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The Statutory Accounting Principles (E) Working Group of the Accounting Practices and Procedures (E) Task Force met in Kansas City, MO, April 4, 2022. The following Working Group members participated: Dale Bruggeman, Chair (OH); Carrie Mears, Vice Chair (IA); Sheila Travis (AL); Kim Hudson and Susan Bernard (CA); William Arfanis and Kenneth Cotrone (CT); Rylynn Brown (DE); Cindy Andersen (IL); Stewart Guerin (LA); Judy Weaver (MI); Pat Gosselin (NH); Bob Kasinow (NY); Melissa Greiner and Matt Milford (PA); Jamie Walker (TX); Doug Stolte and David Smith (VA); and Amy Malm (WI).
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1. [bookmark: _Hlk36016071]Adopted its March 2, 2022; Jan. 27, 2022; and 2021 Fall National Meeting Minutes

The Working Group met March 2, 2022; Jan. 27, 2022; and Dec. 11, 2021. During these meetings, the Working Group took the following action: 1) exposed a revised principles-based bond definition and related issue paper; and 2) received comments on items previously exposed for a public comment period ending Jan. 14, 2022.

The Working Group also met March 31, 2022, and Feb. 28, 2022, in regulator-to-regulator session, pursuant to paragraph 3 (specific companies, entities or individuals) and paragraph 6 (consultations with NAIC staff related to NAIC technical guidance) of the NAIC Policy Statement on Open Meetings, to: 1) discuss its Spring National Meeting agenda; and 2) receive information on the bond project development. 
 
Ms. Walker made a motion, seconded by Ms. Bernard, to adopt the Working Group’s March 2, 2022 (Attachment One-A), Jan. 27, 2022 (Attachment One-B), and Dec. 11, 2021 (see NAIC Proceedings – Fall 2021, Accounting Practices and Procedures (E) Task Force, Attachment One) minutes. The motion passed unanimously.


2. Adopted Non-Contested Positions

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

Ms. Malm made a motion, seconded by Mr. Hudson, to adopt the statutory accounting principle (SAP) clarifications, detailed below as non-contested statutory accounting revisions. The motion passed unanimously.

a. Agenda Item 2021-24

Mr. Bruggeman directed the Working Group to agenda item 2021-24: Cryptocurrency General Interrogatory (Attachment One-D). Jake Stultz (NAIC) stated that this agenda item proposed a new general interrogatory within the annual reporting blanks specific to the use or acceptance of cryptocurrencies. The general interrogatory will capture whether cryptocurrencies are held, identification of which schedules cryptocurrencies held are reported, and whether cryptocurrencies are accepted for the payment of premiums. Mr. Stultz stated that while the agenda item did not propose statutory revisions, adoption will express support for the corresponding Blanks (E) Working Group’s proposal (2022-01BWG), which adds the new general interrogatory to the annual statement for year-end 2022 reporting.

b. Agenda Item 2021-28

Mr. Bruggeman directed the Working Group to agenda item 2021-28: ASU 2021-03, Intangibles – Goodwill and Other (Attachment One-E). Jim Pinegar (NAIC) stated that this agenda item reviews Accounting Standards Update (ASU) 2021-03, Intangibles – Goodwill and Other – Accounting Alternative for Evaluating Triggering Events. He stated that ASU 2021-03 provides private companies and not-for-profit entities with an optional accounting alternative for the performance of a goodwill impairment triggering evaluation. The amendments allow for the assessment of goodwill impairment at the end of a reporting period. Mr. Pinegar stated that the statutory accounting authoritative guidance regarding impairment is in Interpretation (INT) 06-07: Definition of Phrase “Other Than Temporary,” and this guidance does not permit the delay of an impairment assessment until a reporting period. He stated that since ASU 2021-03 provided guidance contrary to INT 06-07, this agenda item proposes SAP clarifications in Statement of Statutory Accounting Principles (SSAP) No. 68—Business Combinations and Goodwill to reject ASU 2021-03 for statutory accounting.

c. Agenda Item 2021-29

Mr. Bruggeman directed the Working Group to agenda item 2021-29: ASU 2021-05, Variable Lease Payments (Attachment One-F). Mr. Stultz stated that this agenda item reviews ASU 2021-05, Leases (Topic 842): Lessors—Certain Leases with Variable Lease Payments and applies to lessors with lease contracts that have variable lease payments that do not depend on a reference index or rate and/or would have resulted in the lessor being required to recognize a day one selling loss at lease commencement if those leases were classified as sales-type or direct financing lease. He stated that as SSAP No. 22R—Leases requires nearly all leases to be treated as operating leases, adoption of this guidance would be redundant and unnecessary. Accordingly, this agenda item proposes SAP clarifications in SSAP No. 22R to reject ASU 2021-05 for statutory accounting.

