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 Meeting Agenda

Statutory Accounting Principles (E) Working Group
Meeting Agenda
December 1, 2023


A. Consideration of Maintenance Agenda – Pending List 
1. Ref #2023-24: ASU 2016-13, Measurement of Credit Losses on Financial Instruments, and Other Related ASUs
2. Ref #2023-25: ASU 2023-03, Amendments to SEC Paragraphs
3. Ref #2023-26: ASU 2023-06, Codification Amendments in Response to the SEC’s Disclosure Update 
4. Ref #2023-27: ASU 2023-04, Amendments to SEC Paragraphs—Cryptocurrency
5. Ref #2023-28: Collateral Loan Reporting
6. Ref #2023-29: IMR / AVR Preferred Stock
7. Ref #2023-30: Admissibility Requirements of Investments in Downstream Holding Companies
8. Ref #2023-31: Model 630 Mortgage Guaranty Insurance

	Ref #
	Title
	Attachment #

	2023-24
(Wil)
	ASU 2016-13, Measurement of Credit Losses on Financial Instruments, and Other Related ASUs
	A – Form A



Summary:
In June 2016, the Financial Accounting Standards Board (FASB) issued ASU 2016-13 Financial Instruments–Credit Losses (Topic 326), Measurement of Credit Losses on Financial Instruments (CECL) to change impairment and credit loss accounting guidance for U.S. Generally Accepted Accounting Principles (GAAP) from an “incurred loss” methodology to an “expected loss” methodology. These changes were made primarily in response to the 2008 Great Recession in which companies were anticipating significant credit losses but were unable to record these losses as the probable threshold had not yet been met. In response to this issue, FASB established the Financial Crisis Advisory Group (FCAG) to advise FASB on improvements to financial reporting in response to the Great Recession. The main recommendation from the FCAG to FASB was to investigate improvements to impairment and credit loss guidance through the development of an alternative to the “incurred loss” methodology. 

Based on this recommendation FASB developed CECL which replaces the “incurred loss” methodology and provides financial statement users with more decision-useful information about the expected credit losses on financial instruments and other commitments to extend credit held by a reporting entity at each reporting date. CECL affects all entities holding financial assets that are not accounted for at fair value through net income, including loans, debt securities, trade receivables, net investments in leases, off-balance sheet credit exposures, reinsurance recoverables and any other financial assets not specifically excluded that have the contractual right to receive cash. The expected loss methodology requires expected losses to be recognized when assets are purchased. CECL also replaced the other-than-temporary impairment (“OTTI”) concept that has historically applied to available-for-sale (“AFS”) debt securities, now requiring impairments to be recorded as an allowance for credit losses.

The main purpose of statutory accounting principles (SAP) is to address the concerns of regulators, primarily as it relates to assessing solvency, who are the primary users of statutory financial statements. To do so, SAP stresses measurement of a company’s ability to pay claims in the future and adopts reasonably conservative principles of accounting to ensure that insurance companies’ capital and surplus is reflective of funds in excess of policyholder liabilities which are available to pay claims should the assets backing reserves become insufficient. Risk-based capital then provides a basis for evaluating the sufficiency of this capital and surplus amount in the context of a particular company’s risk-taking activities, including its exposure to credit risk. Capital requirements are calibrated to ensure sufficiency of capital even during periods of economic uncertainty and distress, within the intended level of statistical safety. 

The statutory framework has long incorporated concepts that incorporate a prospective view of future credit risk that historical GAAP has not. The first is the Asset Valuation Reserve (AVR). AVR requires life insurance companies to establish a reserve to account for future impairment losses on all assets (with some minor exceptions). While this is much more formulaic than the allowance required under CECL, it is intended to accomplish the same objective. The second is that SSAP No. 26R—Bonds requires insurance companies that do not maintain AVR to report bonds at fair value if the bond is not considered high-quality (NAIC designations 3 to 6). While this requirement does not result in credit loss reserves, it does have a similar effect by requiring non-life companies to report lower quality bonds at fair value or convert previously highest or high-quality bonds to fair value in the event of credit quality degradation. Further, the RBC formula factors in the credit risk of each individual asset in calculating the amount of capital required to be held. These mechanisms incorporate an expectation of future credit losses. Therefore, while GAAP has just begun recognizing an expectation of future credit losses with the advent of CECL, the statutory framework has recognized and incorporated future credit loss potential for decades.

