Attachment J
Review of GAAP Exposures

 
Summer National Meeting - Review of GAAP Exposures for Statutory Accounting:
Pursuant to a 2014 direction from the SAPWG chair, there is a desire for the Statutory Accounting Principles (E) Working Group to be more proactive in considering FASB exposures that may be significant to statutory accounting and reporting. Historically, the SAPWG has commented on limited, key FASB exposures – mostly pertaining to insurance contracts and financial instruments. To ensure consideration of all FASB exposures, staff prepared this memorandum to highlight the current exposures, comment deadlines, and to provide a high-level summary of the exposed item’s potential impact to statutory accounting. It is anticipated that this information would assist the Working Group in determining whether a comment letter should be submitted to the FASB on the issues. Regardless of the Working Group’s election to submit comments to the FASB on proposed accounting standards, under the NAIC Policy Statement on Statutory Accounting Principles Maintenance Agenda Process, issued US GAAP guidance noted in the hierarchy within Section V of the Preamble to the Accounting Practices and Procedures Manual must be considered by the Statutory Accounting Principles (E) Working Group. 
FASB Exposures: Exposure Documents and Public Comment Documents (fasb.org)
	Exposed FASB Guidance
	Comment Deadline & Initial Staff Comments

	[bookmark: _Hlk150498858]Proposed Accounting Standards Update—Income Statement—Reporting Comprehensive Income—Expense Disaggregation Disclosures (Subtopic 220-40): Disaggregation of Income Statement Expenses
	October 30, 2023




Proposed Accounting Standards Update—Income Statement—Reporting Comprehensive Income—Expense Disaggregation Disclosures (Subtopic 220-40): Disaggregation of Income Statement Expenses 

FASB issued this proposed update to improve the disclosures about a public business entity’s expenses and address requests from investors, lenders, creditors, and other allocators of capital (collectively, “investors”) for more detailed information about the types of expenses (including employee compensation, depreciation, and amortization) in commonly presented expense captions (such as cost of sales, selling, general, and administrative expenses (SG&A), and research and development). Feedback from investors on the 2021 FASB Invitation to Comment, Agenda Consultation, indicated that disclosure of disaggregated financial reporting information (in the income statement, the statement of cash flows, or the notes to financial statements) should be a top priority for the Board. Investors have observed that more detailed information about expenses is critically important in understanding an entity's performance, assessing an entity's prospects for future cash flows, and comparing an entity’s performance both over time and with that of other entities. Investors specifically indicated that more granular information about cost of sales and SG&A would assist them in better understanding an entity’s cost structure and forecasting future cash flows. Some investors also noted that employee compensation costs should be disclosed in greater detail. 

The Board expects that nearly all public business entities, particularly those that present expense captions, such as cost of sales and SG&A on the face of their income statements, would disclose more information under the amendments in this proposed Update about the components of those expense captions than is disclosed in financial statements today. That incremental information should allow investors to better understand the components of an entity’s expenses, make their own judgments about the entity’s performance, and more accurately forecast expenses, which in turn should enable investors to better assess an entity’s prospects for future cash flows. It also should provide contextual information for an entity’s preparation and an investor’s consideration of management’s discussion and analysis of financial position and results of operations (MD&A).

The amendments in this proposed Update would require detailed disclosure, in the notes to financial statements, of specified categories underlying certain expense captions. The proposed amendments would require that an entity on an annual and interim basis: 

1. Disclose the amounts of (a) inventory and manufacturing expense, (b) employee compensation, (c) depreciation, (d) intangible asset amortization, and (e) depreciation, depletion, and amortization recognized as part of oil and gas-producing activities (DD&A) included in each relevant expense caption. A relevant expense caption would be an expense caption presented on the face of the income statement within continuing operations that contains any of the expense categories listed in (a)–(e). 

2. Disclose a further disaggregation of inventory and manufacturing expense (from 1 above) into the following categories of costs incurred: (a) purchases of inventory, (b) employee compensation, (c) depreciation, (d) intangible asset amortization, and (e) DD&A. Costs incurred would include those that are either capitalized to inventory or, if not capitalized to inventory, directly expensed (expensed as incurred) during the current period. On an annual basis, an entity would disclose its definition of other manufacturing expenses. 

3. Include certain amounts that are already required to be disclosed under existing GAAP in the same disclosure as the other disaggregation requirements. 

4. Disclose a qualitative description of the amounts remaining in relevant expense captions or in inventory and manufacturing expenses that are not separately disaggregated quantitatively. 

5. Disclose the total amount of selling expenses and, on an annual basis, an entity's definition of selling expenses.

Staff Review and Commentary: 

Comment deadline was October 30, 2023

NAIC staff recommend that ASU be reviewed under the SAP Maintenance Process as detailed in Appendix F—Policy Statements. 
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