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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).
1. 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.
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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
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. 3310786, 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
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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.
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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
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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 financialasset 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 principlebased 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 subschedule, 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
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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
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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.
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
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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 (202202BWG). 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
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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
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
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
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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
© 2022 National Association of Insurance Commissioners

10

Draft Pending Adoption
Attachment One
Accounting Practices and Procedures (E) Task Force
4/5/22

Awards which offers nonpublic companies a practical expedient to one of the several inputs necessary for optionpriced 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 KDeal (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-beaccounted (TBA) investments, in which certificate holders ultimately receive Freddie Mac guaranteed mortgagebacked 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.
© 2022 National Association of Insurance Commissioners
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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 2022,
Valuation of Securities (E) Task Force, Attachment Six-B and Attachment 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.
https://naiconline.sharepoint.com/sites/naicsupportstaffhub/member meetings/2022 naic meetings/spring national meeting/committee
meetings/financial condition (e) committee/accounting practices and procedures (e) tf/sapwg/sapwg minutes 4.4.22.docx
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Draft: 3/4/22
Statutory Accounting Principles (E) Working Group
Virtual Meeting
March 2, 2022
The Statutory Accounting Principles (E) Working Group of the Accounting Practices and Procedures (E) Task Force
met March 2, 2022. The following Working Group members participated: Dale Bruggeman, Chair (OH); Carrie
Mears, Vice Chair (IA); Kim Hudson and Susan Bernard (CA); William Arfanis and Michael Estabrook (CT); Tom
Hudson and Rylynn Brown (DE); Cindy Andersen and Eric Moser (IL); Stewart Guerin and Melissa Gibson (LA); Judy
Weaver (MI); Doug Bartlett and Patricia Gosselin (NH); Bob Kasinow (NY); Kimberly Rankin (PA); Jamie Walker
(TX); Doug Stolte and David Smith (VA); and Elena Vetrina (WI).
1. Considered Maintenance Agenda – Active Listing
a. Agenda Item 2019-21
Mr. Bruggeman directed the Working Group to agenda item 2019-21: Proposed Bond Definition. Julie Gann (NAIC)
provided an overview of the project, stating that in May 2021, the Working Group exposed an original principlesbased bond definition and affirmed the direction of the bond proposal after considering the comments in August
2021. Since that time, a small study group, representing state insurance regulators and interested parties have
continued discussion and refinement of the principles-based bond definition. Ms. Gann stated that the purpose
of holding today’s meeting is to consider exposure of a revised principles-based bond definition and draft issue
paper. She stated that although limited edits are proposed to the proposed definition, the issue paper is detailed
and intends to document the discussions that have occurred within the study group and the rationale supporting
the various components of the bond definition. She stated that neither the proposed bond definition nor the issue
paper would be considered authoritative. She stated that statement of statutory accounting principles (SSAP)
revisions is not currently proposed as part of this exposure. She stated that with the specific deliberative process
for this project, it is anticipated that comments on the issue paper and the revised definition would be considered
prior to exposing proposed SSAP revisions.
Ms. Gann then identified the various revisions to the principles-based bond definition:
•

Proposed revisions include explicit reference to U.S. Treasury Inflation-Protected Securities (TIPS) as an
issuer credit obligation, which is in line with current guidance in SSAP No. 26R—Bonds. Ms. Gann stated
that the inclusion of these securities was in response to another proposed edit, which clarifies the
limitation for investments that have equity-driven results through a derivative or have an equity-based
performance reference. With that clarification, U.S. TIPS, which are adjusted for inflation, could
inadvertently be precluded from bond treatment.

•

Proposed revisions broaden the approach to identify investments that are in scope when repayment is
fully supported by an underlying contractual obligation of a single operating entity that meets the bond
definition. Rather than identify specific investments, the concept is included with examples of known
investments. Ms. Gann stated that the guidance for “fully supported” was defined to require cash flows
for repayment to cover 100% of interest and at least 95% of the principal, which is in line with the NAIC
Securities Valuation Office (SVO) guidance related to credit tenant loans (CTLs).
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•

Proposed revisions delete the hybrid security reference as an explicit issuer credit obligation. This deletion
does not intend to indicate that hybrid securities are prohibited from reporting on Schedule D-1—LongTerm Bonds; it only intends to clarify that such items shall be reviewed in accordance with the bond
definition and only reported on Schedule D-1 if they qualify. Historically, a hybrid security was defined as
a security with both debt and equity components, and a broad exception for such securities under the
principles-based bond definition is not viable.

•

Proposed revision includes specific identification of exchange-traded funds (ETFs) as issuer credit
obligations if they qualify for bond treatment as identified in the Purposes and Procedures Manual of the
NAIC Investment Analysis Office (P&P Office). Ms. Gann stated that inclusion of these funds is not a change
to the principle concepts, rather it has been added for clarification purposes.

•

Proposed revision to clarify that an investment with the potential for “additional returns” must be
assessed as if the “additional returns” are a component of the investment’s interest. This revision is to
clarify that it is not permissible to have a “stated interest” and then the potential for “additional returns”
and conclude that the investment does not have a variable interest based on underlying equity interests.

•

Proposed revision to delete the stapling example from Appendix 1, which details situations where
securities, despite their legal form, do not in substance represent a creditor relationship. This example
originally precluded bond reporting for a qualifying debt tranche if the reporting entity was required to
hold equity tranches from the securitization. However, after considering comments from the first
exposure period, as well as discussions that occurred within the study group, this example has been
eliminated. With this revision, tranches that separately qualify as bonds are permitted to be reported as
bonds, and the other tranches would be reported as equity; however, holding both types of securities
should not preclude bond reporting for any eligible components. Ms. Mears stated that the origination of
this example was to recognize the fact that in some cases, if an insurance company owned both equity
and debt components or were required to hold both components as “stapled investments,” they may not
necessarily be in a different economic position than had they held the entire investment as an equity
investment on Schedule BA—Other Long-Term Assets. However, she stated that the accounting for such
an investment should entail the substance of the holding, not necessarily the underlying risk of an
investment, which is captured within the purview of the Capital Adequacy (E) Task Force, not statutory
accounting. In addition, if a company sold one of their investment components, with the current example,
the remaining component could move investment schedules, which is also not a practical solution. Ms.
Mears stated that this issue will be considered by the recently formed Risk-Based Capital (RBC) Investment
Risk and Evaluation (E) Working Group, which will jointly review the substance and recommend RBC
charges for these types of investments.

•

Proposed revisions to the example for when a reporting entity invests in a debt instrument issued from a
special purpose vehicle that owns underlying equity interests. Ms. Gann stated that the original example
was designed to focus on characteristics of an investment that did not qualify as a bond; instead, the
example has been revised to provide information to assist users in determining whether a structure could
qualify for bond reporting. She stated that the example includes expanded factors to consider in
determining whether the rebuttable presumption—i.e., the assumption that a debt instrument
collateralized by equity interests does not qualify as a bond—has been overcome.

Ms. Gann stated that staff’s recommendation is to expose both the proposed revisions to the bond definition and
the issue paper for public comment. After comments are received, the next steps would be to introduce possible
statutory accounting revisions, likely using SSAP No. 26R as the standard for issuer credit obligations and SSAP No.
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43R—Loan-Backed and Structured Securities as the standard for asset-backed securities (ABS). Ms. Gann stated
that revisions are also anticipated for SSAP No. 2R—Cash, Cash Equivalents, Drafts and Short-Term Investments to
clarify that ABS, due to their underlying nature of having a certain level of equity-backed cash flows, should not
qualify for securities in the scope of SSAP No. 2R and SSAP No. 103R—Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities, as that standard currently refers all beneficial interests to SSAP No. 43R.
Ms. Gann stated that comments received from industry on potential reporting options is expected for the Spring
National Meeting. However, as part of this exposure, input is requested regarding the reporting of investments
that will not qualify as bonds. In addition to the reporting schedule, consideration will need to occur regarding
measurement methods (e.g., amortized cost versus lower of cost or fair value). Accordingly, input regarding which
approach is supported and what characteristics can be used to identify and support any preferred measurement
method is requested during the exposure period.
Ms. Mears made a motion, seconded by Ms. Weaver, to expose the revised principles-based bond definition and
draft issue paper for a public comment period ending May 6. In addition, the motion included a recommendation
for NAIC staff to continue discussions on the bond definition and develop proposed reporting changes and
potential statutory accounting revisions for a subsequent exposure. The motion passed unanimously.
2. Discussed Other Matters
Ms. Gann stated that the agenda for the Spring National Meeting has been posted on the NAIC website. The
Working Group’s in-person public meeting is scheduled for Monday, April 4 from 9:45 a.m. to 12:00 p.m. CT. Ms.
Gann stated that the meeting will have an audio-only option for those registered and not attending in person. Mr.
Bruggeman stated that with the current schedule, regulator-only sessions are planned for immediately before and
after the Working Group’s meeting, so the agendas will need to be efficiently discussed to allow attendees to
move between meetings.
Mr. Bruggeman stated that in terms of the March 1 statutory filing deadline, the NAIC systems have been a bit
delayed, so initial data runs may indicate a company has not filed when they have. It is anticipated that filings will
be caught up in the next day, and state insurance regulators should be aware if they are looking for their domestic
company filing results.
Having no further business, the Statutory Accounting Principles (E) Working Group adjourned.
https://naiconline.sharepoint.com/teams/frsstatutoryaccounting/national meetings/a. national meeting materials/2022/3 -3-2-22/03-222 sapwg minutes .docx
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Draft: 2/8/22
Statutory Accounting Principles (E) Working Group
Virtual Meeting
January 27, 2022
The Statutory Accounting Principles (E) Working Group of the Accounting Practices and Procedures (E) Task Force
met Jan. 27, 2022. The following Working Group members participated: Dale Bruggeman, Chair (OH); Carrie Mears
and Kevin Clark, Co-Vice Chairs (IA); Sheila Travis (AL); Kim Hudson (CA); William Arfanis (CT); Tom Hudson, Nicole
Brittingham, and Rylynn Brown (DE); Cindy Andersen and Eric Moser (IL); Stewart Guerin (LA); Judy Weaver (MI);
Doug Bartlett (NH); Bob Kasinow (NY); Kimberly Rankin (PA); Jamie Walker (TX); Doug Stolte and David Smith (VA);
and Amy Malm (WI).
1. Reviewed Comments on Exposed Items
The Working Group held a public hearing to review comments (Attachment One-B1) on previously exposed items.
a. Agenda Item 2021-18
Mr. Bruggeman directed the Working Group to agenda item 2021-18: SSAP No. 108 – VM-21 Scenario Consistency
Update. Robin Marcotte (NAIC) stated that the Working Group previously received comments on the prior
exposure and exposed additional statutory accounting principle (SAP) clarifications to Statement of Statutory
Accounting Principles (SSAP) No. 108—Derivatives Hedging Variable Annuity Guarantees. The revisions exposed
in December 2021 incorporated edits proposed by Life Actuarial (A) Task Force representatives and interested
parties. The intent is to ensure consistency with revisions to VM-21, Requirements for Principle-Based Reserves
for Variable Annuities. Ms. Marcotte stated that interested parties do not object to the exposed revisions. The
Working Group also received additional informal comments from the Task Force that reorganized text within the
document. The informal revisions proposed by a member of the Task Force were shared with interested parties
prior to them submitting their comment letter, and the interested parties informally indicated that they do not
object to the proposed edits. Ms. Marcotte stated that NAIC staff recommend that the Working Group adopt the
exposed revisions classified as an SAP clarification incorporating the edits proposed. These revisions will have a
Dec. 31, 2021, effective date so the Valuation Manual and Accounting Practices and Procedures Manual (AP&P
Manual) will be synchronized.
Mike Monahan (American Council of Life Insurers—ACLI), representing interested parties, stated that they
appreciate NAIC staff working to include the edits; they do not object to the changes and support moving forward
with this agenda item.
Kim Hudson made a motion, seconded by Ms. Weaver, to adopt the exposed revisions to SSAP No. 108 with the
edits presented by NAIC staff (Attachment One-B2), with an effective date of Dec. 31, 2021. The motion passed
unanimously.
b. Agenda Item 2021-31
Mr. Bruggeman directed the Working Group to agenda item 2021-31: Life Reinsurance Disclosure Clarifications.
Ms. Marcotte stated that this agenda item was exposed in December 2021 to address questions received from
members of the American Institute of Certified Public Accountants’ (AICPA) NAIC Task Force regarding the life
reinsurance disclosures and the related audited notes that were first effective in December 2020. The disclosures
were adopted in SSAP No. 61R—Life, Deposit-Type and Health Reinsurance in agenda item 2017-28: Reinsurance
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Risk Transfer for Short Duration Contracts. Preparers and auditors highlighted unclear elements in the disclosures
that could use additional clarification. Comments were received from both interested parties and members of the
AICPA NAIC Task Force. NAIC staff recommend that the Working Group adopt the exposed SAP clarifications with
additional revisions that reflect the following: 1) revisions from the interested parties and the members of the
AICPA NAIC Task Force as detailed in the comment letters; and 2) additional NAIC staff proposed edits to
paragraph 78 that were developed in discussions with representatives from the AICPA NAIC Task Force. The edits
were recommended to be added with a Dec. 31, 2021, effective date to assist preparers and auditors.
Ms. Marcotte summarized the revisions by paragraph. The main revisions in paragraph 78 addressed two issues.
The first was the audit report location of the disclosures. The exposed revisions clarified that the information could
be in the audited notes or the supplementary schedules. After discussions with members of the AICPA NAIC Task
Force, it requested edits to clarify that the information resides in the supplementary schedules to the audited
report, unless there are no such contracts subject to the disclosures identified, in which case the information that
no such contracts were identified could be located in either the audited note or the supplementary schedule. Ms.
Marcotte stated that the reason for this requested clarification was that the notes to the financial statement are
subject to more review than the supplemental schedules. Clarification was requested as to whether the audited
note in the supplemental schedules was required to be comparative. Comments noted that most supplemental
schedules, including the one for similar reinsurance disclosures required by SSAP No. 62R—Property and Casualty
Reinsurance, are not comparative and are only for contracts in effect during the current period covered by the
statement. NAIC staff verified that the related property and casualty disclosures in the general interrogatories are
focused on contracts in effect for the period covered by the statement. Therefore, NAIC staff drafted proposed
revisions to further clarify that the audited note did not have to be comparative, meaning the inclusion of
contracts in the prior years; i.e., it only needs to address current period contracts covered by the statement. Ms.
Marcotte also discussed grammatical edits proposed by interested parties and the removal of a reference to
assumed reinsurance contracts from paragraph 81. NAIC staff noted that the revision to paragraph 81 will make
the life and health disclosure similar in scope to the related property and casualty disclosure, which addresses
ceded contracts.
Mr. Bruggeman noted agreement with the revision to paragraph 81, as it made the text in the beginning of the
paragraph consistent with the text of sub paragraphs a. and b. He also stated support for the clarifications, noting
that the supplemental schedule is not required to be comparative.
Jean Connolly (PricewaterhouseCoopers LLP), chair of the AICPA NAIC Task Force, stated appreciation for NAIC
staff and the Working Group’s assistance in working through the clarifications. She stated that the revisions were
what was requested.
Steven Clayburn (ACLI) stated that interested parties were very appreciative of narrowing the scope of the
disclosures, and they support the revisions discussed.
Ms. Malm made a motion, seconded by Mr. Smith, to adopt the exposed revisions to SSAP No. 61R on life
reinsurance disclosures (Attachment One-B3), with the effective date of Dec. 31, 2021. The motion passed
unanimously.
Ms. Marcotte stated that since the agenda items were adopted after year-end, which is the normal cutoff for edits
to the AP&P Manual, the adopted revisions will be included in the updates section at the back of the 2021 and
2022 publication. Additionally, a guidance memo will be sent to the Blanks (E) Working Group for posting regarding
the disclosures. Given the timing, NAIC staff will post the two adoptions on the Statutory Accounting Principles (E)
Working Group’s web page on the documents tab. NAIC staff will also update the SSAP to annual statement
disclosure checklists.
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Mr. Bruggeman inquired, and Julie Gann (NAIC) confirmed that a printed hard cover copy of the AP&P Manual is
not an option for interested parties now. The NAIC is still working on having a printed copy as a potential option
for state insurance regulators through a local printing vendor. Ms. Gann stated that industry representatives
would need to acquire an electronic version of the AP&P Manual, which is accessed through Bookshelf.
Having no further business, the Statutory Accounting Principles (E) Working Group adjourned.
https://naiconline.sharepoint.com/sites/naicsupportstaffhub/member meetings/2022 naic meetings/spring national meeting/committee
meetings/financial condition (e) committee/accounting practices and procedures (e) tf/sapwg/att1b_sap 1.27.22 minutes .docx
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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@equitable.com

January 14, 2022
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: Comments on the Items Exposed for Comment during the Statutory Accounting Principles
Working Group (the “Working Group”) Meeting on December 11, 2021with Comments Due
January 14, 2022
Dear Mr. Bruggeman:
Interested parties would like to thank the Statutory Accounting Principles Working Group (the
“Working Group”) for the opportunity to comment on the items exposed for comment with
comments due January 14th. We offer the following comments:
Ref #2021-18: VM-21 Scenario Consistency Update
The Working Group exposed revisions, to SSAP No. 108— Derivatives Hedging Variable
Annuity Guarantees, as illustrated in the proposal. The revisions, which incorporate edits
proposed from Life Actuarial (A) Task Force representatives, ensure consistency with revisions
to VM-21 by removing reference to the standard scenario while adding reference to the
conditional tail expectation 70 guidance. This agenda item has a shortened exposure period,
ending Jan. 14, 2022, so that the Working Group may consider adoption for year-end 2021
reporting.
Interested parties do not object to these changes.
Ref #2021-31: Life Reinsurance Disclosure Clarifications
The Working Group moved this item to the active listing, categorized as nonsubstantive, and
exposed revisions to SSAP No. 61R, as in the proposal. These revisions intend to clarify, and in
some cases, narrow the scope of certain disclosures. This agenda item also has a shortened
exposure period, ending Jan. 14, 2022, so that the Working Group may consider adoption for
year-end 2021 reporting.
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Interested parties appreciate the exposure to clarify and narrow the scope of information requested
in the SSAP No. 61R disclosures, specifically to paragraphs 78-83. Our understanding is that the
original intent of these additional disclosures was to obtain information on ceded reinsurance. We
note that the reference to “ceding” in paragraphs 79 and 80 should be “ceded” as is written in
paragraph 81. For paragraph 81, we would suggest deleting “assumed or” so that the scope of
disclosure remains consistent from 2020 to 2021 (with the extraneous disclosures clarified).
*

*

*

*

*

If you have any questions or would like to discuss these comments, please do not hesitate to
contact us
Sincerely,
D. Keith Bell

Rose Albrizio

cc: Interested parties
https://naiconline.sharepoint.com/sites/naicsupportstaffhub/member meetings/2022 naic meetings/spring national meeting/committee
meetings/financial condition (e) committee/accounting practices and procedures (e) tf/sapwg/1b1_cmt ltrs/dkb2344.docx
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To:

The Statutory Accounting Principles (E) Working Group

From: Selected members of the American Institute of Certified Public Accountants’ (AICPA) NAIC Task Force
Date:

January 14, 2022

Thanks again for considering the comments we submitted in 2021 related to these new disclosures and in
developing the Form A. The AICPA NAIC Task Force has two additional comments that we would also appreciate
that you consider:
1. Several of our members pointed out it might be confusing and/or lead to inconsistent practice to allow the
disclosures to be included in either the footnotes or a supplemental schedule, because footnotes and
supplemental information provide different levels of auditor assurance. Therefore, It would be unusual to have
the option to include the disclosures in either place. As a result, we are recommending the following revisions
below as "friendly amendments" to maintain the disclosures in a supplemental schedule, consistent with
2020. (This is also consistent with the intent of our comments last year.)
78. Disclosures for paragraphs 79-84 are required to be included with the annual audit report
financial statements beginning with the period ended December 31, 2020, regarding reinsurance
contracts. The disclosures required within paragraphs 79-84 shall can be included in accompanying
supplemental schedules or the notes of the annual audit report beginning in year-end 2020.
If the disclosures are not applicable, an affirmative statement that no such contracts were identified is
acceptable in the notes to the financial statements. These disclosures shall be limited to reinsurance
contracts entered into, renewed or amended on or after January 1, 1996. This limitation applies
to the annual audit report only and does not apply to the statutory annual statement interrogatories
and the property and casualty reinsurance summary supplemental filing.
2. On a related issue and assuming the Working Group agrees to the changes above in paragraph 78 of SSAP No.
61R, we would like to comment on SAPWG's conclusion that the life reinsurance supplemental schedule should
be comparative. The other required schedules to the financial statements do not require comparable
information. (A list of the schedules is below.) For these schedules, the annual statement instructions set out
the form and content of the schedules which reflects a one year presentation. It would be useful to understand
why this schedule would be different and if that was the intent of SAPWG. Do you know whether the decision
to make the disclosure comparable considered that the other required schedules are not required to be
comparable? In either case, we would like to request that the guidance in SSAP 61R (or in the 2022 annual
statement instructions) state whether the schedule should be comparative.
With regard to the conclusion in the minutes that indicates that the change would be done prospectively, this
seems like an accommodation to prevent companies from having to fix prior years (which we don't want to
discourage), but there could be some complexity in reporting on a comparative schedule that is not comparable
because the guidance changed (e.g., the basis for preparing the schedule is not comparative) and could lead to
diversity in approach in how individual companies and auditors deal with reporting in the current year.
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Below is a list of current supplemental schedules which are not comparative (i.e. only the current year is
presented)
• Supplemental schedule of assets and liabilities
• Supplemental schedule of Investment Risk Interrogatories
• Summary Investment Schedule
• Supplemental P/C Reinsurance Contracts Disclosures

Thanks
Kim

Kim Kushmerick
Director, Accounting Standards — Public Accounting

https://naiconline.sharepoint.com/sites/naicsupportstaffhub/member meetings/2022 naic meetings/spring national meeting/committee
meetings/financial condition (e) committee/accounting practices and procedures (e) tf/sapwg/1b1_cmt ltrs/aicpa tf members.docx
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Ref #2021-18

Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: VM-21 Scenario Consistency Update
Check (applicable entity):
P/C

Life

Health

Modification of Existing SSAP
New Issue or SSAP
Interpretation
Description of Issue:
This agenda item provides a revision to Statement of Statutory Accounting Principles (SSAP) No. 108—Derivatives
Hedging Variable Annuity Guarantees (SSAP No. 108) to ensure consistency with the Valuation Manual. This
agenda item was developed in response to comments from an actuarial firm identifying an existing reference in
SSAP No. 108 to the standard scenario in VM-21: Requirements for Principle-Based Reserves for Variable
Annuities (VM-21). The Life Actuarial (A) Task Force NAIC staff support confirmed that the reference to the
standard scenario has been deleted from VM-21.
VM-21 previously applied the standard scenario to all contracts in scope to generate the standard scenario amount.
Revisions to VM-21 following the adoption of the Variable Annuity Framework resulted in the elimination of the
standard scenario amount. Instead, VM-21 uses the prescribed projections amount, based on either the Company
Specific Market Path (CSMP) or Conditional Tail Expectations (CTE) with Prescribed Assumptions (CTEPA). The
CSMP and the CTEPA use random sets of scenarios to generate a CTE70 (adjusted) amount. This agenda item
proposes using the VM-21 permitted approach that produces the CSMP or CTEPA scenario reserve closest to the
CTE70 (adjusted) as the replacement for the standard scenario when determining the Macaulay duration in
paragraph 14 of SSAP No. 108.
Existing Authoritative Literature:
SSAP No. 108—Derivatives Hedging Variable Annuity Guarantees provides the following (bolding added for
emphasis)
13.
Fair value fluctuations in the measurement of outstanding (non-expired) derivatives within a highly
effective hedging strategy shall be reflected as follows:
a.