d. Agenda Item 2021-30

[bookmark: _Hlk80885105]Mr. Bruggeman directed the Working Group to agenda item 2021-30: ASU 2021-06, Amendments to SEC Paragraphs (Attachment One-G). Mr. Stultz stated that this agenda item reviews ASU 2021-06, Presentation of Financial Statements (Topic 205), Financial Services—Depository and Lending (Topic 942), and Financial Services—Investment Companies (Topic 946), Amendments to SEC Paragraphs Pursuant to SEC Final Rule Releases No. 33-10786, Amendments to Financial Disclosures about Acquired and Disposed Businesses, and No. 33-10835, Update of Statistical Disclosures for Bank and Savings and Loan Registrants. He stated that ASU 2021-06 provides formatting and paragraph references applicable to U.S. Securities and Exchange Commission (SEC) registrants. This agenda item proposes SAP clarifications to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 2021-06 as not applicable to statutory accounting

3. Reviewed Comments on Exposed Items – Minimal Discussion

a. Agenda Item 2021-23

Mr. Bruggeman directed the Working Group to agenda item 2021-23: SSAP No. 43R – Financial Modeling – Updated Guidance. Mr. Pinegar stated that this agenda item reflects SAP clarifications to be consistent with the revised NAIC designation financial modeling guidance adopted on Oct. 20, 2021, by the Valuation of Securities (E) Task Force to the Purposes and Procedures Manual of the NAIC Investment Analysis Office (P&P Manual) for residential mortgage-backed securities (RMBS) and commercial mortgage-backed securities (CMBS). He stated that while the P&P Manual provides the financial modeling process, when this guidance was first adopted, a summarized narrative was reflected in the Accounting Practices and Procedures Manual (AP&P Manual). With revisions to the financial modeling guidance, and as designations are determined by the Valuation of Securities (E) Task Force, the Working Group exposed two alternatives for consideration, noting that both options refer to the P&P Manual for detailed financial modelling guidance. He stated that the first option retained summarized financial modeling guidance in SSAP No. 43R—Loan-Backed and Structured Securities, updated to reflect the revisions to the P&P Manual by the Task Force. The second option removed financial modeling guidance from SSAP No. 43R and referred users to the guidance in the P&P Manual. He stated that in response to feedback from interested parties, which recommended a minor edit and supported option one, NAIC staff recommended retaining the summarized financial modeling guidance in SSAP No. 43R updated for the recent Task Force revisions. 

Mr. Bruggeman stated that this agenda item updates the summarized financial modeling guidance in SSAP 
No. 43R and that it is important to note that the P&P Manual provides the detailed financial modelling and the designation process, which is the responsibility of the Valuation of Securities (E) Task Force. He stated that the AP&P Manual takes precedence over the P&P Manual in the statutory hierarchy. However, he noted that the AP&P Manual defers to the detailed guidance in the P&P Manual for the financial modeling process and the resulting NAIC designation. 

Ms. Weaver made a motion, seconded by Ms. Bernard, to adopt the exposed option one SAP clarification revisions, updating the financial modeling guidance summarized in SSAP No. 43R and incorporating a grammatical edit as proposed by interested parties. Along with the updated financial modeling summary, this guidance continues to refer users to the detailed financial modeling guidance in the P&P Manual (Attachment One-H). The motion passed unanimously.

b. Agenda Item 2021-26EP

Mr. Bruggeman directed the Working Group to agenda item 2021-26EP: Editorial Updates (Substantive vs. Nonsubstantive). Mr. Pinegar stated that this agenda item is in response to the Working Group’s adoption of agenda item 2021-14: Policy Statement Terminology Change – Substantive and Nonsubstantive, which modified the use of the terminology of “substantive” and “nonsubstantive” in the NAIC Policy Statement on Maintenance of Statutory Accounting Principles (Policy Statement). He stated that this agenda item proposed editorial revisions to the preamble, table of contents, summary of changes, and the NAIC Policy Statement on Statutory Accounting Principles Maintenance Agenda Process. He stated that interested parties’ comments requested further clarification during the development process, specifically requesting effective dates for every adopted revision, regardless of if the revision was deemed to be an SAP clarification or a new SAP concept. He stated that this comment, similar to what was expressed during the 2021 Fall National Meeting, goes beyond the Financial Condition (E) Committee request to simply change the terminology references. This current agenda item only enacts editorial updates to reflect the previously adopted terminology changes, and if the editorial revisions were not adopted, there would be a disconnect between the Policy Statement and the terminology reflected in other sections of the AP&P Manual.

