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June 4, 2025 

Chair Dale Bruggeman 
Statutory Accounting Principles Working Group  
RE: Ref #2025-01: Sale Leaseback Clarification  
Via Email: Jake Stultz and Robin Marcotte, jstultz@naic.org, rmarcotte@naic.org 

Dear Mr. Bruggeman, 

Thank you for the opportunity to comment on Proposal Ref# 2025-01: Sale Leaseback Clarification. The following 
is submitted on behalf of the member companies of the National Association of Mutual Insurance Companies 
(NAMIC) and the American Property Casualty Insurance Association (APCIA), collectively, “the Trades.” 

NAMIC has more than 1,500-member companies representing 40 percent of the total U.S. property/casualty 
insurance market and write more than $383 billion in annual premiums. Through NAMIC’s advocacy programs, it 
promotes public policy solutions that benefit NAMIC member companies and the policyholders they serve and 
fosters greater understanding and recognition of the unique alignment of interests between management and 
policyholders of mutual companies. 

APCIA is the primary national trade association for home, auto, and business insurers. APCIA promotes and 
protects the viability of private competition for the benefit of consumers and insurers, with a legacy dating back 
150 years. APCIA members represent all sizes, structures, and regions – protecting families, communities, and 
businesses in the U.S. and across the globe. 

The Trades appreciate the work that the NAIC staff has done on this issue to make it clear what type of 
transaction should fall under SSAP No. 22 – Leases. We are neutral on the edits that clarify that sale leasebacks 
with restrictions on access to cash do not qualify for the sale leaseback accounting method and must be 
accounted for by the seller using the financing method.  

To make it clear that this edit does not overrule the guidance found in INT 01-31: regarding collateral pledged for 
their performance under a contract and for easier flow of reading, the Trades suggest the below edits. First, make 
the proposed clarification the new number (34) as opposed to a new subsection (c). This edit makes it clear to the 
reader that this type of transaction does not fall under the sale-leaseback accounting method. Second, the 
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insertion of a footnote at the end of the new number (34), referencing that nothing in the edit is meant to negate 
any guidance found in INT 01-31.  

33. Sale-leaseback accounting shall be used by a seller-lessee only if a sale-leaseback transaction includes all

of the following:

a. A normal leaseback is a lessee-lessor relationship that involves active use of the property by the seller-
lessee in consideration for payment of rent, including contingent rentals that are based on future
operations of the seller-lessee. The phrase active use of the property by the seller-lessee refers to use of
the property during the lease term in the seller-lessee’s trade or business, provided that subleasing of the
leased property is minor.

b. Admitted assets, if the buyer-lessor is a related party, or either admitted or nonadmitted assets if the
buyer-lessor is not a related party. For purposes of this paragraph, related parties include those identified
in SSAP No. 25 and entities created for the purpose of buying and leasing nonadmitted assets for the
reporting entity and/or its affiliates.

34. (c) A sale where the cash received by the seller has access restrictions does not meet the definition of a
sale for sale leaseback accounting and shall be recorded as a financing arrangement as described in
paragraph 39.1

FOOTNOTE TO SAY: 1 Nothing in this section shall be construed to negate the guidance found in INT 01-31 
regarding collateral pledged for their performance under a contract.  

We believe the above edits support the goal of the proposed changes to SSAP No. 22 and make it clear that there 
is no intent to open or change other guidance regarding collateral.  

Thank you for your consideration and do not hesitate to reach out to us with any questions. 
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Colleen Scheele 
Senior Vice Policy President and Counsel, Tax and Fiscal Policy 
National Association of Mutual Insurance Companies 

Jay Muska, Vice President Accounting and Financial Issues 
American Property and Casualty Insurance Association 
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D. Keith Bell, CPA 
Senior Vice President 
Accounting Policy 
Corporate Finance 
The Travelers Companies, Inc. 
860-277-0537; FAX 860-954-3708 
Email:  d.keith.bell@travelers.com 

Rose Albrizio, CPA 
Vice President 
Accounting Practices 
AXA Equitable. 
201-743-7221 
Email: rosemarie.albrizio@axa-
equitable.com 
 

 
 
 
 
June 6, 2025        
 
 
Mr. Dale Bruggeman, Chairman      
Statutory Accounting Principles Working Group 
National Association of Insurance Commissioners 
1100 Walnut Street, Suite 1500 
Kansas City, MO 64106-2197 
 
 
RE:   Interested Parties Comments on Exposure Drafts from the NAIC Spring National 

Meeting in Indianapolis  
 
Dear Mr. Bruggeman: 
 
Thank you and the NAIC Statutory Accounting Principles Working Group (the Working Group) 
for the opportunity to comment on the exposure drafts from the recent National NAIC meeting 
with comments due June 6th. 
 
We offer the following comments. 
 
Ref #2023-14: SSAP No. 7 – Asset Valuation Reserve and Interest Maintenance Reserve 
 
This agenda item has been developed as a broad concept agenda item with the ultimate goal to 
incorporate accounting guidance for the asset valuation reserve (AVR) and the interest 
maintenance reserve (IMR) into SSAP No. 7—Asset Valuation Reserve and Interest Maintenance 
Reserve. Historically, this statement has included a brief overview of the AVR and IMR with the 
calculation and reporting guidance determined as directed by individual SSAPs or in accordance 
with the Annual Statement (A/S) Instructions for Life, Accident and Health / Fraternal 
Companies. As the SSAPs are highest in the statutory hierarchy as level 1, and the A/S 
instructions are level 3, the governing accounting concepts should be captured in the SSAPs.  
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It has also been noted that there are some disconnects between the SSAPs and the IMR/AVR 
guidance included in the Annual Statement Instructions. This is likely due to SSAP accounting 
revisions, such as with the measurement of preferred stock, not being carried to the specific 
IMR/AVR guidance in the Annual Statement. This agenda item, and the intent to ensure 
accounting concepts are in the SSAPs, intends to address those aspects and should help mitigate 
future disconnects with guidance going forward.  

Lastly, it has also been identified that there are limited financial reporting cross-checks to the 
reporting within the AVR. Although the instructions are specific as to how reporting lines should 
map to the AVR, instances have been noted in which a company has reported on one specific 
line for the investment schedule and then did not carry those amounts to the appropriate AVR 
reporting category. Although these may be inadvertent reporting errors, as the RBC for life 
companies pulls from the AVR reporting, it is imperative that the reporting per the investment 
schedules be reflected properly in the AVR. As such, this agenda item also proposes cross-
checks to ensure consistent and accurate reporting.  

On March 24, 2025, the Working Group exposed a hypothetical IMR memorandum which 
details the discussions and recommended conclusion of the Interest Maintenance Reserve (IMR) 
ad hoc group to remove hypothetical IMR. This item was exposed at the full Working Group 
level to request feedback. It is anticipated that if supported, the concepts and conclusions within 
the memo will be included in the IMR issue paper and revised statutory accounting guidance.  

Interested parties (including the American Council of Life Insurers, or ACLI) agree with the 
removal of hypothetical IMR, the findings of the work memorialized in the Hypothetical IMR 
Memo, and the concepts and conclusions therein to be included in the IMR issue paper and 
revised statutory accounting guidance. At some point, clarification of the accounting treatment 
for legacy hypothetical IMR balances will need to be addressed. 

Ref #2025-01: Sale Leaseback Clarification 

The Working Group exposed revisions to SSAP No. 22—Leases to clarify that sale leasebacks 
with restrictions on access to the cash from the sales transaction do not qualify for sale leaseback 
accounting and must be accounted for by the seller using the financing method. 

Interested parties agree that transactions involving cash or assets received by a seller 
that have restrictions as to use, do not meet the definition of a sale for sale leaseback accounting 
and should be recorded as a financing arrangement. Because the cash and assets received are not 
available to meet policyholder obligations, such assets may be considered nonadmitted in 
accordance with SSAP No. 4 – Assets and Nonadmitted Asset.   

Ref #2025-02: ASU 2024-04, Induced Conversions of Convertible Debt Instruments 

The Working Group exposed revisions to SSAP No. 15—Debt and Holding Company 
Obligations to adopt with modification ASU 2024-04, Debt—Debt with Conversion and Other 
Options (Subtopic 470-20), Induced Conversions of Convertible Debt Instruments for statutory 
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accounting as this update provides clarifications on induced conversions and when the 
inducement shall be recognized as expense by the issuer. 

Interested parties have no comment on this item. 

Ref #2025-03: IMR Definition 

The Working Group exposed this agenda item with the proposed ACLI IMR definition along 
with an NAIC staff proposed IMR definition. This agenda item is considered a new Statutory 
Accounting Principles concept as the definition will be included in the IMR issue paper and 
revised SSAP No. 7—Asset Valuation Reserve and Interest Maintenance Reserve as part of the 
intent to include accounting-related concepts for IMR in the SSAP and not the annual statement 
instructions. 

This agenda item has been prepared to present the proposed IMR definition suggested by the 
ACLI to the Working Group for inclusion in SSAP No. 7—Asset Valuation and Interest 
Maintenance Reserve. As this discussion is focused on the specific IMR definition, it has been 
captured in a separate agenda item. Agenda item 2023-14 will continue to be referred to as the 
broad agenda item for overall revisions to SSAP No. 7 and the removal of accounting-related 
guidance from the Annual Statement Instructions.  

The IMR Ad Hoc Group was formed in October 2023 after the adoption of the limited-time INT 
23-01: Net Negative (Disallowed) Interest Maintenance Reserve and the direction from the
Working Group towards a long-term project addressing IMR and AVR. This ad hoc group,
which is comprised of accounting and actuarial regulators and interested parties, has met
regularly since inception to consider several topics and issues involving IMR.

As part of the discussion, the ACLI proposed a definition/purpose of IMR as follows:  

IMR is a valuation adjustment to maintain consistency between insurance liabilities (the 
assumptions for which are often unchanged from origin), and the assets needed to support 
them (where the assumptions can essentially be revisited any time there are fixed income 
realizations).   

IMR defers and amortizes the recognition of non-economic gains or losses where 
investment activity, whether through fixed income investment sales or fixed income 
derivative hedging transactions, essentially unlock unrealized gains/losses for either 
assets or liabilities. IMR is not intended to defer economic gains and losses related to 
asset sales compelled by liquidity pressures that fund significant cash outflows (e.g., such 
as excess withdrawals and collateral calls).  

Specifically, the IMR valuation adjustment more appropriately reflects the impact to 
statutory surplus from fluctuations in interest rates and therefore provides a more accurate 
representation of solvency under the NAIC’s statutory framework which often includes 
amortized cost valuation of fixed income investments and liability valuations with fixed 
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assumptions in accordance with the Accounting Practices and Procedures and Valuation 
Manual. 

