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MEMORANDUM

TO: Carrie Mears, Chair Representative, Valuation of Securities (E) Task Force
Tom Botsko, Chair Representative, Capital Adequacy (E) Task Force

FROM: Dale Bruggeman, Chair of the Statutory Accounting Principles (E) Working Group
Kevin Clark, Vice-Chair of the Statutory Accounting Principles (E) Working Group

DATE: August 28, 2023

RE: SAPWG Schedule BA Proposal for Non-Bond Debt Securities

The purpose of this referral is to notify the Valuation of Securities (E) Task Force and Capital Adequacy (E) Task
Force of the Statutory Accounting Principles (E) Working Group’s (SAPWG) proposal to report debt securities that
do not qualify as bonds on Schedule BA. A key component of this notice is to highlight that the proposal uses
existing Schedule BA reporting provisions for SVO-Assigned NAIC designations in determining RBC.

As preliminary information, as part of the bond project (Ref #2019-21) the SAPWG has been working on a revised
bond definition to determine the structures that qualify for bond reporting, either as an issuer credit obligation
on a new Schedule D-1-1 or as an asset-backed security on Schedule D-1-2. The new definition and the resulting
statutory accounting guidance in SSAP No. 26R—Bonds and SSAP No. 43R—Asset-Backed Securities was adopted
during the 2023 NAIC Summer National Meeting with an effective date of January 1, 2025. Revised bond reporting
schedules are currently exposed by the Blanks (E) Working Group and those are anticipated to be considered for
adoption by the end of the year. Also, during the 2023 Summer National Meeting, the SAPWG exposed accounting
and reporting guidance for debt securities that do not qualify as bonds in SSAP No. 21R—Other Admitted Assets
and received direction to sponsor a blanks proposal to capture these securities in new reporting lines on Schedule
BA - Other Long Term Invested Assets.

The key aspect of this referral is to highlight that the blanks proposal for the new reporting lines intends to divide
the debt securities that do not qualify as bonds into separate reporting lines based on whether they have NAIC
designations assigned by the SVO from those securities with NAIC designations not assigned by the SVO or that
do not have designations. The intent of this reporting is to permit debt securities that do not qualify as bonds, for
which the SVO has assigned an NAIC designation, to receive the RBC factor that would have been received if the
security had been reported on the bond schedule with an equivalent designation. Although the debt security does
not qualify for reporting as a bond due to structure, if the SVO has assessed credit quality with the issuance of an
NAIC designation, then the proposed reporting allows for a fixed income RBC factor.

To illustrate an example where a debt security may not meet the bond definition but may warrant a fixed income
RBC factor, one of the key principles is that, for debt securities that rely on underlying collateral for repayment,
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underlying collateral must produce meaningful cash flows to service the debt to qualify as a bond. If the debt
security relies on the underlying collateral retaining its value to repay the debt (e.g. through sale of collateral or
refinancing), then it does not qualify to be reported as a bond. For example, a debt security could be secured by
non-cashflow-producing real estate at a 50% loan-to-value. While it would not qualify to be reported as a bond,
its characteristics are consistent with that of a mortgage loan, and may warrant a fixed income RBC charge.

This proposal does not intend to hinder the Capital Adequacy (E) Task Force’s ability to assess these debt securities
and determine the appropriate RBC factor, it simply intends to allow an avenue for certain assets to receive a fixed
income factor until the Capital Adequacy (E) Task Force decides if a separate project is needed to review and
assess RBC factors for these debt securities. As noted, it is only proposed to be provided for the securities that
have an SVO-assigned designation, which is consistent with other Schedule BA lines for which designations
influence RBC. Note also that prior to the effective date of the bond definition, these securities are reported as
bonds on Schedule D and receive bond RBC factors based on NAIC designation (whether from a credit rating
provider for filing exempt securities, or an SVO assigned designation). After adoption, non-qualifying debt
securities with NAIC designations that are not assigned by the SVO or that do not have designations are proposed
to receive the RBC factor for “other” Schedule BA assets. This is also consistent with the Schedule BA lines that
have these separate reporting determinants. Since only reporting entities that file using the life blank can receive
RBC reductions for reporting SVO-assigned NAIC designations on Schedule BA, this provision is intended to only
apply to those entities until / unless the Capital Adequacy (E) Task Force, and related RBC Working Groups,
incorporate changes to provide those capabilities to non-life entities.

The intent of this referral is to inform the Task Forces of the current reporting proposal and request the Valuation
of Securities (E) Task Force to assess whether additional guidance is needed within the Purposes and Procedures
Manual of the NAIC Investment Analysis Office to permit or govern the assignment of SVO-Assigned NAIC
Designations for debt securities that do not qualify as bonds.

The following illustrates the proposed Schedule BA reporting lines for these debt securities. A blanks proposal will
be developed and exposed by the Blanks (E) Working Group to incorporate these revisions, as well as changes to
the AVR with instructions that specifies the mapping from Schedule BA to the AVR for life RBC purposes.

Debt Securities That Do Not Qualify as Bonds

Debt Securities That Do Not Reflect a Creditor Relationship in Substance
NAIC Designation Assigned by the Securities Valuation Office (SVO)

Unaffiliated
Affiliated

NAIC Designation Not Assigned by the Securities Valuation Office (SVO)

Unaffiliated
Affiliated

Debt Securities That Lack Substantive Credit Enhancement
NAIC Designation Assigned by the Securities Valuation Office (SVO)

Unaffiliated
Affiliated

NAIC Designation Not Assigned by the Securities Valuation Office (SVO)
Unaffiliated
Affiliated
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Debt Securities That Do Not Qualify as Bonds Solely to a Lack Of Meaningful Cash Flows

NAIC Designation Assigned by the Securities Valuation Office (SVO)
Unaffiliated
Affiliated

NAIC Designation Not Assigned by the Securities Valuation Office (SVO)
Unaffiliated
Affiliated

The Working Group appreciates your time and looks forward to your response. If you have any questions, please
contact Dale Bruggeman, or Kevin Clark, SAPWG Chair and Vice Chair, with any questions.

Cc: Julie Gann, Robin Marcotte, Jake Stultz, Jason Farr, Wil Oden, Charles Therriault, Marc Pearlman, Eva Yeung,
Dave Fleming, Crystal Brown, Maggie Chang

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/Stat Acctg_Statutory_Referrals/2023/SAPWG to VOSTF & CAPTF - Schedule BA.docx
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