Ms. Walker made a motion, seconded by Mr. Kasinow to adopt the exposed SAP clarification editorial revisions to the preamble, table of contents, summary of changes, and the NAIC Policy Statement on Statutory Accounting Principles Maintenance Agenda Process (Attachment One-I). The motion passed unanimously.

c. Agenda Item 2021-27

Mr. Bruggeman directed the Working Group to agenda item 2021-27: ASU 2021-04, Issuer’s Accounting for Certain Modifications. Mr. Stultz stated that this agenda item reviews ASU 2021-04, Earnings Per Share (Topic 260), Debt—Modifications and Extinguishments (Subtopic 470-50), Compensation—Stock Compensation (Topic 718), and Derivatives and Hedging—Contracts in Entity’s Own Equity (Subtopic 815-40): Issuer’s Accounting for Certain Modifications or Exchanges of Freestanding Equity-Classified Written Call Options. He stated that ASU 2021-04 directs that when a freestanding equity-classified written call option is modified or exchanged and the instrument remains classified as equity after the modification/exchange, the differences in fair value before and after the modification are accounted for as an adjustment to equity. However, conversely, ASU 2021-04 directs that if the modification/exchange is related to a debt instrument or line-of-credit, the differences in fair value before and after the modification may be capitalized in accordance with U.S. generally accepted accounting principles (GAAP) debt issuance guidance, a concept disallowed under SSAP No. 15—Debt and Holding Company Obligations. 
Mr. Stultz stated that while this agenda item proposes to reject ASU 2021-04 for statutory accounting, it also proposes SAP clarifications to SSAP No. 72—Surplus and Quasi-Reorganizations, incorporating minor updates related to the accounting for changes in fair value involving the exchange of free-standing equity-classified written call options. He stated that in response to interested parties’ comments, NAIC staff recommended additional clarifications in SSAP No. 72 to precisely identify what guidance from ASU 2021-04 was being adopted or rejected. Mr. Bruggeman stated that while the additional clarifications proposed by NAIC staff do reflect the request by interested parties, they do make the sentence regarding applicable rejections quite lengthy. However, the applicable guidance should be sufficiently clear. Rosemarie Albrizio (Equitable), representing interested parties, agreed with the additional clarifications as proposed by NAIC staff. She noted this is consistent with other such clarifications in the AP&P Manual. 

Ms. Malm made a motion, seconded by Ms. Weaver, to adopt the exposed SAP clarifications to SSAP No. 72, while incorporating additional clarification edits to precisely identify what guidance from ASU 2021-04 was adopted or rejected. (Attachment One-J). The motion passed unanimously.

4. Reviewed Comments on Exposed Items

a. Agenda Item 2019-21

Mr. Bruggeman directed the Working Group to agenda item 2019-21: SSAP No. 43R – Proposed Bond Definition (Reporting Options). Julie Gann (NAIC) stated that this agenda item is a continuation of the bond definition project. She stated that during the 2021 Fall National Meeting, the Working Group exposed two additional elements regarding the bond project for public comment. The first item was a revised draft bond definition with limited edits focusing on changing the terminology of a “sufficient credit enhancement” to a “substantive credit enhancement” and a discussion document on potential reporting changes for initial comment. She stated that the comments on the bond definition were previously considered, and an updated bond definition and issue paper were exposed March 2 for a public comment period ending May 6. She stated that the exposed reporting changes discussion document is the focus for this meeting, with the intent to consider industry comments and receive Working Group direction. She stated that it is anticipated that the bond project will result in significant reporting changes to improve transparency and granularity of investments and that all reporting entities should be aware that these reporting changes are being discussed. 

Ms. Gann stated that while there is not an exposure planned for this meeting, it was requested that the Working Group direct NAIC staff to work with state insurance regulators and industry in developing proposed reporting changes and SSAP edits for subsequent exposure. She stated that after considering interested parties’ comment letters, NAIC staff are planning not to proceed with edits on the following industry requests. However, state insurance regulator feedback is requested if consideration of these changes should occur: 

· Interested parties recommended moving items in scope of SSAP No. 41—Surplus Notes from Schedule BA: Other Long-Term Invested Assets to Schedule D-1: Long-Term Bonds. Ms. Gann stated that as these instruments have special characteristics and are not required to be reported with an NAIC designation, she does not believe state insurance regulators will support moving these items to Schedule D-1 and does not anticipate the proposed revisions to Schedule D-1 will include proposed reporting of surplus notes.

· Interested parties requested clarification on the use of a sub-schedule for Schedule D-1. She stated that the intent for a sub-schedule was to identify asset-backed securities (ABS) that qualify for bond reporting, but are financial asset-backed, but not self-liquidating (e.g., equity backed items), or that are not financial-asset backed and that do not meet the practical expedient for determining meaningful generation of cash flows. State insurance regulators wish to have the ability to identify these investments quickly and stated that a sub-schedule may be the preferred method for clear identification. Ms. Gann stated that when proposed reporting changes are drafted, that will likely assist in the understanding and use of the proposed sub-schedule.

