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Description of Issue: This agenda item has been prepared in response to regulator identification of an emerging asset class that is quickly growing among life insurers, referred to as multi-collateral structured credit investments. The primary difference between these structures and other common types of structured credit investments is that, while most structured credit investments are supported by a homogenous collateral type, multi-collateral structured credit investments contain a much more diverse array of underlying collateral. For example, RMBS are uniformly supported by residential mortgages, CLOs by corporate loans, and student loan ABS by student loans. Multi-collateral structured credit can be supported by effectively any asset class. 

The structures that have been observed mostly contain a broad spectrum of fixed income investments, including allocations to both investment grade and non-investment grade bonds and direct loans, smaller allocations to unrated loans and debt securities, mortgage loans, as well as allocations to equity investments. Some also include tranches of other securitizations. These structures generally qualify under the Principles Based Bond Definition (PBBD), as the fixed income investments provide the cash flows to service and repay the debt and there is a residual tranche that provides substantive credit enhancement for the debt tranches.

A subset of these multi-collateral structures also contain a significant amount of asset-liability duration mismatch within the structure, whereby the duration of the debt tranches is significantly longer than the duration of the assets supporting them. While it is not uncommon for other types of structured credit to have reinvestment periods to accommodate prepayments, manage deployment of cash and other purposes prior to reaching the amortization phase, these periods are typically 5 years or less and contain provisions to end the reinvestment phase early if certain triggers are breached. In some of the noted multi-collateral structures, the duration of the debt tranches have been observed to be up to 40 years while the assets inside the structure are significantly shorter with a weighted average duration of 8 years or in some cases, significantly less. This can create significant reinvestment risk whereby the ability to pay contractual principal and interest is reliant upon the ability to reinvest at sufficient yields over several decades. 

Regulators have raised several concerns as it relates to multi-collateral structured credit investments. The first concern is around complexity, transparency and interconnectedness. While it is often the case that the credit quality and diversity of the collateral as well as the capital structure of the vehicle support that the credit risk is comparable or even lower than that of equivalently rated structured finance, this diversity has greater potential to create interconnectedness between and within insurance company portfolios than structures that are limited to a single collateral type. For example, without a robust control framework to prevent it, it is possible that a multi-collateral structure could invest in an asset that in turn holds an investment in the multi-collateral structure, creating circular ownership. It also makes the tracking of economic exposures much more difficult, wherein an insurer may be exposed to the same asset both directly, as well as indirectly through the multi-collateral structure. To the extent that this asset class grows to be a significant insurer asset class being originated by multiple unaffiliated asset originators this complexity could be significantly compounded as independent vehicles invest in the same assets, or potentially in each other. 

Additionally, for the subset of multi-collateral structures that contain significant asset-liability duration risk within the structure, regulators have raised several additional concerns. The appeal of this investment is that there is significant demand within the life insurance industry for longer-dated assets to match with the long duration of the insurance liabilities, thus the ability to produce more assets with durations up to 40 years is appealing. However, as the assets supporting the structure are far shorter, the structure produces more of an appearance of longer duration than is supported by substance. It moves an asset-liability management (ALM) risk that exists on the insurer's balance sheet and moves it inside an investment structure, but the risk is still present. There may also be certain mitigating structural features that reduce this risk. One example includes the use of hedging instruments within the structure, though it is unlikely to be able to fully hedge all components of ALM risk (i.e., rate and spread). There also may be accelerated amortization triggers, and importantly, there is typically a subordinated equity tranche. Any tightening of reinvestment yields is first absorbed by the equity tranche before it starts impacting the debt tranches, thus reducing the ALM risk to the debt holders. However, unmitigated ALM risk may remain a significant risk to the debt tranches.

Regulators have concerns about whether investors in these structures understand the ALM risk that they contain, whether they have the modeling capability to incorporate this embedded risk into their asset adequacy testing and stress testing frameworks and whether regulators have the transparency to identify structures that contain this degree of ALM risk. Additionally, the PBBD did not contemplate embedded ALM risk when it was developed. The substantive credit enhancement concept contemplates subordinated positions that absorb credit losses on the underlying assets to support the transformation of underlying risk to bond risk. However, it did not contemplate this subordination to also be used to absorb significant ALM risk. Therefore, this agenda item proposes to add a provision to the PBBD in SSAP No. 26—Bonds that addresses embedded ALM risk and precludes structures containing significant embedded ALM risk from being classified as bonds.