Fair value fluctuations in the hedging instruments attributable to the hedged risk that offset
the current period change in the designated portion of the VM-21 reserve liability7 shall be

7

Hedge effectiveness is determined by comparing fair value fluctuations between the hedging instruments and the hedged item. However, in
determining recognition in the financial statements, the fair value fluctuation of the hedging instruments is compared to the change in the
reported value of the designated portion of the VM-21 liability. The designated portion of the VM-21 liability is not reported at fair value in
the statutory financial statements, as such, the offset reported as realized gains and losses is the portion of the fair value change in hedging
instruments offset by the change in the reported value of the designated portion of the VM-21 reserve. In accordance with the documented
hedging strategy, reporting entities shall compare the fair value fluctuations to the change in the designated portion of the reserve liability,
after considering recognized derivative returns (including recognized derivative income), when determining the recognition of fair value
fluctuations.
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recognized as a realized8 gain or loss.
b.

Fair value fluctuations in the hedging instruments attributable to the hedged risk9 that do
not offset the current period change in the designated portion of the VM-21 reserve liability
shall be recognized as deferred assets (admitted) and deferred liabilities. The ability to
recognize a deferred asset and deferred liability is limited to only the portion of the fair
value fluctuation in the hedging instruments that is attributed to the hedged risk and does
not immediately offset changes in the designated portion of the VM-21 reserve liability.
(Drafting Note subparagraphs 13.c. through 13.e. omitted to conserve space.)

14.
Deferred assets and deferred liabilities recognized under paragraph 13.b. shall be amortized using
a straight-line method into realized gains or realized losses over a finite amortization period. The
amortization timeframe shall equal the Macaulay duration of the guarantee benefit cash flows based on
the VM-21 Standard Scenario, but shall not exceed a period of 10 years.

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): None
Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None
Convergence with International Financial Reporting Standards (IFRS): Not applicable.
Staff Recommendation:
NAIC staff recommends that the Working Group move this item to the active listing, categorized as
nonsubstantive and expose revisions to SSAP No. 108, paragraph 14 as illustrated below. The revision will
ensure consistency with VM-21 as it no longer references the standard scenario. With exposure, it is
recommended that the Life Actuarial (A) Task Force receive notice of the exposure as part of the
coordination process.
14.
Deferred assets and deferred liabilities recognized under paragraph 13.b. shall be amortized using
a straight-line method into realized gains or realized losses over a finite amortization period. The
amortization timeframe shall equal the Macaulay duration of the guarantee benefit cash flows based on the
VM-21 Standard Scenarioadjusted run scenario that produces the scenario reserve closest to conditional
tail expectation (CTE) 70 (adjusted), but shall not exceed a period of 10 years. The CTE 70 (adjusted) and
the scenario reserve closest to the CTE 70 (adjusted) are determined using the method (company specific
market path (CSMP) or conditional tail expectations (CTE) with prescribed assumptions (CTEPA)) applied
by the reporting entityFN to calculate the prescribed projections amount.

New Footnote:
VM-21 allows a reporting entity to choose whether to use the CSMP method or the CTEPA method. Once
the choice is made the company cannot change the method without the approval of the commissioner. For
8

Recognizing the fair value change for open derivative positions that offset the VM-21 change as a realized gain/loss (instead of an unrealized
gain or loss) directly offsets the VM-21 reserve change in the income statement.
9

The change in fair value of the hedging instruments and hedged item is limited to changes driven by market factors. For example, periodic
recognition of a cost owed to acquire the derivative from a counterparty (financing cost) shall not be captured as a change in the derivative
instrument’s fair value. The fair value of the instrument shall be determined based on the underlying derivative without inclusion of
acquisition costs (or other such contractual elements that may exist with the counterparty) that do not change based on the underlying
derivative interests or market factors.
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the purpose of determining the SSAP No. 108 amortization timeframe, the company shall apply its current
method to determine the adjusted run scenario.

Staff Review Completed by: Robin Marcotte, NAIC Staff - October 2021
Status:
On October 25, 2021, in response to an e-vote to expose, the Statutory Accounting Principles (E) Working Group
moved this agenda item to the active listing, categorized as nonsubstantive, and exposed revisions to SSAP No.
108—Derivatives Hedging Variable Annuity Guarantees to ensure consistency with revisions to VM-21, removing
references to the standard scenario. The Working Group also provided notice of the exposure to the Life Actuarial
(A) Task Force.
On December 11, 2021, Statutory Accounting Principles (E) Working Group exposed revisions, to SSAP No. 108—
Derivatives Hedging Variable Annuity Guarantees, as illustrated below. The revisions, which incorporate edits
proposed from Life Actuarial (A) Task Force representatives, ensure consistency with revisions to VM-21 by
removing reference to the standard scenario while adding reference to the conditional tail expectation 70 guidance.
This agenda item has a shortened exposure period, ending Jan. 14, 2022, so that the Working Group may consider
adoption for year-end 2021 reporting.
Exposed Revisions to SSAP No. 108
14.
Deferred assets and deferred liabilities recognized under paragraph 13.b. shall be amortized using
a straight-line method into realized gains or realized losses over a finite amortization period. The
amortization timeframe shall equal the Macaulay duration of the guarantee benefit cash flows based on the
VM-21 Standard ScenarioProjection (new FN), but shall not exceed a period of 10 years.

New Footnote:
The VM-21 Standard Projection calculation shall be the prescribed assumption run for the scenario that
produces the scenario reserve closest to conditional tail expectation (CTE) 70 (adjusted) and a discount
rate equal to the valuation interest rate specified by the Standard Valuation Law for annuities valued on an
issue year basis, using Plan Type A and a Guarantee Duration greater than 10 years but not more than 20
years. The VM-21 Standard Projection with prescribed assumption run is determined using the method
(company specific market path (CSMP) or conditional tail expectations (CTE) with prescribed assumptions
(CTEPA)) applied by the reporting entity to calculate the prescribed projections amount. For the CSMP
method, the economic scenario is Path A, with the guarantee benefit cash flows from the run to calculate
Prescribed Amount A. For the CTEPA method, the economic scenario is the scenario that produces the
scenario reserve closest to the CTE70 (Adjusted) from the stochastic reserve calculation, with the
guarantee benefit cash flows from the VM-21 Standard Projection with prescribed assumption run for this
economic scenario.

On January 27, 2022, the Statutory Accounting Principles (E) Working Group adopted SAP clarifications which
update SSAP No. 108 references to be consistent with the Valuation Manual, Section 21 with a December 31, 2021,
effective date, as detailed below. The adopted revisions included additional changes to the exposed language as
recommended by a member of the Life Actuarial (A) Task Force.
Adopted SSAP No. 108 revisions effective December 31, 2021:
14.
Deferred assets and deferred liabilities recognized under paragraph 13.b. shall be amortized using
a straight-line method into realized gains or realized losses over a finite amortization period. The
amortization timeframe shall equal the Macaulay duration of the guarantee benefit cash flows based on the
VM-21 Standard ScenarioProjection (new FN), but shall not exceed a period of 10 years.
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New Footnote: The VM-21 Standard Projection benefit cash flows shall be based on the prescribed
assumptions run for the scenario that produces the scenario reserve closest to conditional tail expectation
(CTE) 70 (adjusted). The VM-21 Standard Projection with prescribed assumptions run is determined using
the method (company specific market path (CSMP) or conditional tail expectations with prescribed
assumptions (CTEPA)) applied by the reporting entity to calculate the prescribed projections amount. For
the CSMP method, the economic scenario is Path A, with the guarantee benefit cash flows from the run to
calculate Prescribed Amount A. For the CTEPA method, the economic scenario is the scenario that
produces the scenario reserve closest to the CTE70 (adjusted) from the stochastic reserve calculation, with
the guarantee benefit cash flows from the VM-21 Standard Projection with prescribed assumptions run for
this economic scenario. The discount rate for the Macaulay duration calculation shall be equal to the
valuation interest rate specified by the Standard Valuation Law for annuities valued on an issue year basis,
using Plan Type A and a Guarantee Duration greater than 10 years but not more than 20 years.

https://naiconline.sharepoint.com/sites/NAICSupportStaffHub/Member Meetings/2022 NAIC Meetings/Spring National Meeting/Committee
Meetings/FINANCIAL CONDITION (E) COMMITTEE/Accounting Practices and Procedures (E) TF/SAPWG/Att1B2_21-18_VM 21_SSAP 108
Update.docx
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Statutory Accounting Principles (E) Working Group
2022 Spring National Meeting
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o Ref #2021-24: Cryptocurrency General Interrogatory
o Ref #2021-25: Leasehold Improvements After Lease Termination
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o Ref #2021-29: ASU 2021-05 – Variable Lease Payments
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Senior Vice President
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Corporate Finance
The Travelers Companies, Inc.
Phone : 860-277-0537
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Rose Albrizio, CPA
Vice President
Accounting Practices
Equitable
Phone: 201-743-7221
Email: rosemarie.albrizio@equitable.com

February 18, 2022
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: Items Exposed for Comment by the Statutory Accounting Principles Working Group on
December 11, 2021 with Comments due February 18
Dear Mr. Bruggeman:
Interested parties appreciate the opportunity to comment on the exposure drafts released for
comment by the NAIC Statutory Accounting Principles (E) Working Group (the Working Group).
We offer the following comments:
Ref #2019-21: Proposed Bond Definition
Pursuant to the direction from the Working Group in October 2020, a small group of regulators
and industry have been meeting regularly to draft a bond definition for consideration. The intent
of this project is to clarify what should be considered a bond (whether captured in SSAP No.
26R—Bonds or SSAP No. 43R—Loan-Backed and Structured Securities) and reported on
Schedule D-1: Long-Term Bonds. This exposure is specific to the proposed bond definition
included in the exposed Form A, along with the glossary (page 5) and appendices (pages 6-12),
but comments on future developments (such as reporting changes, accounting and reporting
guidance for items that do not qualify as bonds, transition guidance, etc.) may also be submitted
to assist in the development of these items.
Interested parties appreciate the collaborative effort, between NAIC staff, regulators and
interested parties, on this significant and complex project. We note this exposure includes the
following three separate and distinct components for which we will provide comments:
1) Sufficiency Discussion – Concept (Attachment N),
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2) Sufficiency Discussion – Examples (Attachment N-1),
3) Reporting Options (Attachment M).
Interested parties are supportive of the proposed refinements to the sufficient credit enhancement
concept. Interested parties believe the clear articulation of the intent of the required substantive
credit enhancement provides for a more understandable and workable proposed bond definition.
Likewise, interested parties are supportive of the revised examples, where the new substantive
credit enhancement concept has been incorporated.
Interested parties also offer the following comments on the various possible reporting options for
Schedule D-1.
1. Reporting Lines:
With the principles‐based bond definition, it is recommended that more granular reporting
lines be established to capture investments in scope of SSAP No. 26R and SSAP No. 43R.
From preliminary assessments, the current general categories are not used for analytical
assessments / reports except for U.S. Govt – Full Faith and Credit. As such, this document
proposes to replace the current general categories with the inclusion of more useful reporting
lines based on the type of investment.
Exposure Request Detail provided on pages 2‐5:
1. Information is requested on the potential removal of the general categories and whether
the elimination would impact any tools or analyses currently performed.
• Interested parties have no concerns currently with the proposed removal of the
general categories.
2. Information is requested on the proposed reporting lines and whether additional
categories would be beneficial. (Note – The proposal suggests dedicated reporting lines
for certain securities that are now identified by codes. Comments on this approach are
requested.)
•

•

Interested parties note that one of the challenges with the current Schedule D
reporting categories and/or columns is ambiguity which leads to inconsistent
reporting among companies. Interested parties recommends working together to
ensure the instructions are clear and unambiguous to help prevent this problem
with the new reporting schedules. This will benefit both companies and
regulators.
Interested parties would like a better understanding of the unaffiliated/affiliated
split of certain rows in the proposal; for example, are the rows not labelled with
‘Affiliated’ implied to be ‘Unaffiliated’? Or are the affiliated rows a subset of the
former? Have you considered an alternative such as removing the lines
identifying ‘Affiliated’ investments and utilizing a column to identify them
instead? Blanks interested parties are suggesting that an Affiliated or Related
Party indicator be utilized in a column for the investment schedules in the Blanks
exposure 2021-22BWG (Related Party Reporting).
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Since investments in GNMA are RBC exempt, we recommend that additional
lines be added to the ABS section to accommodate these for ease of identification
(e.g., US Government Residential Mortgage‐Backed Securities; US Government
Commercial Mortgage‐Backed Securities).
Consider adding a new category in Issuer Credit Obligation for investments in
Surplus Notes/Surplus Debentures which are currently reported on Schedule BA.

2. New Sub‐Schedule D‐1:
The bond project is currently proposing a new sub‐schedule that details bond investments
that have certain characteristics (e.g., ABS backed by financial assets that are not self‐
liquidating and ABS backed by cash‐generating non‐financial assets not captured within the
practical expedient.)
Exposure Request:
1. Information is requested on how investments shall be categorized on this schedule.
• Interested parties believe that the proposed ‘sub-schedule’ for Schedule D – Part 1
could be confusing, and the proposed data could be readily incorporated into
electronic-only columns for the respective categories in the ‘Other Asset-Backed
Securities’ section.
• Clear instructions for each category under Other ABS will be extremely
beneficial.
2. Information is requested on additional information / columns desired for these structures.
Initial ideas that have been proposed include:
a. Balloon payment as % of principal at acquisition
b. Current loan‐to‐value
c. PIK – Information on whether payment of interest is deferrable
d. Amount of PIK interest to date
e. Expected payoff date determined at acquisition
f. Expected payoff date as of the financial statement date.
•

•

Currently, interested parties would support the proposed data elements for the
‘Other Asset-Backed Securities’ categories being reported in columns instead of
in a ‘sub-schedule’. As changes to SSAP No. 26R and SSAP No. 43R are
finalized for this project and further evaluation of these investments is done,
modifications to the list may be warranted.
Interested Parties note that some of this data (e.g., Expected payoff date
determined at acquisition) may not be readily available upon transition because it
assumes a forward-looking analysis at a point in time that has already occurred
(potentially decades in the past). Would a practical expedient be needed upon
adoption to populate these types of fields?

