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The Statutory Accounting Principles (E) Working Group of the Accounting Practices and Procedures (E) Task Force met Oct. 24, 2022. The following Working Group members participated: Dale Bruggeman, Chair (OH); Kevin Clark, Vice Chair (IA); Blase Abreo (AL); Kim Hudson (CA); William Arfanis and Michael Estabrook (CT); Rylynn Brown (DE); Eric Moser and Cindy Andersen (IL); Stewart Guerin (LA); Judy Weaver (MI); Doug Bartlett and Pat Gosselin (NH); Bob Kasinow (NY); Melissa Greiner and Diana Sherman (PA); Jamie Walker (TX); Doug Stolte and David Smith (VA); and Kristin Forsberg (WI).

1. [bookmark: _Hlk36016071]Adopted INT 22-02

The Working Group held a public hearing to review comments (Attachment One-XX) received on the Oct. 6 exposure of Interpretation (INT) 22-02: Third Quarter 2022 Reporting of the Inflation Reduction Act. 

[bookmark: _Hlk117496056]Bruggeman directed the Working Group to INT 22-02: Third Quarter 2022 Reporting of the Inflation Reduction Act. Marcotte noted that INT 22-02 was one of two interpretations the Working Group exposed in response to the federal Inflation Reduction Act, which was adopted into law on Aug. 16 and is effective for tax years 2023 and after. She stated the Inflation Reduction Act has a corporate alternative minimum tax (CAMT). Under existing statutory accounting guidance, an entity that has determined it is subject to the new CAMT must consider the impact on the statutory valuation allowance and the admissibility of deferred tax assets in the period of enactment, which is when President Joe Biden signed the Act into law. With the existing guidance, unless exceptions are made, the Aug. 16 enactment date would require reporting entity assessments for the third quarter of 2022. She stated that INT 22-02 has been drafted to provide an exception under existing guidance and not require financial reporting changes for the third quarter of 2022 because a reasonable estimate likely cannot be made. INT 22-02 proposes disclosure and allows a subsequent event reporting exception. 

Marcotte noted that INT 22-02 provides an overview of the CAMT, which imposes a minimum corporate tax of 15% of the corporation’s (or group of entities under common control filing a consolidated tax return) “adjusted financial statement income” for the tax year, reduced by corporate alternative minimum foreign tax credit. She stated that the CAMT will only apply to corporations (determined on a consolidated tax filing basis) with average adjusted financial statement income in excess of $1 billion for the three prior tax years. This threshold is reduced to $100 million in the case of certain foreign-parented corporations. She stated that a corporation’s adjusted financial statement income is the amount of net income or loss the corporation reports on its applicable financial statement. The applicable financial statement income is based on book income that may be generally accepted accounting principles (GAAP), International Financial Reporting Standards (IFRS), or regulatory reporting based on a hierarchy. The CAMT amount is then compared to the normal taxable amount, and the taxpayer pays the higher of the two calculations. 

Marcotte stated that several details regarding the implementation of the CAMT are pending development of guidance from the U.S. Department of the Treasury (Treasury Department). She stated that the exposed INT 
22-02 ultimately provides exceptions to existing statutory accounting provisions, indicating that financial reporting changes are not required for the third quarter of 2022 because a reasonable estimate cannot be made and provides exceptions to subsequent event reporting. She stated that the exposed INT 22-02 requires disclosure by all reporting entities on whether they anticipate being subject to the CAMT. She noted that the interpretation is temporary and would be automatically nullified on Dec. 1, 2022.

[bookmark: _Hlk117578949]Marcotte noted that interested parties’ Oct. 14 comments on the exposure provided proposed clarifications for the disclosures in paragraph 13.b. She stated that the exposed disclosure focused on if the reporting entity had determined if it would be subject to the CAMT in 2023. The interested parties’ proposed clarifications focused on two issues, the first noting that the reporting entity or a controlled group of corporations of which the reporting entity is a member could make the tax determinations because the CAMT is based on all the members filing in the consolidated tax return. She stated the second item that interested parties recommended was changing the wording “subject to the CAMT” to “liable for the CAMT.” She noted that the proposed clarifications were more explicit that the CAMT is calculated based on multiple reporting entities if a reporting entity files a consolidated tax return and more explicit regarding a reporting entity’s expectations of CAMT payment in 2023. With this discussion, she stated that NAIC staff recommend that the Working Group consider adopting the exposed interpretation with the edits to paragraph 13.b. proposed by interested parties. She noted that in accordance with the NAIC Policy Statement on Maintenance of Statutory Accounting Principles that the Working Group needed to adopt the interpretation with a two-thirds majority of the minimum of 67% of the members present. 