Although the statutory framework has long considered future credit losses, it is worth assessing CECL to determine whether it could introduce any improvements to the existing statutory framework if adopted. Based on the review performed, Staff does not recommend adoption of CECL for the following reasons:

· CECL is a framework that incorporates significant judgement and forecasting by the company to establish credit reserves. The assumptions and data that go into these estimates are required to be company-specific, reflecting the company’s reasonable and supportable forecasts of future economic conditions. It also is required to consider current economic conditions, which results in sensitivity in the reserve to changing economic conditions. The statutory framework has historically limited insurer judgment in estimating reserves. Where judgment has been allowed, there are typically mechanisms in place to closely regulate and assess those assumptions for reasonableness. Further, loss reserves and RBC are generally set to already incorporate downside risk within a desire level of statistical safety. As the framework already incorporates an expectation of adverse experience, it is not particularly volatile with changes in economic conditions. It is intended to reflect risk through the economic cycle, not at a point in time. As a result of both the volatility and judgment involved, the CECL standard does not fit the overall design of the statutory accounting and solvency monitoring framework.
· CECL does not provide a specific method that companies must use to make expected loss estimates but is instead defined by several results-oriented principles. While this does allow companies the flexibility to adopt the forecasting process that best fits their investments and company, it also means that there will be a significant diversity in the methods used to calculate expected credit losses under CECL. Such optionality is generally not considered compatible with SAP and would also place a significant burden on regulators and examiners to assess the variety of forecasting methods utilized by insurance companies.
· The majority of insurance company investments are debt securities which are generally classified as Available for Sale (AFS) for GAAP reporting. Investments classified as AFS are held at fair value with changes in fair value recorded through other comprehensive income. The portion of the CECL standard that applies to AFS securities is markedly different than what applies to debt securities held at amortized cost. Unlike GAAP, statutory accounting requires the majority of debt securities to be held at amortized cost. As a result, using a CECL standard for statutory accounting would be significantly more expansive and impactful to a statutory balance sheet than under GAAP and would result in a significantly different application of CECL between statutory accounting and GAAP, even if the identical standard were adopted. 
· CECL is a complex standard that requires companies to either develop internal models or to contract an external solution to support calculating a reserve. GAAP does allow companies to elect to hold their investments under the fair value option, in which case CECL is not required. This may be an appealing option for some insurers, particularly smaller ones that wish to avoid the operational cost of CECL. The fair value option does not exist for statutory accounting. As such, adopting CECL would likely force insurers to incur the cost of CECL that would not otherwise be necessary for their GAAP financial statements.
· Similarly, many insurance companies do not prepare GAAP financial statements. This means that they would need to learn about and adopt CECL for the first time for their statutory financial statements if CECL were to be adopted.
· As RBC has its own methodology for incorporating credit risk, any CECL allowance would need to be reversed in the RBC formula in order to avoid double counting expected losses. This would largely eliminate any benefit of CECL to regulators’ solvency monitoring efforts.

As a result of these factors, NAIC Staff does not recommend adopting CECL for statutory accounting.

Recommendation:
NAIC staff recommends that the Working Group move this item to the active listing, categorized as a SAP clarification, and expose revisions to reject ASU 2016-13, and five other ASUs issued by FASB to amend CECL, within INT 06-07: Definition of Phrase “Other Than Temporary” and fifteen applicable SSAPs which are detailed within the Form A. Additionally, a previous agenda item, Ref #2016-20, was started on this topic and last exposed for comment on Aug. 4, 2018. That agenda item was reviewed by NAIC staff, and we recommend it be formally disposed of and replaced by agenda item 2023-24.

	Ref #
	Title
	Attachment #

	2023-25
(Wil)
	ASU 2023-03, Amendments to SEC Paragraphs
	B – Form A



Summary:
	In July of 2023 FASB issue. SU 2023-03, Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 120, SEC Staff Announcement at the March 24, 2022, EITF Meeting, and Staff Accounting Bulletin Topic 6.B, Accounting Series Release 280—General Revision of Regulation S-X: Income or Loss Applicable to Common Stock, which amends SEC paragraphs from the Accounting Standards Codification based on the issuance of SEC Staff Accounting Bulletin (SAB) 120, the March 24, 2022 EITF meeting SEC staff announcement, and SAB Topic 6.B “Accounting Series Release No. 280 — General Revision of Regulation S-X: Income or Loss Applicable to Common Stock.  This ASU updates various aspects of SEC guidance on stock compensation and equity-based payments.

Recommendation:
NAIC staff recommends that the Working Group move this item to the active listing, categorized as a SAP clarification, and expose revisions to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 2023-03 as not applicable to statutory accounting. This item is proposed to be rejected as not applicable as the ASU is specific to amendment of SEC paragraphs, which are not applicable for statutory accounting purposes.