3. Schedule D‐1 Information:
As noted, with the change in reporting lines, it has been proposed a review of the columns
and instructions also be considered. The following code columns have been potentially
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identified.
• Column 3 – Code Column
• Column 5 – Bond Characteristics
• Column 26 – Collateral Type
• Column 34 – Capital Structure Code
Exposure Request– Detail provided on page 6:
1. Information is requested on whether other columns / reporting instructions should be
clarified as part of the bond proposal project.
• Interested parties are requesting additional time to address possible changes to the
definitions of the columns indicated in the proposal. As rows are being changed, it
could have a direct impact on what might be included in the columns as to
minimize data redundancy.
2. Comments are welcome on the additional investment elements should be captured
and/or whether certain elements are no longer beneficial to be captured. Potential
elements related to asset‐backed securities include:
a. Market Validation – This will be a code to identify situations where none of the
issuance is owned by unrelated parties.
• Currently, interested parties don’t have an issue with adding this field and we
believe the answer could be either yes or no.
• However, interested parties are not sure if the intent is to have the same meaning
as the following – This will be a code to identify situations where all of the
issuance is owned by related parties. If so, interested parties recommends
removing the double negatives to be less confusing. If not, interested parties may
not fully appreciate what is trying to be captured.
b. Participation in residual tranche (Y/N)
• Interested parties aren’t sure how to respond to this question. Should the insurer
respond Yes if it currently owns a residual tranche of the same securitization (e.g.,
residual issued from the same vehicle that issued the bond it invested in) or if they
have ever owned a participation in the residual tranche?
Ref #2021-20: Effective Derivatives – ASU 2017-12
The Working Group moved this agenda item to the active listing, categorized as substantive, and
directed NAIC staff to work with regulators and industry in assessing and developing revisions
to facilitate effective hedge assessments consistently between U.S. GAAP and statutory
accounting.
ASU 2017-12 provided targeted improvements to the existing GAAP hedge accounting
framework that helps reduce some of the cost and complexity of applying hedge accounting and
allows for additional hedging strategies that better align with an entity's risk management
practices. Substantive changes that weren’t initially adopted in SSAP No. 86 are addressing
cross-currency basis spread as an excluded component, partial-term hedging for fair value
© 2022 National Association of Insurance Commissioners
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hedges, ability to use the benchmark interest rate component of contractual cash flows to
calculate the change in fair value of the hedged item in fair value hedges, last-of-layer/portfolio
layer method for fair value hedges, and hedges of interest rate risk when the hedged item can be
settled before scheduled maturity. Additionally, we are proposing clarifications to existing SSAP
No. 86 for the accounting of forward points as an excluded component for currency forwards.
Please refer to the attached appendix for proposed mark-ups to SSAP86 for these changes.
Summary of changes proposed to SSAP No. 86:
1. Clarifications for the accounting of forward points as an excluded component for
FX forwards – Currently there is implicit inconsistency between paragraph 40 and
Exhibit C for forward points as excluded components; this results in accounting that
doesn’t align with companies’ risk management strategies. Application of the guidance in
Paragraph 40 for a FX forward in an effective hedge relationship with an excluded
component results in an impact to Surplus that is the same as of if hedge accounting had
not been applied. We propose resolving this matter by explicitly allowing the guidance
in Exhibit C to be applied regardless of whether a component of the derivative is
excluded from the assessment of effectiveness. When forward points are an excluded
component from the assessment of hedge effectiveness, the forward points would be
amortized into income. This would allow for the execution of FX forward effective hedge
relationships, which interested parties would consider sound risk management strategies,
to receive an accounting treatment that is more favorable relative to hedge accounting not
being applied.
2. Adding cross-currency basis spread as an excluded component – We propose adding
cross-currency basis spread as an excluded component. Doing so better aligns hedge
accounting with companies’ risk management strategies, aligns the accounting for FX
swaps where the cross-currency basis spread is an excluded component with the proposed
accounting for FX forwards where forward points are an excluded component, and brings
consistency between U.S. GAAP and Statutory accounting. Changes in the fair value of
cross-currency basis spread have historically resulted in a less effective hedge or
ineffective hedge because there is no corresponding offset in the hedged item. Excluding
the cross-currency basis spread from the assessment of hedge effectiveness is beneficial
for fair value hedges of foreign-denominated assets and liabilities. When the value of the
cross-currency basis spread is excluded from the assessment of effectiveness, based on
proposed changes to Paragraph 40 and Exhibit C, the excluded component would be held
at amortized cost. With FX forwards, forward points as excluded components need to be
amortized to be recognized in income. For FX swaps, the value of the cross-currency
basis spread is embedded in the coupon payments of the swap, so the value is recorded in
income each period through the typical swap accrual process.
3. Adding ability to designate partial-term for fair value hedges – We propose adding
partial-term hedging for fair value hedges because it better aligns hedge accounting with
companies’ risk management strategies for managing interest rate risk and brings
consistency between U.S. GAAP and Statutory accounting. Currently SSAP No. 86
requires that the full contractual cash flows of the entire hedged item must be used to
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calculate the change in the hedged item’s fair value attributed to the benchmark interest
rate. With partial term an entity may designate only certain consecutive interest payments
of a financial instrument as the hedged item and assume that the principal payment occurs
at the end of the hedge term. Partial-term hedging allows entities to calculate the change
in the fair value of the hedged item using an assumed term that begins when the first
hedged cash flow begins to accrue and ends when the last hedged cash flow is due and
payable. When using full contractual cash flows to calculate the change in the hedged
item's fair value attributed to changes in the benchmark rate, it can be difficult to achieve
a highly effective hedge because the hedging instrument and the hedged item would react
differently to changes in interest rates since the principal repayment occurs on different
dates.
4. Adding alternative to use the benchmark interest rate component of contractual
cash flows to calculate the change in the fair value of the hedged item in fair value
hedges – We propose adding an alternative to use the benchmark interest rate component
of contractual cash flows to calculate the change in the fair value of the hedged item in
fair value hedges because it better aligns hedge accounting with companies’ risk
management strategies for managing interest rate risk and brings consistency between
U.S. GAAP and statutory accounting. Currently SSAP No. 86 requires that the full
contractual cash flows of the entire hedged item be used to calculate the change in the
hedged item’s fair value attributed to the benchmark interest rate. Calculating the change
in fair value using only the benchmark rate component instead of the entire coupon may
better reflect how an entity manages interest rate risk. In addition, it will provide a greater
degree of offset between the changes in the fair values of the hedging instrument and the
hedged item. Generally, the benchmark rate being hedged and the fixed rate on the
hedging swap will match if the swap is “at-market” and executed at the inception of the
hedging relationship.
5. Adding last-of-layer/portfolio layer method for fair value hedges – We propose
adding last-of-layer/portfolio layer method for fair value hedges because it better aligns
hedge accounting with companies’ risk management strategies for managing interest rate
risk and brings consistency between U.S. GAAP and statutory accounting. Last-of-layer
allows entities to designate as the hedged item the last dollar amount of a closed portfolio
of prepayable financial assets, or one or more beneficial interests in a portfolio of prepayable financial instruments. When using this approach, it is assumed that as
prepayments occur, they are first applied to the portion of the closed portfolio that are not
part of the designated layer. At inception and on each assessment date, the entity would
need to determine that the designated layer is expected to be outstanding until the end of
the hedge. This approach simplifies the rigid nature of the similar asset test required for
portfolio hedging for fair value hedges by allowing the ability to assess qualitatively
instead of quantitatively by combining the partial-term fair value hedge election and the
election to measure changes in the hedged item by using the benchmark rate component
of the contractual coupon cash flows. This makes achieving hedge accounting for a
portfolio of prepayable fixed rate assets easier. The similar asset test requirement for
portfolio hedges often makes it difficult, if not impossible, for a group of disparate fixedrate assets to qualify to be hedged on a portfolio basis. The FASB currently has tentative
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conclusions for updates to last-of-layer method, so we will need a scope limitation to
maintain consistency with GAAP. For example, last-of-layer would only be applicable to
closed portfolios of assets, and companies would be prohibited from designating closed
portfolios of liabilities.
6. Adding hedges of interest rate risk when the hedged item can be settled before
scheduled maturity – We propose adding the ability to elect to only consider how
changes in the benchmark rate affects the decision to prepay the instrument when it
assesses hedge effectiveness and measures the change in the hedged item’s value
attributable to the hedged risk because it better aligns hedge accounting with companies’
risk management strategies and brings consistency between U.S. GAAP and statutory
accounting. If an entity makes this election, it does not consider how other factors (e.g.
credit risk) might affect the decision to prepay the financial instrument.
Ref #2021-21: Related Party Reporting
The Working Group moved this agenda item to the active listing, categorized as nonsubstantive,
and exposed revisions to SSAP No. 25 and SSAP No. 43R, as illustrated in the proposal, to
clarify application of the existing affiliate definition and incorporate disclosure requirements for
all investments that involve related parties, regardless of whether or not they meet the affiliate
definition (“the Related Party Exposure”). In addition, draft annual statement reporting revisions
were also exposed, in anticipation of incorporating those revisions into a Blanks (E) Working
Group proposal.
Interested parties appreciate NAIC staff meeting with industry to better understand the regulatory
concerns and intent of this proposal.
The Related Party Exposure has the following two main goals:
1. Clarify the reporting of affiliate transactions within existing reporting lines in the
investment schedules. This clarification intends to be consistent with the definition of an
“affiliate” pursuant to the Insurance Holding Company System Regulatory Act (Model
#440), SSAP No. 25—Affiliates and Other Related Parties and SSAP No. 97—Investments
in Subsidiary, Controlled and Affiliated (SCA) Entities.
2. Incorporate new reporting requirements for investment transactions with related parties.
Pursuant to recent discussions, regulators desire additional information on investment
transactions involving related parties, regardless of whether the related party is
“affiliated” pursuant to Model #440. To preserve the affiliate definition and reporting
categories, these additional proposed reporting elements will be captured outside of the
current affiliate reporting requirements.
To accomplish these goals, the Related Party Exposure proposes to make changes to SSAP No
25 - Affiliates and Other Related Parties and SSAP No. 43R - Loan-backed and Structured
Securities. We understand that one of the goals of the proposal is to identify investments that are
originated, managed, sponsored or serviced (referred to as managed by affiliates for the
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remainder of this letter) by an affiliate or related party of the insurer. Interested parties agree that
this information can be useful for the regulators, but we believe that it is critical to differentiate
investments where there is direct credit exposure to an affiliate from those investments that are
only managed by affiliates with no underlying credit exposure to the affiliate or related parties of
the insurer. The affiliate reporting distinction is very important for a number of reasons,
including but not limited to the following:
a. Rating Agencies – Interested parties understand that the rating agencies may
apply a higher risk factor to affiliated assets as there is a presumption that
anything reported as affiliated has credit risk exposure to an SCA of the insurer.
b. NAIC Designations – Affiliated debt investments where there is credit exposure
to an SCA of the insurer have to be filed with the SVO to obtain an NAIC
designation. Affiliated equity investments in SCAs reported on Schedule D also
require filing to confirm their reporting value on Schedule D. Debt investments in
CLOs/CDOs that are managed by affiliates but that do not have any credit
exposure to an affiliate are filing exempt because they are not deemed affiliated.
Our comments to the proposed changes to SSAP No. 25 and SSAP No. 43 are provided below:
1. Removal of references to U.S. GAAP guidance from SSAP No. 25 - Interested parties
agree with removing the U.S. GAAP reference to FASB Interpretation No. 35 as we
agree that the statutory guidance uses a different threshold than US GAAP to determine if
significant influence exists over an investee. In addition, the SSAP No. 25 guidance
already includes a number of scenarios to rebut the presumption of control, which are
similar to the examples provided in the GAAP guidance.
2. The Working Group’s Proposed changes to SSAP No. 25 to add the following new
paragraph:
“For entities not controlled by voting interests, such as limited partnerships, trusts and
other special purpose entities, control may be held by a general partner, servicer, or by
other arrangements. The ability of the reporting entity or its affiliates to direct the
management and policies of an entity through such arrangements shall constitute control
as defined in paragraph 6. Additionally, a reporting entity or its affiliates may have
indirect control of other entities through such arrangements. For example, if a limited
partnership were to be controlled by an affiliated general partner, and that limited
partnership held greater than 10% of the voting interests of another company, indirect
control shall be presumed to exist. If direct or indirect control exists, whether through
voting securities, contracts, common management or otherwise, the arrangement is
considered affiliated under paragraph 5. Consistent with paragraph 8, a disclaimer of
affiliation does not eliminate a “related party” distinction or disclosure requirements for
material transactions pursuant to SSAP No. 25.”
We understand from conversations with staff that this paragraph is meant to clarify the
guidance in paragraph 7 of SSAP No. 25 and paragraph 6 of SSAP No. 97- Investments
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in Subsidiary, Controlled and Affiliated Entities. That guidance requires that investments
in limited partnerships and other similar entities (i.e. investment funds) that are managed
by a general partner that is affiliated to the insurer and where the insurer owns more than
10% of the investment fund’s equity be reported as affiliated investments.
Interested parties understand that the current SSAP No. 25 and SSAP No. 97 guidance
already require equity investments in limited partnerships and similar entities to be
reported as affiliated if the insurer owns more than 10% of the equity of the limited
partnership and the insurer is affiliated to the general partner or managing member for
limited liability company structures. One thing to note is that even if the insurer is
affiliated to the general partner, the insurer would usually not have any credit exposure to
its affiliates in these structures as the underlying assets of the investment fund are usually
held with unrelated parties. For this reason, interested parties note that there is a diversity
in practice in the reporting of these investment funds on Schedule BA, with some insurers
reporting these investments in the affiliated section of Schedule BA and others reporting
these investments as unaffiliated. If the intent is to report these types of equity
investments as affiliated when the presumption of control cannot be overcome, this will
require some reporting changes by some insurers.
In regard to debt investments in investment funds or securitization vehicles managed by
the insurer affiliates or related parties as well as mortgage loans managed by affiliates,
we note that most insurers currently report those investments as unaffiliated on Schedule
D, Schedule BA and Schedule B if there is no underlying credit exposure to affiliates of
the insurer. Interested parties would like to highlight again that just because the insurer is
affiliated with the manager or servicer of an investment vehicle such as a securitization, if
the underlying assets in the structure do not have affiliated credit exposure, the
investment itself should not be reported as affiliated as that would not be accurate
reporting. See further comments on the SSAP No. 43R proposed changes in item No. 4
below.
The new proposed paragraph also includes a look-through requirement of these
investment funds to identify instances where the investment fund owns more than 10% of
the common stock of its underlying investees. Interested parties have concerns with this
look-through review. Doing a look-through of the underlying investments of investment
funds managed by affiliates of the insurer could potentially create a very significant
operational burden that may have little or no benefit. The reason why there is potentially
little benefit to this is because if these investment funds have purchased an equity
investment that represents more than 10% but less than 50% of the voting stock of one of
their investees, this would almost never give control to the investment fund. For most
entities capitalized with common stock (i.e. voting entities), the parties that control are
the ones that own more than 50% of the voting shares. If the Working Group feels that
this look-through is necessary, interested parties will need time to get this process
implemented. Interested parties believe that the earliest this look-through requirement
can be implemented is for year-end 2023 as time will be needed to set up a process with
all affiliated funds so that the funds provide a listing of underlying equity investments in

© 2022 National Association of Insurance Commissioners

10

Statutory Accounting Principles Working Group
February 18, 2022
Page 10

Attachment One-C
Accounting Practices and Procedures (E) Task Force
4/5/22

other entities along with the percentage ownership. In addition, we suggest some
wording changes, as shown below in the underlined text to the new paragraph, to link the
new paragraph back to the examples in paragraph 7 to incorporate the examples of when
the presumption of control can be overcome:
“For entities not controlled by voting interests, such as limited partnerships, trusts and
other special purpose entities, control may be held by a general partner, servicer, or by
other arrangements. The ability of the reporting entity or its affiliates to direct the
management and policies of an entity through such arrangements shall constitute control
as defined in paragraph 6. Additionally, a reporting entity or its affiliates may have
indirect control of other entities through such arrangements. For example, if a limited
partnership were to be controlled by an affiliated general partner, and that limited
partnership held greater than 10% of the voting interests of another company, indirect
control shall be presumed to exist unless the presumption of control can be overcome as
detailed in paragraph 7. If direct or indirect control exists, whether through voting
securities, contracts, common management or otherwise, the arrangement is considered
affiliated under paragraph 5. Consistent with paragraph 8, a disclaimer of affiliation does
not eliminate a “related party” distinction or disclosure requirements for material
transactions pursuant to SSAP No. 25.”
Interested parties also ask for clarification regarding what the implications are of
identifying an underlying investee of an investment fund as an affiliate. We believe that
any other transactions carried out with the indirect affiliate need to be disclosed in the
related party footnote, but we are unclear as to the impacts to Schedule Y and any other
reporting schedules. The unit of account in this case would be the direct investment in
the affiliated investment fund, not the underlying investments of the investment fund. It
is not clear to us whether the indirect affiliates would also need to be reported on
Schedule Y and/or any other reporting schedules.
3. Proposed changes under paragraph 6 (a) of SSAP No. 43R regarding insurers’
investments in securitization vehicles where the underlying assets of the securitization
predominantly relate to assets with credit exposure to affiliates/related parties of the
insurer – Interested parties agree that when the insurer has credit exposure to its SCAs,
even if there are intermediaries as part of the transaction, such investment should be
reported as affiliated in the investment schedules.
4. Proposed changes to SSAP No. 43R to clarify that investments managed by affiliates
are viewed as affiliated even if the underlying assets in the structure do not have any
credit exposure to an affiliate - Many insurers own asset management subsidiaries which
manage securitization transactions. There is no question that the asset manager itself is an
SCA of the insurer and such asset managers are reported on Schedule Y as affiliates of
the insurer. However, when any debt tranches purchased from those securitization
vehicles do not have any credit exposure to SCAs of the insurer, the debt tranches are not
reported in the affiliated section of Schedule D even if the securitization vehicle is
managed by an affiliate.

© 2022 National Association of Insurance Commissioners

11

Statutory Accounting Principles Working Group
February 18, 2022
Page 11

Attachment One-C
Accounting Practices and Procedures (E) Task Force
4/5/22

It is very important to interested parties that this distinction is understood for Schedule D
bond investments. Schedule D bond investments should not be reported as affiliated if
they do not have credit exposure to SCAs of the insurer.
We understand from conversations with NAIC staff that this clarification is not intended
to change the reporting lines in which investments are currently reported. The
expectation is that these investments will now have a new code that will identify these
investments as being managed by a related party of the of the insurer but have no credit
exposures to related parties.
Interested parties agree with adding new codes to differentiate investments that are
simply managed by a related party (including SCAs) from those that in fact have credit
exposure to a related party (including SCAs) of the insurer. See further comments to the
proposed codes in item 5 below.
5. Proposed annual statement changes to add a new electronic-only column to the
investment schedules to identify investments involving related parties – Interested
Parties have no objection to the proposed new codes to specify the type of relationship
with the manager/sponsor/servicer of an investment vehicle. However, we offer the
following comments to provide better clarity as to the applicability of the codes:
a. Most if not all of an insurer’s general account investments are managed by an
affiliated asset manager. The affiliated asset manager makes decisions as to when
to buy and sell a specific investment, including reviewing the investment for
potential credit losses. We do not believe that it is the intent of the proposal to
flag all investments as affiliated only because an affiliated asset manager makes
investment decisions over the investment. Insurers already report their
relationship with affiliated asset managers in the related party footnote. We
believe that the intent of this proposal is to identify investment vehicles that are
managed by related parties (including SCAs) as well as investments with direct
exposure to related parties (including SCAs) of the insurer. To that end, we
believe the codes would predominantly apply to the following types of
investments:
i. CLOs/CDOs or special purpose entities set up to create a securitization
vehicle that are managed by related parties (including SCAs) of the
insurer.
ii. Mutual funds/ETFs and other similar funds where the asset manager is a
related party of the insurers (including SCAs of the insurer).
iii. Limited partnerships, limited liability companies or trusts set up as
investment vehicles where the general partner or managing member is a
related party of the insurer (including SCAs of the insurer).
iv. Debt and equity investments in affiliates where there is direct credit risk
exposure to a related party (including SCAs of the insurer).
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b. Codes 2, 3 and 4 of the Related Party Exposure refer to “securitizations and other
similar investments” which may imply to some that the codes only apply to
Schedule D assets since Schedule D is where debt investments in securitizations
are reported. If the codes are expected to apply to all investment vehicles,
perhaps the wording can be made clearer by saying “securitizations and other
investment vehicles such as mutual funds, limited partnerships and limited
liability companies.”
Ref #2021-22: Schedule D-6-1, Supplemental Reporting
The Working Group moved this item to the active listing and exposed proposed revisions to be
incorporated into a Blanks (E) Working Group proposal which would supplement the reporting
of SCA investments reported in Schedule D-6-1, as illustrated in the proposal. The supplemental
electronic data to be captured is consistent with current requirements in SSAP No. 97 and as a
result, the agenda item did not propose statutory accounting revisions.
Interested parties have the following observations regarding this proposal:
•

The nature of the NAIC valuation adjustments can be broad and include a range of
possibilities. But in looking back to the reductions from the 2020 filings, there are notes
for items such as: going concern, lack of audit, audit not provided in English, lack of a
U.S. GAAP reconciliation, or other errors, etc. It appears that the most prevalent, by far,
is a reduction to match the equity reflected in the audit.

•

The adjustment is not intended to match the approved amount, but to adjust subsequent
valuations to reflect the current equity that factors in the noted adjustment / issue by
NAIC staff from the filing submission. For example, if an insurer didn’t adjust for a
surplus note, and staff adjusted their approved year end value to remove the surplus note,
the insurer should make sure that a similar adjustment is reflected going forward when
reporting the current equity amount.

•

In addition, since this is gathering prior year information, we note that regulators will be
able to easily identify significant swings in equity values for any particular SCA.

In summary, interested parties recommend that there be a formal process for communicating the
adjustment to the state of domicile and a clearly articulated instruction for how the adjustment is
to be reported to ensure that the adjustments are communicated to insurers by the state of
domicile and that insurers clearly understand how the adjustments are to be reflected.
Ref #2021-23: SSAP No. 43R – Financial Modeling – Updated Guidance
The Working Group moved this agenda item to the active listing, categorized as nonsubstantive,
and exposed two options for possible revision, as illustrated in the proposal, to update the
summarized financial modeling guidance in SSAP No. 43R. The first option will retain existing
guidance, with updates to reflect Valuation of Securities (E) Task Force adopted edits. The
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second option removes the summarized financial modeling guidance and refers users to the
Purposes and Procedures Manual of the NAIC Investment Analysis Office, which is the source
document for financial modeling guidance.
Interested parties support option one as presented in the exposure. While there are advantages
and disadvantages to each option, option 1 provides meaningful holistic view of how these
securities are treated in one spot, and without reference to the P&P manual, which we believe
will be useful for financial and annual statement preparers. Interested parties note the following
grammatical error in paragraph 27 a – third sentence (tracked changed suggestion):
“For a modeled non-legacy security, meaning one which closed after December 31, 2012,
the NAIC designation and NAIC designation category assigned by the NAIC Securities
Valuation Office must be used.”
Ref #2021-24: General Interrogatory for Cryptocurrencies
The Working Group moved this item to the active listing and exposed proposed revisions to be
incorporated into a Blanks (E) Working Group proposal to add a new general interrogatory to the
annual blanks, requiring disclosure of when cryptocurrencies are directly held or permitted for
the remittance of premiums. This agenda item did not propose statutory revisions.
Interested parties have no comment on this item.
Ref #2021-25: Leasehold Improvements After Lease Termination
NAIC staff received a question about the treatment of leasehold improvements in situations
where a leased property is purchased by the lessee during the lease term and noted that there is
no explicit guidance for these situations in SSAP No. 19—Furniture, Fixtures, Equipment and
Leasehold Improvements nor SSAP No. 73—Health Care Delivery Assets and Leasehold
Improvements in Health Care Facilities. In these scenarios, it was identified that the reporting
entity had acquired the property that was initially subject to a lease; however regardless of the
scenario, amortization of leasehold improvements is only permitted over the shorter of the
estimated useful life of the improvement or the lease term (as defined in SSAP No. 22R). In a
normal lease termination, one where the lessee does not acquire said property, any remaining
leasehold improvements shall be immediately expensed. This agenda item has been drafted to
clarify this guidance, to eliminate future questions and ensure consistent application.
Interested parties agree that, in most cases, unamortized lessee owned leasehold improvements
should be immediately expensed if the lease is terminated. However, in the situation where the
reporting entity purchases a property that it was previously leasing, the immediate expensing
may not be appropriate in all circumstances.
SSAP No. 19, Furniture, Fixtures, Equipment and Leasehold Improvements, paragraph 4 defines
leasehold improvements as (bolded for emphasis) “lessee expenditures that are permanently
attached to an asset that a reporting entity is leasing under an operating lease.”
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In defining this issue, NAIC Staff referred to paragraphs 18 and 31 of SSAP No. 40R, Real
Estate Investments, which relate to the sale of real estate. Within the guidance of these
paragraphs, it is emphasized by Staff that the sale of real estate includes property improvements
or integral equipment, which are defined as any physical structure or equipment attached to the
real estate that cannot be removed and used separately without incurring significant costs, such
as an office building. Interested parties agree if a reporting entity sells real estate, the asset,
including property improvements and integral equipment, should be derecognized and a gain or
loss on the sale be realized. However, as noted above, this issue relates to when a reporting
entity acquires, not sells, a property that it was leasing.
SSAP No. 40R paragraph 8 states (bolded for emphasis), “The cost of real estate represents the
fair value of the consideration exchanged plus any costs incurred to place the real estate asset in
usable condition, including but not limited to, brokerage fees, legal fees, demolition, clearing and
grading, fees of architects and engineers, any additional expenditures made for equipment
and fixtures that are made a permanent part of the structure…” Therefore, under SSAP No.
40R, leasehold improvements are admitted assets.
The proposed revisions to SSAP No. 19 and SSAP No. 73 both state (bolded for emphasis;
italics to denote reference to the appropriate party acquiring the leased real estate):
The amortization of leasehold improvements (including property improvements and
integral equipment) shall cease, with any remaining amount immediately expensed, in
any event in which the lease is terminated in advance of the lease term. This includes
situations in which leased real estate is acquired by the reporting entity (lessee)
lessor. If leased real estate is acquired, recognition of the real estate shall follow the
provisions in SSAP No. 40R—Real Estate Investments.
It is noted in the Staff Recommendation that “[i]t is presumed that the purchase of a property
from a third party would include the leasehold improvements as part of the full purchase price.”
Under this presumption it is logical that the previously recognized leasehold improvements
should be immediately expensed, otherwise, the reporting entity would be double counting the
assets and related expense. In practice, however, interested parties generally believe this to be an
unlikely scenario.
Lease agreements with purchase options can be complex and structured in a myriad of ways
depending on how the reporting entity lessee negotiated with the lessor. There may be
circumstances that the reporting entity negotiates a reduced price to acquire the real estate
formerly leased to compensate for the permanent improvements it previously made. In other
situations, the sales price is determined based on the then current fair or appraised value. In this
situation, the lessee and lessor will engage a third-party appraiser to establish the sales price.
Appraisers generally use the cost, sales comparison, or income approaches to establish the value.
Generally, those approaches may not contemplate the specific lessee owned leasehold
improvements unless those improvements generate material utility (e.g., expansion of the
building itself, or in a ground lease, land improvements or a constructed building, etc.).
Accordingly, the reporting entity would not be including in the cost of the acquired real estate
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any additional expenditures made for equipment and fixtures that are made a permanent part of
the structure as required/allowed by SSAP No. 40R if the amendments to SSAP No. 19 and 73
require them to be written off at acquisition.
Additionally, interested parties believe it would generally be economically punitive to a
reporting entity to provide consideration to purchase a leased asset to the landlord (seller) that
includes significant costs that the reporting entity lessee already incurred for the leasehold
improvements. Also, many States require material purchases of real estate (particularly for
HMOs) to be approved by the Department of Insurance. Barring any unique circumstances, it is
unlikely a regulator would approve a transaction that requires the reporting entity to pay
additional amounts to a lessor for costs its already incurred.
Interested parties are also concerned with the additional complexity the exposure draft will add
in applying SSAP No 22R versus ASC 842 for GAAP. As it stands today, there is already a cost
basis difference between GAAP and SAP when purchasing the underlying leased asset. SSAP
No 22R implies that any deferred rent liability upon termination of a lease would be adjusted off
to the P&L (i.e., a gain). For GAAP under ASC 842, any remaining lease liability upon purchase
of the leased asset is adjusted to the cost basis of the asset (i.e., effectively deferring the gain)
along with the unamortized portion of the lessee owned leasehold improvements. Expensing
unamortized leasehold improvements in all circumstances for terminated leases for SAP creates
further cost basis differences that will artificially and significantly distort earnings and will be
extremely difficult to operationalize.
It is also worth noting that for some interested parties, external auditors and regulators have
audited these transactions and have been comfortable that duplication is not occurring.
Interested parties suggest that the following amendments be revised guidance of SSAP No. 19
and 73:
The amortization of leasehold improvements (including property improvements and
integral equipment) shall cease, with any remaining amount immediately expensed, in
any events in which the lease is terminated in advance of the lease term. When leased
real estate is purchased by the reporting entity lessee resulting in termination of the
lease, any unamortized lessee owned leasehold improvements should be added to the
cost basis of the acquired real estate and recognized in accordance with SSAP No.
40R – Real Estate Investments. Any unamortized leasehold improvements owned
by the reporting entity lessee that have no future economic benefit upon purchase of
the leased real estate asset or those included in the purchase price of the acquired
real estate should be immediately expensed. This includes situations in which leased
real estate is acquired by the reporting entity lessor. If leased real estate is acquired,
recognition of the real estate shall follow the provisions in SSAP No. 40R—Real
Estate Investments.
Ref #2021-26EP: Editorial and Maintenance Update
The Working Group moved this item to the active listing, categorized as nonsubstantive, and
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exposed revisions to certain, remaining terminology references of “substantive” and
“nonsubstantive,”
In response to an Aug. 14 referral from the Financial Condition (E) Committee, the edits are
proposed to update the terminology references of “substantive” and “nonsubstantive,” which
have historically been used to describe statutory accounting revisions being considered by the
Working Group to the NAIC Accounting Practices & Procedures Manual. The Committee
recommended terminology updates to alleviate concerns that users who are not familiar with the
historical definitions of these terms may incorrectly perceive that the terms reflect potential
financial impact rather than their intended definitions.
Accordingly, where applicable, the current concept/term of:
1) a “substantive” revision is proposed to be replaced with the phraseology of a “New SAP
or New SAP concept in an existing SSAP,” and,
2) a “nonsubstantive” revision is proposed to be replaced with the phraseology of a “SAP
clarification.”
Interested parties agree that the distinction between substantive (proposed to change to
“development of new SSAPs or New SAP Concepts in an Existing SSAPs”) and non-substantive
(proposed to change to “Development of SAP Clarifications”) can be confusing and that there
would be more clarity in the development process if the distinction were eliminated.
Instead, we recommend that all new standards be handled similarly but that the effective date for
each new standard be determined by evaluating the complexity of implementation (e.g., the
extent that systems or process changes are required) and the availability of data to insurers to
implement the new standard. This determination would be made as guidance is completed and
with feedback from industry as to the time needed to adopt proposed reporting and/or disclosure.
Ref #2021-27: ASU 2021-04 - Issuer’s Accounting for Certain Modifications or Exchanges of
Freestanding Equity-Classified Written Call Options
The Working Group moved this agenda item to the active listing, categorized as nonsubstantive,
and exposed revisions, as illustrated in the proposal, to incorporate guidance related to the
accounting for the changes in fair value when exchanging equity-classified written call options,
while rejecting the remainder of ASU 2021-04 in SSAP No. 72.
Interested parties have no comment on the approach taken in the exposed revisions but
recommend that the revisions be expanded to provide more detail to clarify what guidance from
GAAP is adopted and what is not (similar to the description generally provided in an SSAP).
Ref #2021-28: ASU 2021-03, Intangibles – Goodwill and Other (Topic 350) – Accounting
Alternative for Evaluating Triggering Events
The Working Group moved this item to the active listing, categorized as nonsubstantive, and
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03, Intangibles – Goodwill and Other (Topic 350) – Accounting Alternative for Evaluating
Triggering Events for statutory accounting.
Interested parties have no comment on this item.
Ref #2021-29: ASU 2021-05 - Leases (Topic 842), Lessors—Certain Leases with Variable
Lease Payments
The Working Group moved this agenda item to the active listing, categorized as nonsubstantive,
and exposed revisions to reject ASU 2021-05 in SSAP No. 22R.
Interested parties have no comment on this item.
Ref #2021-30: ASU 2021-06—Amendments to SEC Paragraphs in Topic 205, Topic 942 and
Topic 946
The Working Group moved this item to the active listing, categorized as nonsubstantive, and
exposed revisions to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 202106 as not applicable to statutory accounting.
Interested parties have no comment on this item.
*