· Interested parties requested that affiliate reporting be accomplished using an electronic column, rather than the current process of using an affiliate reporting line. Ms. Gann stated that NAIC staff believe regulators wish to continue the current process of utilizing separate reporting lines. 

Ms. Gann stated that depending on the feedback from the Working Group, it is anticipated that a discussion document for possible reporting changes will be exposed by the Summer National Meeting. Mr. Bruggeman stated that NAIC staff will also draft revisions for SSAP No. 26R—Bonds and SSAP No. 43R to incorporate the principle-based bond definition into authoritative statutory guidance. 

Tip Tipton (Thrivent), representing interested parties, stated that they appreciate the Working Group’s ongoing collaboration as they deem this will likely be one of the most significant reporting changes in recent years. He stated that interested parties look forward to continuing discussions so that they can get clarity on what is a sub-schedule, and what reporting columns and lines are required to meet the needs of state insurance regulators. 
Mr. Bruggeman stated that he believes the sub-schedule is required as the additional reporting elements (columns) do not fit within the existing reporting framework. He stated that the sub-schedule’s totals will still be reported as bonds, and state insurance regulators will be cognizant of reporting limitations of insurers. However, the use of the sub-schedule will be beneficial to the Risk-Based Capital (RBC) Investment Risk and Evaluation (E) Working Group as its review these items for additional risk-based capital granularity.

Mr. Bruggeman, on behalf of the Working Group, directed NAIC staff to continue working with state insurance regulators and interested parties in developing potential reporting changes for bond investments. This discussion will include the development of illustrations and reporting instructions.

b. Agenda Item 2021-20

Mr. Bruggeman directed the Working Group to agenda item 2021-20: Effective Derivatives – ASU 2017-12. 
Ms. Gann stated that this agenda item was drafted to consider revising SSAP No. 86—Derivatives to mirror effective hedging determinations permitted in ASU 2017-12, Derivatives and Hedging (Topic 815): Targeted Improvements to Accounting for Hedging Activities. While ASU 2017-12 was previously reviewed, the review was limited in scope and only adopted updates for hedging documentation, noting that a broader review would occur at a later date. Ms. Gann stated that both state insurance regulators and industry representatives requested further consideration of ASU 2017-12, particularly with regards to derivative arrangements that U.S. GAAP allow to qualify as an effective hedge. She stated that in general, NAIC staff believe that if a hedging relationship is considered to be effective under U.S. GAAP, it should also be considered effective for statutory accounting. However, differences in the valuation between U.S. GAAP and statutory accounting need to be reviewed before those new effective hedging relationships are permitted to ensure the financial statement reporting and derivative impact is defined and understood. Ms. Gann stated since this item’s original exposure, NAIC staff have continued discussion with industry representatives. She stated that although industry has proposed revisions to SSAP No. 86 as part of their comment letter, NAIC staff are recommending exposure of two documents, which are more detailed than the industry proposed edits. She summarized the proposed revisions as follows:

· A new SSAP No. 86, Exhibit A, which is proposed to replace both of the existing SSAP No. 86, Exhibits A and B. This updated exhibit proposes adoption with modification of the overall U.S. GAAP guidance for determining hedge effectiveness even though not all paragraphs are proposed to be captured within the exhibit. The proposed modification would exclude U.S. GAAP guidance for the measurement of the hedging instruments, including excluded components of those instruments. This exclusion is required as statutory accounting has specific accounting and reporting guidance that differs from U.S. GAAP.

· Proposed SSAP revisions to incorporate new measurement guidance for different types of excluded components. As identified by industry, there are current inconsistencies in SSAP No. 86 for excluded components. While the proposed measurement methods vary by excluded component, the proposed accounting and reporting is consistent with the overall recommendations from industry. The proposed edits are more robust than what industry proposed to ensure that the measurement methods are clearly defined and with more detailed disclosures to allow state insurance regulators the ability to identify and assess the impact of any excluded component in the financial statements. 

Mr. Bruggeman stated that review of this ASU is welcome as insurers have historically had differences in the assessment of hedge effectiveness for U.S. GAAP versus statutory accounting. He stated he was aware of instances where insurers would purchase supplemental derivative instruments to eliminate statutory surplus volatility of their original hedging instruments. This practice causes an insurer to incur excess costs that is likely not necessary.   

Ms. Albrizio, representing interested parties, stated that they appreciate the collaborative efforts on this topic and support exposure of the proposed documents. 

