset Valuation Reserve (AVR).
62. If the replication (synthetic asset)RSAT transaction involves a periodic settlement with the exchange of interest related cash flows (default free assets), then the cash flows on the derivative component shouldshall be accrued as investment income. If the replication (synthetic asset) transactionRSAT involves a periodic settlement with the exchange of total return or change in index cash flows, then the cash flows should shall be segregated between interest income and settlement of other fair value (equity) changes. The interest income portion should shall be accrued as investment income and settlement of any other fair value changes shall be recognized as gains or losses in accordance with SSAP No. 7—Asset Valuation Reserve and Interest Maintenance Reserve.
63. Any realized gains or loss recognized at maturity, termination or reset of the derivative component of the RSAT shall be allocated to IMR or AVR in accordance with SSAP No. 7FN. Realized gains and losses associated with the cash component of the RSAT shall be credited or charged to the IMR or AVR in accordance with the provisions stated within the statement for the specific asset used as the cash component. 
New FN: For qualifying RSAT derivatives (held at amortized cost), upon termination, the gain or loss shall be allocated to IMR or AVR based on interest and non-interest factors. For simplicity, this IMR  and AVR allocation shall be based on the designation category change guidance, applied to the RSAT designation received by the SVO.

64.	If the derivative is carried at fair value, the periodic change in the fair value should be recorded as an unrealized gain or loss adjustment to surplus until the transaction is terminated. If the replication (synthetic asset) transaction involves the exchange of total return or change in index cash flows, then the cash flows should be segregated between interest income and fair value (equity) changes. The fair value (equity) change should be recognized as a deferred asset/liability until the termination of the contract. Gains or losses on the derivative at termination or sale should be recognized as realized.


Guidance for Replication (Synthetic Asset) Transactions from the P&P Manual 
[bookmark: _Toc534887110][bookmark: _Toc185321476]Approved RSATs
[bookmark: _Toc185321477]Safe Harbor – Defined RSATs
30.	Any transaction that meets either of the following conditions: 
Any transaction structured according to the following defined transaction types shall be presumed to be an Approved RSAT and should be submitted to the SVO pursuant to this paragraph. Transactions that are structured to contain elements of risk other than those normally associated with the Defined RSAT descriptions below, and transactions involving assets that would not normally qualify for an NAIC Designation, are not eligible for safe harbor treatment and must be submitted to the SVO pursuant to the paragraph titled “Transactions Subject to RSAT Approval Review” below. If the SVO receives a transaction that does not qualify for an NAIC Designation but would otherwise qualify as an Approved RSAT, the SVO will bring the transaction to the attention of the VOS/TF and await instructions on how to proceed with it.
Bond with Interest Rate Swap – In this RSAT, the insurer enters into a swap agreement to exchange a floating interest rate for a fixed interest rate, or vice versa. 
Bond with Credit Default Risk Swap – In this RSAT, the insurer enters into a credit default swap to exchange the credit default risk of a bond for that of another bond. 
Bond with Total Return Swap – In this RSAT, the insurer enters into a total return swap to exchange the return of one Basket or Index of bonds for the return of another Basket or Index of bonds. 
Bond with Foreign Currency Swap – In this RSAT, the insurer enters into a currency swap to exchange the right to receive principal and/or interest in the currency of one country for that of another. A foreign currency swap can be structured on a fixed or floating rate bond. The swap can involve any currency. 
Bond with Equity Option – In this RSAT, the insurer holds a bond and enters into a call option to purchase common stock or a call on an equity index
Convertible Bond with Sale of Equity Option – In this RSAT, the insurer holds a convertible bond and enters into an agreement to sell the equity conversion rights connected with the bond to another party. 
Bond with Index Amortizing Interest Rate Swap – In this RSAT, the insurer enters into an agreement to exchange fixed interest rate payments for floating interest rate payments or vice versa. The notional amount of the swap, and therefore the size of the interest rate swap, amortizes by reference to an index, usually also tied to interest rates. 