*

*

Thank you for considering interested parties’ comments. If you have any questions in the
interim, please do not hesitate to contact us.
Sincerely,

D. Keith Bell

Rose Albrizio

cc: NAIC staff
Interested parties
https://naiconline.sharepoint.com/sites/naicsupportstaffhub/member meetings/2022 naic meetings/spring national meeting/committee
meetings/financial condition (e) committee/accounting practices and procedures (e) tf/sapwg/1c_cmt ltrs/dkb2358 final.docx
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APPENDIX

Suggested Modification to SSAP 86 for Discussions Related to FX Hedging /
Excluded Components
Proposed Modifications to the Main Body of SSAP No. 86
40. The gain or loss on a derivative designated as a hedge and assessed to be effective is reported consistently with the
hedged item. If an entity’s defined risk management strategy for a particular hedging relationship excludes a specific
component of the gain or loss, or related cash flows, on the hedged derivative from the assessment of hedged effectiveness
(as discussed in Exhibit B), that excluded component of the gain or loss shall be recognized in accordance with Appendix C.
as an unrealized gain or loss. For example, if the effectiveness of a hedge with an option contract is assessed based on changes
in the option’s intrinsic value, the changes in the option’s time value would be recognized in unrealized gain or losses. Time
value is equal to the fair value of the option less its intrinsic value.

Proposed Modifications to Exhibit B
2. In defining how hedge effectiveness will be assessed, an entity must specify whether it will include in that assessment all
of the gain or loss on a hedging instrument. As discussed in paragraph 33, this statement permits (but does not require) an
entity to exclude all or a part of the hedging instrument’s time value from the assessment of hedge effectiveness, as follows:
a.

If the effectiveness of a hedge with an option contract is assessed based on changes in the option’s intrinsic
value, the change in the time value of the contract would be excluded from the assessment of hedge
effectiveness.

b.

If the effectiveness of a hedge with an option contract is assessed based on changes in the option’s
minimum value, that is, its intrinsic value plus the effect of discounting, the change in the volatility value of
the contract would be excluded from the assessment of hedge effectiveness.

c.

If the effectiveness of a hedge with a forward or futures contract is assessed based on changes in fair value
attributable to changes in spot prices, the change in the fair value of the contract related to the changes in
the difference between the spot price and the forward or futures price would be excluded from the
assessment of hedge effectiveness.

d.

If the effectiveness of a hedge with a foreign currency swap is assessed based on changes in fair value
attributable to changes in spot rates, only the change in value of the foreign currency notional amount due
to fluctuations in spot prices would be included in the assessment of effectiveness.

In each circumstance above, changes in the excluded component would be recognized in accordance with Appendix C.
included in unrealized gains or losses. As noted in paragraph 1 of this Exhibit, the effectiveness of similar hedges generally
should be assessed similarly; that includes whether a component of the gain or loss on a derivative is excluded in assessing
effectiveness. No other components of a gain or loss on the designated hedging instrument may be excluded from the
assessment of hedge effectiveness.

Proposed Modifications to Exhibit C
2. Swaps, Collars, and Forwards (see also discussion to Introduction above)
b. Statement Value
iii. Open foreign currency swap and forward contracts hedging foreign currency exposure on items denominated in a
foreign currency and translated into U.S. dollars where fair value accounting is not being used.
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(a) For forward contracts, Tthe foreign exchange premium (discount) on the currency contract shall be amortized into
income over the life of the contract or hedge program. The foreign exchange premium (discount) is defined as the
foreign currency (notional) amount to be received (paid) times the net of the forward rate minus the spot rate at
the time the contract was opened.
Amortization is not required if the contract:
1) was entered into within a year of maturity; or
2) is a foreign currency swap. For foreign currency swaps, the equivalent of a forward contract’s premium
(discount) is the cross-currency basis spread, which is amortized into income through the foreign currency
swap’s periodic interest accruals.
(b) A foreign currency translation adjustment shall be reflected as an unrealized gain/loss (unassigned funds (surplus)
adjustment) using the same procedures as done to translate the hedged item;
(c) The unrealized gain/loss for the period equals the foreign currency (notional) amount to be received (paid) times
the net of the current spot rate minus the prior period end spot rate;
(d) The statement value of the derivative equals:
1) For forward contracts, the amortized (premium) discount plus the cumulative unrealized gains/(loss) on
the contract.
2) For foreign currency swaps, the cumulative unrealized gains/(loss) on the contract. Amortization of the
cross-currency basis spread is recorded on the balance sheet as Receivables (Payable) for Investment
Income Due & Accrued or Other Liabilities, as a component of the foreign currency swap’s periodic
interest accrual.
The cumulative unrealized gain/(loss) equals the foreign currency (notional) amount to be received (paid) times
the net of the current spot rate minus the spot rate at the time the contract was opened.
(e) Recognition of unrealized gains/losses and amortization of foreign exchange premium/discount
on derivatives hedging forecasted transactions or firm commitments shall be deferred until the hedged transaction
occurs. These deferred gains/losses will adjust the basis or proceeds of the hedged transaction when it occurs;
(f) For hedges where the cost of the foreign currency contract is combined with the hedged item, the statement value
on Schedule DB is zero. The fair value of the derivative and hedged item shall be determined and reported
separately, either individually or in the aggregate;
(g) If during the life of the currency contract it or a designated portion of the currency contract is not effective as a
hedge, the hedge relationship shall be discontinued and the derivative shall be recorded at fair value pursuant to
paragraph 22. valuation at amortized cost shall cease. To the extent it ceased to be an effective hedge, aA
cumulative unrealized gain/loss (surplus adjustment) will be recognized equal to the difference between the
carrying value of the derivative on the balance sheet (at the time of de-designation) and the fair value of the
derivative (at the time of de-designation)notional amount or designated notional amount times the difference
between the forward rate available for the remaining maturity of the contract (i.e., the forward rate as of the
balance sheet date) and the forward rate at the time it ceased to be an effective hedge.
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Proposed changes to Reporting
Updated to SSAP 86.62.vi:

86.62.vi net gain or loss recognized in unrealized gains or losses during the reporting period representing the
component of the derivative instruments’ gain or loss, if any, excluded from the assessment of hedge
effectiveness;
The change in fair value of derivative components excluded from the assessment of effectiveness (pursuant to
paragraph 2 in Exhibit B). These changes in fair value that occurred during the period and cumulatively over the
life to date of the hedge relationship shall be disclosed by derivative type.

Example disclosure
Two examples to choose from - year to date or cumulative
For the years ended December 31, 2021 and 2020 there were derivative fair value changes excluded from the
assessment of hedge effectiveness of $3M and $5M, respectively, related to foreign exchange swaps and $6M
and $13M, respectively, related to foreign currency forwards.
At December 31, 2021 and 2020 there were derivative fair value changes excluded from the assessment of
hedge effectiveness of $8M and 10M, respectively, related to foreign exchange swaps and $4M and $10M,
respectively, related to foreign currency forwards.
Proposed Schedule DB changes for identifier:
Add an “X” to the Code column 15 indicating the qualifying derivative has a difference between BACV and FV
due to an excluded component.

© 2022 National Association of Insurance Commissioners

21

Attachment One-C
Accounting Practices and Procedures (E) Task Force
4/5/22

Suggested Modification to SSAP 86 for Discussions Related to Alignment of
Interest Rate Hedging with GAAP (Topic 815/ASU 2017-12)
Proposed Modifications to the Main Body of SSAP 86
26. Fair value hedges qualify for hedge accounting if all of the following criteria are met:
d.
The hedged item is specifically identified as either all or a specific portion or partial term of a recognized asset or
liability or of an unrecognized firm commitment. The hedged item is a single asset or liability (or a specific portion or partial
term thereof) or is a portfolio of similar assets or a portfolio of similar liabilities (or a specific portion thereof) or closed
portfolio of assets where assumed layer is anticipated to be outstanding (or a specific portion thereof). For partial term one
or more consecutive selected contractual cash flows where the hedged item begins when the first hedge cash flow begins to
accrue and ends when the last hedged cash flow is due and payable, the assumed maturity of the hedged item occurs on the
date in which the last hedged cash flow is due and payable;
e.
If similar assets or liabilities are aggregated and hedged as a portfolio, the individual assets or individual liabilities
must share the risk exposure for which they are designated as being hedged. The change in fair value attributed to the hedged
risk for each individual item in a hedged portfolio must be expected to respond in generally proportionate manner to the
overall change in the fair value of the aggregate portfolio to the hedged risk;
f.
For a closed portfolio of prepayable financial assets or one or more beneficial interests secured by a portfolio of
prepayable financial instruments, an entity may designate as the hedged item a stated amount of the asset or assets that are
not expected to be affected by prepayments, defaults, and other factors affecting the timing and amount of cash flows if the
designation is made in conjunction with the partial-term hedging election in paragraph (this designation is referred to
throughout as the “last-of-layer method” or “portfolio layer method”).
a. For last-of-layer, an analysis shall be completed and documented to support the entity’s expectation that the
hedged item (that is, the designated last of layer) is anticipated to be outstanding as of the hedged item’s assumed
maturity date in accordance with the entity’s partial-term hedge election. That analysis shall incorporate the entity’s
current expectations of prepayments, defaults, and other events affecting the timing and amount of cash flows
associated with the closed portfolio of prepayable financial assets or beneficial interest(s) secured by a portfolio of
prepayable financial instruments.
b. For purposes of its analysis, the entity may assume that as prepayments, defaults, and other events affecting the
timing and amount of cash flows occur, they first will be applied to the portion of the closed portfolio of prepayable
financial assets or one or more beneficial interests that is not part of the hedged item (that is, the designated last of
layer); and
g.
If the hedged item is a financial asset or liability, a recognized loan servicing right, or a nonfinancial firm commitment
with financial components, the designated risk being hedged is:
i. The risk of changes in the overall fair value of the entire hedged item;
ii. The risk of changes in its fair value attributed to changes in benchmark interest rate risk;
iii. The risk of changes in its fair value attributed to change in the related foreign currency exchange rates; or
iv. The risk of changes in its fair value attributable to both change in the obligor’s creditworthiness and changes in
the spread over the benchmark interest rate with respect to the financial asset’s or liability’s credit sector at
inception of the hedged (referred to as credit risk).
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If the risk designated as being hedged is not the risk in paragraph 26.f.i, two or more of the other risks (benchmark interest
rate risk, foreign currency exchange risk, and credit risk) may simultaneously be designated as being hedged.
The benchmark interest rate being hedged in a hedge of interest rate risk must be specifically identified as part of the
designation and documentation at the inception of the hedge relationship. In calculating the change in the hedged item’s fair
value attributable to changes in the benchmark interest rate, the estimated cash flows used in calculating fair value must be
based on all of the contractual cash flows of the entire hedged item or the benchmark rate component of the contractual
coupon cash flows of the hedged item determined at hedge inception. An entity may designate a fair value hedge of interest
rate risk in which the hedged item is a prepayable instrument. The entity may consider only how changes in the benchmark
interest rate affect the decision to settle the hedged item before its scheduled maturity (for example, an entity may consider
only how changes in the benchmark interest rate affect an obligor’s decision to call a debt instrument when it has the right
to do so). The entity need not consider other factors that would affect this decision (for example, credit risk) when assessing
hedge effectiveness. Excluding some of the hedged item’s contractual cash flows (for example the portion of the interest rate
coupon in excess of the benchmark interest rate) from the calculation is not permitted. An entity may not simply designate
prepayment risk as the risk being hedged for a financial asset. However, it can designate the option component of a
prepayable instrument as the hedged item in a fair value hedge of the entity’s exposure to changes in the fair value of that
“prepayment” option, perhaps thereby achieving the objective of its desire to hedge prepayment risk. The effect of an
embedded derivative of the same risk class must be considered in designating a hedge of an individual risk. For example, the
effect of an embedded prepayment option must be considered in designating a hedge of benchmark interest rate risk.

Proposed Modifications to Exhibit B
8.
Conditions applicable to fair value hedges only
f. The expiration date of the swaps matches the maturity date or assumed maturity date of the interest-bearing asset or
liability.
g. There is no floor or cap on the variable interest rate of the swap
h. The interval between repricing of the variable interest in the swap is frequent enough to justify an assumption that the
variable payment or receipt is at a market rate (generally three to six months or less).
i. For last-of-layer If both of the following conditions exist, the quantitative test described for similar asset test may be
performed qualitatively and only at hedge inception:
a. The hedged item is a closed portfolio of prepayable financial assets or one or more beneficial interests.
b. An entity measures the change in fair value of the hedged item based on the benchmark rate component of the
contractual coupon cash flows.
Using the benchmark rate component of the contractual coupon cash flows when all assets have the same assumed
maturity date and prepayment risk does not affect the measurement of the hedged item results in all hedged items having
the same benchmark rate component coupon cash flows.

https://naiconline.sharepoint.com/sites/naicsupportstaffhub/member meetings/2022 naic meetings/spring national meeting/committee
meetings/financial condition (e) committee/accounting practices and procedures (e) tf/sapwg/1c_cmt ltrs/appendix_ssap86.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: General Interrogatory for Cryptocurrencies
Check (applicable entity):
Modification of Existing SSAP
New Issue or SSAP
Interpretation

P/C

Life

Health

Description of Issue: On May 20, 2021, the Statutory Accounting Principles (E) Working Group adopted INT 2101: Accounting for Cryptocurrencies, which addressed the statutory accounting treatment for cryptocurrencies, and
established that directly held cryptocurrencies do not meet the definition of an admitted asset for statutory
accounting. While researching this topic, it was noted that some insurance companies held cryptocurrencies, but
that these were not always easy to identify in the statutory financial statements. Additionally, as the use of
cryptocurrencies by insurance companies evolves, regulators expressed a desire to better understand how companies
are using cryptocurrencies. NAIC staff were directed by the Working Group to look at possible ways to get a better
view of how cryptocurrencies are currently directly held and used by insurance companies.
NAIC staff have proposed a new general interrogatory within the annual reporting blanks with several questions
specific to cryptocurrencies. This is proposed as a new general interrogatory as this is information that has not been
previously disclosed and does not fit well with any existing disclosures.
There are no proposed changes to statutory accounting, however the agenda item does result in a sponsored blanks
proposal to the Blanks (E) Working Group to incorporate the general interrogatory and related instructions. NAIC
staff from the Statutory Accounting Principles (E) Working Group will work directly with the Blanks (E) Working
Group staff support.
Existing Authoritative Literature: As articulated in the “description of issue” section, INT 21-01 established
that directly held cryptocurrencies do not meet the definition of an admitted asset and are therefore nonadmitted for
statutory accounting.
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): INT 21-01,
discussed in the prior section.
Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None
Convergence with International Financial Reporting Standards (IFRS): The IFRS Interpretations Committee
issued a statement in June 2019 concluding that cryptocurrencies are not financial assets, however that they do meet
the definition of an intangible asset.
Staff Recommendation:
NAIC staff recommends that the Working Group forward a sponsored blanks proposal to the Blanks (E)
Working Group to add a new general interrogatory to the annual statement blanks to capture information
about cryptocurrencies directly held or permitted for the remittance of premiums. Note, this agenda item does
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not propose statutory revisions. The proposed additions to the reporting blanks and the blanks instructions are shown
below.
Annual Statement Instructions, General Interrogatories, Investment Section: (All Types):
38.1

Answer “YES” if the company directly owns cryptocurrencies. Answer “NO” if the company does not directly
own cryptocurrencies or only holds cryptocurrencies indirectly through funds (ETFs, Mutual Funds, etc.) INT 2101: Accounting for Cryptocurrencies established that directly held cryptocurrencies do not meet the definition of
cash or an admitted asset and are therefore considered to be a nonadmitted asset for statutory accounting.

38.2

If the answer to 38.1 is “YES”, specify on which schedule they are reported. (e.g., Schedule BA, etc.)

39.2

If the answer to 39.1 is “YES”, indicate if it is the policy of the reporting entity to directly hold cryptocurrency
accepted as payment for premiums or immediately convert to U.S. dollars. Select “YES” for both questions if
some cryptocurrencies are held directly and others are immediately converted to U.S. dollars.

39.21

Answer “YES” if it is the policy of the reporting entity to directly hold cryptocurrency that was accepted as
payment for premiums.

39.22

Answer “YES” if it is the policy of the reporting entity to immediately convert cryptocurrency accepted as
payment for premiums to U.S. dollars.

39.3

If the answer to 38.1 or 39.1 is “YES”, complete Columns 1 through 3 for each cryptocurrency accepted for
payments of premiums or held directly.
Name of Cryptocurrency:
Provide the name of each cryptocurrency accepted for payments of premiums or held directly.
Immediately Converted to USD, Directly Held, or Both:
For each cryptocurrency listed, provide one of the following responses:
•
•
•

Immediately converted to USD
Directly held,
Both.

Accepted for Payment of Premiums:
If the cryptocurrencies are accepted for the payment of premiums provide the response of “YES” in the
column otherwise the response in the column should be “NO”.
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Annual Statement Blanks, General Interrogatories, Investment Section: (All Types):
38.1

Does the reporting entity directly hold cryptocurrencies?

38.2

If the response to 38.1 is yes, on what schedule are they reported? .....................................................................................................

39.1

Does the reporting entity directly or indirectly accept cryptocurrencies as payment for premiums on policies?

39.2

If the response to 39.1 is yes, are the cryptocurrencies held directly or are they immediately converted to U.S. dollars?