Ms. Walker made a motion, seconded by Ms. Bernard, to expose revisions to SSAP No. 86, which include: 1) a revised Exhibit A, which will replace Exhibit A and Exhibit B; and 2) proposed measurement guidance for excluded components. The motion passed unanimously.

c. Agenda Item 2021-21

Mr. Bruggeman directed the Working Group to agenda item 2021-21: Related Party Reporting. Mr. Stultz stated that this agenda item was drafted in response to recent discussions on the reporting and disclosure requirements for investments that involve related parties. He stated that the agenda item revised SSAP No. 25—Affiliates and Other Related Parties and SSAP No. 43R to clarify related party and affiliate guidance, as well as to require new reporting information for investments that are acquired from a related party, regardless of whether the investment is captured on the affiliate reporting line. He stated that interested parties’ comments recommended additional clarifying language on the presumption of control, as well as modifications to the proposed annual statement instructions, and NAIC staff have incorporated limited changes in the proposal for exposure consideration. 

Mr. Stultz stated that in response to interested parties’ comments, this agenda item does not intend to make any changes to items currently reported as affiliated transactions. He stated that the clarification is intended to be consistent with the definition of an affiliate pursuant to the Insurance Holding Company System Regulatory Act (#440), SSAP No. 25, and SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities. He stated that although the definition is consistently referenced, there is inconsistency in practice regarding the interpretation of what is required to be reflected on the affiliate reporting line. Pursuant to comments from interested parties, actual credit exposure should be present to report an investment on the affiliate reporting line. However, this interpretation is contrary to the preferences of some state insurance regulators who are expecting investment transactions with affiliates to be reported as affiliated transactions. Although there are no revisions proposed to change existing guidance for how affiliated investments are reported, it was noted that the expansion of the use of affiliates in structuring and procuring investment products has resulted with an increase in affiliated investment transactions in which there is no credit exposure to the actual affiliated entity, and state insurance regulators want to ensure that affiliated transactions are properly being disclosed to the domiciliary state. Mr. Stultz stated that interested parties also requested an effective date for 2023 year-end reporting. However, NAIC staff recommend a 2022 year-end effective date, as the reporting changes are in line with other state insurance regulators’ initiatives, including the Macroprudential (E) Working Group. In response to other interested parties’ comments, NAIC staff are recommending to also include additional clarifications that investments in exchange traded funds (ETFs) or mutual funds (as defined by the SEC) do not reflect ownership in an underlying entity, regardless of the ownership percentage the reporting entity holds, unless the mutual fund or ETF has the power to direct or cause direction of management of the underlying company. This additional revision is consistent with existing guidance in SSAP No. 97.

[bookmark: _Hlk99534634]Angelica Tamayo-Sanchez (New York Life), representing interested parties, stated that it is important for the investment schedules to differentiate between investments that have true affiliated credit risk exposure from those that are simply managed/serviced by affiliates where the underlying assets of the investment structure do not have any credit risk exposure to affiliates and related parties. She stated that the investment codes being proposed would be beneficial to state insurance regulators for this identification and are supported by interested parties. Citing investments on Schedule D as an example, she stated that interested parties determine affiliated reporting based on the cash flows to service the underlying debt. In the case of debt service cash flow from an affiliate, those items would be reported as an affiliated transaction as the reporting entity is exposed to affiliated credit risk. However, this circumstance is very different from cases where an investment is managed by an affiliate, regardless of if the investment was originated by the affiliate. In these cases, interested parties do not believe these would be reported on the affiliated line as the cash flows do not originate from an affiliate, nor do they represent credit risk to an affiliated entity. She stated concern remains regarding state insurance regulator comments that affiliated transactions are reported as affiliated, regardless of any underlying credit exposure to an affiliate. However, the additional clarifications regarding the look through of ETFs and mutual funds are supported by interested parties. In terms of the look-through requirements, she stated that the requirement should be limited to private equity funds reported on Schedule BA. Additionally, while interested parties understand that there is a presumption of indirect control if an affiliated fund owns more than 10% of the voting shares of a corporation, they believe it would be rare for an investor that owns less than 50% of the voting stock of a corporation to have the ability to exercise control over the management and operations of such investee. 
Ms. Tamayo-Sanchez stated that while they understand that there is no desire by state insurance regulators to defer this requirement into 2023, the operational burden to insurers for year-end 2022 reporting will be significant.

Ms. Mears noted that she agrees that it was important to continue the discussions with industry on this topic to ensure that the reporting requirements were clear. Ms. Mears stated that she wants more industry feedback regarding cases with highly structured assets held primarily within a holding company group, especially when the underlying investments are not publicly available and there is no market validation of investment quality. She requested more input on the industry position on why such investments should not qualify for affiliate reporting, especially when these transactions either have previously been reported or should be reported to the domiciliary state pursuant to Model #440. She stated there is a differentiation between an affiliated transaction versus an affiliated investment and that continued conversation should occur. She stated support for the additional reporting codes in the proposal, which will help identify related party involvement. Mr. Bruggeman stated he believes state insurance regulators still desire a 2022 reporting date and support efforts to achieve this objective. 