Bond with Interest Rate Swap and Swaption Agreement – In this RSAT, the insurer enters into two agreements. The first agreement is to exchange a fixed interest rate for a floating interest rate or vice versa. In the second agreement, the insurer enters into a swaption agreement by which it allows itself the option of transferring its obligations under the swap agreement.
Bond with Interest Rate Swap and Interest Rate Cap/Floor – In this RSAT, the insurer enters into two agreements. The first agreement is to exchange a fixed interest rate for a floating interest rate or vice versa. In the second agreement, the insurer limits its exposure above or below a certain interest rate level by entering into a cap or floor agreement.
[bookmark: _Toc534887111][bookmark: _Toc185321478]Transactions Subject to RSAT Approval Review 
31.	Transactions that are not structured according to one of the transaction types defined above must be submitted to the SVO for a determination of whether or not the transaction is an Approved RSAT. This determination shall be made through a review of the submitted documents that describe the characteristics of the derivative and cash components of the transaction. The description submitted shall include the following:
An identification of the cash flows in the transaction; both from the insurer to other parties and from other parties to the insurer.
An identification of the resulting synthetic 
A demonstration of how the cash flows serve to produce the synthetic asset. 
32.	The documentation should demonstrate that the combined cash flows will achieve the economic performance sought to be produced by the insurer and, therefore, qualify the transaction as an Approved RSAT. If the SVO receives a transaction that does not qualify for an NAIC Designation but would otherwise qualify as an Approved RSAT, the SVO will bring the transaction to the attention of the VOS/TF and await instructions on how to proceed with it. 
Basket – A composite of specific financial instruments that are determined by agreement between two parties to be used as a statistical benchmark.
Cash Component – The instrument, or portfolio of instruments, owned by the insurance company that is identified by the insurer as the cash instrument component of the RSAT. In an RSAT, the credit quality of the Cash Component may differ from the credit quality of the reference securities.
Change in Investment Profile – An RSAT where the investment risk denoted by NAIC Designation and/or credit risk of the NAIC CRP rating, of the Cash Component is different from the investment risk of the replicated (synthetic) asset. Examples of transactions that constitute a change in credit profile may include: 
A Bond with Credit Default Risk Swap – Where the risk of loss of principal results from the potential of default by an obligor different from the Cash Component obligor. This RSAT can also be structured to use the same obligor for the Cash Component and the replicated (synthetic) asset, but where the replicated (synthetic) asset is in a different position in the capital structure of the obligor. For example, the swap may result in a change from senior creditor’s status to one of a subordinated debt holder. 
A Bond with Total Return Swap – Where the obligors in the Cash Component portfolio are different from those in the derivative instrument component. Examples of transactions that do not, on their own, constitute a change in credit profile include: 
A Bond with Interest Rate Swap. 
A Bond with Foreign Currency Swap. 
Effective RSAT – A reported transaction that meets the following conditions:
The transaction is determined to be an Approved RSAT. 
The Replicated (Synthetic) Asset is an otherwise permissible investment.
At the time the RSAT is entered into, the insurer’s investment in the cash and derivative components have a market value that is not materially different from the market value ascribed to the RSAT. 
The insurer’s maximum potential loss in the Replicated (Synthetic) Asset does not exceed the sum of the book/adjusted carrying value of the Cash Component, and the derivative component. 
The RSAT consists of a fixed income Cash Component and a derivative component and the term of the derivative component does not exceed the term to maturity of the Cash Component.
At no time is there exposure to a derivative transaction without a corresponding Cash Component assigned exclusively to the Replicated (Synthetic) Asset. 
Identical RSAT – An RSAT entered into by multiple, yet legally separate and distinct, insurance companies of the same insurance company group through separate derivative contracts, but utilizing the same type of derivative transaction, Cash Component, counterparty, transaction effective date, scheduled termination date and assigned a single CUSIP Identifier.