39.3

Yes [ ]

No [ ]

Yes [ ]

No [ ]

39.21 Hold directly

Yes [ ]

No [ ]

39.22 Immediately converted to U.S. dollars

Yes [ ]

No [ ]

If the response to 38.1 or 39.1 is yes, list all cryptocurrencies accepted for payments of premiums or that are held directly.
1
Name of Cryptocurrency

2
Immediately Converted to USD,
Directly Held, or Both

3
Accepted for Payment of Premiums

Staff Review Completed by: Jake Stultz, NAIC Staff, November 2021
Status:
On December 11, 2021, the Statutory Accounting Principles (E) Working Group moved this item to the active
listing and exposed proposed revisions to be incorporated into a Blanks (E) Working Group proposal to add a new
general interrogatory to the annual blanks, requiring disclosure of when cryptocurrencies are directly held or
permitted for the remittance of premiums. This agenda item did not propose statutory revisions.
On April 4, 2022, the Statutory Accounting Principles (E) Working Group adopted this agenda item, which did not
result in statutory accounting revisions, however adoption expressed support of the corresponding Blanks (E)
Working Group proposal (2022-01BWG), which incorporates a new general interrogatory to detail if
cryptocurrencies are directly held or permitted for the remittance of premiums.
https://naiconline.sharepoint.com/sites/NAICSupportStaffHub/Member Meetings/2022 NAIC Meetings/Spring National Meeting/Committee
Meetings/FINANCIAL CONDITION (E) COMMITTEE/Accounting Practices and Procedures (E) TF/SAPWG/Att1D_21-24_CryptocurrencyGI.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: ASU 2021-03, Intangibles – Goodwill and Other (Topic 350) – Accounting Alternative for Evaluating
Triggering Events
Check (applicable entity):
Modification of Existing SSAP
New Issue or SSAP
Interpretation

P/C

Life

Health

Description of Issue:
In March 2021, the Financial Accounting Standards Board (FASB) issued Accounting Standard Update (ASU)
2021-03, Intangibles – Goodwill and Other – Accounting Alternative for Evaluating Triggering Events to provide
private companies and not-for-profit entities with an optional accounting alternative for the performance of a
goodwill impairment triggering evaluation. Goodwill impairment guidance requires entities to evaluate if the fair
value of a reporting entity (that possesses goodwill) is less than its carrying value. Under guidance prior to this
ASU, if it were deemed that it was more likely than not that goodwill was impaired, goodwill was tested for
impairment using the triggering event date as the measurement date.
Several concerns regarding triggering event evaluations were raised by certain entities, specifically that the cost and
complexity to evaluate interim triggering events was burdensome and operationally many private entities likely
only evaluate impairment at the end of a reporting period. With these circumstances, the ASU referenced that it
may be unduly difficult for these entities to determine a specific triggering date or even identify that a triggering
event had occurred. Additionally, the temporary variability in values as a result of the COVID-19 pandemic likely
exacerbated this issue.
Accordingly, the amendments in this ASU allow an accounting alternative to perform a goodwill impairment
triggering event evaluation only as of the end of a reporting period, regardless of if that is an interim or an annual
period. If an entity elects this alternative, they will only evaluate goodwill for impairment as of each reporting date.
As a key note, this election is permitted for private and not-for-profit entities regardless of which U.S. GAAP
accounting treatment was elected for goodwill (i.e., impairment only or straight-line amortization).
Existing Authoritative Literature:
Staff note – while the calculation of goodwill differs between U.S. GAAP and Statutory Accounting, the foundation
of goodwill is similar. For completeness of this document, applicable goodwill references, as well as impairment
guidance, have been included herein. Certain relevant items have been bolded for emphasis.
SSAP No. 68—Business Combinations and Goodwill
Statutory Purchases of SCA Investments
3.
The statutory purchase method of accounting is defined as accounting for a business combination
as the acquisition of one entity by another. It shall be used for all purchases of SCA entities including
partnerships, joint ventures, and limited liability companies. The acquiring reporting entity shall record its
investment at cost. Cost is defined as the sum of: (a) any cash payment, (b) the fair value of other assets
distributed, (c) the fair value of any liabilities assumed, and (d) any direct costs of the acquisition.(INT 00-28)
Contingent consideration issued in a purchase business combination that is embedded in a security or that
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is in the form of a separate financial instrument shall be recorded by the issuer at fair value at the acquisition
date.
4.
For those acquired SCA entities accounted for in accordance with paragraphs 8.b.i., 8.b.ii.,
8.b.iii. or 8.b.iv. of SSAP No. 97, and joint venture, partnership or limited liability company entities
accounted for in accordance with paragraph 8 of SSAP No. 48, goodwill is defined as the difference
between the cost of acquiring the entity and the reporting entity’s share of the book value of the
acquired entity. When the cost of the acquired entity is greater than the reporting entity’s share of
the book value, positive goodwill exists. When the cost of the acquired entity is less than the reporting
entity’s share of the book value, negative goodwill exists. Goodwill resulting from assumption reinsurance
shall be recorded as a separate write-in for other-than-invested assets. All other goodwill shall be reported
in the carrying value of the investment.
5.
A business combination accounted for under the statutory purchase method and in which
the acquired entity is valued in accordance with paragraphs 8.b.ii., 8.b.iii. or, 8.b.iv. of SSAP No. 97
shall determine the amount of positive goodwill or negative goodwill created by the combination
using the reporting entity’s share of the GAAP net book value of the acquired entity, adjusted to a
statutory basis of accounting in accordance with paragraph 9 of SSAP No. 97 in the case of acquired
entities valued in accordance paragraphs 8.b.ii. or 8.b.iv. of SSAP No. 97. Business combinations
accounted for under the statutory purchase method and in which the acquired entity is valued in
accordance with, paragraph 8.b.i. of SSAP No. 97 shall determine the amount of positive or negative
goodwill created by the business combination using the insurer’s share of the statutory book value
of the acquired entity.
6.
For those acquired SCA entities accounted for in accordance with paragraph 8.b.i. of SSAP No. 97
under the statutory purchase method, the historical bases of the acquired entity shall continue to be used
in preparing its statutory financial statements. Therefore, pushdown accounting is not permitted.
7.
Positive goodwill recorded under the statutory purchase method of accounting shall be admitted
subject to the following limitation: Positive goodwill from all sources, including life, accident and health, and
deposit-type assumption reinsurance and goodwill resulting from the acquisition of an SCA by the insurance
reporting entity that is reported on the SCA’s financial statements (resulting from the application of
pushdown accounting), is limited in the aggregate to 10% of the acquiring entity’s capital and surplus as
required to be shown on the statutory balance sheet of the reporting entity for its most recently filed
statement with the domiciliary state commissioner adjusted to exclude any net positive goodwill, EDP
equipment and operating system software, and net deferred tax assets. Additionally, all positive goodwill
shall be nonadmitted when the underlying investment in the SCA or partnership, joint venture and limited
liability company is nonadmitted. When negative goodwill exists, it shall be recorded as a contra-asset.
8.
Positive or negative goodwill resulting from the purchase of an SCA, joint venture, partnership or
limited liability company shall be amortized to unrealized capital gains and losses on investments over the
period in which the acquiring entity benefits economically, not to exceed 10 years. Positive or negative
goodwill resulting from life, accident and health, and deposit-type assumption reinsurance shall be
amortized to operations as a component of general insurance expenses over the period in which the
assuming entity benefits economically, not to exceed 10 years. Goodwill shall be evaluated separately for
each transaction.(INT 01-18)
Impairment
9.
For any decline in the fair value of an entity, acquired through a purchase, that is other than
temporary(INT 06-07), the investment shall be written down to fair value as the new cost basis and the
amount of the write down shall be accounted for as a realized loss. The write down shall first be
considered as an adjustment to any portion of the investment that is nonadmitted (e.g., nonadmitted
goodwill). The new cost basis shall not be changed for subsequent recoveries in fair value. Future declines
in fair value, which are determined to be other than temporary, shall be recorded as realized losses. A long© 2022 National Association of Insurance Commissioners
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lived asset shall be tested for recoverability whenever events or changes in circumstances indicate that its
carrying amount may not be recoverable. The following are examples of such triggering events or changes
in circumstances:
a.

A significant decrease in the fair value of a long-lived asset

b.

A significant adverse change in the extent or manner in which a long-lived asset is being
used or in its physical condition

c.

A significant adverse change in legal factors or in the business climate that could affect the
value of a long-lived asset, including an adverse action or assessment by a regulator

d.

An accumulation of costs significantly in excess of the amount originally expected for the
acquisition or construction of a long-lived asset

e.

A current period operating or cash flow loss combined with a history of operating or cash
flow losses or a projection or forecast that demonstrates continuing losses associated with
the use of a long-lived asset

f.

A current expectation that, more likely than not, a long-lived asset will be sold or otherwise
disposed of significantly before the end of its previously estimated useful life

10.
An impairment shall be considered to have occurred if it is probable that the reporting entity
will be unable to recover the carrying amount of the investment or there is evidence indicating
inability of the investee to sustain earnings which would justify the carrying amount of the
investment. A fair value of an investment that is below the carrying amount based on the statutory equity
method or the existence of investee operating losses may indicate a loss in value; however, they are not
necessarily indicative of a loss in value that is other than temporary.
Staff note: In addition to the guidance in SSAP No. 68, INT 06-07: Definition of Phrase “Other Than Temporary”
also provides authoritative guidance for when an impairment has occurred. While INT 06-07 has been included
below, with certain relevant items bolded for emphasis, the requirement for impairment is an assessment - if an
impairment indicator is present. Thus, it does not permit the delaying of an impairment assessment until a reporting
period, nor does it permit assessment differentiation based on entity type (public vs. private or a not-for-profit entity).

INT 06-07: Definition of Phrase “Other than Temporary”
1.
The Accounting Practices and Procedures Manual contains guidance for determining when an
investment is considered impaired within each of the above identified statements. Those statements should
also be used to determine the measurement of an impairment loss. Each of the above statements also
makes reference to an “other than temporary” decline in fair value. This interpretation is designed to address
questions related to that phrase, as well as summarize the statutory accounting process for determining
when an investment is considered impaired.
Step 1: Determine Whether an Investment Is Impaired
2.
The decision for determining when an investment is considered impaired is dictated by the
applicable SSAP and the respective impairment indicators included in each of the SSAPs. If an impairment
indicator is present, the determination of an impairment shall be assessed at the individual security
or investment level as reported in the annual statement and supporting schedules. For those SSAPs
that require the reporting entity to use the fair value to determine if an impairment has occurred, the
determination of that value shall be consistent with how the term fair value is defined within SSAP No.
100—Fair Value. Once a reporting entity has determined that an impairment indicator is present, the
reporting entity shall continue to evaluate whether the investment is impaired each subsequent reporting
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period until either (a) the investment experiences a recovery of the fair value up to (or beyond) its carrying
value or (b) the investor recognizes an other-than-temporary impairment loss.
Step 2: Evaluate Whether an Impairment Is Other Than Temporary
3.
There are numerous factors to be considered when determining whether an impairment is
other than temporary and their relative significance will vary from case to case. The Emerging
Accounting Issues (E) Working Group (Working Group) has been asked if the phrase “other than temporary”
should be interpreted to mean “permanent.” The Working Group believes the Statutory Accounting
Principles (E) Working Group consciously chose the phrase “other than temporary” as the analysis was not
intended to determine whether an individual security or investment was “permanently impaired.” The fair
value of assets may decline for various reasons. The market price may be affected by general
market conditions, which reflect prospects for the economy as a whole, or by specific information
pertaining to an industry or an individual company. Such declines require further investigation by
management. Acting upon the premise that a write-down may be required, management should
consider all available evidence to evaluate the fair value of its investment.
4.
The Working Group believes that the following items are only a few examples of the factors,
which, individually or in combination, indicate that a security’s decline in value is specific to an
issuer’s fundamental credit difficulties, or that a non-interest related decline is other than temporary
and that a write-down of the carrying value is required:
a.

The length of time and the extent to which the fair value has been less than cost;

b.

The financial condition and short-term prospects of the issuer, including any
specific events that may influence the operations of the issuer, such as changes in
technology, that may impair the earnings potential of the asset or the
discontinuance of a segment of the business that may affect the future earnings
potential; or

c.

The intent and ability of the holder to retain its investment in the issuer for a period
of time sufficient to allow for any anticipated recovery in value.

5.
An interest related impairment should be deemed other-than-temporary when an investor
has the intent to sell an investment, at the reporting date, before recovery of the cost of the
investment. The investor should consider whether its cash or working capital requirements and contractual
or regulatory obligations indicate that the investment may need to be sold before the forecasted recovery
occurs. The term “interest related” includes a declining value due to both increases in the risk free interest
rate and general credit spread widening. Credit spreads can widen or contract for a variety of reasons,
including supply/demand imbalances in the marketplace or perceived higher/lower risk of an entire sector.
If the declining value is caused, in whole or in part, due to credit spreads widening, but not due to
fundamental credit problems of the issuer, the change in credit spreads is deemed to be interest related.
Fundamental credit problems exist with the issuer when there is evidence of financial difficulty that may
result in the issuer being unable to pay principal or interest when due.
6.
Unless evidence exists to support the assertion that the decline in fair value below carrying
value is temporary, a write-down, accounted for as a realized loss, should be recorded. In
accordance with the guidance of the SSAPs, such loss should be recognized in income for the period in
which other than temporary impairment is determined to have occurred. The adjusted carrying value
reflecting the impairment loss of the individual security or investment shall be the new cost basis of the
individual security or investment.
7.
The Working Group has also been asked if it is appropriate for reporting entities, independent
auditors or state examiners to apply predefined thresholds to the phrase “other than temporary”? The
Working Group is aware that certain insurers, independent auditors and state examiners, over time, have
developed quantitative thresholds as “rules of thumb” to assist in the evaluation of asset impairment. One
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rule of thumb in particular suggests that if the fair value is less than its carrying value by 20 percent or more,
then it is considered to be other than temporarily impaired. Another suggests that an asset is other than
temporarily impaired if the fair value has been less than cost for more than 6 months. The use of a numerical
threshold may provide the basis for a preliminary assumption that – without considering all relevant
circumstances – an impairment may have occurred. Identifying the impairment is only the beginning of the
analysis; it cannot appropriately be used as a substitute for a full analysis of all relevant qualitative
considerations. Exclusive reliance on such thresholds removes the ability of management to apply its
judgment, a concept inherent to the impairment model.
Step 3: If the Impairment is Other Than Temporary, the Cost Basis of the Individual Asset Shall Be
Written Down to a New Cost Basis and the Amount of the Write-Down Is Accounted for as
a Realized Loss
8.
If an impairment is considered other than temporary, the cost or carrying value of the asset should
be written down to reflect its value in accordance with the relevant SSAP. A company's management should
follow the impairment guidance in the SSAP pertaining to that particular asset class while considering
various factors on a case-by-case basis in determining the amount of the realized loss that should be
recorded.

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): None
Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None
Convergence with International Financial Reporting Standards (IFRS): Not applicable – IAS 36 Impairment
of Assets, requires an annual assessment of the impairment for goodwill.
Staff Recommendation:
NAIC staff recommends that the Working Group move this item to the active listing, categorized as
nonsubstantive and expose revisions to SSAP No. 68—Business Combinations and Goodwill to reject ASU
2021-03, Intangibles – Goodwill and Other (Topic 350) – Accounting Alternative for Evaluating Triggering
Events for statutory accounting. Rejecting this ASU will result with continuation of existing guidance from INT
06-07, which does not permit delays in impairment assessment or variations in assessment based on type of entity.
Proposed revisions to SSAP No. 68 (Relevant Literature section – paragraph 22):
22.
This statement rejects ASU 2021-03, Intangibles – Goodwill and Other – Accounting Alternative for
Evaluating triggering Events, ASU 2019-06, Intangibles—Goodwill and Other Business Combinations, and
Non-for-Profit Entities, ASU 2017-04, Simplifying the Test for Goodwill Impairment, ASU 2016-03,
Intangibles—Goodwill and Other, Business Combinations, Consolidation, Derivatives and Hedging; ASU
2014-02, Accounting for Goodwill (a consensus of the Private Company Council), ASU 2012-02, Testing
Indefinite-Lived Intangible Assets for Impairment, ASU 2011-08, Testing Goodwill for Impairment and ASU
2010-28, When to Perform Step 2 of the Goodwill Impairment Test for Reporting Units with Zero or Negative
Carrying Amounts; Accounting Principles Board Opinion No. 16, Business Combinations; FASB Statement
No. 38, Accounting for Preacquisition Contingencies of Purchased Enterprises, an amendment of APB
Opinion No. 16; Accounting Principles Board Opinion No. 17, Intangible Assets; FASB Statement No. 79,
Elimination of Certain Disclosures for Business Combinations by Nonpublic Enterprises; FASB Statement
No. 141, Business Combinations; and FASB Statement No. 142, Goodwill and Other Intangible Assets.

Staff Review Completed by: Jim Pinegar, NAIC Staff – October 2021
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Status:
On December 11, 2021, the Statutory Accounting Principles (E) Working Group moved this item to the active
listing, categorized as nonsubstantive, and exposed revisions to SSAP No. 68—Business Combinations and
Goodwill to reject ASU 2021-03, Intangibles – Goodwill and Other (Topic 350) – Accounting Alternative for
Evaluating Triggering Events for statutory accounting.
On April 4, 2022, the Statutory Accounting Principles (E) Working Group adopted, as final, the exposed revisions,
as illustrated above, to SSAP No. 68—Business Combinations and Goodwill rejecting ASU 2021-03, Intangibles –
Goodwill and Other (Topic 350) – Accounting Alternative for Evaluating Triggering Events for statutory
accounting.
https://naiconline.sharepoint.com/sites/NAICSupportStaffHub/Member Meetings/2022 NAIC Meetings/Spring National Meeting/Committee
Meetings/FINANCIAL CONDITION (E) COMMITTEE/Accounting Practices and Procedures (E) TF/SAPWG/Att1E_21-28_ASU2021-03.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: ASU 2021-05, Leases (Topic 842), Lessors—Certain Leases with Variable Lease Payments
Check (applicable entity):
Modification of Existing SSAP
New Issue or SSAP
Interpretation

P/C

Life

Health

Description of Issue: In July 2021, the Financial Accounting Standards Board (FASB) issued Accounting Standard
Update (ASU) 2021-05, Leases (Topic 842), Lessors—Certain Leases with Variable Lease Payments. This ASU
was issued as part of FASB’s post-implementation review to address issues that have been found during the
implementation of the new lease guidance from ASU 2016-02, Leases (Topic 842). The guidance in ASU 2021-05
applies to lessors with lease contracts that: 1) have variable lease payments that do not depend on a reference index
or rate, and/or 2) 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. The changes to Topic 842 will
require a lessor to classify a lease with variable lease payments that do not depend on an index or a rate as an
operating lease at lease commencement if classifying the lease as a sales-type lease or a direct financing lease would
result in the recognition of a selling loss. SSAP No. 22R—Leases requires nearly all leases to be treated as operating
leases for statutory accounting, so adoption of this guidance would be redundant and unnecessary.
Existing Authoritative Literature:
The ASUs related to Topic 842 have previously been rejected in SSAP No. 22R—Leases.
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): None
Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None
Convergence with International Financial Reporting Standards (IFRS): ASC Topic 842 was the result of a
joint project between FASB and the International Accounting Standards Board.
Recommendation: Staff recommends the Working Group move this agenda item to the active listing,
categorized as nonsubstantive and expose revisions to reject ASU 2021-05 in SSAP No. 22R—Leases. Under
statutory accounting almost all leases are classified as operating leases, thus this U.S. GAAP guidance is not
necessary.
Proposed Revision to SSAP No. 22R (Relevant Literature section – paragraph 52):
i.

ASU 2020-02, Leases (Topic 842), Lessors—Certain Leases with Variable Lease Payments
(Rejected in its entirety.)

Staff Review Completed by: Jake Stultz, NAIC Staff – August 2021

© 2022 National Association of Insurance Commissioners

1

Attachment One-F
Accounting Practices and Procedures (E) Task Force
4/5/22

Ref #2021-29

Status:
On December 11, 2021, the Statutory Accounting Principles (E) Working Group moved this agenda item to the
active listing, categorized as nonsubstantive, and exposed revisions to reject ASU 2021-05 in SSAP No. 22R.
On April 4, 2022, the Statutory Accounting Principles (E) Working Group adopted, as final, the exposed revisions,
as illustrated above, to reject ASU 2021-05, Leases (Topic 842), Lessors—Certain Leases with Variable Lease
Payments in SSAP No. 22R—Leases.
https://naiconline.sharepoint.com/sites/NAICSupportStaffHub/Member Meetings/2022 NAIC Meetings/Spring National Meeting/Committee
Meetings/FINANCIAL CONDITION (E) COMMITTEE/Accounting Practices and Procedures (E) TF/SAPWG/Att1F_21-29_ASU2021-05.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: ASU 2021-06—Amendments to SEC Paragraphs in Topic 205, Topic 942 and Topic 946
Check (applicable entity):
Modification of Existing SSAP
New Issue or SSAP
Interpretation

P/C

Life

Health

Description of Issue:
The Financial Accounting Standards Board issued Accounting Standard Update (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, which effects only SEC
paragraphs in Topic 205, Topic 942 and Topic 946. These edits are predominantly formatting and paragraph
references, with new guidance duplicated from SEC requirements on the presentation of financial statements for
funds acquired or to be acquired.
Existing Authoritative Literature:
Generally, all SEC guidance from ASUs is rejected as not applicable for statutory accounting in Appendix D—
Nonapplicable GAAP Pronouncements.
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): None
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 Recommendation: NAIC staff recommends that the Working Group move this item to the active listing,
categorized as nonsubstantive, and expose revisions to Appendix D—Nonapplicable GAAP Pronouncements
to reject 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 as not applicable to statutory accounting.
This item is proposed to be rejected as not applicable as ASU 2021-06 is specific to deletion and modification of
SEC paragraphs, which are not applicable for statutory accounting purposes.
Staff Review Completed by: Jake Stultz, November 2021
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Status:
On December 11, 2021, the Statutory Accounting Principles (E) Working Group moved this item to the active
listing, categorized as nonsubstantive, and exposed revisions to Appendix D—Nonapplicable GAAP
Pronouncements to reject ASU 2021-06 as not applicable to statutory accounting.
On April 4, 2022, the Statutory Accounting Principles (E) Working Group adopted, as final, the exposed revisions
to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 2021-06 as not applicable to statutory
accounting.
https://naiconline.sharepoint.com/sites/NAICSupportStaffHub/Member Meetings/2022 NAIC Meetings/Spring National Meeting/Committee
Meetings/FINANCIAL CONDITION (E) COMMITTEE/Accounting Practices and Procedures (E) TF/SAPWG/Att1G_21-30_ASU2021-06.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: SSAP No. 43R – Financial Modeling – Updated Guidance
Check (applicable entity):
Modification of Existing SSAP
New Issue or SSAP
Interpretation

P/C

Life

Health

Description of Issue: This agenda item reflects updated NAIC designation/NAIC designation category guidance
recently adopted by the Valuation of Securities (E) Task Force (VOSTF) 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).
On October 20, 2021, the VOSTF adopted instructions to the P&P Manual to designate that 1) modeled
RMBS/CMBS tranches that do not have expected losses will be assigned an NAIC 1 Designation and a NAIC 1.A.
Designation Category, and 2) financial modeling for “legacy” RMBS/CMBS securities (those that closed prior to
January 1, 2013), shall continue to utilize the insurer’s carrying value for said modeling.
This agenda item has been drafted to ensure the financial modeling guidance summarized in SSAP No. 43R—LoanBacked and Structured Securities reflects the practices as directed by the P&P Manual. (Note, while the Accounting
Practices and Procedures Manual is higher than the P&P manual in the statutory hierarchy, the primary source of
authoritative guidance for financial modeling is the P&P manual as only a general description of the modeling
process is included in SSAP No. 43R).
Existing Authoritative Literature:
SSAP No. 43R—Loan-Backed and Structured Securities
Designation Guidance
27.
For RMBS/CMBS securities within the scope of this statement, the initial NAIC designation used to
determine the carrying value method and the final NAIC designation for reporting purposes is
determined using a multi-step process. The P&P Manual provides detailed guidance. A general
description of the processes is as follows:
a.