 
Although this definition was initially discussed at the IMR ad hoc group, it was noted that further 
discussion and revision may occur, and that the full Statutory Accounting Principles (E) Working 
Group would need to consider the proposed definition. The ACLI proposed definition is 
significantly expanded beyond what is currently in SSAP No. 7, paragraph 2.   
 
The NAIC proposes additional changes to the ACLI definition (proposed changes from ACLI 
definition shown as tracked):  
 

IMR is a valuation adjustment to maintain consistency between insurance liabilities (the 
assumptions for which are often unchanged from origin), and the assets needed to support 
them (where the assumptions can essentially be revisited any time there are fixed income 
realizations).   
 
IMR defers and amortizes the recognition of non-economic realized gains or losses where 
investment activity, whether through fixed income investment sales or fixed income 
derivative hedging transactions, essentially unlock unrealized gains/losses for either 
assets or liabilities. IMR is not intended to defer realized economic gains and losses 
related to asset sales compelled by liquidity pressures that fund significant cash outflows 
(e.g., such as excess withdrawals and collateral calls).  
 
Specifically, the IMR valuation adjustment more appropriately reflects the impact to 
statutory surplus from fluctuations in interest rates and therefore provides a more accurate 
representation of solvency under the NAIC’s statutory framework which often includes 
amortized cost valuation of fixed income investments and liability valuations with fixed 
assumptions in accordance with the Accounting Practices and Procedures and Valuation 
Manual. 

 
NAIC discussion regarding the proposed modifications and overall definition:  
 
1) The ACLI has specifically identified IMR as a “valuation adjustment” and not an asset 

or as a liability.  
 
IMR is currently recognized as a liability when it has a net positive balance (realized gains 
exceed realized losses) and is recognized as an asset when it has a net negative balance 
(realized losses exceed realized gains.) Prior to the issuance of INT 23-01, net negative IMR 
was nonadmitted. The provisions of INT 23-01 permit admittance of negative IMR in 
accordance with established limits (10% of adjusted capital and surplus).  
 
NAIC staff agrees that IMR (reflecting realized gains or losses) should not be 
considered assets or liabilities. Consistent with U.S. GAAP, negative IMR (realized losses) 
do not represent assets under SSAP No. 4—Assets and Nonadmitted Assets, as it does not 
reflect a present right to an economic benefit. Also consistent with U.S. GAAP, positive IMR 
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(realized gains) do not represent liabilities under SSAP No. 5—Liabilities, Contingencies and 
Impairment of Assets, as it does not reflect a present obligation to transfer or provide an 
economic benefit to others.  

The recognition of IMR stems from a reporting entity selling an investment at a gain or loss 
prior to the investment’s scheduled maturity. Although the cash received from these 
transactions is recognized as an asset, the balance sheet impact of whether more (or less) 
proceeds were received from how the investment was reported (gain/loss) does not result in 
actual assets or liabilities for the insurance reporting entity.  

(Note: The Working Group can decide to continue to report these gains/losses as assets and 
liabilities, but it should be clear that this would be a specific exception made by regulators as 
IMR does not meet the definition of an actual asset or liability pursuant to either U.S. GAAP 
or SAP.) 

2) The ACLI has identified the intent of IMR is to defer and amortize non-economic gains
and losses from asset sales and fixed-income derivative hedging transactions and that
IMR is not intended to defer economic gains and losses from asset sales compelled by
liquidity pressures that fund significant cash outflows.

Although there are various debates on the full original concept of IMR, it is generally agreed
that a key intent was to prevent insurance companies from selling investments when they
were in a gain position, caused by a decrease in interest rates (allowing a surplus benefit)
when the funds received from the sale had to be reinvested at the lower interest rates as they
would still be needed to satisfy future policyholder obligations. By recognizing realized gains
as an IMR liability, and amortizing that gain overtime, reporting entities would not
immediately benefit from actions to churn liabilities for gain potential from a decline in
interest rates. This concept assumed that most reporting entities held assets for long periods
to match the timeframes of expected policyholder obligations. However, from information
received, insurance reporting entities should no longer be perceived to be “buy and hold”
investors, but rather often are actively trading their investment portfolio.

Although NAIC staff does not disagree with the overall intent of IMR, NAIC staff does not
agree with the explicit inclusion in the definition of the source of gains/losses in
determining whether an item should be considered economic or non-economic, or even
the inclusion of those terms in the definition. NAIC staff notes that there is still discussion
pending on whether gains/losses from non-accounting effective hedges should be deferred
(and if deferred, included in IMR or via a separate reporting mechanism). As such, to
prevent any incorrect assumptions on what is permitted to be in/out of IMR from the
broad definition, NAIC staff recommends that the proposed ACLI definition be revised
to eliminate the reference to economic/non-economic, the specific sources of non-
economic and economic gains and losses as well as to eliminate potential interpretations
that the definition imposes materiality thresholds as shown in the second paragraph.

NAIC staff notes that the sources of IMR (whether including non-accounting effective
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hedges) and the scope to which items should be excluded can be further prescribed in the 
accounting guidance for recognizing IMR, but that they should not be captured in the broad 
IMR definition.  

Agenda item 2024-15: Asset Liability Management Derivatives is specifically addressing 
whether realized gains and losses from non-accounting effective hedges should be deferred 
from immediate recognition.  

3) The ACLI has proposed to include a statement that the IMR valuation adjustment
appropriately reflects the impact to statutory surplus from fluctuations in interest rates
and therefore provides a more accurate representation of solvency under the NAIC
statutory framework under the amortized cost model.

NAIC staff does not agree with the inclusion of this statement in the IMR definition and
has recommended it be completely removed. This statement implies that all recognized
IMR (whether negative or positive IMR) is a critical component of the financial statements
for solvency assessment purposes. As previously discussed, neither negative IMR nor
positive IMR reflects actual assets or liabilities and including these items in the financial
statements as assets/liabilities may present an inaccurate presentation of 1) the assets
available to pay claims, as well as 2) the actual obligations of the insurance reporting entity.
Although the Working Group could decide to retain the current recognition of IMR,
discussion on the extent to which negative IMR should be permitted as an admitted asset is a
key aspect still pending discussion. NAIC staff cautions against including a broad statement
in the IMR definition that implies that negative IMR (realized losses) should always be
permitted to reflect an admitted asset in the statutory financial statements and that its
inclusion provides an appropriate reflection of statutory surplus.

Interested parties (ACLI) have no objection to the NAIC’s proposed definition of IMR for 
inclusion within SSAP No. 7. 

However, we make the following observations:   

All agree that IMR itself does not meet the definition of an asset or liability but rather is a 
valuation adjustment needed to maintain consistency between insurance liabilities (the 
assumptions for which are often unchanged from origin), and the assets needed to support them 
(where the assumptions can essentially be revisited any time there are fixed income realizations).  

While we have no objections to removing non-economic from the proposed definition, we note 
that the ACLI document included with the exposure is important for understanding this concept 
as it shows, with proper reinvestment, a company is in the same economic position (or possibly 
in a better economic position) pre and post trade in a changing interest rate environment – e.g., 
IMR, whether positive or negative, is essentially a “reclassification” of unrealized losses on the 
balance sheet).  This is invaluable information for those looking to understand the theoretical 
underpinnings of IMR. 
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Further, while we agree that the primary purpose of IMR, when it was adopted, was to prevent 
selling investments when they were in a gain position, caused by a decrease in interest rates 
(allowing a surplus benefit) when the funds received from the sale had to be reinvested at the 
lower interest rates as they would still be needed to satisfy future policyholder obligations – the 
logical impetus being surplus would be misstated.  We also note that when IMR was developed, 
it was noted that IMR should be symmetrical, as in a declining interest rate environment, the 
proceeds received from the sale would be reinvested at the higher interest rates that can still 
satisfy future policyholder obligations notwithstanding that the realized losses would show a 
reduction of surplus. The ACLI document is also invaluable in understanding this concept and 
provides concrete numerical examples.   

While the aforementioned is theoretically correct supporting symmetrical treatment of gains and 
losses, we acknowledge there may be situations where the assumptions in the real world do not 
play out in strict accordance with this theory and understand its proposed removal from the 
definition.  The ACLI document proves invaluable in reinforcing the theoretical understanding of 
IMR as a valuation adjustment for consistent valuation of assets and liabilities, and therefore 
why it is inappropriate to view of negative IMR as an “asset” that cannot be used to pay claims. 

We raise these points so those looking to truly understand the concept of IMR, its theory, and its 
interaction with AAT and PBR, can very simply grasp these concepts (via the ACLI document) 
under the NAIC’s largely “amortized cost” framework. 

Ref #2025-09: VM-22 Update Coordination 

The Working Group exposed revisions which add minor consistency revisions to SSAP No. 51—
Life Contracts reflect updates to the Valuation Manual in VM-22 PBR: Requirements for 
Principle-Based Reserves for Non-Variable Annuities. 

Interested parties have no comment on this item.  

Ref #2025-10: ASU 2023-07, Improvements to Reportable Segment Disclosures 

The Working Group exposed revisions to Appendix D—Nonapplicable GAAP Pronouncements 
to reject ASU 2023-07, Segment Reporting (Topic 280), Improvements to Reportable Segment 
Disclosures as not applicable to statutory accounting. 

Interested parties have no comment on this item.  

Ref #2025-11: ASU 2024-03 and ASU 2025-01, Reporting Comprehensive Income 

Working Group exposed revisions to Appendix D—Nonapplicable GAAP Pronouncements to 
reject ASU 2024-03, Disaggregation of Income Statement Expenses and ASU 2025-01, 
Clarifying the Effective Date of ASU 2024-03 as not applicable to statutory accounting.  

Interested parties have no comment on this item. 
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* * * * 

 
Thank you for considering interested parties’ comments.  We look forward to working with you 
and the Working Group on these items.  If you have any questions in the interim, please do not 
hesitate to contact either one of us. 
 
