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Description of Issue:
This agenda item is in response to a referral dated May 26, 2026, from the Investment Analysis (E) Working Group to consider whether additional clarification or refinement within SSAP No. 37—Mortgage Loans is warranted to better define residential mortgage loans and improve reporting consistency in application. As detailed in the referral, potential areas for consideration may include:
· Clarification of the characteristics that distinguish residential mortgage loans from commercial, commercial-like or other mortgage loan types, including consideration of property type, scale, and risk attributes. 
· Consideration of whether certain large multi-unit, development-stage, or transitional properties should be subject to different classification or disclosure considerations. 
· Evaluation of whether enhancements to reporting guidance or disclosures to identify more granular individual loan characteristics within Schedule B may improve transparency, comparability across reporting entities, and individual loan risk-assessment usability by state insurance regulators and users of statutory financial statements. 
· Evaluation of whether aggregation of individual loans is appropriate for reporting purposes, including guidance on which loans can be aggregated to retain benefits of disclosure based on certain key risk characteristics.

In short, the Investment Analysis (E) Working Group noted a lack of a clearly defined boundary between traditional residential and other loan types currently being classified as residential mortgage loans by some reporting entities that may exhibit significantly different risk characteristics, introduces potential inconsistency in reporting and may result in classification outcomes that do not fully align with the underlying economic risk of the exposure. Certain large multi-unit or development-type properties, while potentially meeting informal or structural interpretations of residential mortgages, may exhibit risk characteristics more consistent with commercial real estate lending, including higher vacancy risk, reliance on projected cash flows, and sensitivity to market conditions.

These classification considerations have implications for risk-based capital (RBC), because residential mortgage loans are subject to materially lower RBC factors than commercial mortgage loans. Accordingly, classification as residential may result in lower capital requirements for exposures that may present elevated or differing risk profiles. This dynamic may introduce opportunities for inconsistent treatment or unintended capital outcomes if not addressed through refined guidance.

For loans that are clearly residential in nature, the current investing spectrum could introduce specific risks that may warrant additional disclosure and RBC considerations, including varying loan-to-value (LTV) levels, varying borrower credit quality (FICO scores), whether owner occupied or for investment purposes, non first-lien loans, construction loans, HELOCs, bridge loans, among others.

A secondary but related issue is whether residential mortgage reporting should identify and separately capture certain risk factors on residential mortgages, and whether additional guidance is needed on the types of debt that should be considered a residential mortgage loan. Potential risk factors could include lien position (1st lien vs 2nd lien), Loan-to-Value (LTV) ratios, etc. In addition, certain types of residential mortgage debt may warrant separate identification or exclusion from residential mortgage loan reporting for statutory accounting purposes, including mortgages backed by ADUs (Accessory Dwelling Units), constructions loans of individual one-to-four family properties, fix and flip loans, lines of credit, home equity loans, non-owner occupied one-to-four family properties (e.g., fixed term rentals, short-term rentals, etc.), and transitional properties (mortgages backed by intermediate stage property where the risk profile is driven more by a future business plan than by a stabilized residential use; for example undergoing major redevelopment or renovation, newly constructed multifamily properties still in lease-up, condominium projects, or similar development-stage properties).

NAIC staff recommend that incorporating a  statutory accounting principles definition of  residential mortgage loans would promote more consistent reporting. Though SSAP No. 58—Mortgage Guaranty Insurance, NAIC Model Law 280, and the Annual Statement Instructions all include references that describe residential mortgage loans as one-to-four family properties, there is no explicit definition in SSAP No. 37, and the existing references do not go any farther in explaining what that “one-to-four family properties” means. This lack of clarity has led to inconsistent reporting of mortgages within the residential mortgage loan category on Schedule B. Research indicates that the “one-to-four family properties” term likely originated from Code of Federal Regulations (CFR) Title 12 and may have been relied indirectly by using this term, albeit at best this would be considered Level 5 guidance under the statutory hierarchy.

NAIC staff recommend that the one-to-four family property and multifamily property definitions from the CFR Definitions be utilized as the starting point for defining these terms in SSAP No. 37 to ensure that the definition is clear and falls within Level 1 of the statutory hierarchy. The term “one-to-four family property” is a widely utilized industry term, and as such NAIC staff recommend that the term be explicitly defined in SSAP No. 37. Based on regulator discussions, the intent of this project is not to redefine residential mortgage but to include the definition in SSAP No. 37 and formally define what constitutes a “one-to-four family property”. Additionally, it should be noted that if use of the term “one-to-four family property“ is replaced this would require updates to other existing statutory guidance, including Model Law 280. 

