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The Statutory Accounting Principles (E) Working Group of the Accounting Practices and Procedures (E) Task Force met Nov. 10, 2021. The following Working Group members participated: Dale Bruggeman, Chair (OH); Carrie Mears and Kevin Clark, Co-Vice Chairs (IA); Blase Abreo and Sheila Travis (AL); Kim Hudson (CA); William Arfanis (CT); Rylynn Brown (DE); Cindy Andersen and Kevin Fry (IL); Stewart Guerin (LA); Judy Weaver (MI); Doug Bartlett (NH); Bob Kasinow (NY); Melissa Greiner and Kimberly Rankin (PA); Jamie Walker (TX); Doug Stolte and David Smith (VA); and Amy Malm (WI).
[bookmark: _Hlk40449663]
1. Reviewed Comments on Exposed Items

The Working Group held a public hearing to review comments (Attachment 1) on previously exposed items.

a. Agenda Item 2021-15

[bookmark: _Hlk80885105]Mr. Bruggeman directed the Working Group to agenda item 2021-15: SSAP No. 43R – Residual Tranches. Julie Gann (NAIC) stated that this agenda item provides updates to SSAP No. 43R—Loan-Backed and Structured Securities to clarify that securitization residual tranches shall be reported on Schedule BA: Other Long-Term Invested Assets and valued at the lower of cost or fair value. She stated that during the Working Group’s continued collaboration with industry representatives on the “Bond Proposal Project” (agenda item 2019-21: SSAP No. 43R), inconsistencies were identified regarding the reporting of residual tranches. From information received, some entities already report residual tranches on Schedule BA, while other entities report these tranches on Schedule D-1: Long-Term Bonds with either a self-assigned 5GI or a self-assigned NAIC 6 designation. She stated that the use of the NAIC 5GI process for residual tranches is an incorrect application of the guidance as: 1) there are no contractual interest and principal payments to certify as current; and 2) the insurer cannot have an actual expectation of receiving all anticipated principal and interest payments. Residual tranches absorb the first losses in a securitization structure and only receive cash flows after all other tranches receive their contractual cash flows. Thus, a reporting entity cannot have an actual expectation on the collection of future payments. Ms. Gann stated that comments received from interested parties indicate support for the reporting of residual tranches on Schedule BA. However, due to the proximity to year-end 2021, they requested a Dec. 31, 2022, effective date. In addition, if the residual tranches are permitted to remain on Schedule D-1 for year-end 2021, interested parties support the requirement to report these securities with an NAIC 6 designation.

Ms. Gann stated that NAIC staff recommend that the Working Group adopt the exposed revisions to SSAP No. 43R with edits proposed by interested parties, which include a Dec. 31, 2022, effective date (with early adoption permitted). Additionally, NAIC staff recommend a memorandum from both the Working Group and the Valuation of Securities (E) Task Force to the Blanks (E) Working Group to clarify that self-assigned NAIC 5GI designations are not permitted for residual tranches, and such items reported on Schedule D-1 for year-end 2021 are required to be reported with an NAIC 6 designation. She stated that NAIC staff also recommend a referral to the Task Force with a request to clarify the Purposes and Procedures Manual of the NAIC Investment Office (P&P Manual) to mitigate future misapplication of the NAIC 5GI process.

Diane Bellas (Allstate), representing interested parties, stated that no further comments are offered on this agenda item. However, interested parties appreciate the ongoing collaboration and the consideration of interested parties’ comments and support adoption with the edits as recommended by NAIC staff. 

[bookmark: _Hlk47534401]Mr. Clark made a motion, seconded by Ms. Walker, to adopt agenda item 2021-15 and the exposed nonsubstantive revisions to SSAP No. 43R, with the edits presented by NAIC staff (Attachment 2). The motion also included direction for NAIC staff to provide: 1) a memorandum to the Blanks (E) Working Group to direct that self-assigned NAIC 5GI designations are not permitted for residual tranches, and such items reported on Schedule D-1 are required to be reported with an NAIC 6 designation; and 2)  a referral to the Valuation of Securities (E) Task Force recommending that the Task Force consider edits to the P&P Manual to clarify the application of the NAIC 5GI process. The motion passed unanimously.
 