 
Sincerely, 
 
 
 
D. Keith Bell     Rose Albrizio 
 
 
cc:  Julie Gann, NAIC staff 
 Robin Marcotte, NAIC staff 
 Interested parties 
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D. Keith Bell, CPA 
Senior Vice President 
Accounting Policy 
Corporate Finance 
The Travelers Companies, Inc. 
860-277-0537; FAX 860-954-3708 
Email:  d.keith.bell@travelers.com 

Rose Albrizio, CPA 
Vice President 
Accounting Practices 
AXA Equitable. 
201-743-7221 
Email: rosemarie.albrizio@axa-
equitable.com 
 

 
 
 
 
June 23, 2025        
 
 
Mr. Dale Bruggeman, Chairman        
Statutory Accounting Principles Working Group 
National Association of Insurance Commissioners 
1100 Walnut Street, Suite 1500 
Kansas City, MO 64106-2197 
 
 
RE:   Interested Parties Comments on Exposure Drafts from the NAIC Spring National 

Meeting in Indianapolis  
 
Dear Mr. Bruggeman: 
 
Thank you and the NAIC Statutory Accounting Principles Working Group (the Working Group) 
for the opportunity to comment on the exposure drafts from the recent National NAIC meeting 
with comments due June 23rd. 
 
We offer the following comments. 
 
Ref #2025-13: Residential Mortgage Loans Held in Statutory Trusts 
 
The Working Group exposed revisions to add qualifying investment trusts holding residential 
mortgage loans in scope of SSAP No. 37 – Mortgage Loans for reporting on Schedule B – 
Mortgage Loans. 
 
Interested parties appreciate the time that NAIC staff has spent with us going over our questions 
and comments on this exposure.   We kindly request an extension on providing formal comments 
to Thursday, July 3rd, so that we can provide a summary of all the items we have discussed 
through our ongoing dialogue on this exposure. 
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Statutory Accounting Principles Working Group 
June 23, 2025 
Page 2 
 
Ref #2025-14: Appendix D 
 
The Working Group exposed revisions to Appendix D – Nonapplicable GAAP Pronouncements 
to reject ASU 2017-05, Other Income – Gains and Losses from the Derecognition of 
Nonfinancial Assets (Subtopic 610-20), Clarifying the Scope of Asset Derecognition Guidance 
and Accounting for Partial Sales of Nonfinancial Assets as not applicable to statutory 
accounting. 
 
Interested parties have no comment on this item.  
 
Ref #2025-15: Appendix D 
 
The Working Group exposed revisions to Appendix D – Nonapplicable GAAP Pronouncements 
to reject ASU 2025-02, Liabilities (Topic 405), Amendment to SEC Paragraphs Pursuant to SEC 
Staff Accounting Bulleting No. 122 as not applicable to statutory accounting.  
 
Interested parties have no comment on this item. 
 
Ref #2025-16: SSAP Status Sections 
 
The Working Group exposed revisions to various SSAPs to remove issue paper references and 
change “Substantively” to “Conceptually” in the SSAP Status sections. 
 
Interested parties note that previously the use of the term “substantive” meant that a new SSAP 
would be issued and “nonsubstantive” meant that the SSAP would be updated.  Before adopting 
the new terms, we recommend that there be a better description of what the new terms mean in 
the context of new guidance versus updates to existing guidance.  
 
Ref #2025-17EP: May 2025 Editorial Revisions 
 
The Working Group exposed editorial revisions to the SSAP No. 26 disclosure 40.f to match 
Schedule D; SSAP No. 41 to remove remaining references to a “CRP” designation in paragraph 
11: SSAP No. 56 to delete disclosure 32.d. as it is no longer applicable; and INT 22-01 to 
remove former SSAP No. 43R - Loan-Backed and Structured Security terminology. 
 
Interested parties have no comment on this item.  
 

* * * * 
 
Thank you for considering interested parties’ comments.  We look forward to working with you 
and the Working Group on these items.  If you have any questions in the interim, please do not 
hesitate to contact either one of us. 
 
 
 

Attachment 22

13 of 36



Statutory Accounting Principles Working Group 
June 23, 2025 
Page 3 
 
Sincerely, 
 
 
 
D. Keith Bell     Rose Albrizio 
 
 
cc:  Julie Gann, NAIC staff 
 Robin Marcotte, NAIC staff 
 Interested parties 
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D. Keith Bell, CPA 
Senior Vice President 
Accounting Policy 
Corporate Finance 
The Travelers Companies, Inc. 
860-277-0537; FAX 860-954-3708 
Email:  d.keith.bell@travelers.com 

Rose Albrizio, CPA 
Vice President 
Accounting Practices 
AXA Equitable. 
201-743-7221 
Email: rosemarie.albrizio@axa-
equitable.com 
 

 
 
 
 
July 8, 2025        
 
 
Mr. Dale Bruggeman, Chairman        
Statutory Accounting Principles Working Group 
National Association of Insurance Commissioners 
1100 Walnut Street, Suite 1500 
Kansas City, MO 64106-2197 
 
 
RE:   Interested Parties Comments on SAPWG Ref #2025-13 Residential Mortgage Loans 

Held in Statutory Trusts (the “Exposure Draft”) 
 
Dear Mr. Bruggeman: 
 
Thank you and the NAIC Statutory Accounting Principles Working Group (the Working Group) 
for the opportunity to comment on the above-referenced item, which was exposed for comment 
by the Working Group during the NAIC 2025 Spring National Meeting.   
 
Interested parties agree with reporting residential mortgage loans (RMLs) owned through a trust 
directly on Schedule B. The trust is created for the purposes of operational efficiency, with all 
the risks and rewards of the beneficial ownership interest in the assets belonging to the insurer.  
Therefore, look-through treatment, as if these are transactions of the reporting entity, seems most 
appropriate for this type of RML investment structure. 
 
We are grateful for the time that NAIC staff has spent with us going over our questions and 
comments.  We have summarized some of the most significant discussion points between the 
NAIC staff and interested parties below:   
 

1. Regarding ownership of the trust’s assets, title to the RMLs is held by the trustee on 
behalf of the trust. The books and records of the trust then allocate a beneficial interest in 
each loan to a specific series. Same goes for any other assets of the trust. Some updates 
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will be needed to the current Exposure Draft to reflect how these structures operate from 
a legal perspective. 
 

2. Interested parties believe that the same requirements that apply to RMLs directly held 
and accounted for under SSAP No. 37 – Mortgage Loans should apply to the RMLs 
owned through a trust.  As stated above, since all the risks and rewards related to 
ownership of the RMLs pass through to the insurer, this makes the most sense from a 
reporting perspective.  Therefore, second lien loans should be allowed and RML 
participations of less than 100% should be allowed as well, consistent with SSAP No. 37. 
 

3. The trust should be allowed to pledge the RMLs for the benefit of the insurer.  Suggested 
language was discussed to make this clear in the Exposure Draft.  
 

4. The Exposure Draft included a request for input on the appropriate reporting for 
foreclosed real estate that becomes an asset of the trust.  Interested parties believe that 
any real estate assets, cash, or other assets related to investing in the RMLs such as 
receivables as well as liabilities, should be reported as if held directly by the insurer since 
the insurer gets all the risks and rewards of ownership.  We also understand that it may be 
common for the trust to set up an LLC to own foreclosed real estate. If that is the case, 
since SSAP No. 40 – Real Estate Investments allows for single, wholly-owned real estate 
held in an LLC to be directly reported on Schedule A, we believe the same look-through 
provision would apply here and the insurer would report the real estate as directly owned. 

 
5. We suggest changing the name from statutory trust to a qualifying trust.  A trust can be a 

statutory trust or a common law trust. We understand that a statutory trust can have series 
whereas common law trusts do not, but both types can be used to hold RMLs on behalf of 
the insurer.    
 

6. Interested parties question whether disclosure of fees paid to the servicer is a critical 
disclosure.  We have received feedback that this information is confidential and could 
impact competitive market practices among servicers.  Since such disclosure is not 
required for RMLs/CMLs directly owned and managed by a third-party servicer, we 
suggest that this disclosure be removed. In addition, the last sentence of paragraph 2 b 
(iv) implies that the loans will not be disclosed individually as it states “the detail must 
contain at a minimum, the same information as would be required were the mortgage 
loans to be individually reported on Schedule B.”  If the ultimate decision is to report the 
loans individually on Schedule B, then this sentence should be removed.  

 
7. In item 27.b., interested parties believe the materiality qualifier should apply to both parts 

of the disclosure (litigation and state or federal regulatory review).  
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8. Interested parties suggest adding a code to the residential mortgage loan sections of 
Schedule B to note loans that are held in statutory trusts so that directly held loans versus 
loans held in trust are easily identifiable by the regulators. 

 
9. Interested parties also suggest adding guidance in the Exposure Draft for RMLs held in 

trusts that do not meet the proposed criteria, so that it is clearer how those investments 
should be accounted for and reported.   

 
* * * * 

 
Thank you for considering interested parties’ comments.  We look forward to working with you 
and the Working Group on these items.  If you have any questions in the interim, please do not 
hesitate to contact either one of us. 
 
 
 
Sincerely, 
 
 
 
D. Keith Bell     Rose Albrizio 
 
 
cc:  Julie Gann, NAIC staff 
 Robin Marcotte, NAIC staff 
 Wil Oden, NAIC staff 
 Jake Stultz, NAIC staff 
 Interested parties 
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July 14, 2025 

Mr. Dale Bruggeman, Chairman  

Statutory Accounting Principles Working Group  

National Association of Insurance Commissioners 

1100 Walnut Street, Suite 1500  

Kansas City, MO 64106-2197 

Re: Net Negative (Disallowed) Interest Maintenance Reserve (INT 23-01) 

Submitted Electronically 

Dear Mr. Bruggeman:  

The American Council of Life Insurers (ACLI) appreciates the opportunity to comment on INT 23-01 

which delays the automatic nullification of the short-term interim solution that allows the limited 

admittance of negative IMR, from January 1, 2026, to January 1, 2027.  

We are especially grateful for the thoughtful and disciplined engagement and open dialogue 

facilitated through the IMR Ad Hoc Working Group. The consistent cadence of meetings and the 

willingness of regulators and industry participants to constructively work together has been 

instrumental in addressing the complexities surrounding the admittance of net negative IMR. This 

collaboration will not only enhance the clarity of the guidance by reflecting new developments since 

enactment in 1992 but also facilitate the collective and holistic incorporation into SSAP No. 7, 

Asset Valuation Reserve and Interest Maintenance Reserve.  It will also help ensure the permanent 

solution achieves a balanced and practical approach to statutory reporting. 

We support INT 23-01 as drafted and believe the extension period will allow sufficient time for the 

achievement of the aforementioned objectives.  ACLI maintains its commitment to work 

constructively with the Ad Hoc Group and NAIC to modernize the IMR guidance and ensure the 

admittance of negative IMR best reflects economic statutory surplus, with appropriate safeguards, 

in a way that does not disincentivize prudent investment and asset liability management behavior.  

