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The Statutory Accounting Principles (E) Working Group of the Accounting Practices and Procedures (E) Task Force met Sept. 21, 2023. The following Working Group members participated: Dale Bruggeman, Chair (OH); Kevin Clark, Vice Chair (IA); Sheila Travis (AL); Kim Hudson (CA); Michael Estabrook (CT); Tom Hudson (DE); Cindy Andersen (IL); Melissa Gibson (LA); Judy Weaver (MI); Doug Bartlett (NH); Bob Kasinow (NY); Diana Sherman (PA); Jamie Walker (TX); Doug Stolte and David Smith (VA); and Amy Malm (WI).
[bookmark: _Hlk40449663]
1. Reviewed Comments on Exposed Items

The Working Group met to review comments received (Attachment- A) on items exposed at the Summer National Meeting. 

A. Agenda Item 2023-12

Bruggeman directed the Working Group to agenda item 2023-12: Residuals in SSAP No. 48 Investments. Julie Gann (NAIC) stated that this agenda item proposed revisions to clarify the scope and reporting for investment structures that represent residual interests within statutory accounting principles. Previously, the Working Group incorporated guidance in Statement of Statutory Accounting Principles (SSAP) No. 43R—Loan-Backed and Structured Securities to address the reporting of residual interests because they are most common in securitization structures within the scope of SSAP No. 43R and that guidance specified that they should be captured on designated reporting lines on Schedule BA. Gann stated that residual interests could occur in other structures that could be captured in SSAP No. 48—Joint Ventures, Partnerships, and Limited Liability Companies. She stated that this agenda item proposed revisions to SSAP No. 48 as well as corresponding revisions to SSAP 
No. 43R and narrative changes to the Annual Statement Instructions, which clarify that all residual interests should be captured on the dedicated Schedule BA reporting lines. 

Gann said the Working Group received comments from interested parties, proposing minor edits to the Annual Statement Instructions and for clarity of the effective date. Gann stated that the guidance is expected to be applied for year-end 2023 since it is only a reporting change. Gann stated that it is not proposed to capture the explicit effective date in the guidance, but the Dec. 31, 2023, effective date will be noted in the agenda item in the status update. NAIC staff recommended that the Working Group adopt the exposed revisions to SSAP No. 48, SSAP 
No. 43R, and the Annual Statement Instructions with the modifications from interested parties to clarify that all residuals should be on Schedule BA in the dedicated reporting lines. Furthermore, Gann stated there is a little bit of back and forth between the new bond definition and the definition of residuals, and it has been noted once the bond definition is formally in effect on Jan. 1, 2025, a subsequent agenda item can propose updates to reference the bond definition within the residual guidance. She stated that interested parties also provided comments asking what sorts of structures could have residual interest. Gann stated that given the principles-based nature of the residual definition, NAIC staff included comments on page 4 of the agenda stating they are not intending to name specific investments as in or out of the scope of having a residual interest. She said those comments do not revise the guidance proposed to be adopted during this meeting.

Rose Albrizio (Equitable), on behalf of interested parties, stated that they appreciate the clarification of the effective date.

[bookmark: _Hlk135140945]Walker made a motion, seconded by Kim Hudson, to adopt the exposed edits in agenda item 2023-12 with the interested parties’ modifications to the annual statement instructions and to state in the Form A that it is effective Dec. 31, 2023 (Attachment-B). The motion passed unanimously.