Financial Modeling: Pursuant to the P&P Manual, the NAIC identifies select securities
where financial modeling must be used to determine the NAIC designation. NAIC
designation based on financial modeling incorporates the insurers’ carrying value for the
security. For those securities that are financially modeled, the insurer must use NAIC
CUSIP specific modeled breakpoints provided by the modelers in determining initial and
final designation for these identified securities. As specified in the P&P Manual, securities
where modeling results in zero expected loss in all scenarios and that would be equivalent
to an NAIC designation and NAIC designation category of NAIC 1 and NAIC 1.A.
respectively, if the filing exemption process in the P&P Manual was applied, are
automatically considered to have a final NAIC designation of NAIC 1 and NAIC designation
category of NAIC 1.A., regardless of the carrying value. The three-step process for
modeled securities is as follows:
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b.

i.

Step 1: Determine Initial Designation – The current amortized cost (divided by
remaining par amount) of a loan-backed or structured security is compared to the
modeled breakpoint values assigned to the six (6) NAIC designations for each
CUSIP to establish the initial NAIC designation.

ii.

Step 2: Determine Carrying Value Method – The carrying value method, either the
amortized cost method or the lower of amortized cost or fair value method, is then
determined as described in paragraph 26 based upon the initial NAIC designation
from Step 1.

iii.

Step 3: Determine Final Designation – The final NAIC designation is determined
by comparing the carrying value (divided by remaining par amount) of a security
(based on paragraph 27.a.ii.) to the NAIC CUSIP specific modeled breakpoint
values assigned to the six (6) NAIC designations for each CUSIP. The final
designation is mapped to an NAIC designation category according to the
instructions in the P&P Manual. This final NAIC designation shall be applicable for
statutory accounting and reporting purposes and the NAIC designation category
will be used for investment schedule reporting and establishing RBC and AVR
charges. The final NAIC designation is not used for establishing the appropriate
carrying value method in Step 2 (paragraph 27.a.ii.).

All Other Loan-Backed and Structured Securities: For securities not subject to paragraph
27.a. (financial modeling) follow the established designation procedures according to the
appropriate section of the P&P Manual. The NAIC designation shall be applicable for
statutory accounting and reporting purposes (including determining the carrying value
method and establishing the AVR charges). The carrying value method is established as
described in paragraph 26. Examples of these securities include, but are not limited to
equipment trust certificates, credit tenant loans (CTL), 5*/6* securities, interest only (IO)
securities, securities with CRP ratings (excluding RMBS/CMBS), loan-backed and
structured securities, and mortgage-referenced securities with SVO assigned NAIC
designations. [NAIC staff note, it is anticipated that the revisions shown above in this
paragraph will be reflected when agenda item 2021-11: SSAP No. 43R – CTL is adopted.
As these edits do not impact this agenda item, they are shown here for reference and
accordingly, are not shown below in the options presented for possible exposure.]

Specific Interim Reporting Guidance Financially Modeled Securities
28.
For securities that will be financially modeled under paragraph 27, the guidance in this paragraph
shall be applied in determining the reporting method for such securities acquired in the current year
for quarterly financial statements. Securities reported as of the prior-year end shall continue to be
reported under the prior-year end methodology for the current-year quarterly financial statements.
For year-end reporting, securities shall be reported in accordance with paragraph 27, regardless of
the quarterly methodology used.
a.

Reporting entities that acquired the entire financial modeling database for the prior-year
end are required to follow the financial modeling methodology (paragraph 27.a.) for all
securities acquired in the subsequent year that were included in the financial modeling data
acquired for the prior year-end.

b.

Reporting entities that acquired identical securities (identical CUSIP) to those held and
financially modeled for the prior year-end are required to follow the prior year-end financial
modeling methodology (paragraph 27.a.) for these securities acquired subsequent to yearend.
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c.

Reporting entities that do not acquire the prior-year financial modeling information for
current-year acquired individual CUSIPS, and are not captured within paragraphs 28.a. or
28.b., are required to follow the analytical procedures for non-financially modeled securities
(paragraph 27.b. as appropriate). Reporting entities that do acquire the individual CUSIP
information from the prior-year financial modeling database shall use that information for
interim reporting.

d.

Reporting entities that acquire securities not previously modeled at the prior year-end are
required to follow the analytical procedures for non-financially modeled securities
(paragraph 27.b. as appropriate).

SSAP No. 43R - EXHIBIT A – Question and Answer Implementation Guide
Index to Questions
Questions 8-10 are specific to securities subject to the financial modeling process. (This process is limited to
qualifying RMBS/CMBS securities reviewed by the NAIC Structured Securities Group.) The guidance in questions
8-10 shall not be inferred to other securities in scope of SSAP No. 43R.
8
Do LBSS purchased in different lots result in a different NAIC designation for the same CUSIP?
Can reporting entities use a weighted average method determined on a legal entity basis?
9

The NAIC Designation process for LBSS may incorporate loss expectations that differ from the
reporting entity’s expectations related to OTTI conclusions. Should the reporting entities be required
to incorporate recovery values obtained from data provided by the service provider used for the
NAIC Designation process for impairment analysis as required by SSAP No. 43R?

10

For companies that have separate accounts, can the NAIC designation be assigned based upon
the total legal entity or whether it needs to be calculated separately for the general account and the
total separate account?

8.

Question – Do LBSS purchased in different lots result in a different NAIC designation for the same CUSIP?
Can reporting entities use a weighted average method determined on a legal entity basis?

8.1

Under the financial modeling process (applicable to qualifying RMBS/CMBS reviewed by the NAIC
Structured Securities Group), the amortized cost of the security impacts the “final” NAIC designation used
for reporting and RBC purposes. As such, securities subject to the financial modeling process acquired in
different lots can result in a different NAIC designation for the same CUSIP. In accordance with the current
instructions for calculating AVR and IMR, reporting entities are required to keep track of the different lots
separately, which means reporting the different designations. For reporting purposes, if a SSAP No. 43R
security (by CUSIP) has different NAIC designations by lot, the reporting entity shall either 1) report the
aggregate investment with the lowest applicable NAIC designation or 2) report the investment separately
by purchase lot on the investment schedule. If reporting separately, the investment may be aggregated by
NAIC designation. (For example, all acquisitions of the identical CUSIP resulting with an NAIC 1 designation
may be aggregated, and all acquisitions of the identical CUSIP resulting with an NAIC 3 designation may
be aggregated.)

9.

Question – The NAIC Designation process for LBSS subject to the financial modeling process may
incorporate loss expectations that differ from the reporting entity’s expectations related to OTTI conclusions.
Should the reporting entities be required to incorporate recovery values obtained from data provided by the
service provider used for the NAIC Designation process for impairment analysis as required by SSAP No.
43R?
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9.1

In accordance with INT 06-07: Definition of Phrase “Other Than Temporary,” reporting entities are expected
to “consider all available evidence” at their disposal, including the information that can be derived from the
NAIC designation.

10.

Question - For companies that have separate accounts, can the NAIC designation be assigned based
upon the total legal entity or whether it needs to be calculated separately for the general account and the
total separate account?

10.1

The financial modeling process for qualifying RMBS/CMBS securities is required for applicable securities
held in either the general or separate account.

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):
•

To be consistent with the P&P Manual revisions, agenda item 2018-19 eliminated the multi-step
designation guidance for modified filing exempt (MFE) securities. The elimination of MFE was effective
March 31, 2019, with early application permitted for year-end 2018. With the elimination of MFE, for
securities that are filing exempt, the NAIC designation reported will correspond to the CRP rating without
adjustment based on carrying value. Also, in agenda item 2018-03, the Working Group clarified that
securities acquired in lots shall not be reported with weighted average designations. With the adopted
guidance, if a SSAP No. 43R security (by CUSIP) has different NAIC designations by lot, the reporting
entity shall either 1) report the aggregate investment with the lowest applicable NAIC designation or 2)
report the investment separately by purchase lot on the investment schedule. If reporting separately, the
investment may be aggregated by NAIC designation. With the elimination of MFE, the instances of
different designations by lot is not expected to be prevalent, but could still occur with the financial
modeling process for RMBS and CMBS.

•

In November 2020, the Working Group adopted edits to SSAP No. 43R from agenda item 2020-21: SSAP
No. 43R – Designation Categories for RMBS/CMBS investments, incorporating newly adopted VOSTF
guidance to the P&P manual detailing the use and mapping of NAIC designations to NAIC designation
categories. Reporting entities were to then utilize the new NAIC designation categories for accounting and
reporting purposes.

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None
Convergence with International Financial Reporting Standards (IFRS): Not Applicable
Staff Recommendation: NAIC staff recommends that the Working Group move this item to the active listing,
categorized as nonsubstantive and expose revisions to SSAP No. 43R—Loan-backed and Structured Securities
to reflect the updated financial modeling guidance for RMBS/CMBS securities. These revisions reflect the
guidance recently adopted for the Purposes and Procedures Manual of the NAIC Investment Analysis Office
(P&P Manual).
NAIC staff note - Two options for incorporating the newly revised P&P manual guidance are presented below.
Option 1 retains the past approach to summarize the financial modeling approach. Option 2 removes the summary
and instead refers to the P&P Manual. When the modeling guidance was first adopted, it was identified as necessary
to summarize in the AP&P. However, as the concept is no longer new, NAIC staff requests feedback on the extent
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the guidance needs to be retained. Since the P&P Manual governs this process, the AP&P guidance must currently
be updated anytime they incorporate a change.
Proposed Revisions to SSAP No. 43R—Loan-Backed and Structured Securities
OPTION #1 – Retain existing guidance in SSAP No. 43R with updates to reflect recent actions of the VOSTF.
(If this option is preferred, further updates are likely forthcoming as the VOSTF considers additional
modifications to the financial modeling guidance.)
Designation Guidance
27.
For RMBS/CMBS securities within the scope of this statement, the initial NAIC designation used to
determine the carrying value method and the final NAIC designation for reporting purposes is
determined using a multi-step process or the NAIC designation assigned by the NAIC Securities
Valuation Office. The P&P Manual provides detailed guidance. A general description of the
processes is as follows:
a.

Financial Modeling: Pursuant to the P&P Manual, the NAIC identifies select securities
where financial modeling must be used to determine the NAIC designation. For a modeled
legacy security, meaning one which closed prior to January 1, 2013, the NAIC designation
is based on financial modeling incorporatinges the insurers’ carrying value. fFor the
security a modeled on-legacy security, meaning one which closed after December 31,
2012, the NAIC designation and NAIC designation category assigned by the NAIC
Securities Valuation Office must be used. For those legacy securities that are financially
modeled, the insurer must use NAIC CUSIP specific modeled breakpoints provided by the
modelers in determining initial and final designation for these identified securities. As
specified in the P&P Manual, a modeled legacy security RMBS or CMBS tranche that has
no expected loss, as compiled and published by the NAIC Securities Valuation Office,
under any of the selected modeling scenarios would be assigned an NAIC 1 designation
and NAIC 1.A designation category regardless of the insurer’s book/adjusted carrying
value. securities where modeling results in zero expected loss in all scenarios and that
would be equivalent to an NAIC designation and NAIC designation category of NAIC 1 and
NAIC 1.A. respectively, if the filing exemption process in the P&P Manual was applied, are
automatically considered to have a final NAIC designation of NAIC 1 and NAIC designation
category of NAIC 1.A., regardless of the carrying value. The three-step process for
modeled legacy securities is as follows:
i.

Step 1: Determine Initial Designation – The current amortized cost (divided by
remaining par amount) of a loan-backed or structured security is compared to the
modeled breakpoint values assigned to eachthe six (6) NAIC designations and
NAIC designation category for each CUSIP to establish the initial NAIC
designation.

ii.

Step 2: Determine Carrying Value Method – The carrying value method, either the
amortized cost method or the lower of amortized cost or fair value method, is then
determined as described in paragraph 26 based upon the initial NAIC designation
from Step 1.

iii.

Step 3: Determine Final Designation – The final NAIC designation is determined
by comparing the carrying value (divided by remaining par amount) of a security
(based on paragraph 27.a.ii.) to the NAIC CUSIP specific modeled breakpoint
values assigned to the six (6) NAIC designations and NAIC designation category
for each CUSIP or. The final designation is mapped to an NAIC designation
category, according to the instructions in the P&P Manual. This final NAIC
designation shall be applicable for statutory accounting and reporting purposes
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and the NAIC designation category will be used for investment schedule reporting
and establishing RBC and AVR charges. The final NAIC designation is not used
for establishing the appropriate carrying value method in Step 2 (paragraph
27.a.ii.).
b.

All Other Loan-Backed and Structured Securities: For securities not subject to paragraph
27.a. (financial modeling) follow the established designation procedures according to the
appropriate section of the P&P Manual. The NAIC designation shall be applicable for
statutory accounting and reporting purposes (including determining the carrying value
method and establishing the AVR charges). The carrying value method is established as
described in paragraph 26.

Specific Interim Reporting Guidance Financially Modeled Securities
28.
For securities that will be financially modeled under paragraph 27, the guidance in this paragraph
shall be applied in determining the reporting method for such securities acquired in the current year
for quarterly financial statements. Securities reported as of the prior-year end shall continue to be
reported under the prior-year end methodology for the current-year quarterly financial statements.
For year-end reporting, securities shall be reported in accordance with paragraph 27, regardless of
the quarterly methodology used.
a.

Reporting entities that acquired the entire financial modeling database for the prior-year
end are required to follow the financial modeling methodology (paragraph 27.a.) for all
securities acquired in the subsequent year that were included in the financial modeling data
acquired for the prior year-end.

b.

Reporting entities that acquired identical securities (identical CUSIP) to those held and
financially modeled for the prior year-end are required to follow the prior year-end financial
modeling methodology (paragraph 27.a.) for these securities acquired subsequent to yearend.

c.

Reporting entities that do not acquire the prior-year financial modeling information for
current-year acquired individual CUSIPS, and are not captured within paragraphs 28.a. or
28.b., are required to follow the analytical procedures for non-financially modeled securities
(paragraph 27.b. as appropriate). Reporting entities that do acquire the individual CUSIP
information from the prior-year financial modeling database shall use that information for
interim reporting.

d.

Reporting entities that acquire securities not previously modeled at the prior year-end are
required to follow the analytical procedures for non-financially modeled securities
(paragraph 27.b. as appropriate).

OPTION #2 – Remove summarized financial modeling guidance from SSAP No. 43R and refer to the
guidance in the P&P Manual. (If this option is preferred, further updates to financial modeling guidance are
expected to be isolated to the P&P Manual, which is the governs the designation process.)
Designation Guidance
27.
NAIC designations are determined in accordance with the Purposes and Procedures Manual of the
NAIC Investment Analysis Office (P&P Manual). The NAIC designations shall be applicable for
statutory accounting and reporting purposes (including determining the carrying value and
establishing the AVR charges). For RMBS/CMBS securities within the scope of this statement may
be subject to the financial modeling process. The P&P Manual shall be consulted for the specific
process for obtaining or determining the NAIC designation. , the initial NAIC designation used to
determine the carrying value method and the final NAIC designation for reporting purposes is
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determined using a multi-step process. The P&P Manual provides detailed guidance. A general
description of the processes is as follows:
a.

b.

Financial Modeling: Pursuant to the P&P Manual, the NAIC identifies select securities
where financial modeling must be used to determine the NAIC designation. NAIC
designation based on financial modeling incorporates the insurers’ carrying value for the
security. For those securities that are financially modeled, the insurer must use NAIC
CUSIP specific modeled breakpoints provided by the modelers in determining initial and
final designation for these identified securities. As specified in the P&P Manual, securities
where modeling results in zero expected loss in all scenarios and that would be equivalent
to an NAIC designation and NAIC designation category of NAIC 1 and NAIC 1.A.
respectively, if the filing exemption process in the P&P Manual was applied, are
automatically considered to have a final NAIC designation of NAIC 1 and NAIC designation
category of NAIC 1.A., regardless of the carrying value. The three-step process for
modeled securities is as follows:
i.

Step 1: Determine Initial Designation – The current amortized cost (divided by
remaining par amount) of a loan-backed or structured security is compared to the
modeled breakpoint values assigned to the six (6) NAIC designations for each
CUSIP to establish the initial NAIC designation.

ii.

Step 2: Determine Carrying Value Method – The carrying value method, either the
amortized cost method or the lower of amortized cost or fair value method, is then
determined as described in paragraph 26 based upon the initial NAIC designation
from Step 1.

iii.

Step 3: Determine Final Designation – The final NAIC designation is determined
by comparing the carrying value (divided by remaining par amount) of a security
(based on paragraph 27.a.ii.) to the NAIC CUSIP specific modeled breakpoint
values assigned to the six (6) NAIC designations for each CUSIP. The final
designation is mapped to an NAIC designation category according to the
instructions in the P&P Manual. This final NAIC designation shall be applicable for
statutory accounting and reporting purposes and the NAIC designation category
will be used for investment schedule reporting and establishing RBC and AVR
charges. The final NAIC designation is not used for establishing the appropriate
carrying value method in Step 2 (paragraph 27.a.ii.).

All Other Loan-Backed and Structured Securities: For securities not subject to paragraph
27.a. (financial modeling) follow the established designation procedures according to the
appropriate section of the P&P Manual. The NAIC designation shall be applicable for
statutory accounting and reporting purposes (including determining the carrying value
method and establishing the AVR charges). The carrying value method is established as
described in paragraph 26.

Specific Interim Reporting Guidance Financially Modeled Securities
27.

For securities that will be financially modeled under paragraph 27, the guidance in this paragraph
shall be applied in determining the reporting method for such securities acquired in the current year
for quarterly financial statements. Securities reported as of the prior-year end shall continue to be
reported under the prior-year end methodology for the current-year quarterly financial statements.
For year-end reporting, securities shall be reported in accordance with paragraph 27, regardless of
the quarterly methodology used.
a.

Reporting entities that acquired the entire financial modeling database for the prior-year
end are required to follow the financial modeling methodology (paragraph 27.a.) for all
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securities acquired in the subsequent year that were included in the financial modeling data
acquired for the prior year-end.
b.

Reporting entities that acquired identical securities (identical CUSIP) to those held and
financially modeled for the prior year-end are required to follow the prior year-end financial
modeling methodology (paragraph 27.a.) for these securities acquired subsequent to yearend.

c.

Reporting entities that do not acquire the prior-year financial modeling information for
current-year acquired individual CUSIPS, and are not captured within paragraphs 28.a. or
28.b., are required to follow the analytical procedures for non-financially modeled securities
(paragraph 27.b. as appropriate). Reporting entities that do acquire the individual CUSIP
information from the prior-year financial modeling database shall use that information for
interim reporting.

d.

Reporting entities that acquire securities not previously modeled at the prior year-end are
required to follow the analytical procedures for non-financially modeled securities
(paragraph 27.b. as appropriate).

Staff Review Completed by: Jim Pinegar, NAIC Staff – October 2021
Status:
On December 11, 2021, the Statutory Accounting Principles (E) Working Group moved this agenda item to the
active listing, categorized as nonsubstantive, and exposed two options for possible revision, as illustrated above, to
update the summarized financial modeling guidance in SSAP No. 43R. The first option will retain existing guidance,
with updates to reflect Valuation of Securities (E) Task Force adopted edits. The second option removes the
summarized financial modeling guidance and refers users to the Purposes and Procedures Manual of the NAIC
Investment Analysis Office, which is the source document for financial modeling guidance.
On April 4, 2022, the Statutory Accounting Principles (E) Working Group adopted, as final, the exposed revisions,
as illustrated below, retaining, but updating summarized financial modeling guidance for residential mortgagebacked securities and commercial mortgage-backed securities in SSAP No. 43R—Loan-Backed and Structured
Securities. The revisions incorporate a minor grammatical edit as proposed by interested parties.
Designation Guidance
27.
For RMBS/CMBS securities within the scope of this statement, the initial NAIC designation used to
determine the carrying value method and the final NAIC designation for reporting purposes is
determined using a multi-step process or the NAIC designation assigned by the NAIC Securities
Valuation Office. The P&P Manual provides detailed guidance. A general description of the
processes is as follows:
a.

Financial Modeling: Pursuant to the P&P Manual, the NAIC identifies select securities
where financial modeling must be used to determine the NAIC designation. For a modeled
legacy security, meaning one which closed prior to January 1, 2013, the NAIC designation
is based on financial modeling incorporatinges the insurers’ carrying value. fFor the
security a modeled non-legacy security, meaning one which closed after December 31,
2012, the NAIC designation and NAIC designation category assigned by the NAIC
Securities Valuation Office must be used. For those legacy securities that are financially
modeled, the insurer must use NAIC CUSIP specific modeled breakpoints provided by the
modelers in determining initial and final designation for these identified securities. As
specified in the P&P Manual, a modeled legacy security RMBS or CMBS tranche that has
no expected loss, as compiled and published by the NAIC Securities Valuation Office,
under any of the selected modeling scenarios would be assigned an NAIC 1 designation
and NAIC 1.A designation category regardless of the insurer’s book/adjusted carrying
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value. securities where modeling results in zero expected loss in all scenarios and that
would be equivalent to an NAIC designation and NAIC designation category of NAIC 1 and
NAIC 1.A. respectively, if the filing exemption process in the P&P Manual was applied, are
automatically considered to have a final NAIC designation of NAIC 1 and NAIC designation
category of NAIC 1.A., regardless of the carrying value. The three-step process for
modeled legacy securities is as follows:

b.

i.

Step 1: Determine Initial Designation – The current amortized cost (divided by
remaining par amount) of a loan-backed or structured security is compared to the
modeled breakpoint values assigned to eachthe six (6) NAIC designations and
NAIC designation category for each CUSIP to establish the initial NAIC
designation.

ii.