Index – A composite of financial instruments whose composition is determined by application of objective, pre-defined rules to be used as a statistical benchmark. Financial instruments may be added to or deleted from the index universe. 
Reference Security – A financial instrument or instruments whose creditworthiness is referenced in a derivative agreement (typically, a credit default risk swap) and that serves as the instrument by which a credit event is determined or triggered.
Replication (Synthetic Asset) Transaction (RSAT) – A derivative transaction entered into in conjunction with other investments in order to reproduce the investment characteristics of otherwise permissible investments. Notwithstanding the exemption of short-term investments from filing with the SVO, the term RSAT includes long-term transactions (i.e., those with a when-issued maturity of a year or more) and short-term transactions (i.e., those with a when issued maturity of a year or less). Although transactions structured with a futures or forward equity contract may not exactly reproduce a specific asset, these transactions are permitted to the extent such RSATs are permissible investments according to the insurer’s state of domicile. A derivative transaction entered into by an insurer as a hedging or income generation transaction shall not be considered to be a replication (synthetic asset) transaction. The insurer shall be responsible for determining that a derivative transaction is considered to be either a hedging, income generation or replication (synthetic asset) transaction prior to filing the transaction with the SVO. 
RSAT Form – The Replication (Synthetic Asset) Transaction Form used to report RSATs. 
RSAT-CCA Form – The Replication (Synthetic Asset) Transaction – Credit Change Annex Form used to report transactions where the RSAT results in a Change in Credit Profile from that of the Cash Component. 
RSAT Basket Form – The Replication (Synthetic Asset) Transaction Form used to Report RSATs using Baskets.
RSAT Fixed Income Index Form – The Replication (Synthetic Asset) Transaction Form used to report RSATs using Indices discussed and defined in this Section. 
RSAT Index List Application – The Replication (Synthetic Asset) Transaction Form used to apply for inclusion on the NAIC Approved RSAT Index List.
[bookmark: _Toc508884246][bookmark: _Toc534887112][bookmark: _Toc185321479]Instruction to Report Replication (Synthetic Asset) Transactions 
33.	Instruction – Insurance companies shall report all RSAT transactions, including RSAT transactions of duration less than 365 days, to the SVO and the SVO shall apply the instructions in this section to all reported RSATs including Baskets and Indices. 
34.	Special Instruction Regarding Identical RSATs – Only one insurance company that is a member of an insurance company group that has engaged in an Identical RSAT is required to file the RSAT with the SVO. All of the rules and procedures specified in this section shall be applicable to that filing. 
35.	Notwithstanding this special instruction, all of the members of the insurance company group that have entered into an Identical RSAT shall nevertheless fully report their holdings as required by annual statement instructions for Schedule DB, Part C. 
36	Any state insurance regulator who questions whether the RSAT entered into by members of an insurance company group meets the definition of an Identical RSAT may require the members of the group to file relevant information with the SVO so that the SVO may verify whether transactions claimed to be identical are identical within the meaning of the definition and/or whether the insurance companies have otherwise appropriately reported the RSAT transaction. 
37.	The SVO shall have authority to make inquiries of insurance companies and to request insurance companies to file relevant information with it so it may verify whether transactions claimed to be identical are identical within the meaning of the definition and/or whether the insurance companies have otherwise appropriately reported the RSAT transaction.
38.	Counterparty Risk-Based Capital – The NAIC Designation assigned to a RSAT does not capture any counterparty risk associated with any derivative component of the RSAT. The credit risk of any particular counterparty is captured in the risk-based capital charge of the counterparty reported in Schedule DB, Part D, Section 1.