Assuming that adding definitions to SSAP No. 37 is supported by regulators, some initial modifications that NAIC Staff recommend would include:

(1) Establish a threshold for determining when a mixed-use property with both residential and commercial units can be considered either a one-to-four family or multifamily property. (e.g., 60% residential to commercial square footage, 50% of loan value related to residential, or some other appropriate measure.)
(2) Should one-to-four family properties and multifamily properties both be classified as residential mortgage loans with separate reporting, or should multifamily properties be included as a component of commercial mortgage reporting?
(3) Clarify that a mortgage loan, including a construction loan, secured by a project involving multiple one-to-four family properties cannot be reported as a single residential loan when the collateral is the project or development as a whole. Each individual one-to-four family property, including condominium dwelling units within the scope of one-to-four family property definition, may qualify for residential mortgage loan reporting if each property is reported individually and the mortgage is legally separate and divisible from other properties in the project, development, or condominium.

(4) Consider whether there should be loan value limits on individual residential mortgage loans.
(5) Provide specific guidance on residential mortgage loans secured by ADUs or non-owner occupied one-to-four family properties, residential construction loans, fix and flip loans, lines of credit, home equity loans, and transitional properties.

NAIC staff also request input on whether loan risk factors should be incorporated into Schedule B reporting, whether through new columns, reporting codes, or separate loan reporting. As noted previously, some of the potential risk factors could include lien position such as 1st lien (senior) or 2nd lien (subordinated), and the LTV ratio. NAIC staff request comments on these potential factors, as well as any other risk characteristics that should be considered for reporting purposes. It should also be noted that the RBC factor for residential mortgage loans is quite low compared to other asset classes, and those charges do not vary based on the loan’s risk characteristics. As a result, there is no RBC impact for residential mortgage loans with subprime characteristics such as low FICO scores.

As noted in the referral, NAIC staff have also heard concerns from regulators and industry representatives that the high volume of residential mortgage loans has significantly increased the length of Schedule B. Residential mortgage loans as an asset class have grown substantially in recent years and this is likely in response to rising mortgage rates combined with the very low RBC charges as compared to other asset classes, and other recent changes to SAP guidance (for example, revisions to SSAP No. 37 related to residential mortgage loans held in statutory trusts).  Considering this, it is not unreasonable to assume that the number of residential mortgage loans reported on Schedule B will only continue to increase.

Schedule B currently requires mortgage loans to be reported individually, with each mortgage loan reported as a separate line item regardless of the number of properties securing the loan. While individual loan reporting is a cornerstone of mortgage loan reporting, NAIC staff is concerned that the growing volume of residential mortgage loans may reduce the analytical value of Schedule B and make it more difficult for regulators to effectively review and assess Schedule B. Ultimately, NAIC staff are seeking input from regulators and industry on whether, and under what circumstances, mortgage loan reporting could be aggregated and how it could be done without sacrificing the information necessary for regulators to evaluate insurer mortgage loan portfolios.  As an additional note, some insurers have recently had to report residential mortgage loans in aggregate due to Schedule B reporting line limitations, but this issue should not reoccur as the number of mortgage loan reporting lines has been significantly increased and can be increased further as needed.

CFR Title 12, Chapter XII, Subchapter D, Part 1266, Subpart A, § 1266.1, Definitions:

One-to-four family property means any of the following:

(1) Real property containing:

(i) One-to-four dwelling units; or

(ii) More than four dwelling units if each unit is separated from the other units by dividing walls that extend from ground to roof, including row houses, townhouses or similar types of property;

(2) Manufactured housing if:

(i) Applicable state law defines the purchase or holding of manufactured housing as the purchase or holding of real property; and

(ii) The loan to purchase the manufactured housing is secured by that manufactured housing;

(3) Individual condominium dwelling units or interests in individual cooperative housing dwelling units that are part of a condominium or cooperative building without regard to the number of total dwelling units therein; or

(4) Real property containing one-to-four dwelling units with commercial units combined, provided the property is primarily residential.

Multifamily property means:

(1) Intentionally Left Blank

a. Real property that is solely residential and which includes five or more dwelling units; or

b. Real property which includes five or more dwelling units with commercial units combined, provided the property is primarily residential.

(2) Multifamily property as defined in this section includes nursing homes, dormitories and homes for the elderly.