Step 2: Determine Carrying Value Method – The carrying value method, either the
amortized cost method or the lower of amortized cost or fair value method, is then
determined as described in paragraph 26 based upon the initial NAIC designation
from Step 1.

iii.

Step 3: Determine Final Designation – The final NAIC designation is determined
by comparing the carrying value (divided by remaining par amount) of a security
(based on paragraph 27.a.ii.) to the NAIC CUSIP specific modeled breakpoint
values assigned to the six (6) NAIC designations and NAIC designation category
for each CUSIP or. The final designation is mapped to an NAIC designation
category, according to the instructions in the P&P Manual. This final NAIC
designation shall be applicable for statutory accounting and reporting purposes
and the NAIC designation category will be used for investment schedule reporting
and establishing RBC and AVR charges. The final NAIC designation is not used
for establishing the appropriate carrying value method in Step 2 (paragraph
27.a.ii.).

All Other Loan-Backed and Structured Securities: For securities not subject to paragraph
27.a. (financial modeling) follow the established designation procedures according to the
appropriate section of the P&P Manual. The NAIC designation shall be applicable for
statutory accounting and reporting purposes (including determining the carrying value
method and establishing the AVR charges). The carrying value method is established as
described in paragraph 26.

https://naiconline.sharepoint.com/sites/NAICSupportStaffHub/Member Meetings/2022 NAIC Meetings/Spring National Meeting/Committee
Meetings/FINANCIAL CONDITION (E) COMMITTEE/Accounting Practices and Procedures (E) TF/SAPWG/Att1H_21-23_SSAP43R.docx
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NAIC Accounting Practices and Procedures Manual
Editorial and Maintenance Update
December 11, 2021
Maintenance updates provide revisions to the Accounting Practices and Procedures Manual (AP&P Manual), such
as editorial corrections, reference changes and formatting.
SSAP/Appendix

Description/Revision
Pursuant to an Aug. 14 referral from the Financial Condition (E) Committee, the edits
propose herein update the terminology references of “substantive” and
“nonsubstantive,” which have historically been used to describe statutory
accounting revisions being considered by the Statutory Accounting Principles (E)
Working Group to the AP&P Manual.
The Committee recommended terminology updates to alleviate concerns that users
who are not familiar with the historical definitions of the aforementioned terms may
incorrectly perceive that the terms reflect potential financial impact rather than their
intended definitions. Accordingly, where applicable, the current concept/term of:
1) a “substantive” revision is proposed to be replaced with the phraseology of a
“New SAP or New SAP concept in an existing SSAP,” and,

Various

2) a “nonsubstantive” revision is proposed to be replaced with the phraseology of
a “SAP clarification.”
Agenda item 2021-14: SAP Terminology, which was previously exposed by the
Working Group on Aug. 26, addresses the proposed terminology/phraseology
changes in the NAIC Policy Statement on Maintenance of Statutory Accounting
Principles (Appendix F). This editorial agenda item identifies all remaining uses of
the terms in the current AP&P manual for change consideration.
Please note, it is anticipated that terminology changes will generally only occur on a
go-forward basis as amendments to previously adopted SSAPs, issue papers, agenda
items or other historical documents will not occur. As such, the terms used in
previously adopted guidance will remain, with the new terms being used
prospectively when considering future revisions to statutory accounting.

Recommendation:
NAIC staff recommend that the Statutory Accounting Principles (E) Working Group move this agenda item to the
active listing, categorize as nonsubstantive, and expose editorial revisions as illustrated below.

Status:
On December 11, 2021, the Statutory Accounting Principles (E) Working Group moved this item to the
active listing, categorized as nonsubstantive, and exposed revisions to certain, remaining terminology
references of “substantive” and “nonsubstantive,” as illustrated below.
On April 4, 2022, the Statutory Accounting Principles (E) Working Group adopted, as final, the exposed

editorial revisions as shown below.
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Various SSAPs in response to terminology changes of “Substantive” and “Nonsubstantive”
(Note: for a review of every use “substantive and nonsubstantive,” as well documentation as to proposed
modifications, if any, please see pages see attachment G.1.)
Edit 1: Table of Contents (How to use this Manual), Volume I, Page xvii
Summary of Changes:
The Summary of Changes outlines changes made to the prior edition of the Manual to create the current year’s
version. It is divided into three sections: 1) the development of new SSAPs or new SAP concepts to existing
SSAPssubstantive revisions to statutory accounting principles; 2) SAP clarificationsnonsubstantive revisions to
statutory accounting principles; and 3) revisions to the appendices included in the Manual. The Summary of
Changes is a key resource for readers who are looking to identify changes from the prior edition.
Edit 2: Table of Contents (How to use this Manual), Volume I, Page xviii
Statements of Statutory Accounting Principles:
As indicated by the Statutory Hierarchy, the Statements of Statutory Accounting Principles (SSAPs) are the
primary authoritative statutory accounting practices and procedures promulgated by the NAIC. These
statements are the result of issue papers that have been exposed for public comment and finalized. Finalized
issue papers are found in Appendix E and ARE NOT authoritative. While it is not intended that there be any
significant differences between an underlying issue paper and the resultant SSAP, if differences exist, the SSAP
prevails and shall be considered definitive. Readers may use the NAIC website to keep abreast of adopted
revisionssubstantive and nonsubstantive changes to the SSAPs. Completely superseded SSAPs that are no
longer authoritative are moved from the printed Manual into Appendix H – Superseded SSAPs and Nullified
Interpretations, which is posted for pubic reference on the Statutory Accounting Principles (E) Working Group
web page at https://content.naic.org/cmte_e_app_sapwg.htm.
Edit 3: Table of Contents (How to use this Manual), Volume I, Page xviii
New paragraph proposed (To be inserted between the paragraphs starting with "As indicated by the
Statutory Hierarchy..." and "The cover page of each SSAP..."
Prior to (adoption date), the term used to describe a new SAP concept or a new SAP concept in an existing
SSAP was “substantive” and the term used to describe a SAP clarification was “nonsubstantive.” The new terms
will be reflected in materials to describe revisions to statutory accounting principles on a prospective basis and
historical documents will not be updated to reflect the revised terms.
Edit 4: Table of Contents (How to use this Manual), Volume I, Page xviii
AFFECTS/AFFECTED BY – A useful tool for tracking relationships between statements and interpretations is
contained within these sections. The “affects” section is used when a SSAP has previously beensubstantively
amends amended to reflect new SAP concepts or superseded by other or supersedes previously issued SSAPs.
Nullified INTs are also noted in this section. Readers are referenced to another SSAP in the “affected by” section
if the SSAP has been substantively amended or superseded or amended with a new SAP concept or with the
issuance of a new SSAP. Text within paragraphs substantively amended with new SAP concepts or superseded
may also be “shaded” to notify readers that revised guidance is available.
Edit 5: Table of Contents (How to use this Manual), Volume I, Page xviii
Refer to the Relevant Literature and Effective Date and Transition sections of each SSAP for details of the
development of new SSAPs or new SAP concepts, as well as changes as the result of SAP
clarificationssubstantive and nonsubstantive changes.
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Edit 6: Summary of Changes, Volume I, Page xxiii
Section 1 summarizes substantive revisions that result with a new SSAP or new SAP concept to statutory
accounting principles. Substantive Rrevisions that introduce original or modified accounting principles and can
be reflected in an existing or new SSAP. When substantive revisions that result in a new SAP concept are made
to an existing SSAP, the effective date is identified in the Status section, and the revised text within is depicted
by underlines (new language) and strikethroughs (removed language). This tracking will not be shown in
subsequent manuals. New SSAPs and new SAP concepts that revise existing substantively revised SSAPs are
commonly accompanied by a corresponding issue paper that reflects the revisions for historical purposes. If
language in an existing SSAP is superseded, that language is shaded and the new or substantively revised
SSAP is referenced. Completely superseded SSAPs and nullified interpretations are included in Appendix H.
Edit 7: Summary of Changes, Volume I, Page xxiii
Section 2 summarizes the nonsubstantive revisions that clarify existing to statutory accounting principles.
Nonsubstantive These revisions are characterized as language clarifications which do not modify the original
intent of a SSAP, or changes to reference material. NonsubstantiveSuch revisions are depicted by underlines
(new language) and strikethroughs (removed language) and will not be tracked in subsequent manuals.
Nonsubstantive Rrevisions that clarify existing statutory accounting principles are effective when adopted
unless a specific effective date is noted.
Edit 8: Summary of Changes (heading in table), Volume I, Page xxiii
1. Substantive Revisions that resulted in a new SSAP or a new SAP concept – Statutory Accounting Principles
Edit 9: Summary of Changes (heading in table), Volume I, Page xxiii
2. Nonsubstantive Revisions that resulted in a SAP clarification – Statutory Accounting Principles
Edit 10: Preamble, Volume I, Page P-5
23. The Accounting Practices and Procedures (E) Task Force will accomplish its mission through charges
assigned to the following working groups:
• Statutory Accounting Principles (E) Working Group: Responsible for developing and adopting substantive
and nonsubstantive revisions to the Statements of Statutory Accounting Principles (SSAPs). Statutory
accounting principles provide the basis for insurers to prepare financial statements for financial regulation
purposes, and SSAPs are considered level 1 (highest authority) in the statutory accounting hierarchy. Refer to
the
Statutory
Accounting
Principles
(E)
Working
Group
Web
page
(http://www.naic.org/cmte_e_app_sapwg.htm) for specific information and charges.
• Blanks (E) Working Group: Considers improvements and revisions to various annual/quarterly statement
blanks to conform to changes made in other areas of the NAIC to promote uniformity in reporting of financial
information by insurers and develop reporting formats for other entities subject to the jurisdiction of state
insurance
departments.
Refer
to
the
Blanks
(E)
Working
Group
webpage
(http://www.naic.org/cmte_e_app_blanks.htm) for specific information and charges.
Edit 11: Preamble, Volume I, Page P-9
47. Once promulgated, statements will only be amended or superseded through the issuance of new SSAP
pronouncements. If it is necessary to introduce a new SAP concept that willsubstantially modify or augment the
guidance in an existing SSAP, a new statement will be promulgated and/or the statement will be reissued with
“revised” in the title. Non-substantial Cchanges as a result of clarifying an existing SAP will be included in the
existing statement with changes tracked (i.e., new text will be underlined and deleted text as strikethrough) in
© 2022 National Association of Insurance Commissioners

3

Attachment One-I
Accounting Practices and Procedures (E) Task Force
4/5/22

Ref #2021-26EP
the next printing of the Manual. Then no changes will be shown after the initial year. A useful tool for tracking
of the relationships between statements is contained in the “Status” section of each statement which includes
sections labeled “Affects” and “Affected By.” As SSAPs are issued in the future that modify or augment the
guidance previously provided, these sections will identify the relationships between statements.
Edit 12: Table of Contents (How to use this Manual), Volume II, Page xvii
Summary of Changes:
The Summary of Changes outlines changes made to the prior edition of the Manual to create the current year’s
version. It is divided into three sections: 1) the development of new SSAPs or new SAP concepts to existing
SSAPssubstantive revisions to statutory accounting principles; 2) SAP clarificationsnonsubstantive revisions to
statutory accounting principles; and 3) revisions to the appendices included in the Manual. The Summary of
Changes is a key resource for readers who are looking to identify changes from the prior edition.
Edit 13: Table of Contents (How to use this Manual), Volume II, Page xviii
Statements of Statutory Accounting Principles:
As indicated by the Statutory Hierarchy, the Statements of Statutory Accounting Principles (SSAPs) are the
primary authoritative statutory accounting practices and procedures promulgated by the NAIC. These
statements are the result of issue papers that have been exposed for public comment and finalized. Finalized
issue papers are found in Appendix E and ARE NOT authoritative. While it is not intended that there be any
significant differences between an underlying issue paper and the resultant SSAP, if differences exist, the SSAP
prevails and shall be considered definitive. Readers may use the NAIC website to keep abreast of adopted
revisionssubstantive and nonsubstantive changes to the SSAPs. Completely superseded SSAPs that are no
longer authoritative are moved from the printed Manual into Appendix H – Superseded SSAPs and Nullified
Interpretations, which is posted for pubic reference on the Statutory Accounting Principles (E) Working Group
web page at https://content.naic.org/cmte_e_app_sapwg.htm.
Edit 14: Table of Contents (How to use this Manual), Volume II, Page xviii
New paragraph proposed (To be inserted between the paragraphs starting with "As indicated by the
Statutory Hierarchy..." and "The cover page of each SSAP..."
Prior to (adoption date), the term used to describe a new SAP concept or a new SAP concept in an existing
SSAP was “substantive” and the term used to describe a SAP clarification was “nonsubstantive.” The new terms
will be reflected in materials to describe revisions to statutory accounting principles on a prospective basis and
historical documents will not be updated to reflect the revised terms.
Edit 17: Summary of Changes, Volume II, Page xxiii
Section 1 summarizes substantive revisions that result with a new SSAP or new SAP concept to statutory
accounting principles. Substantive Rrevisions that introduce original or modified accounting principles and can
be reflected in an existing or new SSAP. When substantive revisions that result in a new SAP concept are made
to an existing SSAP, the effective date is identified in the Status section, and the revised text within is depicted
by underlines (new language) and strikethroughs (removed language). This tracking will not be shown in
subsequent manuals. New SSAPs and new SAP concepts that revise existing substantively revised SSAPs are
commonly accompanied by a corresponding issue paper that reflects the revisions for historical purposes. If
language in an existing SSAP is superseded, that language is shaded and the new or substantively revised
SSAP is referenced. Completely superseded SSAPs and nullified interpretations are included in Appendix H.
Edit 18: Summary of Changes, Volume II, Page xxiii
Section 2 summarizes the nonsubstantive revisions that clarify existing to statutory accounting principles.
Nonsubstantive These revisions are characterized as language clarifications which do not modify the original
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intent of a SSAP, or changes to reference material. NonsubstantiveSuch revisions are depicted by underlines
(new language) and strikethroughs (removed language) and will not be tracked in subsequent manuals.
Nonsubstantive Rrevisions that clarify existing statutory accounting principles are effective when adopted
unless a specific effective date is noted.
Edit 19: Summary of Changes (heading in table), Volume II, Page xxiii
1. Substantive Revisions that resulted in a new SSAP or a new SAP concept – Statutory Accounting Principles
Edit 20: Summary of Changes (heading in table), Volume II, Page xxiii
2. Nonsubstantive Revisions that resulted in a SAP clarification – Statutory Accounting Principles
Edit 21: Appendix F: NAIC Policy Statement of Statutory Accounting Principles Maintenance Agenda
Process, Volume II, Page F-5
3. Information and issues can be presented to the Working Group in a variety of ways. Issues can be
recommended or forwarded from 1) other NAIC committees, task forces or working groups; 2) interested parties;
3) interested regulators; and 4) NAIC staff. Also, if any guidance within the Generally Accepted Accounting
Principles (GAAP) Hierarchy (see § V of the Preamble to the Accounting Practices and Procedures Manual
(AP&P Manual)) is added or revised, those changes must be considered by the Working Group for potential
revisions to SAP. In order for an issue to be placed on the Pending Listing, the recommending party must
complete a Statutory Accounting Principles Maintenance Agenda Submission Form (Form A) and submit it to
the Working Group support staff no later than 20 business days prior to the next scheduled Working Group
meeting. NAIC staff will prepare a submission form for all GAAP pronouncements that have not been previously
addressed by the Working Group. NAIC staff will update the Pending Listing before each national meeting
and will notify the recommending party of such action. If the Working Group does not wish to address the issue
(e.g., issue deemed not applicable to statutory accounting) or rejects the position presented, then the Working
Group may move the item to the Rejected Listing. Should the Working Group choose to address an issue, it
is moved to the Active Listing where it is prioritized and categorized as a new SSAP concept, clarification of
an existing SSAP, Substantive, Nonsubstantive or an Interpretation agenda item.
Edit 22: Appendix F: NAIC Policy Statement of Statutory Accounting Principles Maintenance Agenda
Process, Volume II, Page F-5
4. The Active Listing identifies agenda items that are in the process of development and includes the
following:
a.

New SAP ConceptSubstantive: These agenda items address the development of new SSAPs
and/or the introduction of a new and substantially revised SSAPs concept as defined in the NAIC
Policy Statement on Maintenance of Statutory Accounting Principles.

b.

Clarification of an Existing SSAPNonsubstantive: These agenda items address the
development of nonsubstantive revisions which clarify an existing to SAP as defined in the NAIC
Policy Statement on Maintenance of Statutory Accounting Principles.
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c.

Interpretations: These agenda items address the development of interpretations to SAP as
defined in the NAIC Policy Statement on Maintenance of Statutory Accounting Principles. If SSAP
revisions are subsequently deemed necessary, the Working Group shall re-categorize the agenda
item as either a New SAP concept, or a clarification of an existing SSAPsubstantive or
nonsubstantive, as applicable, and follow the appropriate process to consider and adopt revisions.

Edit 23: Appendix F: NAIC Policy Statement of Statutory Accounting Principles Maintenance Agenda
Process, Volume II, Page F-5
5. After review of the agenda item (including any interested party comments), at its discretion, the Working
Group makes the ultimate determination of whether an agenda item is categorized (or re-categorized) as a
new SAP concept, clarification of an existing SSAP substantive (either as a new SSAP or substantivelyrevised SSAP), nonsubstantive or an interpretation.
Edit 24: Appendix F: NAIC Policy Statement of Statutory Accounting Principles Maintenance Agenda
Process, Volume II, Page F-6
8. NAIC
staff
will
maintain
the
following
on
the
Working
Group
Web
page
(http://naic.org/cmte_e_app_sapwg.htm): 1) A blank Form A (Attachment A to this policy statement); 2) The
current Maintenance Agenda, and 3) Current statutory substantive, nonsubstantive and/or interpretation
revisions exposed for public comment. Attachment B to this policy statement will be attached to all
exposures with proposed substantive revisions that result in a new SAP concept and serves as the request
for written comment and notice of a public hearing.
https://naiconline.sharepoint.com/sites/NAICSupportStaffHub/Member
Meetings/2022
NAIC
Meetings/Spring
National
Meeting/Committee
Meetings/FINANCIAL CONDITION (E) COMMITTEE/Accounting Practices and Procedures (E) TF/SAPWG/Att1I_21-26EP_Sub_NonSub.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: ASU 2021-04 - Issuer’s Accounting for Certain Modifications or Exchanges of Freestanding EquityClassified Written Call Options
Check (applicable entity):
Modification of Existing SSAP
New Issue or SSAP
Interpretation

P/C

Life

Health

Description of Issue: In May 2021, the Financial Accounting Standards Board (FASB) issued Accounting Standard
Update (ASU) 2021-04, Earnings Per Share (Topic 260), Debt—Modifications and Extinguishments (Subtopic 47050), 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 EquityClassified Written Call Options. The amendments in this ASU impact all entities that issue freestanding written call
options, that are then modified in connection with either an equity issuance, debt origination or a debt modification.
The amendments affect those entities for when a freestanding equity-classified written call option is modified, or
exchanged, and the instrument remains classified as equity after the modification or exchange. This topic is
discussed in SSAP No. 72—Surplus and Quasi-Reorganization, paragraph 10. If the warrant is modified as part of
a debt modification and the warrant is held by the creditor involved in the debt modification, the issuer would treat
the warrant’s change in value as a fee to or from the creditor, based on if it is an increase or a decrease. If the
modification of the warrant is connected to a debt modification where the debt is held by a third-party, the increase
in fair-value of the warrant will be treated as third-party cost, and any decreases would be disregarded. Guidance
for debt issuance costs is in SSAP No. 15—Debt and Holding Company Obligations.
The main provisions of this ASU are:
1.
An entity should treat a modification of the terms or conditions or an exchange of a freestanding equityclassified written call option that remains equity classified after modification or exchange as an exchange of the
original instrument for a new instrument.
2.
An entity should measure the effect of a modification or an exchange of a freestanding equity-classified
written call option that remains equity classified after modification or exchange as follows:
a.

For a modification or an exchange that is a part of or directly related to a modification or an
exchange of an existing debt instrument or line-of-credit or revolving-debt arrangements
(hereinafter, referred to as a “debt” or “debt instrument”), as the difference between the fair value
of the modified or exchanged written call option and the fair value of that written call option
immediately before it is modified or exchanged.

b.

For all other modifications or exchanges, as the excess, if any, of the fair value of the modified or
exchanged written call option over the fair value of that written call option immediately before it
is modified or exchanged.
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3.
An entity should recognize the effect of a modification or an exchange of a freestanding equity-classified
written call option that remains equity classified after modification or exchange on the basis of the substance of the
transaction.
An entity should recognize the effect of a modification or an exchange of a freestanding equity-classified written
call option to compensate for goods or services in accordance with the guidance in Topic 718, Compensation—
Stock Compensation. In a multiple-element transaction (for example, one that includes both debt financing and
equity financing), the total effect of the modification should be allocated to the respective elements in the
transaction.
Existing Authoritative Literature: The guidance for the issuance of stock purchase warrants is in SSAP No. 72—
Surplus and Quasi-Reorganization, paragraph 10, and guidance for debt issuance costs is included in SSAP No.
15—Debt and Holding Company Obligations, paragraph 5.
SSAP No. 72:
10.
Stock purchase warrants issued in return for cash shall be credited to gross paid-in and contributed
surplus. When debt instruments are issued with conversion features, no value shall be assigned to the
conversion features unless the conversion feature is clearly separable from the debt obligation in the form
of a detachable stock purchase warrant. In such instances the relative fair value of the detachable stock
purchase warrant at time of issue shall be credited to gross paid-in and contributed surplus. For instances
in which a reporting entity has issued puttable warrants or mandatorily redeemable warrants, such items
shall be reflected as liabilities as the warrants obligate the reporting entity to ultimately transfer cash or
other assets to the holder in order to repurchase the shares.

SSAP No. 15:
5.
Debt issuance costs (e.g., loan fees and legal fees) do not meet the definition of an asset as defined
in SSAP No. 4—Assets and Nonadmitted Assets. Accordingly, these costs shall be charged to operations
in the period incurred.

