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MEMORANDUM

TO:	Mike Yanacheak, Chair of the Capital Adequacy (E) Task Force
	Tom Botsko, Vice Chair of the Capital Adequacy (E) Task Force 
	Philip Barlow, Chair of the Life Risk-Based Capital (E) Working Group
	Ben Slutsker, Vice Chair of the Life Risk-Based Capital (E) Working Group
	
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:	June 5, 2025

RE:	Collateral Loan Schedule BA Reporting Changes

[bookmark: _Hlk199769899]On May 29, 2025, the Blanks (E) Working Group adopted revisions to the Asset Valuation Reserve (AVR) and Schedule BA: Other Long-Term Assets to incorporate more granular reporting of collateral loans based on the type of underlying collateral that secures the loan. (These revisions are detailed in 2024-19BWGMOD). The revisions reflect the adopted recommendations from the Statutory Accounting Principles (E) Working Group (SAPWG) from agenda item 2023-28: Collateral Loan Reporting. With the revised reporting, the SAPWG requests consideration of updated AVR (for life companies) and RBC factors for collateral loans (for all companies). The SAPWG identified that some reporting entities were using collateral loans as a way to access certain types of investment structures while obtaining more favorable RBC than if they held the underlying collateral directly. As such, the ability to incorporate RBC parity for certain collateral loans to what would be incurred if the collateral was held directly was a focus of the project to incorporate more granular reporting lines. 

The adopted AVR and Schedule BA reporting lines for collateral loans are as follows (all lines divided between unaffiliated and affiliated loans): 

· Backed by Mortgage Loans 
· Backed by Investments in Joint Ventures, Partnerships or Limited Liability Companies
· Backed by Residual Tranches or Interests
· Backed by Debt Securities
· Backed by Real Estate
· Backed by Other Collateral Types

There are also new Schedule BA reporting lines for non-collateral loans to separate related party loans, affiliated loans and other loans. These are believed to be captured in the 2025 AVR Schedule BA line 102 for “Other Invested Assets” and incur the standard Schedule BA RBC Charge (e.g., 30% in the Life formula).  

A new disclosure was available for year-end 2024 to detail collateral loans based on certain types of collateral. The aggregated results from a review of that disclosure are provided: 

An aggregate review of the 2024 collateral loan disclosure is as follows: 
(This information is from the reported note only and does not include a comparison to Schedule BA.)

As shown in the detail below, collateral loans backed by “affiliated ICO bonds,” unaffiliated mortgage loans” and “affiliated investments in joint ventures, LLCs and partnerships” are greater than 70% of the total.  

Of the $27.8B in collateral loans, only $65M was disclosed as nonadmitted:  

· Of the $10.6B reported as backed by affiliated JV, LLC or partnership investments, $3M was nonadmitted. 
· Of the $309M reported as backed by affiliated other qualifying investments, $32.5M was nonadmitted. 
· Of the $45.8M reported as backed by unaffiliated non-qualifying collateral, $28.5M was nonadmitted. 

	Collateral Backing Collateral Loan
	Note Disclosure Total
	% of Total

	
	
	

	Unaffiliated Cash / CE & ST
	$145,575,627
	0.52%

	Issuer Credit Obligations - Affiliated
	$3,286,243,783
	11.79%

	Issuer Credit Obligations - Unaffiliated
	$1,196,181,621
	4.29%

	Asset-Backed Securities - Affiliated
	$1,292,104,481
	4.63%

	Asset-Backed Securities - Unaffiliated
	$547,154,663
	1.96%

	Preferred Stocks - Affiliated
	$25,000,000
	0.09%

	Preferred Stocks - Unaffiliated
	$875,892,650
	3.14%

	Common Stocks - Affiliated
	$10,089,663
	0.04%

	Common Stocks - Unaffiliated
	$93,746,538
	0.34%

	Real Estate - Affiliated
	$584,798,322
	2.10%

	Real Estate - Unaffiliated
	$304,055,142
	1.09%

	Mortgage Loans - Affiliated
	$377,120,058
	1.35%

	Mortgage Loans - Unaffiliated
	$5,966,730,875
	21.40%

	JV, LLC & Partnerships - Affiliated
	$10,603,824,022
	38.04%

	JV, LLC & Partnerships - Unaffiliated
	$1,292,344,887
	4.64%

	Other Qualifying - Affiliated
	$309,339,173
	1.11%

	Other Qualifying - Unaffiliated
	$916,698,627
	3.29%

	Does Not Qualify - Affiliated
	$4,912,141
	0.02%

	Does Not Qualify - Unaffiliated
	$45,869,262
	0.16%

	Reported Note Total
	$27,877,681,535
	100%



The SAPWG highlights that mortgage loans and collateral reflecting investments that would be in scope of SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies represent the highest percentage of the collateral backing collateral loans. 

For collateral loans backed by mortgage loans, during the bond project, the SAPWG learned that companies were not reporting these loans on the dedicated “collateral loan” reporting line but were instead reporting these items on Schedule BA as “Private Equity Funds” so that they would flow through AVR to obtain more desirable RBC. The private equity fund reporting line was eliminated with the bond project, and an interim provision was allowed to permit these loans to be reported in AVR lines 38-64 (Schedule BA investments with underlying characteristics of mortgage loans) based on the mortgage loan details. As reporting entities have been classifying these collateral loans in accordance with the underlying mortgage loan details pursuant to the interim provision, this could be considered for a permanent option, with potential of a default category if the reporting entity does not know the mortgage loan details for granular reporting.  
Collateral loans backed by investments in scope of SSAP No. 48, representing the largest population of collateral loans, have the greatest potential for inequitable RBC as entities can structure the investment to reflect a collateral loan rather than reporting the SSAP No. 48 investment directly. Previous SAPWG actions have incorporated requirements to ensure that such designs are only admitted if the underlying collateral is audited, as audited support for these investments is a requirement for admittance under SSAP No. 48, but consideration of comparable RBC would assist in further ensuring appropriate reflection of the underlying risk of these items. 

The SAPWG appreciates the focus on this referral, and the consideration of specific AVR and RBC factors for the different collateral loan reporting lines. If you have any questions, or would like to further discuss, please contact the Statutory Accounting Principles (E) Working Group chair or vice chair (Dale Bruggeman, or Kevin Clark), or NAIC staff Julie Gann (jgann@naic.org). 

Cc: Julie Gann, Robin Marcotte, Jake Stultz, Jason Farr, Wil Oden, Eva Yeung, Maggie Chang, Kazeem Okosun, Derek Noe
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