	Ref #
	Title
	Attachment #

	2023-26
(Wil)
	ASU 2023-06, Codification Amendments in Response to the SEC’s Disclosure Update 
	C – Form A



Summary:
In August of 2023 FASB issued ASU 2023-06, Codification Amendments in Response to the SEC’s Disclosure Update and Simplification Initiative, which provide several updates to disclosures which are intended to allow users to more easily compare entities subject to the SEC’s existing disclosures with those entities that were not previously subject to the SEC’s requirements.

Recommendation:
NAIC staff recommends that the Working Group move this item to the active listing, categorized as a SAP clarification, and expose revisions to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 2023-06, Codification Amendments in Response to the SEC’s Disclosure Update and Simplification Initiative as not applicable to statutory accounting. This item is proposed to be rejected as not applicable as the ASU is specific to amendment of SEC paragraphs, which are not applicable for statutory accounting purposes.

	Ref #
	Title
	Attachment #

	2023-27
(Jake)
	ASU 2023-04, Amendments to SEC Paragraphs—Cryptocurrency
	D – Form A



Summary:
In August 2023, FASB issued ASU 2023-04, Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 121, which amends SEC paragraphs from the Accounting Standards Codification for the issuance of SEC Staff Accounting Bulletin (SAB) 121 which provides guidance on accounting for obligations to safeguard Crypto-Assets an entity holds for its platform users.

Recommendation:
NAIC staff recommends that the Working Group move this item to the active listing, categorized as a SAP clarification, and expose revisions to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 2023-04, Amendments to SEC Paragraphs as not applicable to statutory accounting. This item is proposed to be rejected as not applicable as the ASU is specific to amendment of SEC paragraphs, which are generally not applicable for statutory accounting purposes.

	Ref #
	Title
	Attachment #

	2023-28
(Julie)
	Collateral Loan Reporting
	E – Form A



Summary:
This agenda item has been developed to propose an expansion of reporting for collateral loans on Schedule BA to enable regulators the ability to quickly identify the type of collateral in support of admittance of collateral loans in scope of SSAP No. 21R—Other Admitted Assets. This agenda item has been drafted in response to comments that the current reporting detail on Schedule BA does not provide sufficient clarity on the type of collateral used in support of admittance of collateral loans. Furthermore, with the adoption of agenda item 2022-11, the statutory accounting guidance has been clarified that the collateral must reflect a qualifying investment, meaning that it would qualify for admittance if held directly by the insurer. This amendment further clarified that collateral that represents an investment in scope of SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies or SSAP No. 97—Investments in Subsidiary, Controlled or Affiliated Entities is required to be audited consistent with the admittance requirements of those SSAPs. 

This agenda item proposes new disclosure requirements in SSAP No. 21R for collateral loans. The new disclosure requirement is proposed to be satisfied by an expansion of the reporting on Schedule BA, so that the collateral loans are separated by the type of collateral investment that secures the loan. Additionally, a new aggregated data-captured note is proposed to identify the admitted and nonadmitted collateral loans by the type of collateral that secures the loan.

Recommendation:
NAIC staff recommend that the Working Group move this item to the active listing, categorized as a SAP clarification, and expose this agenda item with proposed revisions to incorporate a new disclosure to SSAP No. 21R, for initial reporting as of year-end 2024, and to sponsor a blanks proposal for a new data-captured disclosure and to expand the reporting lines on Schedule BA to separate collateral loans by the type of collateral that secures the loan. NAIC staff recommends that the Working Group direct a corresponding blanks proposal to allow for concurrent exposure. (NAIC staff requests comments from industry on whether any of the proposed reporting lines can be combined.) 

	Ref #
	Title
	Attachment #

	2023-29
(Julie)
	IMR / AVR Preferred Stock
	F – Form A



Summary:
This agenda item has been developed to update guidance for the Interest Maintenance Reserve (IMR) and the Asset Valuation Reserve (AVR) in the Annual Statement Instructions for perpetual preferred stock, which includes SVO-Identified Preferred Stock ETFs. The existing IMR/AVR guidance is based on measurement of preferred stock based on NAIC designation. However, statutory accounting revisions effective in 2021 revised the measurement method for perpetual preferred stock to always reflect fair value, not to exceed any currently effective call price, regardless of NAIC designation. Furthermore, with dedicated reporting lines established to separate redeemable and perpetual preferred stock, the reporting of NAIC designations was revised and no longer references an “RP” or “P.” These revisions were incorporated as perpetual preferred stock is more akin to an equity instrument, as it is not required to be redeemed by the issuing entity or at the option of the investor. At the time of this measurement method change, corresponding revisions to the IMR/AVR instructions were not reflected. As such, the existing IMR/AVR guidance directs realized gains/loss treatment for all preferred stock based on the NAIC designation during the holding period and refers to the prior designation classifications. 