Mr. Kasinow made a motion, seconded by Ms. Mears, to expose agenda item 2021-21, incorporating edits as proposed by NAIC staff for a 32-day public comment period ending May 6. The motion passed unanimously. 

d. Agenda Item 2021-22

Mr. Bruggeman directed the Working Group to agenda item 2021-22: Schedule D-6-1, Supplemental Reporting. Mr. Pinegar stated that this agenda item proposed four additional data capture elements for Schedule D-6-1: Valuation of Shares of Subsidiary, Controlled or Affiliated Entities. He stated that the additional electronic-only columns will assist state insurance regulators in their review of subsidiary, controlled, and affiliated (SCA) filings, with a primary goal of helping identify filers who have repeated, identical adjustments year-after-year. He stated that in response to interested parties’ comments, the agenda details the current valuation communication process with the states and the respective filers, which includes details on the standard reporting templates and ongoing communication with the states of domicile. He noted that while this agenda item did not result in statutory revisions, adoption would express support for the corresponding Blanks (E) Working Group exposure (2022-02BWG). Mr. Bruggeman stated he believes this agenda item will further increase the efficiency of the SCA review process.

Ms. Walker made a motion, seconded by Ms. Gosselin, to adopt agenda item 2021-22, noting the agenda item did not result in statutory revisions (Attachment One-K). The motion passed unanimously.

e. Agenda Item 2021-25

Mr. Bruggeman directed the Working Group to agenda item 2021-25: Leasehold Improvements After Lease Termination. Mr. Stultz stated that this agenda item clarifies that when a lease terminates early, all remaining leasehold improvements shall be expensed, even if the leased asset is purchased. He stated that in response to interested parties’ comments, NAIC staff believe that if leasehold improvements are not expensed, items currently nonadmitted under SSAP No. 19—Furniture, Fixtures, Equipment and Leasehold Improvements or SSAP No. 73—Health Care Delivery Assets and Leasehold Improvements in Health Care Facilities could ultimately be admitted under SSAP No. 40R—Real Estate Investments. Additionally, not all lease agreements include provisions for a purchase option at the time that the lease is signed, and in these situations, leasehold improvement assets should be expensed at the time the leased asset is purchased as almost all professional real estate companies would factor those leasehold improvements into the purchase price of the building. However, for lease agreements that include purchase options that discuss leasehold improvements, NAIC staff agree that these must be considered as part of the purchase of an asset that was part of a prior lease. He stated that NAIC staff recommended that the Working Group direct NAIC staff to work further with the interested parties in refining guidance for consideration. Ms. Albrizio stated that interested parties stand ready to assist with revised guidance for future consideration. Mr. Bruggeman agreed with the staff recommendation and directed NAIC staff to proceed accordingly. 

5. Considered Maintenance Agenda – Pending Listing – Exposures

Ms. Mears made a motion, seconded by Ms. Travis, to move agenda items 2022-01 through 2022-08 to the active listing and expose all items for a public comment period. The motion passed unanimously.

Mr. Bruggeman stated that the public comment period for agenda items 2021-21, 2022-03 and 2022-08, is May 6. The comment deadline for all other exposure items is June 3. 

a. Agenda Item 2022-01

[bookmark: _Hlk80942606]Mr. Bruggeman directed the Working Group to agenda item 2022-01: Conceptual Framework – Updates. 
Mr. Pinegar stated that this agenda item reviews Financial Accounting Standards Board (FASB) Concepts Statement No. 8, Conceptual Framework for Financial Reporting—Chapter 4, Elements of Financial Statements (Chapter 4) and Concepts Statement No. 8, Conceptual Framework for Financial Reporting—Chapter 7, Presentation (Chapter 7) for their impact on statutory accounting. He stated Chapter 4 introduce revised definitions for the terms “asset” and “liability,” simplifying their definitional descriptions and redefining their essential characteristics. He stated that the historical definitions no longer include the term “probable” or the phrase “as the result of past transactions or events” citing rationale for their removal. He stated that as statutory accounting references these definitions, this agenda item proposed SAP clarifications to SSAP No. 4—Assets and Nonadmitted Assets and SSAP No. 5R—Liabilities, Contingencies and Impairment of Assets to reflect the FASB’s updated definitions. He stated that in addition, NAIC staff recommended exposing two issue papers, each articulating the changes for SSAP No. 4 and SSAP No. 5R, FASB’s rationale for the changes, and discussion as to why the updates are proposed to be SAP clarifications in nature. 