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): None
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: Jake Stultz -NAIC staff, September 2021
Staff Recommendation:
NAIC staff recommends that the Working Group move this item to the active listing and expose revisions to
SSAP No. 72—Surplus and Quasi-Reorganization to reject ASU 2021-04 for statutory accounting. However,
NAIC staff recommends that the FASB guidance related to accounting for the changes in fair value regarding
the exchange of a free-standing equity-classified written call option be incorporated into SSAP No. 72.
Proposed revisions to SSAP No. 72:
10.
Stock purchase warrants issued in return for cash shall be credited to gross paid-in and contributed
surplus. An entity shall treat a modification of the terms or conditions or an exchange of a freestanding
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equity-classified written call option as an exchange of the original instrument for a new instrument. In
substance, the entity repurchases the original instrument by issuing a new instrument. The total effect of
the modification or exchange shall be allocated to the respective elements in the transaction. When debt
instruments are issued with conversion features, no value shall be assigned to the conversion features
unless the conversion feature is clearly separable from the debt obligation in the form of a detachable stock
purchase warrant. In such instances the relative fair value of the detachable stock purchase warrant at time
of issue shall be credited to gross paid-in and contributed surplus. For instances in which a reporting entity
has issued puttable warrants or mandatorily redeemable warrants, such items shall be reflected as liabilities
as the warrants obligate the reporting entity to ultimately transfer cash or other assets to the holder in order
to repurchase the shares.
29.
This statement also rejects Accounting Research Bulletin No. 43, Restatement and Revision of
Accounting Research Bulletins, “Chapter 1, Prior Opinions,” paragraph 12 of APB 10, and FASB Technical
Bulletin No. 85-6, Accounting for a Purchase of Treasury Shares at a Price Significantly in Excess of the
Current Market Price of the Shares and the Income Statement Classification of Costs Incurred in Defending
against a Takeover Attempt and Accounting Standard Update (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.

Status:

On December 11, 2021, the Statutory Accounting Principles (E) Working Group moved this agenda item to the
active listing, categorized as nonsubstantive, and exposed revisions, as illustrated above, to incorporate guidance
related to the accounting for the changes in fair value when exchanging equity-classified written call options, while
rejecting the remainder of ASU 2021-04 in SSAP No. 72.
On April 4, 2022, the Statutory Accounting Principles (E) Working Group adopted SAP clarifications to SSAP No.
72—Surplus and Quasi-Reorganizations to reject ASU 2021-04 for statutory accounting while incorporating
guidance that modifications of terms, conditions or exchanges of free-standing equity-classified written call options
shall be treated as an exchange, as detailed below. The adopted revisions included additional changes to the exposed
language as recommended interested parties.
29.
This statement also rejects Accounting Research Bulletin No. 43, Restatement and Revision of
Accounting Research Bulletins, “Chapter 1, Prior Opinions,” paragraph 12 of APB 10, and FASB Technical
Bulletin No. 85-6, Accounting for a Purchase of Treasury Shares at a Price Significantly in Excess of the
Current Market Price of the Shares and the Income Statement Classification of Costs Incurred in Defending
against a Takeover Attempt and Accounting Standard Update (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,
while incorporating guidance that clarifies that an entity shall treat a modification of the terms or conditions
or an exchange of a freestanding equity-classified written call option as an exchange of the original
instrument for a new instrument.
https://naiconline.sharepoint.com/sites/NAICSupportStaffHub/Member Meetings/2022 NAIC Meetings/Spring National Meeting/Committee
Meetings/FINANCIAL CONDITION (E) COMMITTEE/Accounting Practices and Procedures (E) TF/SAPWG/Att1J_21-27_ASU2021-04.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: Schedule D-6-1, Supplemental Reporting
Check (applicable entity):
Modification of Existing SSAP
New Issue or SSAP
Interpretation

P/C

Life

Health

Description of Issue: SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities defines the
specific criteria for when an investment is considered a subsidiary, controlled or affiliated entity (SCA) for statutory
accounting purposes. Broadly defined, SCAs are entities that are 1) directly or indirectly owned or controlled by a
reporting entity (i.e., a subsidiary), or 2) within a holding company system or a party that is directly or indirectly,
through one or more intermediaries, in which controls, is controlled by, or is under common control with a reporting
entity (i.e., an affiliate). While SSAP No. 97 offers varying classifications of SCAs with differing valuation
methods, all SCAs are ultimately reported on Schedule D – Part 6 – Section 1: Valuation of Shares of Subsidiary,
Controlled or Affiliated Entities.
The reporting requirements for SCAs is defined in SSAP No. 97, Exhibit A, however in general, the process is as
follows: (note: the following comments are not applicable for domestic SCA insurance companies)
•

All SCA entities, regardless of if they are nonadmitted, have a zero value, or are immaterial to the reporting
entity, must file a “Sub-1” within 90 days of the acquisition or formation of the investment. The Sub-1
filing is to gather basic information about the SCA and is used to determine if the transaction meets certain
specific criteria specified within SSAP No. 97.

•

Annually, but no later than August 31 (or one month after the audit report is issued for an SCA – for entities
who routinely received their audit reports after August 31), SCAs must file a “Sub-2” filing. This filing
details the valuation method utilized; the value claimed in Schedule D-6-1 and includes all required
supporting documentation. (Nonadmitted assets are not required to file a Sub-2 if they are nonadmitted, or
had a zero value, for the full reporting period). The Sub-2 filing is then reviewed by the NAIC for
verification of the claimed value. If required, valuation adjustments are made. As directed in SSAP No 97,
if the insurance company has reported a value for a SCA investment on its financial statement blank
that differs from the value approved by the NAIC, the insurer is required to adjust the reported value
in its next quarterly financial statement blanks, unless otherwise directed by the insurer’s state of
domicile. (Note, the SCA review process occurs in arrears. As such, when a value is adjusted, the concepts
for the adjustment shall be applied to the next year-end. For example, if a company did not incorporate
required SSAP No. 97 adjustments in determining the reported value as of Dec. 31, 2020, those adjustments
should be considered when determining the value reported as of Dec. 31, 2021 (or earlier if known when
the quarterly financials are completed). When the adjustment is material, then the guidance in SSAP No.
3—Accounting Changes and Corrections of Errors would be applicable.)

In 2019, the NAIC reviewed 824 SCA filings (which includes both Sub-1 and Sub-2 filings). Of the total, 720 were
Sub-2 filings (the filing in which a value is approved). Of the 720 Sub-2 filings, 125 (approx. 17%) resulted in
valuation decreases. Presumably, per SSAP No. 97, entities (unless directed by their state of domicile) adjusted
the reported values in their next quarterly financial statements, however NAIC staff have found that it is not
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uncommon for the same entities, year after year, to have approved values that vary significantly from their reported
balances. It is also important to note that while the NAIC does send monthly reports on SCA activity to state
regulators, the process of reviewing the activity reports and verifying compliance with SSAP No. 97, for state
regulators (and NAIC staff) is operationally onerous. Accordingly, this agenda item has been drafted to propose
new supplemental reporting (in electronic only columns) to assist state regulators to 1) ensure Sub-1 and Sub-2
filings are being submitted by reporting entities, and 2) identify situations where the NAIC approved value varies
significantly from the value reported on Schedule D-6-1.
Existing Authoritative Literature:
Staff note – For completeness of the document, the authoritative guidance defining SCA’s in scope of SSAP No.
97 has been included herein. Certain relevant items have been bolded for emphasis.
SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities
Definition [of a SCA]
1.

Parent and subsidiary are defined as follows:
a.

Parent—An entity that directly or indirectly owns and controls the reporting entity;

b.

Subsidiary—An entity that is, directly or indirectly, owned and controlled by the
reporting entity.

2.
An affiliate is defined as an entity that is within the holding company system or a party that,
directly or indirectly, through one or more intermediaries, controls, is controlled by, or is under
common control with the reporting entity. An affiliate includes a parent or subsidiary and may also
include partnerships, joint ventures, and limited liability companies as defined in SSAP No. 48—Joint
Ventures, Partnerships and Limited Liability Companies. Those entities are accounted for under the
guidance provided in SSAP No. 48, which requires an equity method for all such investments.
3.
Control is defined as the possession, directly or indirectly, of the power to direct or cause
the direction of the management and policies of the investee, whether through the (a) ownership of
voting securities, (b) by contract other than a commercial contract for goods or nonmanagement services,
(c) by common management, or (d) otherwise. Control shall be presumed to exist if a reporting entity and
its affiliates directly or indirectly, own, control, hold with the power to vote, or hold proxies representing 10%
or more of the voting interests of the entity.
4.
Control as defined in paragraph 5 shall be measured at the holding company level. For example, if
one member of an affiliated group has a 5% interest in an entity and a second member of the group has an
8% interest in the same entity, the total interest is 13% and therefore each member of the affiliated group
shall be presumed to have control. This presumption will stand until rebutted by an evaluation of all the
facts and circumstances relating to the investment based on the criteria in FASB Interpretation No. 35,
Criteria for Applying the Equity Method of Accounting for Investments in Common Stock, an Interpretation
of APB Opinion No. 18. The corollary is required to demonstrate control when a reporting entity owns less
than 10% of the voting securities of an investee. The insurer shall maintain documents substantiating its
determination for review by the domiciliary commissioner. An investment in an SCA entity may fall below
the level of ownership described in paragraph 5, in which case, the reporting entity would discontinue the
use of the equity method, as prescribed in paragraph 13.g. Additionally, through an increase in the level of
ownership, a reporting entity may become qualified to use the equity method of accounting (paragraph
8.b.), in which case, the reporting entity shall add the cost of acquiring additional interest to the current
basis of the previously held interest and shall apply the equity method prospectively, as of the date the
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investment becomes qualified for equity method accounting. Examples of situations where the presumption
of control may be in doubt include the following:
a.

Any limited partner investment in a limited partnership, unless the limited partner is
affiliated with the general partner.

b.

An entity where the insurer owns less than 50% of an entity and there is an unaffiliated
individual or group of investors who own a controlling interest.

c.

An entity where the insurer has given up participating rights as a shareholder to the
investee.

5.
Investments in SCA entities meet the definition of assets as defined in SSAP No. 4—Assets and
Nonadmitted Assets and are admitted assets to the extent they conform to the requirements of this
statement.
EXHIBIT A – SCA REPORTING PROCESS
50.
SCA entities, except for domestic SCA insurance company investments accounted for
under paragraph 8.b.i of this statement, in which the reporting entity has an equity interest (common
or preferred stock), are required to be filed with the NAIC. Nonadmitted assets are not required to
be filed in a Sub-2 as long as they were nonadmitted, or had a zero value, for the full reporting
period (all interim and annual reporting). Immaterial asset SCAs do not have an automatic exclusion
from filing, as immateriality of an SCA will be ascertained by the state of domicile of the insurance reporting
entity, but companies are allowed to request an exemption from the domiciliary state to not file an SCA on
the basis that it is immaterial. The filing process does not include investments within the scope of SSAP
No. 48.
51.
Except for domestic SCA insurance company investments accounted for under paragraph
8.b.i., all SCA investments within the scope of this statement, purchased during any one calendar
year, shall be reported to the NAIC on a Sub-1 form within 90 days of the acquisition or formation
of the investment; this includes nonadmitted, zero-valued and immaterial SCAs. The NAIC will
process that filing in the same year but will not at that time approve or disapprove a value for the SCA
investment. By August 31 of each year, the insurance company shall submit a Sub-2 filing for the
previously purchased SCA investment reported on a Sub-1 form and later that year, the NAIC will
approve a value for the transaction. For SCAs that routinely receive their audit reports after the August
31 deadline, a filing deadline of one month after the audit date shall be applied. Filers must provide previous
years’ audit reports to verify an audit report dated after August 31 in order to not be charged a late fee for
a Sub-2 filing that is filed after the August 31 deadline. The value approved by the NAIC at the conclusion
of the Sub-2 form filing is reported by the insurance company on its financial statement blank. If the
insurance company has reported a value for the SCA investment on its financial statement blank that differs
from the value approved by the NAIC, the insurer is required to adjust the reported value in its next quarterly
financial statement blank unless otherwise directed by the insurer's state of domicile.
52.
Insurance companies shall use one of the valuation methods described in paragraph 8 to calculate
the value of their investments in insurance and non-insurance SCA companies. An insurance company
shall calculate the value of its investments in foreign insurance and all non-insurance company SCA entities
and report the value to the NAIC no later than August 31, or one month after the audit report date for SCAs
that routinely receive their audits after August 31 for existing SCA investments, and within 90 days of the
acquisition or formation of a new SCA investment.
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Initial Reporting of SCA Investments
53.
Reporting the acquisition or formation of a new investment is accomplished by submitting a
completed Sub-1 form for each investment, disclosing (i) the valuation reported or to be reported by the
insurance company on its latest or next quarterly financial statement blank, (ii) which method of those
described in paragraph 8 was used to arrive at the valuation, (iii) the factual context of the transaction and
(iv) economic and business motivations for the transaction. The submission will be processed by the NAIC
only if the NAIC determines it has been provided with all material information with respect to all SCA
companies of the reporting insurance company that require valuation.
54.
The purpose of a Sub-1 filing is to gather basic information about the SCA. If the NAIC
determines that the reported transaction meets the tests specified, it will complete the filing in the VISION
database. If the NAIC determines that the transaction does not meet the tests specified, it will not complete
the filing in the VISION database and instead shall notify the reporting insurance company and the state of
domicile in writing of its determination.
Subsequent Reporting of SCA Investments
55.
By August 31 or one month after the audit report date of each year and subsequent to the
reporting of an SCA investment on the Sub-1 form, the insurance company shall submit a Sub-2
form filing, with all supporting documentation for foreign SCAs provided in English, for the same
SCA investment. Additionally, by August 31 or one month after the audit report date of each year,
any insurance company that has made a Sub-2 form filing in a previous year must update the
information by filing an updated Sub-2 form filing.
56.
Each year the NAIC shall compile a list of all SCA investments (excluding insurance company SCAs
(paragraph 8.b.i.) nonadmitted and zero-value SCAs) reported as Sub-1 form filings for which a Sub-2 form
filing has not yet been received. For these transactions, the NAIC will notify the responsible reporting
insurance company and its state of domicile that it has not received a Sub-2 filing for the SCA investment.
57.
The purpose of the Sub-2 filing is to determine whether the value calculated by the reporting
insurance company for the SCA investment is appropriate and to approve that or some other value
for reporting on the insurer's financial statement blank.
58.
An insurance company that concludes an SCA transaction at year-end may be unable to file a Sub1 form prior to the time it would be required to file a Sub-2 form. Where this is the case, the NAIC is
authorized to accept and review a Sub-1 filing from such an insurance company and to accept and review
the Sub-2 filing after the Sub-1 filing review has been completed.
59.
No filing of an investment in a domestic SCA insurance company valued under paragraph 8.b.i.
shall be required to be made with the NAIC.
Assessment and Review of Sub-2 Form
64.
By August 31 or one month after the audit report date of each year, the NAIC shall initiate a review
of all SCA investments for which new Sub-2 form filings have been received as well as an annual update
review of Sub-2 SCA investments already logged in the VISION database. The NAIC review shall
encompass a review of the most recent annual statutory reporting by the parent insurance
company's Schedule Y (to ascertain the identity of the members of the holding company system
and to ensure that information for all SCA companies has been submitted), a review of the parent's
financial statement blank to review the last reported value for the SCA investments and a review of
the VISION database to determine whether SCA debt and SCA preferred securities have been
assigned NAIC designations. As part of its analysis, the NAIC shall review the portion of the bond
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investments carried by the parent or a subsidiary insurer with a Z notation. If the NAIC determines that the
portion of the Z bonds shown on the documentation is significant, the NAIC shall not process the Sub-2
filing until the insurance company reports the bonds to permit removal of the Z notation. Beginning with
year-end 2019, two new suffixes will apply: YE and IF. YE means that the security is a properly filed annual
update that the SVO has determined will not be assigned an NAIC designation by the close of the year-end
reporting cycle. The symbol YE is assigned by the SVO pursuant to the carryover administrative procedure
described in Part One, Section 3 f) (iii) of the Purposes and Procedures Manual of the NAIC Investment
Analysis Office. When the SVO assigns the symbol YE it also assigns the NAIC designation in effect for
the previous reporting year. IF means that the security is an initial filing that has been properly filed with the
SVO but which the SVO has determined will not be assigned an NAIC designation by the close of the yearend reporting cycle. The symbol IF is assigned by the SVO and communicates that the insurer should selfdesignate the security for year-end and identify it with the symbol IF. IF, therefore, also communicates to
the regulator that the NAIC designation reported by the insurance company was not derived by or obtained
from the SVO, but has been determined analytically by a reporting insurance company.
65.
Upon completion of the procedures described above, the NAIC will determine whether the
value reported by the insurance company on the current SCA filing was calculated in accordance
with the instructions for the valuation method chosen and verify that the filed value reflects the
adjustments required by paragraph 9.
66.
Upon approval of a value (including making necessary adjustments), the NAIC will complete
the Sub-2 filing with the approved value in the status field of the VISION database.
67.
The NAIC shall report its determination to the insurance company. If a significant
discrepancy exists between the value claimed by the reporting insurance company and the value
approved by the NAIC, the NAIC shall communicate the discrepancy with the company. If the NAIC
cannot come to a conclusion based on the support provided, the filing can be rejected in VISION, and
written notification will be provided to the reporting insurance company and the company's state of domicile
of this action. This correspondence will be sent to the domiciliary state. Filers are able to download their
review information from the NAIC filing system.

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): None
Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None
Convergence with International Financial Reporting Standards (IFRS): N/A
Staff Recommendation: NAIC staff recommends that the Working Group forward a proposal to the Blanks
(E) Working Group to supplement the identification of SCA investments in Schedule D – Part 6 – Section 1:
Valuation of Shares of Subsidiary, Controlled or Affiliated Entities. The supplemental data to be captured is
consistent with current requirements in SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities,
however this improved reporting granularity will significantly assist regulators to 1) ensure Sub-1 and Sub-2 filings
are being submitted by reporting entities, and 2) identify situations where the NAIC approved value varies
significantly from the value reported on Schedule D-6-1.
The proposed (electronic column) additions to Schedule D – Part 6 – Section 1 are shown below. (Note: for brevity,
the included blanks instructions, which do not have proposed edits, have been abbreviated and should not be used
for blanks filing purposes.)
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SCHEDULE D – PART 6 – SECTION 1

Valuation of Shares of Subsidiary, Controlled or Affiliated Companies
1

2

3

CUSIP
Identification
................
................
................
................
................
................
................
................
................
................
................
................
................
................
................

Description Name
of Subsidiary, Controlled
or
Affiliated Company
.........................................
.........................................
.........................................
.........................................
.........................................
.........................................
.........................................
.........................................
.........................................
.........................................
.........................................
.........................................
.........................................
.........................................
.........................................

Foreig
n
...........
...........
...........
...........
...........
...........
...........
...........
...........
...........
...........
...........
...........
...........
...........

4

NAIC Company
Code
...............................
...............................
...............................
...............................
...............................
...............................
...............................
...............................
...............................
...............................
...............................
...............................
...............................
...............................
...............................

5

ID
Number
.................
.................
.................
.................
.................
.................
.................
.................
.................
.................
.................
.................
.................
.................
.................

6

NAIC Valuation
Method
..........................
..........................
..........................
..........................
..........................
..........................
..........................
..........................
..........................
..........................
..........................
..........................
..........................
..........................
..........................

7

8

9

Book/Adjusted
Carrying Value
................................
................................
................................
................................
................................
................................
................................
................................
................................
................................
................................
................................
................................
................................
................................

Total Amount of
Goodwill
Included in
Book/Adjusted
Carrying Value
...........................
...........................
...........................
...........................
...........................
...........................
...........................
...........................
...........................
...........................
...........................
...........................
...........................
...........................
...........................

Nonadmitted
Amount
....................
....................
....................
....................
....................
....................
....................
....................
....................
....................
....................
....................
....................
....................
....................

Stock of Such
Company Owned by
Insurer on Statement Date
10
11

1999999 Totals
1.

Number
of
Shares
.............
.............
.............
.............
.............
.............
.............
.............
.............
.............
.............
.............
.............
.............
.............

% of
Outstanding
..................
..................
..................
..................
..................
..................
..................
..................
..................
..................
..................
..................
..................
..................
..................

XXX

XXX

Total amount of goodwill nonadmitted $...........................................

Reporting Instructions for Schedule D, Part 6, Section 1
Column 1

–

CUSIP Identification

Column 2

–

Description

Column 3

–

Foreign

Column 4

–

NAIC Company Code

Column 5

–

ID Number

Column 6

–

NAIC Valuation Method

Column 8

–

Total Amount of Goodwill

Column 9

–

Nonadmitted Amount

Column 10

–

Stock of Such Company Owned by Insurer on Statement Date Number of Shares and

Column 11

–

Stock of Such Company Owned by Insurer on Statement Date % of Outstanding

** Column 12 through 159 will be electronic only. **
Column 12

–

Legal Entity Identifier (LEI)

Column 13

–

Issuer

Column 14

–

Issue

Column 15

–

ISIN Identification

Column 16

–

Prior Year BACV

Column 17

–

Prior Year Nonadmitted Amount
Provide the amount nonadmitted, if any, included in Column 4 of the Asset page.
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Column 18

–

Prior year Sub-2 Verified Value
If per SSAP No. 97 or by direction of the domiciliary regulator, the SCA is required to be filed
with the NAIC, provide the prior year’s Sub-2 ‘Total Value Claimed.’

Column 18

–

Prior year VISION Filing Number
If per SSAP No. 97 or by direction of the domiciliary regulator, the SCA is required to be filed
with the NAIC, provide the prior year NAIC VISION filing number.

Staff Review Completed by: Jim Pinegar, NAIC Staff – November 2021
Status:
On December 11, 2021, the Statutory Accounting Principles (E) Working Group moved this item to the active
listing and exposed proposed revisions to be incorporated into a Blanks (E) Working Group proposal which would
supplement the reporting of SCA investments reported in Schedule D-6-1, as illustrated above. The supplemental
data to be captured is consistent with current requirements in SSAP No. 97 and as a result, the agenda item did not
propose statutory revisions.
On April 4, 2022, the Statutory Accounting Principles (E) Working Group adopted this agenda item, which did not
result in statutory accounting revisions, however adoption expressed support of the corresponding Blanks (E)
Working Group proposal (2022-02BWG), which incorporates new electronic only columns in Schedule D-6-1. The
supplemental data to be captured is consistent with current requirements in SSAP No. 97.
https://naiconline.sharepoint.com/sites/NAICSupportStaffHub/Member Meetings/2022 NAIC Meetings/Spring National Meeting/Committee
Meetings/FINANCIAL CONDITION (E) COMMITTEE/Accounting Practices and Procedures (E) TF/SAPWG/Att1K_21-22_SchD-6-1.docx
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