Sincerely, 

Shannon Jones, CPA 
Senior Director - Financial Reporting Policy 
Shannonjones@acli.com 
202-624-2029

Attachment 22

18 of 36

mailto:Shannonjones@acli.com


2 

Attachment 22

19 of 36



American Council of Life Insurers | 101 Constitution Ave, NW, Suite 700 | Washington, DC 20001-2133 

The American Council of Life Insurers is the leading trade association driving public policy and advocacy on behalf of the life insurance 
industry. 90 million American families rely on the life insurance industry for financial protection and retirement security. ACLI’s member 
companies are dedicated to protecting consumers’ financial wellbeing through life insurance, annuities, retirement plans, long-term care 
insurance, disability income insurance, reinsurance, and dental, vision and other supplemental benefits. ACLI’s 275 member companies 
represent 93 percent of industry assets in the United States. 
acli.com 

July 15, 2025 

Mr. Dale Bruggeman, Chairman  

Statutory Accounting Principles Working Group  

National Association of Insurance Commissioners 

1100 Walnut Street, Suite 1500  

Kansas City, MO 64106-2197 

Re: Request for Comments on Exposure Draft 2024-06 – RT YRT-Combo Contracts 

Submitted Electronically 

Dear Mr. Bruggeman:  

The American Council of Life Insurers (ACLI) appreciates the opportunity to comment on the 

exposure draft titled 24-06 – RT YRT-Combo Contracts and commends the Statutory Accounting 

Principles (E) Working Group (SAPWG) for its continued efforts to clarify statutory accounting 

guidance in this complex area. ACLI also values the thoughtful discussions and your consideration 

of our feedback and recommendations. Throughout this process, we have collectively sought to 

understand our respective concerns − regulatory concerns with combination reinsurance 

agreements and ACLI concerns with the SAPWG exposures on this topic – to arrive at a mutual 

understanding about how combination reinsurance agreements could achieve risk transfer. 

The original draft of the SAPWG 2024-06 exposure suggested that all combination reinsurance 

agreements are non-proportional. Through our dialog, we concluded that, while this would be true 

for some combination agreements, it would not be true for others.  We also concluded that: 

1. Each agreement must be evaluated individually with each component (i.e., the coinsurance

component and the YRT component) evaluated against its respective requirements under

SSAP No. 61, and then

2. Collectively as a contract to ensure no deprivation of ceding insurer surplus could occur

(rather than applying a likelihood of loss standard).

In contemplating the evolution of thought noted above, we respectfully recommend that any final 

guidance be made to apply on a prospective basis only.  We note that the proposal for prospective 

application of any new guidance is not intended to shield in force transactions that are clearly in 

violation of risk transfer rules (e.g., those having automatic recapture provisions), and we would 

support language to that effect.   
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We additionally suggest revisions to the proposed SSAP No. 61 and Appendix, A-791 language as 

documented in the attached version of the exposure.  We note it would be helpful for the historical 

record to document the evolution of thought which led to the contemplated changes reflected in 

the exposure. This will help regulators, companies, and auditors better understand the intent 

behind the proposed changes to SSAP No. 61 and Appendix A-791 should any ambiguity in the 

interpretation of the new language persist.  We have included footnotes in the attached version of 

the exposure for this purpose.  

 

In summary we request SAPWG adopt any changes to existing guidance prospectively; make the 

changes to the proposed language to SSAP No. 61 and Appendix A-791; include the proposed 

footnotes documenting the “historical record”; and re-expose such changes to allow time for 

stakeholders to evaluate the final proposed revisions to ensure no unintended consequences arise. 

 

We appreciate SAPWG’s consideration of these comments and recommendations and look 

forward to continued engagement on this important topic. ACLI is committed to collaborating with 

the NAIC and state regulators and welcome further discussion. 
 
Sincerely,  
 

 

 
Marc Altschull, CFA, FSA, MAAA 
Senior Actuary 
marcaltschull@acli.com 
202-624-2089 

 
 
 
 

 
 

Shannon Jones, CPA 
Senior Director - Financial Reporting Policy 
Shannonjones@acli.com 
202-624-2029 
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Statutory Accounting Principles (E) Working Group 

Maintenance Agenda Submission Form 

Form A 

 

Issue: Risk Transfer Analysis on Combination Reinsurance Contracts 

 

Check (applicable entity): 

 P/C Life Health 

Modification of Existing SSAP       

New Issue or SSAP        

Interpretation         

 

Description of Issue: 

This agenda item is to address a December 2023, referral by the Valuation Analysis (E) Working Group (VAWG) 

regarding reinsurance risk transfer and reserve credit for a particular form of reinsurance being observed by 

regulators in the life industry. The referral noted that: 

 
VAWG has identified that issues arise when evaluating reinsurance for risk transfer in accordance with 

SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance, when treaties involve more than 

one type of reinsurance, and there is interdependence of the types of reinsurance, including but not limited 

to an experience refund that is based on the aggregate experience. In such cases, VAWG regulators find 

that these types of reinsurance must be evaluated together and cannot be evaluated separately for the 

purpose of risk transfer. For example, where a treaty includes coinsurance and YRT with an aggregate 

experience refund and the inability to independently recapture the separate types of reinsurance, it is not 

adequate to separately review the coinsurance and YRT pieces of the transaction for risk transfer. The 

treaty as a whole is non- proportional. This complexity is not immediately apparent to the regulatory 

reviewer, and it is important that this issue be raised broadly, so that individual state regulators are aware. 

Individual regulators are encouraged to contact VAWG if they would like additional perspective when 

reviewing such treaties. 

 
Generally, VAWG regulators observe that some companies are reporting an overstated reserve credit due 

to a bifurcated risk transfer analysis. Specifically, some companies reported a proportional reserve credit 

for a coinsurance component, despite in aggregate the reinsurer only being exposed to loss in tail 

scenarios. From an actuarial perspective, there is consensus among VAWG members that it is not 

appropriate for a ceding company to take a proportional reserve credit that reflects the transfer of all 

actuarial risks when not all actuarial risks are transferred. 

 
VAWG recommends that SAPWG discuss this issue, to 1) increase familiarity with the issue and 2) consider 
whether any clarifications to risk transfer requirements is appropriate 

 

SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance contains guidance for life and health 

reinsurance agreements. Additionally, SSAP No. 61R refers to Appendix A-791, Life and Health Reinsurance 

Agreements for risk transfer criteria applicable to all forms of life and health reinsurance other than Yearly 

Renewable Term (YRT) agreements and certain non-proportional contracts such as stop loss and catastrophe 

reinsurance. YRT agreements are required to comply with specific parts of A-791. Furthermore, contracts that do 

not meet the conditions for reinsurance accounting in SSAP No. 61R, including the applicable parts of A-791, 

receive deposit accounting. 

 

As noted in the referral above, regulators have observed reinsurance transactions that combine both coinsurance 

and YRT, typically applicable to different underlying policies, but that are interdependent. There exists an aggregate 

experience refund and recapture provisions that allow for recapture by the cedant, but only if both components are 

recaptured simultaneously.  
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VAWG observed that some insurers have assessed these components under A-791 as if they were separate 

agreements, concluding that the requirements for risk transfer are met for each. Reserve credit was then taken on 

each component; a proportional credit for the quota share on the coinsured policies, and a YRT credit for the YRT 

component. Note that YRT contracts ordinarily cover a percentage of the one-year mortality risk for the net amount 

at risk on a policy. A simple way to describe net amount at risk is the difference between the policy reserve held 

and the face value of the policy.  

 

The concern raised by regulators is that the substance of this interdependent agreement design is more akin to the 

risk transferred under a nonproportional reinsurance agreement. This is because in aggregate, proportionate 

amounts of the risk are not transferred. The agreements are designed to compensate the cedant for aggregate 

experience only in tail scenarios, which is accomplished through the design of the aggregate experience refund. In 

most reasonably expected scenarios, the net effect of the reinsurance is such that the cedant pays a financing 

charge to the reinsurer for a designated period of time until an expected recapture date and no additional net funds 

exchange hands. As a result, taking a full proportional reserve credit on the coinsured component is not reflective 

of the actual risk being transferred. SSAP No. 61R, paragraph 36 notes that the reinsurance credit is only for the 

risk reinsured. As noted in the referral, there was consensus among VAWG members that it is not appropriate for 

a ceding company to take a proportional reserve credit that reflects the transfer of all actuarial risks when not all 

actuarial risks are transferred. NAIC staff agrees with the VAWG consensus and proposes to incorporate a version 

of existing guidance from SSAP No. 62R that addresses this point. The inclusion of this guidance is intended to 

require risk transfer to be analyzed for the entire contract when multiple interdependent types of reinsurance are 

present. 1  
 

 

SSAP No. 62R—Property and Casualty Reinsurance Exhibit A – Implementation Questions and Answers, question 

10 provides guidance on interdependent contract features. This agenda item proposes to incorporate key aspects of 

the SSAP No. 62R, Exhibit A question 10 into SSAP No. 61R to provide more clarity on evaluation of risk transfer 

on contracts with interdependent features. The answer requires that features of the contracts(s) that directly or 

indirectly compensate the reinsurer or related reinsurers for losses be considered in determining if a particular 

contract transfers risk. The SSAP No. 62R—Property and Casualty Reinsurance Exhibit A – Implementation 

Questions and Answers question 10 provides the following: 

 
10A: A contract is not defined, but is essentially a question of substance. It may be difficult in some 
circumstances to determine the boundaries of a contract. For example, the profit-sharing provisions of one 
contract may refer to experience on other contracts and, therefore, raise the question of whether, in 
substance, one contract rather than several contracts exist. 

 
The inconsistency that could result from varying interpretations of the term contract is limited by requiring that 
features of the contract or other contracts or agreements that directly or indirectly compensate the reinsurer or 
related reinsurers for losses be considered in evaluating whether a particular contract transfers risk. Therefore, 
if agreements with the reinsurer or related reinsurers, in the aggregate, do not transfer risk, the individual 
contracts that make up those agreements also would not be considered to transfer risk, regardless of how they 
are structured. 