Mr. Pinegar stated the final topic reviewed Chapter 7 and proposed a minor SAP clarification to the Preamble, updating a paragraph reference to Statement of Financial Accounting Concept 5, which was superseded by Chapter 7. He stated that Chapter 7 describes what information should be included in the financial statements and how appropriate presentation can contribute to the objective of financial reporting. However, Chapter 7 concepts were not expected to modify current guidance, other than to update references to superseded accounting concepts.

b. Agenda Item 2022-02

[bookmark: _Hlk100239027]Mr. Bruggeman directed the Working Group to agenda item 2022-02: SSAP No. 48 – Alternative Valuation of Minority Ownership Interests. Mr. Pinegar stated this agenda item reviews the audited U.S. tax equity financial statements U.S. GAAP audit exception provided in SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies. He stated that this agenda item arose trying to address questions regarding at which level the audited U.S. tax basis should apply as there was ambiguity regarding if the insurer’s audit would suffice, or if the audit should reside at the investee level. He stated that informal comments from a member of the NAIC/American Institute of Certified Public Accountants’ (AICPA) (E) Working Group indicated they were not aware of anyone using the audited U.S. tax basis method, which is permitted as an exception if audited U.S. GAAP basis financial statements were not available. They further indicated that they were not aware of anyone issuing U.S. tax basis equity audits. This agenda item proposes two options for consideration. The first option seeks input as to whether the audited U.S. tax basis exception is being used and if not, whether it should be removed as a permissible exception to audited U.S. GAAP basis in SSAP No. 48. The second option proposes an SAP clarification that if the audited U.S. tax basis exception is retained, the audit is required at the investee (investment) level. 

c. Agenda Item 2022-03

Mr. Bruggeman directed the Working Group to agenda item 2022-03: Premium Adjustment Allocated to Jurisdictions. Robin Marcotte (NAIC) stated that while this agenda item does not propose statutory revisions, it does propose blanks instructional changes to Schedule T, the State Page and Accident and Health Policy Experience Exhibit (AHPEE) to clarify guidance for premium adjustments. She stated that NAIC staff received inquiries regarding a minor number of entities that primarily wrote health business related to the federal Affordable Care Act (ACA), which are believed to have not properly allocated premium adjustments by jurisdiction on the statutory financial statement. The proposed instruction changes clarify that all premium adjustments (both increases and decreases), including but not limited to ACA premium adjustments related to the risk adjustment program, shall be allocated as premium in the respective jurisdiction. This agenda item has a shortened comment period ending May 6. 

d. Agenda Item 2022-04

Mr. Bruggeman directed the Working Group to agenda item 2022-04: ASU 2021-10, Government Assistance. 
Mr. Pinegar stated that this agenda item reviews ASU 2021-10, Government Assistance, Disclosures by Business Entities about Government Assistance, which increases transparency regarding certain types of government assistance by increasing the disclosure of such information in the financial statements. He stated that while ASU 2021-10 broadly defines government assistance, the disclosures are significantly reduced in scope as they would not apply to government transactions that are accounted for in accordance with other codification topics (e.g., accounted for as debt). He stated that due to the relative rarity of such disclosure, this agenda item proposed SAP clarifications to SSAP No. 24—Discontinued Operations and Unusual or Infrequent Items, incorporating certain disclosures from ASU 2021-10. The proposed additions will supplement existing disclosures to require that if the unusual or infrequent item is as the result of government assistance, the transaction will require identification, as well as a description of the terms and provisions of the assistance received. 

e. Agenda Item 2022-05

Mr. Bruggeman directed the Working Group to agenda item 2022-05: ASU 2021-09, Leases, Discount Rate for Lessees. Mr. Stultz stated that this agenda item reviews ASU 2021-09, Leases (Topic 842), Discount Rate for Lessees That Are Not Public Business Entities, which states that when the rate implicit in the lease is readily determinable for any individual lease, that the lessee should use that rate (rather than a risk-free rate or an incremental borrowing rate), regardless of whether it has made the risk-free rate election. However, as statutory accounting generally requires all leases be classified as operating leases, this agenda item proposes SAP clarifications to reject ASU 2021-05 in SSAP No. 22R for statutory accounting. 

f. Agenda Item 2022-06

Mr. Bruggeman directed the Working Group to agenda item 2022-06: ASU 2021-07, Compensation – Stock Compensation. Mr. Pinegar stated that this agenda item reviews ASU 2021-07, Compensation – Stock Compensation (Topic 718), Determining the Current Price of an Underlying Share for Equity-Classified Share-Based Awards which offers nonpublic companies a practical expedient to one of the several inputs necessary for option-priced modeling. He stated that when equity share options or similar instruments are granted in a share-based payment transaction, the fair value (which is used to determine expense recognition at inception and during any subsequent award modification) is estimated using an option-pricing model valuation technique. ASU 2021-07 provides a third practical expedient for nonpublic companies and is the third such practical expedient permitted, of which the two other practical expedients have previously been adopted and are currently permissible for use in SSAP No. 104R—Share-Based Payments. He stated that this agenda item proposes SAP clarifications to SSAP No. 104R to incorporate the new practical expedient for the current price input. 