Existing Authoritative Literature:

The following SAP guidance provides some measure of guidance regarding the definition of residential mortgage loans:

SSAP No. 58—Mortgage Guaranty Insurance
3.	Mortgage guaranty insurance is provided on residential loans (one-to-four family residences, including condominiums and townhouses). Coverage can range from as little as 5% on pool insurance to as much as 100% of the outstanding loan amount on individual policies. Most policies cover 10% to 30% of the loan amount and are written on first mortgage loans where the loan amount is a high percentage (generally 80% to 95%) of the value of the mortgaged property.

Annual Statement Investment Schedules General Instructions
Residential Mortgage-Backed Securities:

Those securities directly or indirectly secured by liens on one- to four-family residential properties and subject to the guidance in SSAP No. 43—Asset-Backed Securities. Includes prime, subprime, Alt-A mortgages, as well as home equity loans and home equity lines of credit.

Model Law 280 – Investments of Insurers Model Act  
VVV.	“Residential mortgage loan” means a loan primarily secured by a mortgage on real estate improved with a one-to-four family residence.

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): 
Agenda item 2025-13: Residential Mortgages held in Statutory Trusts is tangentially related to this topic as the agenda item expanded the scope of SSAP No. 37—Mortgage Loans to allow residential mortgage loans to be held within Qualifying Statutory Trusts and thus be reported individually on Schedule B (as if held directly).

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

Convergence with International Financial Reporting Standards (IFRS): None

[bookmark: _Hlk33432049]Staff Recommendation:
NAIC staff recommend that the Statutory Accounting Principles (E) Working Group receive the referral from the Investment Analysis (E) Working Group, and move this item to the active listing, initially categorized as a SAP Clarification, and expose this Form A as a concept agenda item. This is considered a SAP Clarification as the intent it only to clarify the existing definition of “one-to-four family properties” as the definition of a residential mortgage loan and then assess different characteristics and risk components of properties that meet that definition for more granular reporting and/or accounting guidance. Reconsideration of this item as a change in SAP Concept may occur in response to regulator and industry comments. 

The items requested for comment include:
1. Are there other industry definitions other than 12 CFR § 1266.1 for one-to-four family property and multifamily property which should be considered?
2. The following are possible modifications to the 12 CFR § 1266.1 definitions:
a. Establish a threshold for determining when a mixed-use property with both residential and commercial units can be considered either a one-to-four family or multifamily property. (e.g., 70% residential to commercial square footage or some other appropriate measure.)  Additionally, how should mixed use properties be reported: as a separate category, by allocating and reporting the residential and commercial portions separately, or by reporting the entire mortgage balance as either one-to-four family or multifamily property?
b. Should one-to-four family properties and multifamily properties both be classified as residential mortgage loans with separate reporting, or should multifamily properties be included as a component of commercial mortgage reporting?
c. Clarify that a mortgage loan, including a construction loan, secured by a project involving multiple one-to-four family properties cannot be reported as a single residential loan when the collateral is the project or development as a whole. Each individual one-to-four family property, including condominium dwelling units within the scope of one-to-four family property definition, may qualify for residential mortgage loan reporting if each property is reported individually and the mortgage is legally separate and divisible from other properties in the project, development, or condominium.
d. Consider whether there should be loan value limits on individual residential mortgage loans.
e. Provide specific guidance on residential mortgage loans secured by ADUs or non-owner occupied one-to-four family properties, residential construction loans, fix and flip loans, lines of credit, home equity loans, and transitional properties.
3. Should residential loan risk factors be incorporated into Schedule B reporting, whether through new columns, reporting codes, or separate loan reporting per those risk factors? Are there any other risk characteristics that should be considered for reporting purposes in addition to those already mentioned previously? (lien position and LTV ratio)
4. Should an alternative reporting approach be considered for residential mortgage loans, in which they are carved out from the traditional Schedule B reporting and instead reported in predefined aggregated categories?

Staff Review Completed by:
William Oden, NAIC Staff – July 2026


Status:
On August 12, 2026, the Statutory Accounting Principles (E) Working Group received a referral from the Investment Analysis (E) Working Group, and exposed this as a concept agenda item. This is considered a SAP clarification as the intent to incorporate a definition into the SSAPs that is consistent with the existing definition in other statutory guidance of “one-to-four family properties” as the definition for residential mortgage loans and to assess different characteristics and risk components of properties that meet that definition for more granular reporting and/or accounting guidance. Comments are specifically requested on the items noted above. 
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