While this agenda item is limited to addressing the treatment of embedded ALM risk under the PBBD, a separate project to consider reporting refinements related to several asset classes that have gained prominence since the finalization of the PBBD will likely follow. These include but are not limited to multi-collateral credit structures, feeder funds and other forms of fund finance.

Existing Authoritative Literature: 

SSAP No. 26—Bonds 
(The respective guidance for ABS is in paragraphs 8-9. Paragraph 6 has been included due to the reference to this guidance in the proposed revisions.) 

6.	Determining whether a security represents a creditor relationship should consider its substance, rather than solely the legal form of the instrument. The analysis of whether a security represents a creditor relationship should consider all other investments the reporting entity owns in the investee as well as any other contractual arrangements. A security that in substance possesses equity-like characteristics or represents an ownership interest in the issuer does not represent a creditor relationship. While not intended to be all-inclusive, paragraphs 6.a.-6.d. discuss specific elements that may introduce equity-like characteristics:
a. Determining whether a debt instrument represents a creditor relationship in substance when the source of cash flows for repayment is derived from underlying equity interests inherently requires significant judgment and analysis. Unlike a debt instrument collateralized by assets with contractual cash flows, debt instruments collateralized by equity interests are dependent on cash flow distributions that are not contractually required to be made and are not controlled by the issuer of the debt. As a result, there is a rebuttable presumption that a debt instrument collateralized by equity interests does not represent a creditor relationship in substance. Notwithstanding this rebuttable presumption, it is possible for such a debt instrument to represent a creditor relationship if the characteristics of the underlying equity interests lend themselves to the production of predictable cash flows and the underlying equity risks have been sufficiently redistributed through the capital structure of the issuer. Factors to consider in making this determination include but are not limited to:
i. Number and diversification of the underlying equity interests;
ii. Characteristics of the underlying equity interests (vintage, asset-types, etc.);
iii. Liquidity facilities;
iv. Overcollateralization;
v. Waiting period for distributions/paydowns to begin;
vi. Capitalization of interest;
vii. Covenants (e.g., loan-to-value trigger provisions); and
viii. Reliance on ongoing sponsor commitments.
b. While reliance of the debt instrument on sale of underlying equity interests or refinancing at maturity does not preclude the rebuttable presumption from being overcome, it does require that the other characteristics mitigate the inherent reliance on equity valuation risk to support the transformation of underlying equity risk to bond risk. As reliance on sale or refinancing increases, the more compelling the other factors needed to overcome the rebuttable presumption become.
c. Analysis of whether the rebuttable presumption for underlying equity interests is overcome shall be conducted and documented by a reporting entity at the time such an investment is acquired. The level of documentation and analysis required will vary based on the characteristics of the individual debt instrument, as well as the level of third-party and/or non-insurance company market validation to which the issuance has been subjected. For example, a debt instrument collateralized by fewer, less diversified equity interests would require more extensive and persuasive documented analysis than one collateralized by a larger diversified portfolio of equity interests. Likewise, a debt instrument that has been successfully marketed to unrelated and/or non-insurance company investors, may provide enhanced market validation of the structure compared to one held only by related party and/or insurance company investors where capital relief may be the primary motivation for the securitization.
d. In order for a debt instrument to represent a creditor relationship in accordance with paragraph 6, it must have pre-determined principal and interest payments (whether fixed interest or variable interest) with contractual amounts that do not vary based on the appreciation or depreciation (i.e., performance) of any underlying collateral value or other non-debt variable. For example, an issued security that has varying principal and interest payments based on the appreciation of referenced equity, real estate or other non-debt variable is precluded from bond treatment. This exclusion is not intended to restrict variables that are commonly related to debt instruments such as, but not limited to, plain-vanilla[footnoteRef:2] inflation or benchmark interest rate adjustments (such as with U.S. TIPs or SOFR-linked coupons, respectively), scheduled interest rate step-ups, or credit-quality related interest rate adjustments. This exclusion is also not intended to encompass nominal interest rate adjustments[footnoteRef:3]. For clarification purposes, all returns from a debt instrument in excess of principal are required to be considered as interest. Therefore, investments with “stated” interest and then “additional returns” to which the holder of the debt instrument is entitled are collectively considered as interest and shall be assessed together in determining whether the investment has variable principal or interest due to underlying referenced non-debt variables. Examples of securities excluded from the bond definition under this guidance:  [2:  Inflation or benchmark interest rate adjustment mechanisms are considered plain-vanilla if based on widely recognized measures of inflation or interest rate benchmarks and excludes those that involve either leverage (such as a multiplier) or an inverse adjustment relationship.]  [3:  Nominal interest rate adjustments are those that are too small to be taken into consideration when assessing the investment’s substance as a bond. Nominal adjustments are not typically influential factors in an investors’ evaluation of investment return and are often included to incentivize certain behavior of the issuer. An example would include sustainability-linked bonds where failure to achieve performance metrics could cause interest rate adjustments. In general, interest rate adjustments that adjust the total return from interest by more than 10% (e.g., >0.4% for a 4% yielding bond), would not be considered nominal. Further, any such adjustments that cause an investment to meet the definition of a structured note would not be considered nominal.] 