Bruggeman stated that the intent is that reporting entities are not required to estimate the potential 2023 CAMT liability for the third quarter of 2022. He noted that because of the federal rules-making process, there are numerous rules that will not be available until well into 2023. Therefore, it made sense to have disclosure for the third quarter of 2022 reporting. 

Rose Albrizio (Equitable), representing interested parties, stated support for accepting their recommended edits. She stated that replacing “subject to” with “liable for” brought more clarity to the disclosure because an applicable corporation means that it must do the CAMT calculation; it does not always mean that the reporting entity or group of entities will pay the CAMT tax. She noted that a taxpayer will not pay the CAMT unless the calculated CAMT amount exceeds the regular tax liability. Albrizio stated that interested parties recommend using the term “liable for” to provide a clearer disclosure. 

[bookmark: _Hlk118204399]Bruggeman stated that he is OK with the “liable for” language, but identifying applicable corporations may be useful. He stated that entities that are liable for an amount will at some point have to estimate it. He stated that the initial thought process was that even if a reporting entity did not know if it were liable, the reporting entity may have identified if it were an applicable corporation such that its adjusted financial statement income may necessitate the comparison of CAMT to normal tax. He also noted that an entity may be part of a group that is subject to the CAMT calculation, and it is possible that a specific member may not have to pay additional CAMT amounts. 

Albrizio noted that for the currently exposed INT 22-03: Inflation Reduction Act – Corporate Alternative Minimum Tax, the interested parties expect to have more comments on some of the more detailed nuances of applicable and liable disclosures. She noted that the CAMT calculation is computed on the consolidated tax return but that there are other considerations regarding if a particular individual reporting entity is required to pay an additional CAMT amount. 

Bruggeman noted appreciation for the interested parties’ comments. He stated he understands that there may be differences between reporting entities which are subject to the calculation and those that may be liable for the payment. He noted that he anticipates some of the comments on INT 22-02 may be relevant for the current exposure of INT 22-03. 

Bruggeman also noted that as a state insurance regulator, he would not be surprised to see some new filings regarding tax sharing agreements to clarify the obligations under the CAMT. He noted that the previous alternative minimum tax used the minimum taxable amount, and the new CAMT uses a consolidated book number as the starting point; that is, the CAMT is using book income (GAAP, IFRS, or statutory accounting principles [SAP]) with adjustments. Therefore, the prior link to taxable income in the old alternative minimum tax does not exist in the CAMT. He stated that determining the amount payable and other aspects of the calculations will be more complex in consolidated groups that include non-insurance entities. 

Hudson made a motion, seconded by Arfanis, to adopt INT 22-02 (Attachment One-XX) with the revisions recommended by interested parties. The motion passed unanimously (which met the policy statement requirement of a two-thirds majority of the minimum of 67% of the members present). 

[bookmark: _Hlk117523174]Bruggeman noted that NAIC staff have requested direction regarding updates to the similar disclosures in INT 22-03, which is currently exposed until Oct. 28. Marcotte stated that NAIC staff request Working Group direction on if the disclosure in the exposed INT 22-03 should be expanded to separately capture applicable corporation (an entity whose adjusted financial statement income is above the threshold and, therefore, is subject to the calculation that compares CAMT to normal tax) and liable corporation (an entity that expects to pay the CAMT for 2023). Bruggeman summarized that the difference is asking if the consolidated tax return adjusted financial statement income is high enough (i.e., over $1 billion) as a separate question from if a reporting entity expects to pay the CAMT. Bruggeman noted that would be valuable information if a reasonable estimate can be made. Clark stated that he would like to see a separate disclosure regarding whether a reporting entity is an applicable corporation in INT 22-03. As there were no objections by Working Group members, NAIC staff were directed to work with industry regarding updates to the disclosures in INT 22-03. Bruggeman noted that the Working Group will consider the INT 22-03 during its Nov. 16 meeting, which will primarily focus on the bond project.

Marcotte stated that a memorandum regarding the adoption of third quarter of 2022 disclosures would be forwarded to the Blanks (E) Working Group for discussion during its Nov. 17 meeting. 

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