 

As historical background, the guidance for SSAP No. 62R, Exhibit A,  question 10, originated from GAAP EITF 

Topic D-34, Accounting for Reinsurance: Questions and Answers about FASB Statement No. 113 (EITF D-34) 

NAIC staff recommends that the Working Group move this item to the active listing of the maintenance agenda, 

categorized as a SAP clarification, and expose revisions to SSAP No. 61R—Life, Deposit-Type and Accident and 

Health Reinsurance as illustrated below. The proposed revisions incorporate guidance to SSAP No. 61R which is 

 
1 Subsequent discussions have yielded a more nuanced view of this statement such that it is acknowledged that not all 

combination agreements are nonproportional.  Combination reinsurance transactions should be assessed for risk transfer 

purposes, taking into consideration the specific terms of these agreements by evaluating each type of reinsurance against its 

specific requirements and further evaluating the contract as a whole to ensure there is no potential for deprivation of the 

ceding insurer’s surplus (rather than applying a likelihood of loss standard). 
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consistent with the guidance currently in SSAP No. 62R, Exhibit A Implementation Questions and Answers, 

question 10 and also add reference to A-791, paragraph 6 guidance in the YRT guidance paragraph. (See 

Authoritative Literature). FASB Statement No. 113 was adopted with modification in both SSAP No. 62R and 

SSAP No. 61R. Topic 944 Reinsurance Contracts in the current FASB Codification Implementation Guide 

continues to include the guidance from EITF D-34 

 

The example reinsurance contract that VAWG observed contained yearly renewable term reinsurance. Per SSAP 

No. 61R, paragraph 19, only certain parts of A-791 Life and Health Reinsurance Agreements apply to YRT 

contracts. Specifically, YRT contracts only have to pass A-791, paragraphs 2.b., 2.c., 2.d., 2.h., 2.i., 2.j. or 2.k. to 

result in reinsurance accounting. In addition, paragraph 3 of A-791 on deferral of gain on cession of prior year 

blocks of business also applies. As described above, YRT contracts do not transfer all of the risk inherent in the 

contract as they typically only cover a percentage of the net amount at risk for typically one year. Note that the 

reinsurance accounting credit from a YRT contract per the guidance in SSAP No. 61R, paragraph 37 is computed 

as the one-year term mean reserve on the amount of insurance ceded. Therefore, a YRT credit is typically less than 

what a proportional coinsurance contract which transfers all significant risks would typically provide.  

 

The VAWG reinsurance contract example also included coinsurance contracts which must pass all of A-791 to 

receive reinsurance accounting. The example contract contained a shared experience refund between the two 

contract types. This interdependent feature is a key element. NAIC staff agrees with VAWG that an interdependent 

reinsurance payment in a contract requires a single risk transfer assessment. However, the combined interdependent 

contract when assessed in aggregate would likely cause it to either not meet the conditions for reinsurance 

accounting or would result in a smaller reinsurance credit than VAWG observed some entities taking. 

 

A-791, paragraph 2e contains the guidance which limits the amounts paid to the reinsurer to the income realized on 

the underlying reinsured policy and paragraph 2f contains the guidance on transferring all the significant risk of the 

business reinsured. Adding YRT coverage with coinsurance would likely result in a “fail” of the criteria in A-791 

because not all of the significant risks of the underlying  reinsured policies would be likely to be passed to the 

reinsurer (thus failing the criteria in A-791, paragraph 2f). Combining YRT and coinsurance in the same contract 

could also cause that contract to fail A-791 if the reinsurance contract charged more than the income on the 

underlying policy. 2 

 

In addition, A-791, paragraph 6 requires that the reinsurance contract include provisions that the agreement shall 

constitute the entire agreement between the parties with respect to the business being reinsured thereunder and that 

there are no understandings between the parties other than as expressed in the agreement. This paragraph does not 

currently apply to YRT but is recommended to apply.  

 

Existing Authoritative Literature: 

• SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance 
 

Types of Reinsurance Arrangements 

11.  Once an entity has decided to reinsure amounts in excess of its desired retention, it may proceed 
in one of several basic arrangements—coinsurance, modified coinsurance, yearly renewable term or non- 
proportional. Such contracts may have funds withheld. 

Coinsurance 

12.   In this arrangement, the risks are reinsured on the same plan as that of the original policy. The 
direct writer and the reinsurer share in the risk in the same manner. The ceding entity pays the reinsurer a 
proportional part of the premiums collected from the insured. In return, the reinsurer reimburses the ceding 

 
2 Combination reinsurance transactions should be assessed for risk transfer purposes, taking into consideration the specific 

terms of these agreements by evaluating each type of reinsurance against its specific requirements and further evaluating the 

contract as a whole to ensure there is no potential for deprivation of the ceding insurer’s surplus. 
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entity for the proportional part of the death or accident and health claim payments and other benefits 
provided by the policy, including nonforfeiture values, policy dividends, experience rating refunds, 
commissions, premium taxes, and other direct expenses agreed to in the contract. The reinsurer must also 
establish the required reserves for the portion of the policy it has assumed. A single policy can be coinsured 
with more than one entity or under more than one reinsurance contract with the same entity as long as the 
combined total of reinsurance and the retention of the ceding entity is not more than 100% of the risk. 

13. In coinsurance of participating policies, the reinsurer may reimburse the ceding entity for its portion 
of the dividends paid to the policyholder. In determining its schedule of dividends, the ceding entity takes 
into account the experience on the business as written. If the reinsurer reimburses dividends it will typically 
accept the ceding entity’s schedule but may require input into the schedule. Changes to the schedule may 
have to be agreed to by the reinsurer. Coinsurance of all or a portion of a block of business also is used in 
situations where a severe strain is placed on the direct writing entity’s surplus in the first policy year. For 
example, the premium received by the direct writer during the first policy year usually is insufficient to pay 
the high first-year commissions and other costs of issue and to establish the initial reserve. In such an 
example, coinsurance relieves some of the surplus strain of adding large amounts of new insurance. 

Modified Coinsurance 

14. The “modified coinsurance” or “modco” arrangement is a variation of coinsurance. The ceding entity 
has transferred all or a portion of the net policy liabilities on the reinsured policies to the reinsurer, and the 
reinsurer is required to indemnify the ceding entity for the same amount. The assets necessary to support 
the reserves for the original policies are maintained by the ceding entity instead of the reinsurer. This is 
accomplished by designating in the contract the transfer of the net policy liabilities to the assuming entity 
and an immediate transfer back to the extent of the modco deposit. Under modified coinsurance, the 
assuming entity shall transfer to the ceding entity the increase in the reserve on the reinsured portion. This 
transaction reflects the reinsurer’s risk with respect to the reinsured business and its obligation to maintain 
the reserves supporting such obligation. In some cases, a policy may be reinsured partially on a 
coinsurance arrangement and partially on a modified coinsurance arrangement. This may be accomplished 
through the use of two contracts or in a single contract. 

Yearly Renewable Term (YRT) 

15. Under this arrangement of reinsurance, the ceding entity transfers the net amount at risk on the 
portion reinsured to the reinsurer and pays a one-year term premium. The “net amount at risk”—as defined 
in the contract—is usually the amount of insurance provided by the policy in excess of the ceding entity’s 
reserve on it. 

Non-Proportional 

16. Other forms of reinsurance are also available, such as catastrophe and stop loss coverage. These 
arrangements provide for financial protection to the ceding entity for aggregate losses rather than providing 
indemnification for an individual policy basis as described in the preceding three reinsurance arrangements. 
Catastrophic and stop loss reinsurance are written on an annual basis to protect the ceding entity from 
excessive aggregate losses. Usually, the coverage does not extend over the life of the underlying policy 
nor is there any requirement on the ceding entity to renew the arrangement. 

Transfer of Risk 

17. Reinsurance agreements must transfer risk from the ceding entity to the reinsurer in order 
to receive the reinsurance accounting treatment discussed in this statement. If the terms of the 
agreement violate the risk transfer criteria contained herein, (i.e., limits or diminishes the transfer of risk 
by the ceding entity to the reinsurer), the agreement shall follow the guidance for Deposit 
Accounting. In addition, any contractual feature that delays timely reimbursement violates the 
conditions of reinsurance accounting. 

18. This paragraph applies to all life, deposit-type and accident and health reinsurance agreements 
except for yearly renewable term reinsurance agreements and non-proportional reinsurance agreements 
such as stop loss and catastrophe reinsurance. All reinsurance agreements covering products that transfer 
significant risk shall follow the guidance for reinsurance accounting contained in this statement. All 
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reinsurance contracts covering products that do not provide for sufficient transfer of risk shall follow the 
guidance for Deposit Accounting. 

19. Yearly renewable term (YRT) reinsurance agreements that transfer a proportionate share of 
mortality or morbidity risk inherent in the business being reinsured and do not contain any of the conditions 
described in Appendix A-791, paragraphs 2.b., 2.c., 2.d., 2.h., 2.i., 2.j. or 2.k., shall follow the guidance 
for reinsurance accounting, including paragraphs 55-57 of this statement that apply to indemnity 
reinsurance. Contracts that fail to meet the requirements for reinsurance accounting shall follow the 
guidance for Deposit Accounting. For all treaties entered into on or after January 1, 2003, the deferral 
guidance in paragraph 3 of A-791 shall also apply to YRT agreements. Since YRT agreements only transfer 
the mortality or morbidity risks to the reinsurer, the recognition of income shall be reflected on a net of tax 
basis, as gains emerge based on the mortality or morbidity experience. 

20. For non-proportional reinsurance agreements such as stop loss and catastrophe reinsurance 
agreements, contract terms shall be evaluated to assess whether they transfer significant risk to the 
reinsurer. For example, prepayment schedules and accumulating retentions from multiple years are 
contractual features inherently designed to delay the timing of reimbursement to the ceding entity limits the 
risk to the reinsurer. Regardless of what a particular feature might be called, any feature that can delay 
timely reimbursement violates the conditions for reinsurance accounting. Transfer of insurance risk requires 
that the reinsurer’s payment to the ceding entity depend on and directly vary with the amount and timing of 
claims settled under the reinsured contracts. Contractual features that can delay timely reimbursement 
prevent this condition from being met. Reinsurance accounting shall apply to all non-proportional 
agreements that transfer significant risk and do not contain any provisions that protect the reinsurer from 
incurring a loss. Contracts that fail to meet the requirements for reinsurance accounting shall follow the 
guidance for Deposit  

Credits for Ceded Reinsurance 
 
36. The credit taken by the ceding entity under the coinsurance arrangement is calculated using the 
same methodology and assumptions used in determining its policy and claim reserves. It is, of course, only 
for the percentage of the risk that was reinsured. Under modified coinsurance, the reserve credit is reduced 
by the modco deposit retained by the ceding entity. If the entity reinsures on a yearly renewable term basis, 
it is itself buying insurance for the portion of the ceded amount at risk. The amount of yearly renewable term 
reinsurance that is required on a given policy generally decreases each year as the entity’s reserve 
increases. The net amount at risk may increase, however, on interest sensitive products such as universal 
life. The amount at risk on accident and health yearly renewal term reinsurance will remain level and the 
reinsurance premium will increase each year. 
 