i. Structured Notes, which are securities that otherwise meet the definition of a bond, but for which the contractual amount of the instrument to be paid at maturity (or the original investment) is at risk for other than the failure of the borrower to pay the principal amount due, are excluded from the bond definition. These investments, although in the form of a debt instrument, incorporate the risk of an underlying variable in the terms of the agreement, and the issuer obligation to return the full principal is contingent on the performance of the underlying variable. These investments are addressed in SSAP No. 86. Mortgage-referenced securities issued by a government sponsored enterprise are explicit inclusions in scope of SSAP No. 43. Foreign-denominated bonds subject to variation as a result of foreign currency fluctuations are not structured notes. 
ii. Principal-protected securities, as defined in the Purposes and Procedures Manual of the NAIC Investment Analysis Office are excluded from the bond definition as they have a performance component whose payments originate from, or are determined by, non-fixed income securities. These investments shall follow the guidance for non-bond securities in SSAP No. 21.
7.	An issuer credit obligation is a bond, for which the general creditworthiness of an operating entity or entities through direct or indirect recourse, is the primary[footnoteRef:4] source of repayment. Operating entity or entities includes holding companies with operating entity subsidiaries where the holding company has the ability to access the operating subsidiaries’ cash flows through its ownership rights. An operating entity may be any sort of business entity, not-for-profit organization, governmental unit, or other provider of goods or services, but not a natural person or “ABS Issuer" (as defined in paragraph 8). Examples of issuer credit obligations include, but are not limited to: [4:  “Primary” refers to the first in order of repayment source, not to a majority of the sources of repayment. For example, an issuer obligation may have secondary recourse to collateral upon default of the operating entity but would otherwise be expected to be fully repaid with cash flows of the operating entity. This differs from an asset-backed security for which the primary source of repayment is from cash flows of the collateral.] 

a. U.S. Treasury securities, including U.S. Treasury Inflation-Indexed Securities;(INT 01-25)
b. U.S. government agency securities;
c. Municipal securities issued by the municipality or supported by cash flows generated by a municipally-owned asset or entity that provides goods or services (e.g., airport, toll roads, etc.);
d. Corporate bonds issued by operating entities, including Yankee bonds and zero-coupon bonds;
e. Corporate bonds, issued by holding companies that own operating entities; 
f. Project finance bonds issued by operating entities;
g. Investments in the form of securities for which repayment is fully supported by an underlying contractual obligation of a single operating entity (e.g., credit tenant loans (CTLs), equipment trust certificates (ETCs), other lease backed securities, funding agreement backed notes (FABNs), etc.). For purposes of applying this principal concept, repayment is fully supported by the underlying operating entity obligation if it provides cash flows for the repayment of all interest and at least 95% of the principal of the security; 
h. Bonds issued by real estate investment trusts (REITs) or similar property trusts;
i. Bonds issued by funds representing operating entities as described in paragraph 12;
j. Convertible bonds issued by operating entities, including mandatory convertible bonds as defined in paragraph 21.b. 
8.	An asset-backed security[footnoteRef:5] is a bond issued by an entity (an “ABS Issuer”) created for the primary purpose of raising debt capital backed by financial assets[footnoteRef:6] or cash generating non-financial assets owned by the ABS Issuer, for which the primary source of repayment is derived from the cash flows associated with the underlying defined collateral rather than the cash flows of an operating entity[footnoteRef:7]. In most instances, the ABS Issuer is not expected to continue functioning beyond the final maturity of the debt initially raised by the ABS Issuer. Also, many ABS Issuers are in the form of a trust or special purpose vehicle (“SPV”), although the presence or lack of a trust or SPV is not a definitive criterion for determining that a security meets the definition of an asset-backed security. The provisions in paragraphs 9-10 detail the two defining characteristics that must be present for a security to meet the definition of an asset-backed security. [5:  The underlying collateral supporting an asset-backed security shall meet the definition of an asset by the ABS Issuer. Certain forms of collateral, such as rights to future cash flows, may not be recognized as assets by the selling entity but may be recognized as assets when sold to an ABS Issuer. These assets are permitted as the collateral supporting an asset-backed security, although they may not represent an asset that can be liquidated to provide payment toward the issued debt obligations (i.e., if the future cash flows do not materialize). The limited ability to liquidate the underlying collateral supporting an asset-backed security does not impact the structural determination of whether an issued security meets the definition of an asset-backed security but may impact the recoverability of the investment, as well as the consideration of whether there is sufficient credit enhancement.]  [6:  SSAP No. 103—Transfers and Servicing of Financial Assets and Extinguishments of Liabilities defines a financial asset as cash, evidence of an ownership interest in an entity, or a contract that conveys to one entity a right (a) to receive cash or another financial instrument from a second entity or (b) to exchange other financial instruments on potentially favorable terms with the second entity. As a point of clarity, for the purposes of this standard, financial assets do not include assets for which the realization of the benefits conveyed by the above rights depends on the completion of a performance obligation (e.g., leases, mortgage servicing rights, royalty rights, etc.). These assets represent non-financial assets, or a means through which non-financial assets produce cash flows, until the performance obligation has been satisfied.]  [7:  Dedicated cash flows from an operating entity can form the underlying defined collateral in an asset-backed security. This dynamic, perhaps noted in a whole-business securitization, still reflects an asset-backed security and is not an issuer credit obligation.] 