[bookmark: _Toc508884247][bookmark: _Toc534887113][bookmark: _Toc185321480]Initial Reporting of Replication (Synthetic Asset) Transactions 
[bookmark: _Toc185321481]Informational Requirements – General
39.	Each reporting insurance company is required to file the information listed below for every RSAT filing. Additionally, for those RSATs exhibiting a Change in Credit Profile, the reporting insurance company shall be required to file the information listed under the paragraph titled “Additional Instructions for RSATs with a Change in Credit Profile” below. 
40.	General Filing Instructions:
RSAT Form.
If any Cash Component is required to be filed with the SVO and is not on the VOS Process with a current year Designation, the reporting insurance company is required to follow the reporting conventions and file the required documents. 
The reporting insurance company is required to file the prospectus, offering circular, detailed term sheet, trade confirmation, swap agreement, call option agreement, foreign currency agreement or other agreement or document, as appropriate to the transaction, corresponding to each derivative component of the reported Approved RSAT. 
If the derivative component of the Approved RSAT relies on a counterparty that is not on the List of Counterparties Designated by the SVO refer to that section for a description of analytical procedures and informational requirements. 
41.	Additional Instructions for RSATs with a Change in Credit Profile: 
RSAT-CCA Form. 
If the transaction is one that involves securities, including Reference Securities that require an NAIC Designation, the reporting insurance company is required to follow the reporting conventions and file the required documents for such securities. 
[bookmark: _Toc508884248][bookmark: _Toc534887114][bookmark: _Toc185321482]Procedures Applied to Initial Reports of Replication (Synthetic Asset) Transactions 
42.	Effective RSAT – The SVO shall verify that the reported RSAT meets those standards of effectiveness set forth in this section. The reporting insurance company shall have responsibility for ensuring that the standards of effectiveness set forth in section titled Effective RSAT have been met. 
43.	Credit Assessment – The SVO shall apply the procedures listed under the paragraph titled “General Procedures” below for every filing. Additionally, for those RSATs exhibiting a Change in Credit Profile, the SVO shall apply the procedures set forth in the paragraph titled “Additional Procedures for RSATs with a Change in Credit Profile” below.
44.	General Procedures: 
If the Cash Component is of a type that is required to be filed with the SVO and is not on the VOS Process with a current year designation, the SVO shall apply the methodologies set forth in this Manual. 
If any counterparty involved in the RSAT is not currently listed on the SVO’s List of Counterparties Designated by the SVO, the SVO shall apply the procedures set forth in this Manual. 
The SVO shall review the documents corresponding to each derivative component of the reported Approved RSAT to verify that the relationships and identities of the parties to the agreement(s) are as reported on the RSAT Form.
If the SVO determines that the documentation provided comports with the reported RSAT, then the analyst shall assign the NAIC Designation of the Cash Component to the RSAT.
45.	Additional Procedures for RSATs with a Change in Credit Profile – If the transaction involves securities, including Reference Securities, which are on the VOS Process with a current year designation, the SVO shall assign that Designation associated with the Reference Securities to the RSAT. 
If the transaction involves securities, including Reference Securities that are not on the VOS Process with a current year designation, the SVO shall apply the methodologies in this Manual to the securities. Upon determination of an NAIC Designation for such securities, the SVO shall apply that Designation associated with the Reference Securities to the RSAT. 
[bookmark: _Toc508884249][bookmark: _Toc534887115][bookmark: _Toc185321483]Subsequent Reporting of Replication (Synthetic Asset) Transactions 
[bookmark: _Toc185321484]Informational Requirements – General
46.	Each reporting insurance company is required to file the information listed below for every RSAT filing. Additionally, for those RSATs exhibiting a Change in Credit Profile, the reporting insurance company shall be required to file the information listed under the paragraph titled “Additional Instructions for RSATs with a Change in Credit Profile” below. 
47.	General Filing Instructions: 
For the Cash Component, file the required documentation. 