B. [bookmark: _Hlk121307495]INT 23-02

Bruggeman directed the Working Group to Interpretation (INT) 23-02: Third Quarter 2023 Inflation Reduction Act – Corporate Alternative Minimum Tax. Robin Marcotte (NAIC) stated that in August, the Working Group exposed the tentative consensuses in INT 23-02 to provide temporary guidance for the third quarter reporting for corporate alternative minimum tax (CAMT). The exposed interpretation recommends that for third quarter of 2023, reporting entities should disclose whatever information is available and whether the entity expects to be an applicable entity that is required to do the tentative CAMT calculation. If the reporting entity can make a reasonable CAMT estimate, this should be disclosed for the third quarter of 2023. Entities should also disclose if a reasonable estimate is not possible. Marcotte stated that INT 23-02 builds on the previously adopted INT 22-02: Third Quarter 2022 through Second Quarter 2023 Reporting of the Inflation Reduction Act – Corporate Alternative Minimum Tax. She stated INT 22-02 and INT 23-02 do not require accrual of a CAMT liability for the applicable reporting periods. Marcotte stated that for the third quarter of 2023, some entities may be able to estimate their CAMT. She stated that interested parties’ comments noted support for the deferral of statutory accounting until permanent guidance is adopted. Marcotte stated that the Working Group is working on permanent guidance, which is the next agenda item 2023-04. She stated that interested parties noted support for INT 23-02 with minor edits, which are shown in their comment letter. Marcotte stated that NAIC staff recommend adopting the exposed INT 23-02 with the edits recommended by interested parties. She noted that the proposed revisions are minor and do not change the overall principles that were exposed. Marcotte stated that INT 23-02 would be effective immediately to allow for third-quarter 2023 application and would automatically be nullified on Nov. 16, 2023, after third-quarter filings are due. Marcotte reviewed the revisions included in INT 23-02, which included more accurately describing the CAMT, the deletion of a duplicative sentence, minor clarifications about estimates and subsequent events, and editorial items.

Aimee Hoke (Nationwide), on behalf of interested parties, stated appreciation for the extension of not requiring CAMT liability accrual for third-quarter until the final proposed year-end guidance is created.

Kasinow made a motion, seconded by Malm, to adopt INT 23-02 as exposed with the revisions (Attachment-C). The motion passed unanimously, which met the policy statement super majority voting requirements for this item.

C. [bookmark: _Hlk121307577]Agenda Item 2023-04 on INT 23-03

[bookmark: _Int_bcrXlFwj][bookmark: _Int_FgDrzXpO]Bruggeman directed the Working Group to agenda item 2023-04: Corporate Alternative Minimum Tax Guidance. Marcotte stated that the Working Group exposed the tentative consensus in INT 23-03: Inflation Reduction Act - Corporate Alternative Minimum Tax to provide guidance for year-end 2023 and periods thereafter. She said it is recommended to be in an INT rather than an SSAP. Marcotte stated that the federal Inflation Reduction Act was passed in 2022, and the CAMT goes into effect beginning with the 2023 tax year. The CAMT only applies to corporations determined on a tax-controlled basis with an average adjusted financial statement income in excess of $1 billion for the three prior taxable years. She stated that in some cases, for certain foreign-parented corporations, the threshold goes down to $100 million. The CAMT is assessed at the consolidated return level using book income. Once a corporation is an applicable corporation, it will remain an applicable corporation unless certain very limited exceptions apply. She stated that corporations calculate their CAMT and compare that to the regular tax liability and pay the higher amount. She stated that payment of the tax results in a tax credit that does not expire. However, the tax credit can only be used to pay federal taxes, which are above the CAMT amount. 

[bookmark: _Int_pWK4EXDN]Marcotte stated that interested parties provided several proposed clarifications and edits that were explained well in their comment letter in the meeting materials (Attachment A). She stated that NAIC staff recommend the Working Group adopt INT 23-03, effective for year-end 2023, with the edits from interested parties with the minor variations noted from NAIC staff, and after the Working Group provides direction regarding edits to the transition guidance in paragraph 37b. She stated that NAIC staff incorporated almost all the interested parties’ recommended edits, particularly the edits that provided more specific or more accurate tax terminology. She noted that the INT recommended for adoption had the following differences from interested parties’ proposed revisions: 1) did not replace CAMT credit carryforwards with CAMT credit deferred tax assets (DTAs) in all places; 2) did not add additional acronyms; 3) worded one revision in the positive instead of the negative; 4) added a suggested footnote regarding non-RBC filers; and 5) included other minor editorial items. She stated that although INT 
23-03 had several proposed clarifications, the overall clarifications were technical in nature and did not change the overall principles exposed. 