This agenda item proposes to clarify that realized gains and losses on perpetual preferred stock shall not be added to the IMR, regardless of NAIC designation, and shall follow the same concepts that exist for common stock in reporting realized gains/losses to the AVR. This agenda item does not propose to change the concepts for redeemable preferred stock, which is more akin to a debt instrument, but proposes to clarify the guidance so application based on the type of structure is clear. Separate reporting of perpetual preferred stock and redeemable preferred stock is already included on Schedule D-2-1: Preferred Stock. 

For the revisions proposed in this agenda item, the guidance for redeemable preferred stock will not be revised and will continue to classify realized gains/losses between the IMR and AVR based on NAIC designation. This guidance indicates that if the designation was a 4-6 at any time during the holding period, the realized gain or loss would go to AVR as non-interest related gains or losses. This agenda item does not intend to confirm that the allocation approach for redeemable preferred stock is appropriate and is strictly focused on ensuring that the current annual statement instructions for IMR/AVR corresponds with the current accounting and reporting guidance for perpetual preferred stocks. As detailed in the recommendation, discussion on whether use of NAIC designation for redeemable preferred stock is appropriate is proposed to occur as part of the long-term IMR project.

Recommendation:
NAIC staff recommend that the Working Group move this item to the active listing, categorized as a SAP clarification and expose proposed revisions to the annual statement instructions to remove the guidance that directs all preferred stock to be allocated between IMR/AVR based on NAIC designation. This agenda item proposes new guidance that corresponds to the accounting and reporting differences for redeemable and perpetual preferred stock, with all perpetual preferred stock being treated as an equity instrument similar to common stock. With this approach, all unrealized gains or losses on perpetual preferred stock will reverse to realized gains or losses in the AVR formula. The revisions also clarify that SVO-Identified Preferred Stock ETFs shall be treated as perpetual preferred stock (equities) as that is consistent with the guidance in SSAP No. 32R—Preferred Stock. 

	Ref #
	Title
	Attachment #

	2023-30
(Jason)
	Admissibility Requirements of Investments in Downstream Holding Companies
	G – Form A



Summary:
This agenda item is the result of regulator comments received on the existing guidance in SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities, paragraph 24, and is intended to update the language in paragraph 24 on audits and admissibility to better align with guidance in paragraphs 26 and 27 on the look-through methodology. The current SSAP No. 97, paragraph 24 guidance states “if the downstream noninsurance holding company does not meet the requirements of paragraph 26, audited GAAP financial statements, as described in paragraph 23, are required for the downstream noninsurance holding company and its SCA and non-SCA investments in order for the investment in the downstream noninsurance holding company to be classified as an admitted asset.” 

The issue with the existing paragraph 24 guidance is that as it summarizes other guidance it could be perceived as contradicting guidance provided in paragraph 27 related to the “look through” process. This process allows admitting audited investments in entities owned by an unaudited downstream noninsurance holding company SCA entity.

Recommendation:
[bookmark: _Hlk149852521]NAIC staff recommends that the Working Group move this item to the active listing, categorized as a SAP clarification, and expose revisions to SSAP No. 97—Subsidiary, Controlled and Affiliated Entities to revise paragraph 24 language to better align it with the existing guidance provided in paragraph 27, as illustrated in the agenda item.

	Ref #
	Title
	Attachment #

	2023-31
(Robin)
	Model 630 Mortgage Guaranty Insurance  
	H – Form A



Summary:
This agenda item addresses updates to the Mortgage Guaranty Insurance Model Act (Model #630) which was adopted by NAIC Executive and Plenary in August 2023. Model #630 is excerpted in Appendix A-630 Mortgage Guaranty Insurance which is referenced in SSAP No. 58—Mortgage Guaranty Insurance. In addition, SSAP No. 58 includes some excerpts from Model #630 regarding contingency reserves. 

The updates to Model #630 were part of a multiyear project by the Mortgage Guaranty Insurance (E) Working Group which began in November 2012. The project originally considered updating the capital requirements for mortgage guaranty insurers, but ultimately determined to focus on updating the model law. The updates to Model #630 were primarily drafted in 2022 and 2023.