g. Agenda Item 2022-07

Mr. Bruggeman directed the Working Group to agenda item 2022-07: ASU 2021-08, Business Combinations. Mr. Pinegar stated that this agenda item reviews ASU 2021-08, Business Combinations, Accounting for Contract Assets and Contract Liabilities from Contracts with Customers, which requires acquiring entities to apply the revenue from contracts with customer standard (Topic 606), when valuing and recognizing contract related assets and liabilities in a business combination. Prior to the issuance of ASU 2021-08, acquirers would generally only recognize such items based on their fair values on the date of acquisition. He stated that in keeping with historical precedent, this agenda item proposes SAP clarifications to reject ASU 2021-08 in SSAP No. 47—Uninsured Plans. However, as ASU 2021-08 is related to business combinations, the agenda item also proposes SAP clarifications to SSAP No. 68 to reject ASU 2021-08 for statutory accounting, while noting that rejection does not impact the determination of U.S. GAAP book value in an acquired entity.

h. Agenda Item 2022-08

Mr. Bruggeman directed the Working Group to agenda item 2022-08: INT 22-01T: Freddie Mac When-Issued K-Deal (WI Trust) Certificates. Ms. Gann stated that State Farm Mutual Automobile Insurance Company has sponsored this agenda item in collaboration with Freddie Mac requesting accounting and reporting clarification for Freddie Mac “When-Issued K-Deal (WI Trust) Certificates.” She stated that these certificates are akin to to-be-accounted (TBA) investments, in which certificate holders ultimately receive Freddie Mac guaranteed mortgage-backed securities. She stated that this program, in essence, creates an additional trust where the investor buys certificates in the “WI” trust, where then the WI trust uses the cash to purchase the mortgage securities from the real-estate mortgage investment conduit trust, who in turn purchases the mortgage securities directly from Freddie Mac. Upon conversion, the investor can take possession of the underlying mortgage securities or hold the trust certificates and receive the underlying mortgage security cashflows in a pass-through manner. In either event, the performance of the investment is guaranteed by Freddie Mac. The tentative statutory accounting interpretation clarifies that investments in the Freddie Mac WI Program shall be captured in scope of SSAP No. 43R from initial acquisition. This agenda item has a shortened comment period ending May 6. 

6. Discussed Other Matters

a. Review of U.S. GAAP Exposure

Jason Farr (NAIC) stated that although there was one FASB exposure at the time the materials were published, its comment deadline of March 31 has passed. The proposed ASU would increase the disclosure regarding supplier finance programs. These programs allow a third-party financer to enter into the traditional buyer/supplier relationship, which effectively creates a structured payable agreement. NAIC staff recommend reviewing the final ASU under the SAP Maintenance Process as detailed in Appendix F—Policy Statements.

b. Referral to the Casualty Actuarial and Statistical (C) Task Force – Update

Ms. Marcotte stated that the Casualty Actuarial and Statistical (C) Task Force met March 8 to discuss a recommendation regarding the Working Group referral on agenda item 2019-49: Retroactive Reinsurance Exception regarding diversity in reporting for retroactive intercompany reinsurance contracts that meet the exception and allow for prospective reporting. She stated that the primary issue to address is whether to allocate premium back to prior years on annual statement Schedule P when multiple years of premium are ceded to a reinsurer. She stated that the Task Force plans to continue to work on this topic using a small group to draft proposed revisions to Schedule P instructions and other related guidance in SSAP No. 62R—Property and Casualty Reinsurance, specifically guidance in paragraph 36 and paragraph 37. NAIC staff were directed to continue working with the small group. 

c. Comment Letter Received from the ACLI

Ms. Marcotte stated that the Working Group and the Valuation of Securities (E) Task Force received a comment letter from the American Council of Life Insurers (ACLI) regarding a proposed Task Force amendment to the P&P Manual to permit unguaranteed and unrated subsidiary obligors in working capital finance investment (WCFI) transactions. As the Working Group does not have an exposure on this topic, it noted receipt of the comments, including the mention of the FASB exposure of proposed disclosures regarding supply chain finance programs. The Working Group does not plan to address the ACLI comments at this time (See – NAIC Proceedings – Spring 22 Valuation of Securities (E) Task Force – Attachments Six-B and Six-C).

d. ASU 2016-13

Ms. Gann stated that NAIC staff have received an inquiry regarding anticipated work related to ASU 2016-13, Financial Instruments – Credit Losses (CECL). She stated that since its private company implementation is scheduled for enactment on Jan. 1, 2023, NAIC staff request input from industry representative on how CECL has affected their U.S. GAAP financial statements. Information on the U.S. GAAP impact may provide insight on how to approach the CECL standard for statutory accounting. 

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