37. The reserve credit taken by the ceding entity is reported as a reduction to the reserves and not as 
an asset of the entity. The ceding entity’s reserve credit and assuming entity’s reserve for yearly 
renewable term reinsurance shall be computed as the one year term mean reserve on the amount 
of insurance ceded. The ceding entity must use the same mortality and interest bases which were 
used for valuing the original policy before reinsurance. The credit may also be computed on a pro rata 
basis if the result is not materially different from the credit computed on the mean reserve basis. For all 
types of reinsurance, the ceding entity also takes credit for other amounts due from the reinsurer such as 
unpaid claims and claims incurred but not reported. If contemplated by the reinsurance contract, recognition 
of related assets and liabilities must occur (policy loans, due and deferred premiums, etc.). 
 
38. Non-proportional reinsurance is entered into on an annual basis to limit the claims experience of 
the ceding entity and thereby protect its financial integrity. When the period of the arrangement exceeds 
one year, the contract must be carefully reviewed to determine if the end result more closely follows 
proportional reinsurance. No reserve credit is taken for non-proportional reinsurance unless the 
aggregate attachment point has in fact been penetrated. In order for an entity to reflect reserve 
credits on a prospective basis, the entity will need to demonstrate that the present value of expected 
recoveries using realistic assumptions, to be realized from the reinsurer are in excess of the present 
value of the reinsurance premiums guaranteed to be paid by the ceding entity under the terms of 
the contract. Because non-proportional reinsurance aggregates experience, and does not indemnify the 
ceding entity for each policy loss, the use of statutory assumptions underlying the insured policies is 
inappropriate for determining any reserve credit to be taken by the ceding entity. Historical experience, 
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pricing assumptions and asset shares shall be considered in determining if the reinsurer may be reasonably 
expected to pay any claims. The reserve credit taken shall only reflect these reasonable expectations. This 
treatment of non-proportional reinsurance is similar to the way property and casualty (P&C) 
reinsurance is considered. This is because these modes of reinsurance more closely follow P&C 
indemnification principles than life insurance formula basis, and because these coverages are very 
similar to excess insurance on P&C products. In determining the appropriate reserve credit, the 
probability of a loss penetrating to the reinsurer’s level of coverage (using reasonable assumptions) 
must be multiplied by the expected amount of recovery. This is the same as reserve credits on 
coinsurance where the probability of a claim (i.e., mortality) is multiplied by the expected return (i.e., death 
benefit). In that the coverage is for aggregate experience, the mortality assumptions underlying any one 
policy risk are inappropriate to analyze the appropriate credits for non-proportional coverage. 

 

• SSAP No. 61R, adopts FAS 113 with modifications. 

 

Relevant Literature 

86. This statement adopts with modification FASB Statement No. 113, Accounting and Reporting for 
Reinsurance of Short-Duration and Long-Duration Contracts. The statutory accounting principles 
established by this statement differ substantially from GAAP, reflecting much more detailed guidance, as 
follows: 

a. Reserve credits taken by ceding companies as a result of reinsurance contracts are netted 
against the ceding entity’s policy and claim reserves and unpaid claims; 

b. First year and renewal ceding commissions on indemnity reinsurance of new business are 
recognized as income. Ceding commissions on ceded in-force business are included in the 
calculation of initial gain or loss; 

c. As discussed in SSAP No. 50, statutory accounting defines deposit-type contracts as those 
contracts which do not include any mortality or morbidity risk. GAAP defines investment 
contracts as those that do not subject the insurance enterprise to significant policyholder 
mortality or morbidity risk. (The distinction is any mortality or morbidity risk for statutory 
purposes vs. significant mortality or morbidity risk for GAAP purposes.) Therefore, a 
contract may be considered an investment contract for GAAP purposes, and that same 
contract may be considered other than deposit-type for statutory purposes. A reinsurance 
treaty covering contracts that have insignificant mortality or morbidity risk (i.e., contracts 
classified as other than deposit-type contracts for statutory purposes, but investment 
contracts for GAAP purposes) that does not transfer that mortality or morbidity risk, but 
does transfer all of the significant risk inherent in the business being reinsured (e.g., lapse, 
credit quality, reinvestment or disintermediation risk) qualifies for reinsurance accounting 
for statutory reporting purposes, but would not qualify for reinsurance accounting treatment 
for GAAP purposes; 

d. Initial gains on indemnity reinsurance of in-force blocks of business have unique 
accounting treatment. A portion of the initial gain (equal to the tax effect of the initial gain 
in surplus) is reported as commissions and expense allowances on reinsurance ceded in 
the statement of operations. The remainder of the initial gain is reported on a net-of-tax 
basis as a write-in for gain or loss in surplus in the Capital and Surplus Account. In 
subsequent years, the ceding entity recognizes income on the reinsurance ceded line for 
the net-of-tax profits that emerged on the reinsured block of business with a corresponding 
decrease in the write-in for gain or loss in surplus; 

e. This statement prohibits recognition of a gain or loss in connection with the sale, transfer 
or reinsurance of an in-force block of business between affiliated entities in a non-economic 
transaction. Any difference between the assets transferred by the ceding entity and the 
liabilities, including unamortized IMR, shall be deferred and amortized under the interest 
method; 
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f. This statement requires that a liability be established through a provision reducing surplus 
for unsecured reinsurance recoverables from unauthorized reinsurers; 

g. This statement prescribes offsetting certain reinsurance premiums. 

87. This statement incorporates Appendices A-785 and A-791. 

 

• SSAP No. 61R, Glossary Excerpts: 

 

Net Amount at Risk 
The excess of the death benefit of a policy over the policy reserve. It is the amount which must come from 
surplus in the event of a death claim. 

Non-Proportional Reinsurance 
Reinsurance that is not secured on individual lives for specific individual amounts of reinsurance, but rather 
reinsurance that protects the ceding entity’s overall experience on its entire portfolio of business, or at least 
a broad as noted in paragraph 19 of SSAP No. 61 segment of it. The most common forms of non-
proportional reinsurance are stop loss reinsurance and catastrophe reinsurance. 

Non-proportional reinsurance is a form of casualty insurance. Usually neither the premium nor continuance 
of coverage is guaranteed beyond a specified term. 

Pool 
A method of allocating reinsurance among several reinsurers. Using this method, each reinsurer receives 
a specified percentage of risk ceded into the pool. Percentages may vary by reinsurer. 

Proportional Reinsurance 
Reinsurance on a particular life for a specified amount or share generally, though not necessarily, secured 
at the time the policy is issued to the insured. The continuation of coverage guarantees for the reinsurance 
generally parallel those in the life insurance coverage reinsured. Most life reinsurance conducted in the 
United States is done so on a proportional basis. 

Yearly Renewable Term (YRT) 
A form of life reinsurance under which the mortality or morbidity risks, but not the permanent plan reserves, 
are transferred to the reinsurer for a premium that varies each year with the amount at risk and the ages of 
the insureds. The amount of reinsurance, which may change annually, is generally the amount of insurance 

provided by the policy in excess of the primary insurer’s reserve. 

• SSAP No. 62R—Property and Casualty Reinsurance Exhibit A – Implementation Questions and Answers 
 

10. Q: For purposes of evaluating whether a contract with a reinsurer transfers risk, what constitutes a contract? 
 

• A: A contract is not defined, but is essentially a question of substance. It may be difficult in some 
circumstances to determine the boundaries of a contract. For example, the profit-sharing provisions of 
one contract may refer to experience on other contracts and, therefore, raise the question of whether, in 
substance, one contract rather than several contracts exist. 

 
The inconsistency that could result from varying interpretations of the term contract is limited by requiring 
that features of the contract or other contracts or agreements that directly or indirectly compensate the 
reinsurer or related reinsurers for losses be considered in evaluating whether a particular contract transfers 
risk. Therefore, if agreements with the reinsurer or related reinsurers, in the aggregate, do not transfer risk, 
the individual contracts that make up those agreements also would not be considered to transfer risk, 
regardless of how they are structured. 

 

The original GAAP source of the above in SSAP No. 62R is EITF D-34 Accounting for Reinsurance: 

Questions and Answers about FASB Statement No. 113, question 13  
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13. Q—For purposes of evaluating whether a contract with a reinsurer transfers risk, what constitutes a 
contract?  
 
A—Statement 113 does not define what constitutes a "contract," which is essentially a question of 
substance. It may be difficult in some circumstances to determine the boundaries of a contract. For 
example, the profit-sharing provisions of one contract may refer to experience on other contracts and, 
therefore, raise the question of whether, in substance, one contract rather than several contracts exist.  
 
Statement 113 limits the inconsistency that could result from varying interpretations of the term contract by 
requiring that features of the contract or other contracts or agreements that directly or indirectly compensate 
the reinsurer or related reinsurers for losses be considered in evaluating whether a particular contract 
transfers risk. Therefore, if agreements with the reinsurer or related reinsurers, in the aggregate, do not 
transfer risk, the individual contracts that make up those agreements also would not be considered to 
transfer risk, regardless of how they are structured.  
 
Certain guidance relevant to determining the boundaries of a contract is provided in the accounting 
literature. As described in paragraph 8 of Statement 113, provisions of other related contracts may be 
considered part of the subject contract under certain circumstances. Likewise, paragraphs 59 and 60 of 
Statement 113 indicate that the Board did not intend for different kinds of exposures combined in a program 
of reinsurance to be evaluated for risk transfer and accounted for together, because that would allow 
contracts that do not meet the conditions for reinsurance accounting to be accounted for as reinsurance by 
being designated as part of a program. In addition, Question 12 above refers to the fact that an amendment 
of a contract may create a new contract. [Revised 12/98.]  
 
The legal form and substance of a reinsurance contract generally will be the same, so that the risks 
reinsured under a single legal document would constitute a single contract for accounting purposes. 
However, that may not always be the case. Accordingly, careful judgment may be required to determine 
the boundaries of a contract for accounting purposes. [Revised 12/98.]  
 
If an agreement with a reinsurer consists of both risk transfer and non-risk transfer coverages that have 
been combined into a single legal document, those coverages must be considered separately for 
accounting purposes. [Revised 12/98.] 

 

Topic 944 Reinsurance Contracts in the current FASB Codification Implementation Guide continues to 

include the guidance from EITF D-34  

 

Reinsurance Contracts  
 Implementation Guidance 

What Constitutes a Contract 

944-20-55-27 
This implementation guidance discusses, for purposes of evaluating whether a contract with a reinsurer 
transfers risk, what constitutes a contract, which is essentially a question of substance. It may be difficult 
in some circumstances to determine the boundaries of a contract. 
 