b. Agenda Item 2021-12EP

Mr. Bruggeman directed the Working Group to agenda item 2021-12EP: Editorial Updates. Robin Marcotte (NAIC) stated that the agenda item provides five editorial maintenance updates to the Accounting Practices and Procedures Manual (AP&P Manual). Four of the updates include minor formatting or revisions for consistency to the Preamble, Appendix A-001, Appendix C, and Appendix C-2. Ms. Marcotte stated that the remaining edit includes a minor update to improve the readability of the guidance for securities receivables in SSAP No. 21R—Other Admitted Assets.

Mr. Hudson made a motion, seconded by Ms. Malm, to adopt the exposed nonsubstantive editorial revisions to the Preamble, Appendix A-001, Appendix C, Appendix C-2, and SSAP No. 21R (Attachment 3). The motion passed unanimously.

c. Agenda Item 2021-13

Mr. Bruggeman directed the Working Group to agenda item 2021-13: Salvage – Legal Recoveries. Ms. Marcotte stated that this agenda item recommended nonsubstantive revisions to SSAP No. 55—Unpaid Claims, Losses and Loss Adjustment Expenses to clarify that salvage and subrogation estimates and recoveries should be reported as a reduction to both claims/losses and loss adjusting expenses (LAE), as appropriate. She stated that while this practice is believed to already be consistent with the current practice of most reporting entities, the revisions clarify that salvage and subrogation estimates and recoveries can include amounts related to both claims/losses and LAE. The corresponding estimates should be reported as a reduction of losses and/or LAE reserves. However once the amounts for salvage and subrogation and coordination of benefits are received, they shall be reported as a reduction of paid losses and LAE depending on the nature of the costs being recovered. Ms. Marcotte stated that notice of this exposure was sent to the Casualty Actuarial and Statistical (C) Task Force, the Life Actuarial (A) Task Force, and the Health Actuarial (B) Task Force, and no comments were received. She stated that interested parties are supportive of the proposal, which also included an updated disclosure related to the reporting of estimated salvage and subrogation and their impact on unpaid claims, losses, or associated LAE.

Ms. Weaver made a motion, seconded by Mr. Kasinow, to adopt the exposed nonsubstantive revisions SSAP No. 55 (Attachment 4). The motion passed unanimously.

d. INT 21-02T

Mr. Bruggeman directed the Working Group to Interpretation (INT) 21-02T: Extension of the Ninety-Day Rule for the Impact of Hurricane Ida. Jake Stultz (NAIC) stated that this interpretation provides a 60-day extension to the “90-day rule” in SSAP No. 6—Uncollected Premium Balances, Bills Receivable for Premiums, and Amounts Due From Agents and Brokers for policies affected by Hurricane Ida. He stated that the optional, temporary extension is supported by interested parties and would apply to uncollected premium balances, bills receivable for premiums, and amounts due from agents and policyholders and would automatically nullify on Jan. 24, 2022. The optional extension applies to year-end 2021 reporting. However, as it expires in January 2022, the INT will be reflected in Appendix H – Superseded SSAPs and Nullified Interpretations in the “As of March 2022” edition of the AP&P Manual.

Mr. Hudson made a motion, seconded by Ms. Brown, to adopt INT 21-02: Extension of the Ninety-Day Role for the Impact of Hurricane Ida (Attachment One 5). The motion passed unanimously.

Ms. Gann stated that the next Working Group meeting is expected to occur in-person on Dec. 11 in San Diego, CA. This meeting will be held as part of the Fall National Meeting and will be immediately followed by the Accounting Practices and Procedures (E) Task Force meeting. She stated that an audio option is available for individuals that register for the meeting. However, it is unknown at this time if that option will permit those registrants the ability to speak. She stated that information is available on the NAIC National Meeting web page.

Having no further business, the Statutory Accounting Principles (E) Working Group adjourned.

https://naiconline.sharepoint.com/teams/frsstatutoryaccounting/national meetings/a. national meeting materials/2021/12. november call/minutes/sapwg minutes 11.10.21tpr.docx
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