Hoke stated that interested parties appreciate the Working Group’s consideration of the proposed edits and that most of the interested parties’ comments were about tax terminology and providing specific language.

Bruggeman directed the Working Group to the interested parties’ proposed edits to INT 23-03, paragraph 37b. He stated that this has been referred to as transition guidance, especially for the year-end 2023 filing tax allocation or tax sharing agreements. Bruggeman stated that there are some challenges and that industry wants certainty for scenarios in which they filed their revised or new tax allocation agreement sometime before year-end 2023, and the state insurance regulator’s letter of either approval or non-disapproval does not come until after year-end 2023. He noted that the questions are on the application of SSAP No. 9—Subsequent Events. Bruggeman stated that if the tax allocation agreement was filed before year-end and the approval happens before year-end, there is no subsequent event. As for what happens if the letter comes after year-end, he stated that it can be broken down further by when that approval or non-disapproval comes. Bruggeman stated that if the approval comes before companies file their year-end statements, they follow the agreement. 

Bruggeman stated that if the letter comes after they file the year-end financial statements, it becomes a complicated matter that the Working Group needs to work out. He posed the question of what a company does if a state has not given them an answer by Feb. 28 (the day before the March 1 filing deadline). He stated that, technically, per SSAP No. 9, without approval or non-disapproval, the company would follow whatever existed before that Form D filing. Bruggeman stated that he thinks this is what industry would like to get adjusted, for some certainty, within INT 23-03. He stated that the question to consider is whether a company can assume their domestic state will eventually approve, as they filed the Form D and their annual statement as such. Bruggeman stated that it would be a pseudo SSAP No. 9 Type 1 event. Second, if the approval comes after they filed the statement doing that pseudo Type 1 event, like March 1, but the final approved agreement is slightly different than what was filed and reported on at year-end 2023, can the company treat that change as a Type 2 subsequent event, which would mean pushing that change through the first quarter 2024 statement and not amend the annual statement. Being able to treat the difference between the initially filed contract and the approved contract as a Type 2 event would mean that the company does not have to worry about the audited financial statement being different. 

Bruggeman stated that for a major difference from the Form D filing to approval, it would be a discussion or documentation of whether that change is then a Type 1 or Type 2 event to be handled in accordance with SSAP No. 9. He stated that if the Working Group chose to not do anything when the approval letter does not come by the filing due date when the company eventually gets the approval, it would be a Type 1 subsequent event and they would have to amend each company's year-end statement to what was approved, even if the approval were very similar to what was filed. He stated that there could be a lot of impacted companies because the CAMT is a big company and big company group issue. There could be multiple companies involved.
 
Bruggeman stated that if the company decides to file the Form D after Dec. 31, then the domestic state needs to work with a company to be able to use the main parts of INT 23-03. He stated that the normal process is 30 days for approval under the Insurance Holding Company System Regulatory Act (#440). He stated that the Working Group needs to discuss if they want to include guidance in the interpretation for situations in which the approval takes longer than 30 days. Alternatively, the domiciliary regulator can tell the company it will need to decide on an individual basis whether it should file as if the Form D filed is a pseudo Type 1 event, and the state will eventually send the company its letter of approval or non-disapproval, as the state finishes the review. He stated that there may be a few states that are not comfortable putting a timing event that is closer related to a Model #440 situation than it is to statutory accounting. 