944-20-55-28 
For instance, the profit-sharing provisions of one contract may refer to experience on other contracts and, 
therefore, raise the question of whether, in substance, one contract rather than several contracts exist. 
 
944-20-55-29 
The guidance in the Financial Services—Insurance Topic on reinsurance limits the inconsistency that could 
result from varying interpretations of the term contract by requiring that features of the contract or other 
contracts or agreements that directly or indirectly compensate the reinsurer or related reinsurers for losses 
be considered in evaluating whether a particular contract transfers risk. Therefore, if agreements with the 
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reinsurer or related reinsurers, in the aggregate, do not transfer risk, the individual contracts that make up 
those agreements also would not be considered to transfer risk, regardless of how they are structured. 
 
944-20-55-30 
Certain guidance relevant to determining the boundaries of a contract is provided in the accounting literature. 
 
944-20-55-31 
Paragraph 944-20-15-40 states that provisions of other related contracts may be considered part of the subject 
contract under certain circumstances. 
 
944-20-55-32 
Different kinds of exposures combined in a program of reinsurance shall not be evaluated for risk transfer and 
accounted for together, because that would allow contracts that do not meet the conditions for reinsurance 
accounting to be accounted for as reinsurance by being designated as part of a program. 
 
944-20-55-33 
In addition, paragraph 944-20-15-65 refers to the fact that an amendment of a contract may create a new contract. 
 
944-20-55-34 
The legal form and substance of a reinsurance contract generally will be the same, so that the risks reinsured under 
a single legal document would constitute a single contract for accounting purposes. However, that may not always 
be the case. Accordingly, careful judgment may be required to determine the boundaries of a contract for accounting 
purposes. 
 
944-20-55-35 
Paragraph 944-20-15-56 states that, if an agreement with a reinsurer consists of both risk transfer and nonrisk 
transfer coverages that have been combined into a single legal document, those coverages shall be considered 
separately for accounting purposes. 

• A-791 Life and Health Reinsurance Agreements 

 

A-791, paragraph 1, provides the following:  

 
1. This Appendix shall not apply to assumption reinsurance, yearly renewable term reinsurance or 
certain nonproportional reinsurance such as stop loss or catastrophe reinsurance. 

Q – Aside from assumption reinsurance, what other types of reinsurance are exempt from the 
accounting requirements? 

A – Yearly renewable term (YRT) and certain nonproportional reinsurance arrangements, such as 
stop loss and catastrophe reinsurance are exempt because these do not normally provide significant 
surplus relief and therefore are outside the scope of this Appendix. If a catastrophe arrangement takes a 
reserve credit for actual losses beyond the attachment point or the unearned premium reserve (UPR) of 
the current year's premium, there will most likely be no regulatory concern. 

Similarly, if a YRT treaty provides incidental reserve credits for the ceding insurer’s net amount at 
risk for the year with no other allowance to enhance surplus, there will most likely be no regulatory 
concern. For purposes of this exemption, a treaty labeled as YRT does not meet the intended 
definition of YRT if the surplus relief in the first year is greater than that provided by a YRT treaty 
with zero first year reinsurance premium and no additional allowance from the reinsurer. 

Additional pertinent information applicable to all YRT treaties and to non-proportional reinsurance 
arrangements is contained in paragraphs 19 and 20 of SSAP No. 61R. 

 

A-791, paragraph 2e contains the guidance which limits the reinsurance to the amount realized on the 

reinsured policy.  
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2. No insurer shall, for reinsurance ceded, reduce any liability or establish any asset in any statutory 
financial statement if, by the terms of the reinsurance agreement, in substance or effect, any of the following 
conditions exist: 

e.  The reinsurance agreement involves the possible payment by the ceding insurer to the 

reinsurer of amounts other than from income realized from the reinsured policies. For example, it 

is improper for a ceding company to pay reinsurance premiums, or other fees or charges to a 

reinsurer which are greater than the direct premiums collected by the ceding company; 

 

A-791, paragraph 2f contains the guidance on transferring all of the significant risk of the business reinsured.  

 
2. No insurer shall, for reinsurance ceded, reduce any liability or establish any asset in any statutory 
financial statement if, by the terms of the reinsurance agreement, in substance or effect, any of the following 
conditions exist: 

f. The treaty does not transfer all of the significant risk inherent in the business being 
reinsured. The following table identifies for a representative sampling of products or type of 
business, the risks which are considered to be significant. For products not specifically included, 
the risks determined to be significant shall be consistent with this table. 

Risk categories: 

i. Morbidity 

ii. Mortality 

iii. Lapse  

This is the risk that a policy will voluntarily terminate prior to the recoupment of a statutory 
surplus strain experienced at issue of the policy. 

iv. Credit Quality  

This is the risk that invested assets supporting the reinsured business will decrease in 
value. The main hazards are that assets will default or that there will be a decrease in 
earning power. It excludes market value declines due to changes in interest rate. 

v. Reinvestment 

This is the risk that interest rates will fall and funds reinvested (coupon payments or monies 
received upon asset maturity or call) will therefore earn less than expected. If asset 
durations are less than liability durations, the mismatch will increase. 

vi. Disintermediation  

This is the risk that interest rates rise and policy loans and surrenders increase or maturing 
contracts do not renew at anticipated rates of renewal. If asset durations are greater than 
the liability durations, the mismatch will increase. Policyholders will move their funds into 
new products offering higher rates. The company may have to sell assets at a loss to 
provide for these withdrawals. 

+ - Significant   0 - Insignificant 

RISK CATEGORY 

 i. ii. iii. iv. v. vi. 
Health Insurance - other than LTC/LTD* + 0 + 0 0 0 
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Health Insurance - LTC/LTD*  + 0 + + + 0 
Immediate Annuities   0 + 0 + + 0 
Single Premium Deferred Annuities 0 0 + + + + 
Flexible Premium Deferred Annuities 0 0 + + + + 
Guaranteed Interest Contracts  0 0 0 + + + 
Other Annuity Deposit Business  0 0 + + + + 
Single Premium Whole Life  0 + + + + + 
Traditional Non-Par Permanent  0 + + + + + 
Traditional Non-Par Term  0 + + 0 0 0 
Traditional Par Permanent  0 + + + + + 
Traditional Par Term   0 + + 0 0 0 
Adjustable Premium Permanent  0 + + + + + 
Indeterminate Premium Permanent 0 + + + + + 
Universal Life Flexible Premium  0 + + + + + 
Universal Life Fixed Premium  0 + + + + + 
Universal Life Fixed Premium  
dump-in premiums allowed  0 + + + + + 
*LTC = Long Term Care Insurance 
LTD = Long Term Disability Insurance 
 

6. The reinsurance agreement shall contain provisions which provide that: 

a. The agreement shall constitute the entire agreement between the parties with 
respect to the business being reinsured thereunder and that there are no 
understandings between the parties other than as expressed in the agreement; and 

b. Any change or modification to the agreement shall be null and void unless made by 
amendment to the agreement and signed by both parties. 

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E) 

Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups): The referral 

from VAWG was formally received by the Working Group on January 10, 2024 and NAIC staff was directed to 

draft an agenda item for discussion.  
 

Information or issues (included in Description of Issue) not previously contemplated by the Working Group: 

None 

 

Convergence with International Financial Reporting Standards (IFRS): None  

 

Staff Review Completed by: Robin Marcotte – NAIC Staff - February 2024 

 

Staff Recommendation:  

NAIC staff recommends that the Working Group move this item to the active listing of the maintenance 

agenda, categorized as a SAP clarification, and expose revisions to SSAP No. 61R—Life, Deposit-Type and 

Accident and Health Reinsurance as illustrated below. The proposed revisions incorporate guidance to SSAP 

No. 61R which is consistent with the guidance currently in SSAP No. 62R, Exhibit A Implementation 

Questions and Answers, question 10 and also add reference to A-791, paragraph 6 guidance in the YRT 

guidance paragraph.  

 

As described in the summary of issues, NAIC staff agrees that risk transfer analysis of a reinsurance contract 

or contracts with interdependent features that directly or indirectly compensate the reinsurer, requires that 

all parts of the contract be evaluated in aggregate. Appendix A-791, paragraph 6 already contains guidance 

that the agreement must constitute the entire agreement. While NAIC staff agrees with the concern that 

VAWG raised regarding some entities taking too large of a reinsurance credit, the existing guidance in SSAP 

No. 61R regarding risk transfer requires that reporting entities should not take reinsurance credit for 
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amounts greater than the risk ceded should be sufficient to address those concerns. However, NAIC staff 

would be willing to develop a more extensive implementation guidance or other revisions if desired.  

 

Status: 

On March 16, 2024, the Statutory Accounting Principles (E) Working Group exposed revisions to incorporate 

guidance to SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance that is consistent with the 

guidance currently in SSAP No. 62R—Property and Casualty Reinsurance, Exhibit A Implementation Questions 

and Answers, question 10. This guidance requires risk transfer to be evaluated in aggregate for contracts with 

interrelated contract features such as experience rating refunds. The revisions also adds a reference in Appendix A-

791 Life and Health Reinsurance Agreements (A-791), paragraph 6 regarding the entirety of the contract. In 

addition, the Working Group directed NAIC staff to notify the Valuation Analysis (E) Working Group, the Life 

Actuarial (A) Task Force and the Reinsurance (E) Task Force of the exposure. 

 

Proposed Revisions SSAP No. 61R: 

 
Transfer of Risk 

17. Reinsurance agreements must transfer risk from the ceding entity to the reinsurer in order 
to receive the reinsurance accounting treatment discussed in this statement. If the terms of the 
agreement violate the risk transfer criteria contained herein, (i.e., limits or diminishes the transfer of risk 
by the ceding entity to the reinsurer), the agreement shall follow the guidance for Deposit 
Accounting. In addition, any contractual feature that delays timely reimbursement violates the 
conditions of reinsurance accounting.  

18. For purposes of evaluating whether a contract with a reinsurer transfers risk, what constitutes a 
contract is essentially a question of substance. It may be difficult in some circumstances to determine the 
boundaries of a contract. For instance, the profit-sharing provisions of one contract may refer to experience 
on other contracts and, therefore, raise the question of whether, in substance, one contract rather than 
several contracts exist. The inconsistency that could result from varying interpretations of the term contract 
is limited by requiring that features of the contract or other contracts or agreements that directly or indirectly 
compensate the reinsurer or related reinsurers for losses be considered in evaluating whether a particular 
contract transfers risk. Therefore, if agreements with the reinsurer or related reinsurers in the aggregate do 
not transfer risk, the individual contracts that make up those agreements also would not be considered to 
transfer risk, regardless of how they are structured. 