There are no additional subsequent reporting requirements if there are no changes in any of the components of the RSAT. Any sale, termination or modification of the component pieces of an Approved RSAT must be reported to the SVO within 30 days. This can be done by submitting to the SVO either a Material Change ATF Form or a Renumbering Request for the affected RSAT. Any such sale, termination or modification that results in the RSAT ceasing to be effective pursuant to the section titled “Effective RSAT” will immediately terminate the replication (synthetic asset) transaction. 
48.	Additional Instructions for RSATs with a Change in Credit Profile – File the required documentation required by this Manual for securities, including Reference Securities, on the VOS Process. If a security is no longer listed on the VOS Process, file the documentation required by this Manual.
[bookmark: _Toc508884250][bookmark: _Toc534887116][bookmark: _Toc185321485]Procedures Applied to Subsequent Reports of Replication (Synthetic Asset) Transactions 
49.	Credit Assessment – The SVO shall apply the procedures listed below for every filing. Additionally, for those RSATs exhibiting a Change in Credit Profile, the SVO shall apply the procedures set forth in the paragraph titled “Additional Instructions for RSATs with a Change in Credit Profile” below.
50.	General Procedure:
The SVO shall monitor the NAIC Designation assigned to the Cash Component. 
The SVO shall monitor the NAIC Designation assigned to the counterparties to the derivative component of the RSAT. 
The reporting insurance company must report a change in the documentation relating to any derivative component to the SVO. The SVO shall assess the significance of such change. 
51.	Additional Procedures for RSATs with a Change in Credit Profile – The SVO shall monitor the NAIC Designation assigned to any security, including Reference Securities, involved in the RSAT. 
[bookmark: _Toc508884251][bookmark: _Toc508979175][bookmark: _Toc509404153][bookmark: _Toc534887117][bookmark: _Toc534896709][bookmark: _Toc185321486]Additional Procedures for RSATs Using Baskets 
[bookmark: _Toc534887118][bookmark: _Toc185321487]Initial Reporting
52.	Informational Requirements – Reporting insurance companies are required to file the information listed below for each replication they enter into using a Basket:
RSAT Basket Form.
If any of the component instruments in a Basket are not on the VOS Process with a current year Designation, the reporting insurance company is required to follow the reporting conventions and file the required documents set forth in this Manual.
If the derivative component of the RSAT relies on a counterparty that is not on the List of Counterparties Designated by the SVO the informational requirements identified above apply.
[bookmark: _Toc534887119][bookmark: _Toc185321488]Procedures Applied to Initial Reports of Baskets 
53.	Effectiveness Testing – The SVO shall verify that the reported RSAT meets those standards of effectiveness set forth in the section titled Effective RSAT. The reporting insurance company shall have responsibility for ensuring that the standards of effectiveness set forth in the section titled Effective RSAT above have been met. 
54.	Credit Assessment – If any component instrument of a Basket is not on the VOS Process with a current year Designation, the SVO shall apply the methodologies in Part Three of this Manual. 
55.	Counterparty – If any counterparty named in the RSAT is not currently listed on the SVO’s List of Counterparties Designated by the SVO, the SVO shall the corresponding procedures in this Manual. 
[bookmark: _Toc508884252][bookmark: _Toc534887120][bookmark: _Toc185321489]Subsequent Reporting
56.	Informational Requirements – Reporting insurance companies are required to file the information listed below for each replication they enter into using a Basket on an annual basis. 
If there are additions or deletions to the component instruments in a Basket, the SVO should be notified within 30 days. If any new component instrument in a basket is not on the VOS Process, the reporting insurance company is required to follow the reporting conventions and file the required documents for each of those instruments.
If any of the existing or new component instruments in a Basket are on the VOS Process, but do not have a current year Designation, the reporting insurance company is required to follow the reporting conventions and file the required documents for each of those instruments.
57.	Procedures Applied to Subsequent Reports of Baskets: 
The SVO shall monitor the NAIC Designation of those Basket components with NAIC Designations. 
The SVO shall monitor the NAIC Designation assigned to the counterparty to the derivative component of the RSAT.