Walker stated that she is struggling with putting this sort of guidance in INT 23-03 because it is a domestic regulator issue, and nothing would prevent the companies from talking to the domestic regulator to get what they are putting in here cleared through the domestic regulator, as it is originally drafted. She further stated whereas if they get confirmation from the domestic regulator that there is no objection to using the new tax allocation agreement they can do that with or without this language being in INT 23-03, and it appears that it is a one-year problem to resolve. She stated that she would not want to put a requirement on the domestic regulator to firmly tell companies not to use the agreement if the domestic regulator has not had the opportunity to complete its review. Walker stated that the burden should not be on the regulator to notify the company that they cannot use an agreement that has not completed the process yet. 

Bruggeman proposed a situation to Walker where there are multiple companies across multiple states, and, for example, Ohio is the lead state, and Texas is the supplemental state. If Texas is not comfortable just yet, but Ohio is, Bruggeman asked what her thoughts were on the timing of where one company can file it as a known Type 1 event and the other company cannot because they have not heard from their state. Walker stated she hoped the company would talk to her, and depending upon what our concerns are and where we are in the process, she would either be able to say she had no objection or that she had concerns about the methodology in the tax allocation. She noted that, hopefully, the filings will be clear, and they will be able to be reviewed within 30 days. She said the key to this is communicating with the domestic regulator to work through the process. She noted that this is also a situation where regulators should coordinate to work together. She noted that she struggled with the idea of putting in language that could impede the state. Bruggeman commented that is the fine line. He wants to provide accounting direction and not interfere with the state or its application of Model #440.

Clark agreed with Walker that with the originally exposed INT 23-03, paragraph 37b language that allows the domestic regulator to, in writing, say they do not object to using the accounting while the agreement is under review. He stated that should be sufficient so that the company can work with their regulator. He noted support for the originally exposed language. 

Bruggeman proposed a scenario where the regulator is not able to give approval or non-disapproval before the final due date and does not object to using the tax agreement as filed on Form D in the year-end financial statement. He inquired whether, after a company receives approval and there is a slight change, whether states will accept a Type 2 subsequent event instead of an amended year-end statement. Walker stated she would be fine with that, assuming if, for example, Texas required a change that would need to cascade through all the other states that have also already approved it. Clark stated he would agree, and he is not sure it would have to be an insignificant change if the regulator approved the use of the pending agreement for accounting purposes for the year-end financial statements. He stated he would be fine with any change from there on being a Type 2 subsequent event. Bruggeman stated what he is hearing is that as long as you get the definitive approval from the domestic state, in writing, to file their annual statement using the tax sharing agreement as filed in the Form D, even before the approval or non-disapproval, and that when the approval or non-disapproval does come, and there was a change, that that change would be a Type 2 subsequent event and be made in the first quarter of 2024. Bruggeman stated that is what was exposed.

Marcotte stated that what was exposed was that when the domestic regulator has confirmed that they have no objections to using the tax allocation amendment or new agreement while under review, then the company should be allowed to apply that accounting at year-end. She stated that paragraph 37a notes that companies that do not have the CAMT in their tax allocation agreement now will need to amend it and that it would be under a Form D filing under Model #440. She stated that paragraph 37b says that either the company has the tax allocation agreement updates approved prior to year-end or their domestic regulator has confirmed they have no objections to using it while under review. She stated that paragraph 37c goes into a discussion about whether the final agreement differs from what was originally requested and how to record that difference. She stated that if the Form D approval occurs after the balance sheet date but before the issuance of the statutory financial statements and before the date the audited financial statements are issued or available to be issued, that would be a Type 1 event. If the Form D approval occurs after the period, which is defined as a subsequent event in SSAP No. 9, the difference created by the approval is recognized and disclosed in the period given. The transition of guidance does not apply if the Form D is not filed prior to the end of the year in 2023. She stated that, under SSAP No. 9, there are three periods to be concerned about. Dec. 31 is the reporting date, March 1 is the filing date, and you also must worry about the June 1 audit filing. So, if approved before issuance, then it goes in the financial statements; if not approved until after issuance, then put the changes in the financial statements in the period that the revisions are approved.