19. This paragraph applies to all life, deposit-type and accident and health reinsurance agreements 
except for yearly renewable term reinsurance agreements and non-proportional reinsurance agreements 
such as stop loss and catastrophe reinsurance. All reinsurance agreements covering products that transfer 
significant risk shall follow the guidance for reinsurance accounting contained in this statement. All 
reinsurance contracts covering products that do not provide for sufficient transfer of risk shall follow the 
guidance for Deposit Accounting. 

20. Yearly renewable term (YRT) reinsurance agreements that transfer a proportionate share of 
mortality or morbidity risk inherent in the business being reinsured and do not contain any of the conditions 
described in Appendix A-791, paragraphs 2.b., 2.c., 2.d., 2.h., 2.i., 2.j. or 2.k., shall follow the guidance 
for reinsurance accounting, including paragraphs 55-57 of this statement that apply to indemnity 
reinsurance. Contracts that fail to meet the requirements for reinsurance accounting shall follow the 
guidance for Deposit Accounting. For all treaties entered into on or after January 1, 2003, the deferral 
guidance in paragraph 3 of A-791 shall also apply to YRT agreements. YRT agreements shall follow the 
requirements of A-791, paragraph 6, regarding the entire agreement and the effective date of agreements. 
Since YRT agreements only transfer the mortality or morbidity risks to the reinsurer, the recognition of 
income shall be reflected on a net of tax basis, as gains emerge based on the mortality or morbidity 
experience. 

20. For non-proportional reinsurance agreements such as stop loss and catastrophe reinsurance 
agreements, contract terms shall be evaluated to assess whether they transfer significant risk to the 
reinsurer. For example, prepayment schedules and accumulating retentions from multiple years are 
contractual features inherently designed to delay the timing of reimbursement to the ceding entity limits the 
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risk to the reinsurer. Regardless of what a particular feature might be called, any feature that can delay 
timely reimbursement violates the conditions for reinsurance accounting. Transfer of insurance risk requires 
that the reinsurer’s payment to the ceding entity depend on and directly vary with the amount and timing of 
claims settled under the reinsured contracts. Contractual features that can delay timely reimbursement 
prevent this condition from being met. Reinsurance accounting shall apply to all non-proportional 
agreements that transfer significant risk and do not contain any provisions that protect the reinsurer from 
incurring a loss. Contracts that fail to meet the requirements for reinsurance accounting shall follow the 
guidance for Deposit Accounting.  

On August 13, 2024, the Statutory Accounting Principles (E) Working Group re-exposed this agenda item to allow 

for further discussion. The Working Group direct NAIC staff to forward the comments received to the Valuation 

Analysis (E) Working Group, Life Actuarial (A) Task Force and the Reinsurance (E) Task Force. 

 

The Working Group requested industry input on the following: 

1. Industry examples.  

2. Details on both the dollar impact and the number of existing YRT combination contracts might not meet 

risk transfer from the exposed revision.  

3. Specific language regarding the concept that interdependent contract features should be analyzed in 

aggregate.  

 

On December 17, 2024, the Statutory Accounting Principles (E) Working Group received a preliminary overview 

of the comments received from the August 2024 exposure. The Working Group directed NAIC staff to schedule a 

joint meeting with the Life Actuarial (A) Task Force to further discuss the referral from the Valuation of Assets (E) 

Working Group and the comments received.  

 

On April 10, 2025, the Statutory Accounting Principles (E) Working Group and the Life Actuarial (A) Task Force 

held a joint meeting. The meeting discussed this agenda item and agenda item 2024-05: A-791 Paragraph 2.c.;  

heard a presentation from the American Council of Life Insurers (ACLI) on statutory risk transfer considerations 

and heard a presentation on combined coinsurance funds withheld YRT agreements from the LATF chair.  

 

The Working Group chair indicated that the Working Group will consider different options in in how a future 

recommendation is presented. For example, a new paragraph, as proposed; or provide more detailed explanations 

in an A-791 Q&A format; or even combine both approaches. He stated that he is not in favor of using an 

interpretation, which the Statutory Accounting Principles (E) Working Group occasionally does. He stated that, 

instead, incorporating changes into a new paragraph in SSAP No. 61 or expanding the A-791 Q&A seems like a 

more practical approach. He and the Task Force chair noted that many of these issues require a qualitative rather 

than purely quantitative evaluation. It is about recognizing when something does not seem right, when something 

raises yellow or even red flags. This approach can help ensure they address the nuances effectively. 

 

On June 2, 2025 the Statutory Accounting Principles (E) Working Group exposed by email vote, the May 30, 2025 

recommendation. The exposed revisions to SSAP No. 61 and to A-791 QA are illustrated below.  

 

May 30, 2025 Recommendation for Email Vote Exposure  

 

On May 30, 2025, a small group of SAPWG and Life Actuarial (A) Task Force regulators recommended exposure 

of revisions to SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance and the QA of  Appendix 

A-791, Life and Health Reinsurance Agreements as illustrated below. The revisions to SSAP No. 61 have been 

revised and expanded from the prior exposures and is shown tracked as new revisions. The revisions to A-791 have 

not been previously exposed.  

 

SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance as illustrated below 
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        Transfer of Risk 

17. Reinsurance agreements must transfer risk from the ceding entity to the reinsurer in order to 
receive the reinsurance accounting treatment discussed in this statement.  

a. If the terms of the agreement violate the risk transfer criteria contained herein, (i.e., limits 
or diminishes the transfer of risk by the ceding entity to the reinsurer), the agreement 
shall follow the guidance for Deposit Accounting. In addition, any contractual feature that 
delays timely reimbursement violates the conditions of reinsurance accounting.  

b. For purposes of evaluating whether a reinsurance agreement/contract (for this 
paragraph “contract”) transfers risk under statutory accounting, the determination 
of what constitutes a contract is essentially a question of substance. It may be 
difficult in some circumstances to determine the boundaries of a contract. Multiple 
contracts, whether on one or multiple blocks of policies, must be evaluated 
together for risk transfer purposes where considerations to be exchanged under 
one contract depend on the performance of the other contract(s) whether they are 
entered into together, or separately, directly or indirectly, that achieve one overall 
planned effect.  

b. For contracts that contemplate reinsurance on both a YRT and coinsurance 
basis, where there are interdependent features such as a combined experience 
refund or an inability to independently recapture, each of the YRT and coinsurance 
reinsurance components satisfying risk transfer requirements on their respective 
bases is necessary but not sufficient for the contract as a whole to satisfy risk 
transfer. When evaluated in its entirety, such contract(s) cannot 1) potentially 
deprive the ceding insurer of surplus at the reinsurer’s option or automatically 
upon the occurrence of some event; 2) potentially require payments to the 
reinsurer for amounts other than the income realized from the reinsured policies, 
nor;  3) contain any of the other conditions prohibited by Appendix A-791 related 
to risk transfer.   

18. This paragraph applies to all life, deposit-type and accident and health reinsurance agreements 
except for yearly renewable term reinsurance agreements and non-proportional reinsurance agreements 
such as stop loss and catastrophe reinsurance. All reinsurance agreements covering products that transfer 
significant risk shall follow the guidance for reinsurance accounting contained in this statement. All 
reinsurance contracts covering products that do not provide for sufficient transfer of risk shall follow the 
guidance for Deposit Accounting. 

19. Yearly renewable term (YRT) reinsurance agreements that transfer a proportionate share of 
mortality or morbidity risk inherent in the business being reinsured and do not contain any of the conditions 
described in Appendix A-791, paragraphs 2.b., 2.c., 2.d., 2.h., 2.i., 2.j. or 2.k., shall follow the guidance for 
reinsurance accounting, including paragraphs 55-57 of this statement that apply to indemnity reinsurance. 
Contracts that fail to meet the requirements for reinsurance accounting shall follow the guidance for Deposit 
Accounting. For all treaties entered into on or after January 1, 2003, the deferral guidance in paragraph 3 
of A-791 shall also apply to YRT agreements. YRT agreements shall follow the requirements of A-791, 
paragraph 6, regarding the entire agreement and the effective date of agreements. Since YRT agreements 
only transfer the mortality or morbidity risks to the reinsurer, the recognition of income shall be reflected on 
a net of tax basis, as gains emerge based on the mortality or morbidity experience. See paragraph 17b. for 
additional requirements if a YRT agreement has interdependent contract features with reinsurance on a 
different basis (such as coinsurance). 

 

Appendix A-791, Life and Health Reinsurance Agreements first Q&A  
 

1. This Appendix shall not apply to assumption reinsurance, yearly renewable term reinsurance or 

certain nonproportional reinsurance such as stop loss or catastrophe reinsurance. 
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Q – Aside from assumption reinsurance, what other types of reinsurance are exempt from the 
accounting requirements? 

A – Yearly renewable term (YRT) and certain nonproportional reinsurance arrangements, such as 
stop loss and catastrophe reinsurance are exempt because these do not normally provide 
significant surplus relief and therefore are outside the scope of this Appendix. If a catastrophe 
arrangement takes a reserve credit for actual losses beyond the attachment point or the unearned 
premium reserve (UPR) of the current year's premium, there will most likely be no regulatory 
concern. 

Similarly, if a YRT treaty provides incidental reserve credits for the ceding insurer’s net amount at 
risk for the year with no other allowance to enhance surplus, there will most likely be no regulatory 
concern. For purposes of this exemption, a treaty labeled as YRT does not meet the intended 
definition of YRT if the surplus relief in the first year is greater than that provided by a YRT treaty 
with zero first year reinsurance premium and no additional allowance from the reinsurer. 

Combination reinsurance transactions should be assessed for risk transfer purposes, taking into 
consideration the specific terms of these agreements by evaluating each type of reinsurance 
against its specific requirements and further evaluating the contract as a whole to ensure there is 
no potential for deprivation of the ceding insurer’s surplus. For contracts that contemplate 
reinsurance on both a YRT and coinsurance basis, where there are interdependent features such 
as a combined experience refund or an inability to independently recapture, risk transfer can only 
occur if there is no potential for paymentsfor the ceding insurer to make YRT premium payments 
out of surplus at the reinsurer’s option or automatically upon the occurrence of some event, 
meaning that in all cases there would be an established liability or realized income to absorb any 
possibleYRT premium payments. The YRT premium simply being at or below the valuation net 
premium does may not ensure that payments from surplus are not possible.   

Additional pertinent information applicable to all YRT treaties and to non-proportional reinsurance 

arrangements is contained in paragraphs 19 and 20 of SSAP No. 61. 

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2024/12-17-2024/Exposures/24-06 - RT 
YRT-Combo contracts.docx  
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