9.	The assets owned by the ABS Issuer are either financial assets or cash-generating non-financial assets. Cash-generating non-financial assets are defined as assets that are expected to generate a meaningful level of cash flows toward repayment of the bond through use, licensing, leasing, servicing or management fees, or other similar cash flow generation. For the avoidance of doubt, there must be a meaningful level of cash flows to service the debt, other than through the sale or refinancing of the underlying assets held by the ABS Issuer. Reliance on cash flows from the sale or refinancing of cash generating non-financial assets does not preclude a security from being classified as an asset-backed security so long as the conditions in this paragraph are met. 
a. Meaningful Level of Cash Flows: Determining what constitutes a “meaningful” level of cash flows generated to service the debt from sources other than the sale or refinancing of the underlying collateral pursuant to paragraph 9 is specific to each transaction, determined at origination, and shall consider the following factors: 
i. The price volatility in the principal market for the underlying collateral;
ii. The liquidity in the principal market for the underlying collateral;
iii. The diversification characteristics of the underlying collateral (i.e., types of collateral, geographic location(s), source(s) of cash flows within the structure, etc.);
iv. The overcollateralization of the underlying collateral relative to the debt obligation; and
v. The variability of cash flows, from sources other than sale or refinancing, expected to be generated from the underlying collateral.

The factors for price variability and the variability of cash flows are directly related to the “meaningful” requirement. That is, as price volatility or variability of cash flows increase, the required percentage of cash flows generated to service the debt from sources other than the sale or refinancing of the underlying collateral must also increase. The factors for liquidity, diversification and overcollateralization are inversely related to the “meaningful” concept. That is, as liquidity, diversification or overcollateralization increase, the required percentage of cash flows generated to service the debt from sources other than the sale or refinancing of the underlying collateral may decrease.

b. As a practical expedient to determining whether a cash generating non-financial asset is expected to produce meaningful cash flows, a reporting entity may consider an asset for which less than 50% of the original principal relies on sale or refinancing to meet the meaningful criteria. In applying this practical expedient, only contractual cash flows of the non-financial assets may be considered. This practical expedient should not be construed to mean that assets cannot meet the meaningful criteria if they rely on sale or refinancing to service greater than 50% of the original principal or if they rely on cash flows that are not contracted at origination. Rather, such instances would require a complete analysis of the considerations described within the meaningful level of cash flows definition in paragraph 9.

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E) Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups): None

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

Convergence with International Financial Reporting Standards (IFRS): N/A

Staff Recommendation: 
NAIC staff recommend that the Working Group move this item to the active listing categorized as a SAP change and expose revisions to SSAP No. 26—Bonds to expand on the requirements that asset-backed securities are required to meet to qualify for bond reporting. NAIC staff has classified this revision as a SAP change as the proposed revisions reflect a change from the original PBBD concepts. However, due to the limited scope and focus of this change, a separate issue paper is not planned. 