[bookmark: _Toc508884253][bookmark: _Toc534887121][bookmark: _Toc534896710][bookmark: _Toc185321490]Additional Procedures for RSATs Using Indices 
[bookmark: _Toc534887122][bookmark: _Toc185321491]Initial Reporting
58.	Informational Requirements – Reporting insurance companies are required to file an RSAT Fixed Income Index Form with the SVO for each replication they enter into using an equity or fixed income Index. An insurance company may only enter into an RSAT using a fixed income Index if the Index is listed on the SVO’s RSAT Index List Equity Indices are not required to be on the SVO’s RSAT Index List as no credit quality evaluation is performed on equity investments.
59.	Procedures Applied to Initial Reports of Indices: 
Effectiveness Testing – The SVO shall verify that the reported RSAT meets those standards of effectiveness set forth in the section titled Effective RSAT. The reporting insurance company shall have responsibility for ensuring that the standards of effectiveness set forth in the section titled Effective RSAT have been met. 
Counterparty – If any counterparty named in the RSAT Form is not currently listed on the SVO’s List of Counterparties Designated by the SVO, the SVO shall apply the corresponding procedures. 
Verification – The SVO will verify that any fixed income Index named in the RSAT Form is on the SVO’s current RSAT Index List.
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60.	Informational Requirements: 
Reporting insurance companies are not required to file any annual information with the SVO for RSATs using an Index as long as the Index, if it is a fixed income Index, remains on the SVO’s RSAT Index List. If a fixed Income index is removed from the list, any RSAT utilizing such Index will no longer qualify as an Approved RSAT.
The SVO shall monitor the NAIC Designation assigned to the counterparty to the derivative component of the RSAT. 
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61.	Compilation of List – The staff is instructed to compile and maintain a list of fixed income indices that meet the standards identified in the RSAT Index List. The RSAT Index List may be used by reporting insurance companies when filing fixed income Index RSATs with the SVO. If the SVO determines that an Index does not meet the eligibility requirements set forth below, the Index will not be included on the list. Publication of an Index on the RSAT Index List does not imply an opinion of the quality of such Index or of the Index vendor.
62.	Eligibility Requirements – A fixed income Index may be eligible for listing on the RSAT Index List if the Index meets the following requirements: 
Rule-Based – The Index is composed and valued based on the application of objective, pre-defined criteria. Additions to or deletions from the list must be made based on the application of such criteria.
Information Available – Rating information about the components is, or can be made available, to the SVO.
Components Rated – All, or substantially all, of the Index components are rated, or have obligors that are rated, by an NAIC CRP or have received a current year NAIC Designation from the SVO. In the event that not all of the Index components are NAIC CRP-rated or have a current year NAIC Designation, the reporting insurance company may either: (a) file the component with the SVO to obtain a Designation; or (b) assign an NAIC 5* Designation to the unrated instrument, as long as it is current on principal and interest or an NAIC 6* Designation if it is not or if the status is not determinable. Instruments assigned an NAIC 5* Designation or NAIC 6* Designation, on a combined basis, can represent no more than 5% of the Index’s total value.
Independent – The Index is predominantly composed of instruments whose issuers are unaffiliated with the Index vendor.
63.	Initial Reporting – In order to apply for listing of a fixed income Index on the RSAT Index List, a reporting insurance company should submit the following to the SVO:
A listing of all Index components.
The ratings of all NAIC CRP-rated Index components from all NAIC CRPs that have rated the component.
The actual NAIC Designation for each Index component with an NAIC Designation or an equivalent NAIC Designation for each component rated by an NAIC CRP using the conversion instructions and the rating equivalents, if rated and monitored by one NAIC CRP, the equivalent NAIC Designation; if rated and monitored by two NAIC CRPs, then the lowest rating and if rated and monitored by three or more NAIC CRPs, then the second lowest rating. In the case of a security rated and monitored by three or more NAIC CRPs, the NAIC CRP ratings for a security are ordered according to their NAIC Designation equivalents and the rating that is second lowest will be selected, even if that rating is equal to that of the first lowest.