This agenda item will review the new model for potential updates to SSAP No. 58 and Appendix A-630, with a focus on accounting and reporting issues. Although the model law was expanded, most of the key accounting related provisions only have minor updates. As part of this review some of the summary conclusion, general section which is descriptive of the mortgage industry is also proposed to have minor updates. 
[bookmark: _Hlk149904882]
Recommendation:
NAIC staff recommends that the Working Group move this to the active listing and expose the intent to review Model #630 for incorporation into SSAP No. 58 and Appendix A-630 as applicable. Because there are less than ten mortgage guaranty insurers, and they are concentrated in the states of North Carolina, Pennsylvania and Wisconsin, NAIC staff requests comments on the proposed effective date of the AP&P updates. Initial feedback indicates that the earliest that the Model #630 revisions could be applicable in the affected states would be January 1, 2025, or later. NAIC staff is hesitant to recommend adoption of revisions to the AP&P Manual prior to adoption by the primary state regulators of the mortgage guaranty insurers. 

B. Consideration of Items on the Active Maintenance Agenda

1. Ref #2023-03: New C-2 Mortality Risk Note

	Ref #
	Title
	Attachment #

	2023-03
(Robin)
	New C-2 Mortality Risk Note 
	I – Form A


 
Summary:
This agenda item was introduced at the 2023 Spring National Meeting to address a project of the Life Risk-Based Capital (E) Working Group, which intends to update its C-2 mortality risk charges to assign the same factors to group permanent life as individual permanent life for policies with and without pricing flexibility.

The agenda item initially proposed a new financial statement note to provide the development of net amounts at risk in the categories needed for the Life C-2 mortality risk charges. The categories are designed to create a direct link to a financial statement source, and accompanying Life RBC C-2 mortality risk updates. An annual statement blanks proposal 2023-09BWG – Add a new financial statement Note 37, was simultaneously exposed as the Life Risk-Based Capital (E) Working Group, recommended year-end 2023 as the effective date. 

On May 16, 2023, the Statutory Accounting Principles (E) Working Group reviewed industry comments which noted concerns with having the information in the audited notes and concerns with possible reporting redundancy.  The Working Group deferred this item and referred the comments received to the Life Risk Based Capital (E) Working Group. 

The prior blanks proposal of 2023-09BWG was withdrawn at the November 7, Blanks (E) Working Group meeting. It was replaced by 2023-15BWG which was developed with the input from industry and Life Risk-Based Capital (E) Working Group staff. The replacement proposal 2023-15BWG, was exposed on November 7, recommends a general interrogatory instead of an annual statement note. 
 
Recommendation:
NAIC staff recommend moving this agenda item to the disposed listing without statutory revisions. Industry worked with the American Academy of Actuaries, NAIC staff from this Working Group, the Blanks (E) Working Group and the Life Risk-Based Capital (E) Working Group to develop a replacement proposal (2023-15BWG) which does not have any SSAP revisions. 

C. Any Other Matters

a. [bookmark: _Hlk64536984]Review of U.S. GAAP Exposures (Jason - Attachment J)

The attachment details the items currently exposed by the FASB. Comments are not recommended at this time – NAIC staff recommend review of the final issued ASU under the SAP Maintenance Process as detailed in Appendix F—Policy Statements.

b. Life Actuarial (A) Task Force Coordination Memo (Robin - Attachment K)

The memo from the Life Actuarial (A) Task Force includes a detailed listing of the amendments made to the Valuation Manual by the Life Actuarial (A) Task Force since the August 2022 NAIC Summer National Meeting as part of the coordination process. The amendments were adopted by the Life Insurance and Annuities (A) Committee on. No items were identified that require Working Group action. No new or revised Models 
· Revisions to two actuarial guidelines 
· Other listed updates to the Valuation Manual

c. IAIS Audit and Accounting Working Group (AAWG Update) – (Julie)

NAIC staff are monitoring many workstreams related to climate disclosures, including application papers to Insurance Core Principles (ICP) 14 (Valuation), 15 (Investments) and 16 (Enterprise Risk Management) as well as monitoring the Climate Risk Subgroup (CRSG). NAIC staff (Julie Gann) is drafting an initial segment of a discussion paper for the CRSG focusing on climate disclosure constraints, including litigation risk and safe harbors. Broad topics planned include: 1) availability of data, 2) data quality, 3) volume/scale of disclosures, 4) public disclosure, group disclosure and individual reporting level – local perils, and 5) litigation risk and the US SEC Safe Harbor. Input from regulators and industry on themes to address can be submitted to Julie Gann by Dec. 5, 2023.

Comment Deadline for Exposures is Feb. 9, 2024, for all exposures except agenda item 2019-21 (SSAP No. 21R for revisions addressing non-bond debt securities and guidance for residual interests) which has a comment deadline of Jan. 22, 2024.

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2023/12-1-23 Fall National Meeting/Meeting/0-12-2023 SAPWG Meeting Agenda.docx
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