Bruggeman stated that the onus is getting some definiteness that the domestic state will approve reporting the tax sharing agreement as in their annual statement as submitted in the Form D filing, even without a formal approval or disapproval on that Form D. He stated that the Working Group has the option to approve everything in INT 23-03 and exclude the transition paragraph 37b. If the Working Group chooses that option, reporting entities need to obtain confirmation from your domestic state that you can file, and you put it in your financial statements what has been filed, and in review, and use that as a pseudo Type 1 event as if it's been approved. Then, paragraph 37c jumps in when it is approved later; then, it is a Type 2 event. 

Marcotte stated that the interested parties’ wording was that the domiciliary regulator has not provided written objections to using the tax allocation agreement amendment while under review. The exposed wording was that the domiciliary regulator has confirmed that they have no objections to using the tax allocation agreement while under review. It is either whether one is comfortable with the domiciliary regulator having confirmed they have no objections to using it while under review, or the second one is that the domiciliary regulator has not acted and has not provided written objections.

[bookmark: _Hlk146280009]Bruggeman stated that Walker wants to have more of a definitive discussion. Bruggeman said Walker confirmed she has no objections to using the file tax allocation agreement in the financial statement. Walker stated she would be supportive of the language as exposed originally and removing the interested parties’ proposed language. Bruggeman asked if other Working Group members support the original language. He stated that this is only in cases when it is in review status, and the company is ready to file its financial statements and wants to know what it needs to do. Kim Hudson, Clark, and Malm stated support for using the original language of paragraph 37b. Andersen stated that the language should include a friendly amendment stating that the confirmation should be in writing. Walker agreed with this recommendation. 

Hoke stated that interested parties are concerned that the written confirmation requirement will escalate to a permitted practice and that state insurance regulators might not be willing to provide written confirmation while a tax allocation agreement is under review.

Bruggeman stated the written confirmation is so that what was filed as in the annual statement can be used, not that the agreement is approved or not approved. He stated that the state has confirmed its approval to use the as-filed tax agreement. Bruggeman stated that he would not consider that a permitted practice. Clark agreed, stating that it would not be a permitted practice because it is not a deviation. He stated that if a state insurance regulator was unwilling to provide that confirmation, then that is their authority. It is not the Working Group’s place to override that authority.

Marty Carus (Marty Carus Consulting) asked whether an email is acceptable as written communication. Bruggeman confirmed that emails are considered written communication. Kasinow stated it does add another step to the Form D process, but they can certainly see the usefulness in the written communication. He stated that if the Superintendent does not disapprove, they can go forward.

Walker made a motion, seconded by Clark, to adopt as exposed with the editorial changes to everything except paragraph 37b and to leave the as-exposed paragraph 37b, including the friendly amendment that the confirmation must be in writing (Attachment D and Attachment E). The Working Group agreed that the sentence under discussion in paragraph 37b would read: “Accordingly, if a reporting entity files the applicable Form D request(s) for tax allocation agreement amendment or a new tax allocation agreement prior to the end of 2023 to address the CAMT for 2023 and subsequent taxable years, and the domiciliary regulator has confirmed in writing that they have no objections to using the new tax allocation agreement amendment or new tax allocation agreement, while under review.” The motion passed unanimously, which met the policy statement super majority voting requirements for this item.

2. Discussed Other Matters

A. Agenda Item 2023-22

Marcotte stated that agenda item 2023-22, Actuarial Guideline 51 and Appendix A-010 Interaction, was exposed at the Summer National Meeting and referred to the Valuation Analysis (E) Working Group and to the Long-Term Care Actuarial (B) Working Group. She said this item included minor revisions to SSAP No. 54R—Individual and Group Accident and Health Contracts and an illustration. Marcotte stated that NAIC staff and actuaries would like to expand the illustration to show more steps. This item will likely have an interim e-vote to re-expose with an expanded illustration.

B. Agenda Item 2023-15

Marcotte stated that the comment deadline for agenda item 2023-15: IMR Specific Allocations was extended to Oct. 18. 

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