Proposed Revisions to SSAP No. 26—Bonds 
(Current footnotes have been removed for brevity as no revisions are proposed to those aspects.) 

8.	An asset-backed security is a bond issued by an entity (an “ABS Issuer”) created for the primary purpose of raising debt capital backed by financial assets or cash generating non-financial assets owned by the ABS Issuer, for which the primary source of repayment is derived from the cash flows associated with the underlying defined collateral rather than the cash flows of an operating entity. In most instances, the ABS Issuer is not expected to continue functioning beyond the final maturity of the debt initially raised by the ABS Issuer. Also, many ABS Issuers are in the form of a trust or special purpose vehicle (“SPV”), although the presence or lack of a trust or SPV is not a definitive criterion for determining that a security meets the definition of an asset-backed security. The provisions in paragraphs 9-10 detail the two defining characteristics that must be present for a security to meet the definition of an asset-backed security.

9.	The assets owned by the ABS Issuer are either financial assets or cash-generating non-financial assets. Cash-generating non-financial assets are defined as assets that are expected to generate a meaningful level of cash flows toward repayment of the bond through use, licensing, leasing, servicing or management fees, or other similar cash flow generation. For the avoidance of doubt, there must be a meaningful level of cash flows to service the debt, other than through the sale or refinancing of the underlying assets held by the ABS Issuer. Reliance on cash flows from the sale or refinancing of cash generating non-financial assets does not preclude a security from being classified as an asset-backed security so long as the conditions in this paragraph are met. 
a. Meaningful Level of Cash Flows: Determining what constitutes a “meaningful” level of cash flows generated to service the debt from sources other than the sale or refinancing of the underlying collateral pursuant to paragraph 9 is specific to each transaction, determined at origination, and shall consider the following factors: 
i. The price volatility in the principal market for the underlying collateral;
ii. The liquidity in the principal market for the underlying collateral;
iii. The diversification characteristics of the underlying collateral (i.e., types of collateral, geographic location(s), source(s) of cash flows within the structure, etc.);
iv. The overcollateralization of the underlying collateral relative to the debt obligation; and
v. The variability of cash flows, from sources other than sale or refinancing, expected to be generated from the underlying collateral.

The factors for price variability and the variability of cash flows are directly related to the “meaningful” requirement. That is, as price volatility or variability of cash flows increase, the required percentage of cash flows generated to service the debt from sources other than the sale or refinancing of the underlying collateral must also increase. The factors for liquidity, diversification and overcollateralization are inversely related to the “meaningful” concept. That is, as liquidity, diversification or overcollateralization increase, the required percentage of cash flows generated to service the debt from sources other than the sale or refinancing of the underlying collateral may decrease.

b.	As a practical expedient to determining whether a cash generating non-financial asset is expected to produce meaningful cash flows, a reporting entity may consider an asset for which less than 50% of the original principal relies on sale or refinancing to meet the meaningful criteria. In applying this practical expedient, only contractual cash flows of the non-financial assets may be considered. This practical expedient should not be construed to mean that assets cannot meet the meaningful criteria if they rely on sale or refinancing to service greater than 50% of the original principal or if they rely on cash flows that are not contracted at origination. Rather, such instances would require a complete analysis of the considerations described within the meaningful level of cash flows definition in paragraph 9.

c. Financial assets of an ABS issuer can either be self-liquidating or not. Self-liquidating means that the assets convert themselves to cash over a defined period in accordance with their contract terms, as is the case with most types of receivables. If the assets of the ABS issuer are not self-liquidating, the rebuttable presumption detailed in paragraphs 6.a.-6.d. must be overcome in order for the security to meet the definition of a bond.

d. If the financial assets are self-liquidating, they must produce cash flows that are sufficient to pay all contractual amounts due in order to be considered meaningful. To the extent that the contractual terms permit cash flows of the financial assets to be reinvested rather than used to repay the debt security, the reporting entity should evaluate whether the debt security is subject to significant embedded asset-liability management (ALM) risk. Embedded ALM risk is to be considered significant if the ability to pay contractual cash flows of the debt security as scheduled could be impacted by changes in reinvestment interest rates or investment spreads. Securities that include significant embedded ALM risk do not meet the definition of a bond.

Staff Review Completed by: Julie Gann, July 2026. 

Status:
On August 12, 2026, the Statutory Accounting Principles (E) Working Group exposed revisions to SSAP No. 26—Bonds, as illustrated above, to expand on the requirements for asset-backed securities to qualify for bond reporting.
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