A demonstration and certification by the insurance company, as evidenced by an executed certificate by an officer of the insurance company, that the eligibility requirements set forth in the “Eligibility Requirements” paragraph in the “Procedures for Compilation of the RSAT Index List” section above have been met.
64.	Subsequent Reporting – The reporting insurance company shall annually submit to the SVO the items listed in the “Initial Reporting” paragraph of the “Procedures for Compilation of the RSAT Index List” section above for each fixed income Index it desires to maintain on the RSAT Index List. Any Index on the RSAT Index List for which the required documents are not submitted, or any Index that no longer meets the eligibility requirements set forth in section above, shall be deleted from the RSAT Index List. 
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): The Statutory Accounting Principles (E) Working Group has proposed revisions as part of the IMR project (agenda item #2023-14: SSAP No. 7—Asset Valuation Reserve and Interest Maintenance Reserve) to the RSAT guidance in SSAP No. 86—Derivatives to incorporate limited clarifications mostly related to the allocation of IMR 

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 move this item to the active listing categorized as a SAP change and expose the proposed concept changes detailed within this agenda item for the accounting and reporting guidance for RSATs. In addition to the concept changes reflected, comments are requested from industry and state regulators on whether further clarifications or limitations to RSAT transactions should be incorporated. After consideration of the proposed revisions and comments received, NAIC staff would recommend a blanks proposal and referral to the Capital Adequacy (E) Task Force to clarify reporting components in Schedule DB-Part C and incorporate improved reporting instructions for the RBC formula, with a recommended restriction to floor the net RBC impact for cash components and RSATs at zero. Additionally, after adoption, a referral is proposed to the Investment Designation (E) Working Group to incorporate comparable edits into the P&P Manual. 

Proposed concept changes would include the following summarized changes as detailed in the agenda item: 

1. Inclusion in SSAP No. 86 of key definitions and the requirements for an RSAT to be effective. 

2. New guidance that restricts cash components used in RSATs to high-quality securities reported as U.S. Government investments, municipals, or corporate bonds on Schedule D-1-1: Issuer Credit Obligations with an overall NAIC 1 or NAIC 2 designation. 

3. New guidance that requires RSATs to replicate investment grade (NAIC 1-2) long-term Schedule D-1-1: Issuer Credit Obligation bonds as the “permissible investment.” 

4. Revisions to assess and potentially eliminate the accounting guidance from SSAP No. 86 for situations that result with the fair value measurement of the derivative. (This guidance will not be applicable with the proposed edits restricting the cash component and replicated asset.) The option to report the derivative at fair value will be retained. 

5. Lastly, guidance is recommended to prescribe how the RSAT and RBC reporting schedule should be completed, particularly for situations in which the CUSIP for the RSAT has yet to be received and/or when a single derivative is used with a basket of cash components or that covers many RSAT credit profiles. These edits are proposed to include a referral to the Capital Adequacy (E) Task Force requesting this guidance inclusion and to prohibit net reduction of RBC from RSAT transactions. (Meaning, the overall RBC impact from replicated assets and the cash component should be either a net increase to RBC or floored at zero.) The intent of RSAT transactions is to provide reporting entities exposure to other investments with specific characteristics. The intent is not to enable a reduction of RBC by allocating higher-risk held assets as the cash component to an RSAT transaction. 

Staff Review Completed by: Julie Gann, April 2026. 

Status:
On August 12, 2026, the Statutory Accounting Principles (E) Working Group exposed this as a concept agenda item to assess potential revisions to SSAP No. 86 and the overall accounting and reporting guidance for RSATs. Comments were requested from industry and state regulators on whether further clarifications or limitations to RSAT transactions should be considered.
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